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v

This is the third volume of the series ‘Luxemburg International Studies in 
Political Economy’.

In 2014, at the International Conference ‘The 100th Anniversary of 
“The Accumulation of Capital: A Contribution to an Economic 
Explanation of Imperialism”  – A Century-Old Work Remains Current, 
Provocative and Seminal’, Jan Toporowski presented his idea for the series. 
In an interview about the project, he said: ‘Political Economy has become 
very fashionable now, for example, among political scientists and hetero-
dox economists. However, much of this literature … is eclectic in its inspi-
ration, ranging from libertarian Austrian ideas, to rather free interpretations 
of Marxian concepts. This series is distinctive in taking forward the sys-
tematic work in political economy from the discussions following Marx’s 
death in 1883, to which Rosa Luxemburg contributed, and showing the 
relevance of those discussions to problems of capitalism today. For me the 
key here is the systematic methodology that derives from these discus-
sions, rather than imaginative, but loose, thinking inspired by concepts 
used in nineteenth century discussions before the emergence of mature 
capitalism’ (Dellheim 2016).

The projected series then started in 2016, with the volume Rosa 
Luxemburg: A Permanent Challenge for Political Economy (Dellheim and 
Wolf 2016). This book helped to at least begin overcoming a still existing 
fear which has for a long time prevented the European left from any 
explicit dealing with the entire theoretical legacy of Rosa Luxemburg. 
One important aspect of this legacy is that Luxemburg—as one of the 
most fascinating and radical characters in the struggle for liberation and 
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equality—developed a very specific critical relationship with Karl Marx 
and his theoretical heritage. Accordingly, it was no coincidence that our 
call for abstracts on the occasion of Marx’s 200th birthday began with a 
quote from Luxemburg: ‘In accordance with Marx’s whole worldview, his 
magnum opus is no Bible containing ultimate truths that are valid for all 
time, pronounced by the highest and final authority; instead, it is an inex-
haustible stimulus for further intellectual work, further research, and the 
struggles for truth’ (Luxemburg 1918, p. 453). That we returned to this 
quote on the eve of Marx’s 200th birthday was due to the central idea 
underlying our second volume, dedicated to the unfinished system of 
Marx’s volumes on Capital. In following Luxemburg in this respect, we 
tried to make use of the fragmentary state of the volumes II and III of 
Capital which ‘provide something infinitely more valuable than any sup-
posed final truth: a spur to reflection, to critique and self-critique, which 
is the most distinctive element of the theory that was Marx’s legacy’ (ibid., 
p. 461). Unfortunately, this spur was not taken up by many of those who 
followed Luxemburg in her day, as the further development of Marxist 
theory was dramatically overshadowed and crippled, by reactionary and 
fascist terror, by war and by Stalinism.

Confronted with further developments of the capitalist mode of production, 
as well as those pertaining to other forms of societal hierarchies, we urgently 
have to deal more specifically with the issue of money and finance, still 
attempting to follow in the very tracks of Marx and Luxemburg. And it is, 
accordingly, just another consequence of our approach that we now address 
the work of Rudolf Hilferding and its reception in Marxist debates. The 
importance of Hilferding’s work was already underlined in the call for 
abstracts to our book on the unfinished volume III of Capital (Dellheim 
and collective 2016). Consequently, when the second volume of our series, 
The Unfinished System of Karl Marx. Critically Reading Capital as a 
Challenge for Our Times (Dellheim and Wolf 2018b), appeared, we already 
announced that the third one would deal with Hilferding’s legacy (ibid., 
p. 24). The argument for this plan was, on the one hand, that some of our 
authors referred to Hilferding anyway, given his evident efforts to analyse 
social and especially economic developments in the world after Marx and 
Engels. Accordingly, we proceeded from the conviction that a critique of 
Hilferding’s theoretical achievements would be of crucial importance for a 
deeper understanding of the present societal, economic and political situa-
tion—especially of the global financial crisis and its connections to other 
problems and crises, particularly global warming, the loss of bio-diversity, 
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militarisation and increasing violence against people, as well as poverty and 
social exclusion.

Based on his own, specific understanding of Marx—which merits and 
requires both analysis and criticism—Hilferding showed how the develop-
ment of banks and joint-stock companies, especially in their expansion 
towards the control of industry, modified the very structure of societal, 
economic, political relations and, last but not least, also of international 
relations.

Three questions were, or, rather, still are, of crucial interest here. They 
were already formulated in our call for abstracts written between the 200th 
anniversary of Marx’s birthday and the 100th anniversary of the brutal 
murder of Rosa Luxemburg on 15 January 1919:

• First, we asked contributors to take a deeper look at the political 
dimension of Luxemburg’s and Hilferding’s handling of Marx’s the-
oretical legacy. This is much needed, because any sound critique of 
their theoretical conceptions should take into account that neither of 
them were able to refer to all of Marx’s manuscripts later published 
in the (second) MEGA edition. The question we asked pertained to 
the specific research methodology and the general approach to theo-
retical work in both Luxemburg and Hilferding while at the same 
time looking for an explanation of their very distinct political devel-
opments. Hilferding’s analyses of banking capital and its relation to 
other forms of capital, particularly of ‘finance capital’ as a specific 
kind of capital collectively accumulated by money capitalists as well 
as by industrial capitalists, as well as his historico-empirical recon-
struction of the societal and political consequences this development 
triggered, opened up a field of important Marxist research and 
debate. His analysis then significantly influenced the Marxist debates 
on imperialism, on the prospect of further capitalist development 
and on the strategic conclusions socialists/communists could or 
should draw from these findings (Nikolai Bukharin, Vladimir Lenin, 
Henryk Grossmann, Fritz Sternberg, as well as their supporters and 
opponents participated in these debates).

• A second question that demands more in-depth scrutiny refers to the 
consequences of Hilferding’s theory of finance capital for the under-
standing of modern, contemporary processes of the accumulation of 
capital, for conceiving of its possibilities and perspectives of 
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 development, as well as for working on socialist political strategies of 
transformation.

• Our third question was about how to deal with Hilferding’s legacy as 
a contribution to the critique of political economy, that is, as a lasting 
challenge to the economists of today, in order to find out what could 
be gained scientifically—in an analysis of reality and in a construction 
of possible futures—as well as politically—in a diagnosis of possible 
interventions—by taking up and critically addressing this legacy 
(Dellheim et al. 2018).

The original interpretation of Hilferding put forward by the influential 
political economist Joseph Schumpeter (who developed from an early 
sympathiser of Marx and Engels via conservative to reactionary positions) 
asserted that Hilferding had shown that capitalism was evolving towards a 
stable ‘general cartel’. This reading of Hilferding was challenged by the 
Austro-Marxists, who in turn were an important influence on Michał 
Kalecki and Tadeusz Kowalik, inspiring them to make more critical use of 
Hilferding’s achievements. Their investigations produced a significant 
legacy of insights, even though they were ignored, falsified or negated by 
the Stalinist interpretations which had come to dominate the main thrust 
of Marxist debates. Proceeding from Kalecki and Kowalik’s approach, we 
shall look at what can be gained today by specifically analysing the accu-
mulation of finance capital—understood as globalised collective capital 
using credit for mobilising a maximum of resources for its accumulation 
by primary exploitation (unpaid wage labour) and by secondary exploita-
tion (redistribution, dispossession)—in its relation to the dynamics of 
societal hierarchies (class, gender, ethnic and cultural origin, individual 
orientations, etc.) and, at the same time, its effects on the natural 
environment.

We were very pleased with the resonance our call was met with and the 
large number of eminently intriguing abstracts, especially from female 
economists and from scholars from Central and Eastern European coun-
tries and from the global South. Unfortunately, the cooperation with 
many of these authors did not materialise, for very different reasons, some 
due to very delightful circumstances, like pregnancy and the birth of a 
child, and also for very sad reasons caused by political repression and eco-
nomic constraints, or simply due to too busy schedules. We wish the 
young mother and her new-born baby only the best and express our soli-
darity with the colleagues living under complicated conditions. As 
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coordinators of this volume, we are grateful to Scott M.  Aquanno 
(Canada)1, Patrick Bond (South Africa), John Grahl (Great Britain), Jan 
Greitens (Germany), J. Patrick Higgins (Poland), Andrew Kilmister (Great 
Britain), Michael R. Krätke (Netherlands), Stephen Maher (Canada), 
Radhika Desai (Canada), Claude Serfati (France), Nikos Stravelakis 
(Greece) and Jan Toporowski (Great Britain) for their chapters and their 
constructive cooperation. As some originally planned contributions could 
not be realised, we were glad that Michael R. Krätke was able to address 
several topics in his chapter which otherwise would have been lost to this 
volume. Not only because of those contributions which ultimately could 
not be accomplished, we look forward to continuing the debate in this way.

Our book consists of several chapters covering very different aspects of 
Hilferding’s rich, dramatic and tragic legacy which, moreover, address in 
different ways the three questions we raised. We very much appreciate that 
all authors were also interested in the practical perspectives opened up by 
their contributions. They pursue the aim of helping the reader to under-
stand the recent problems, the reasons for the overall defensive state of 
progressive alternative forces, and to find ways to overcome these situa-
tions of defensive struggles, as well as the underlying structural obstacles 
for democratic, just, socially and ecologically sustainable solutions for the 
mounting societal and global problems.

• Michael R. Krätke offers an overview of the history of Hilferding’s 
seminal work and draws a comprehensive picture of its major theo-
retical achievements. In so doing, he shows that Hilferding effec-
tively pursued the aim of continuing Marx’s analysis of the capitalist 
mode of production. On the other hand, Krätke presents a full list of 
major amendments and conceptual changes to Hilferding’s theoreti-
cal legacy that should allow the reader to begin to understand the 
phenomena of contemporary financial market capitalism.

• Nikos Stravelakis’ chapter is about the key political economy contri-
butions which originated from Finance Capital, covering the period 
from its publication in 1910 to the year 1966. In the author’s view, 
the conclusions of Hilferding, Moszkowska and Sweezy on eco-
nomic crisis rely on the neoclassical theory of perfect competition 
and its ‘dark side’, that is, monopoly ‘price setting’. In conclusion, 
according to the author, the three economists come to reject the 
Marxian labour theory of value.
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• While sharing Krätke’s view on Hilferding’s aim and efforts, Patrick 
Bond focuses on Hilferding’s contribution to understanding today’s 
conjuncture that combines financial power and vulnerability, or 
‘financialisation’. But while, in Bond’s view, Hilferding contributed 
in particular to an understanding of how general properties of the 
capitalist debt system could be advanced beyond the disorganised 
state of Marx’s theory in Capital Volume 3, Bond regards a critique 
of Hilferding as essential for both intellectual and practical purposes.

• Andrew Kilmister provides a detailed comparison between 
Hilferding’s work on finance capital and contemporary accounts of 
financialisation. He focuses in particular on the work of Costas 
Lapavitsas. Criticising Hilferding and Lapavitsas, Kilmister shows 
links between differing conceptions of financialisation and corre-
sponding analyses of the periodisation of capitalism. Finally, he pro-
vides a richer picture of the changing periodisation of capitalism.

• By tracing the evolution of state and corporate organisation since the 
late nineteenth century, Scott M. Aquanno and Stephen Maher illus-
trate that a much needed ‘Institutional Marxist theory of corporate 
governance’ should constitute a decisive foundation for the periodi-
sation of capitalist development. They suggest that the ‘restructuring 
of capitalism’ since the 2008 crisis has led to the emergence of new 
consolidated institutional linkages between finance and industry 
constituting a new kind of ‘finance capital’ as an organisational form 
of corporate power.

• Radhika Desai provides an explanation for why Marx’s and 
Hilferding’s expectation that the English model of domination of 
the capitalist mode of production would be superseded by the more 
productive model of finance capital was not fulfilled. The desire of 
the United States to emulate British financial dominance ultimately 
supported the British pattern. Only now, in the twenty-first century, 
British financial strength and its pattern of dominance are unravelling.

• Claude Serfati analyses finance capital as a main pillar of imperialism. 
The second pillar, in his view, is militarism—and understanding their 
respective place in contemporary ‘capitalism’ requires a clear view of 
both of these aspects. By critically reading Hilferding, Serfati offers a 
definition of contemporary finance capital as the intertwining of 
monopoly industrial, merchant, real estate, land and banking capital 
under the control of capital-property and in close relation to 
militarism.
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• Looking at the power of corporations in society, John Grahl shows 
that Hilferding identified the divorce of ownership and control in 
the large-scale corporations of his day and that Hilferding also antici-
pated the relegation of shareholders to the status of simple ‘money 
capitalists’ who traded their economic control for the liquidity of 
their holdings of securities. Grahl demonstrates how this trend con-
tinues into our own day and addresses the resulting lack of social 
control over large-scale enterprises.

• The history of these large-scale enterprises is connected to the busi-
ness cycles of capitalist enterprises, as analysed by Michał Kalecki. 
Proceeding from this link, Jan Toporowski traces the origin of 
Kalecki’s theory of business cycles to Hilferding’s account of monop-
oly capital. Toporowski suggests that Kalecki unconsciously followed 
Emil Lederer in arguing that cartelisation tended to make business 
cycles more, not less, extreme, but subsequently made the leap from 
Marx’s schemes of reproduction to the modern system of national 
income accounts.

• While seeing Hilferding’s contradictory relation to Marx, J. Patrick 
Higgins exposes how Hilferding’s theories of a moderate, evolution-
ary socialism produced a syncopated note to the advent of the domi-
nant neoliberal Western ideology in the twentieth century, particularly 
in Germany. Higgins advocates a revival of Hilferding’s moderate, 
revolutionary democratic socialism.

• According to Jan Greitens, Hilferding was not a Marxist but rather 
an eclectic. This is illustrated, according to Greitens, by the way 
Hilferding adopted and used the terms Gemeinschaft/community 
and Gesellschaft/society from Tönnies, as well as the literature on 
American corporate finance, as the basis for his definition of a ‘pro-
moter’s profit’. Such a profit is primarily capitalised monopoly profit 
in the process of concentration of production and capital.

• In accordance with the thesis of Hilferding as an eclectic, Judith 
Dellheim answers the question about his further development of cat-
egories of the Marxian critique of political economy—the Joint-Stock 
Company and Share Capital—with ‘not yet’, which leads her to pro-
posing an extended definition of these terms. Such a work process on 
the history of Marxist economics also shows that left-wing scholars 
have to deal with the fact that large parts of the left in the West, in 
their way of thinking and working, are effectively much closer to 
Hilferding than to Marx and Luxemburg.
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• This is another argument for taking a closer look at Hilferding’s 
methodological background also and especially at his little-known 
last theoretical text (1940). As a philosopher, Frieder Otto Wolf 
demonstrates how this text provides an insight into both the creativ-
ity and limitations of Hilferding’s approach: while Hilferding shows 
himself, indeed, aware of the major challenges confronting Marxism 
in its crisis in the 1930s, he displayed a strong tendency to look for 
solutions in the context of the academic mainstream.

In conclusion, Hilferding’s reflections still present a substantial challenge 
to the Marxist mainstream and deserve to be addressed and responded to 
more elaborately. While unfolding what is still needed for aiming at a soci-
ety of free and equal individuals living in solidarity among each other and, 
at the same time, in ecological responsibility, this aim of this volume is to 
help in radically criticising existing reality and its theoretical and political 
reflections. We regard Hilferding’s legacy not only as an important source 
of inspiration and a starting point for learning and understanding more 
about history and contemporary reality, but also for bringing together 
individuals, socio-political movements and actors in order to instigate and 
raise communication, democratic discussion and common action.

We are grateful to Palgrave Macmillan for the interest in this book on 
Rudolf Hilferding’s legacy, as it already formed part of both of its prede-
cessors and the project of this series as a whole. The general aim continues 
to be to ‘analyse capitalist processes, and not its symptoms’—as Jan 
Toporowski recommended to the current generation of ‘Marxist’ and/or 
‘Marxian’ authors (Dellheim and Wolf 2018a). In this sense, according to 
Frieder Otto Wolf, we ought to appropriate ‘Luxemburg’s radically critical 
eyes as tools for reconstructing and prolonging Marx’s theoretical argu-
ments on the comprehensive reproduction process of capital as the domi-
nant societal relation’ (Dellheim 2016).

We would also like to thank Jan-Peter Herrmann for continuing his 
excellent translation and editing work, and we appreciate his patience and 
humour in dealing with complicated authors and editors. Finally, we thank 
the Rosa Luxemburg Foundation for the support it has given to our proj-
ect once again.

Berlin, Germany Judith Dellheim
Berlin, Germany Frieder Otto Wolf
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In his book, Rudolf Hilferding. The Tragedy of a German Social Democrat, 
William Smaldone sums up: ‘The tragedy in Hilferding’s life lay in his 
adherence to a political outlook that was incompatible with German real-
ity in 1933’ (Smaldone 1998, 8). Although this may certainly be true, in 
this, Rudolf Hilferding did not differ from many others, and Smaldone’s 
book itself ultimately says much more about Hilferding’s actual tragedy: 
the talented economist and social democratic politician died in the hell of 
GESTAPO imprisonment and also played a part in the rise to power of 
those he had identified as mortal enemies early on, and who were able to 
maintain that power for many years.

Many of those whom he fiercely opposed and fought against did not 
survive this period. In fact, many did not even live to see this time, like 
Rosa Luxemburg, because they were murdered by those who paved the 
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way for fascism. Although both of them were members of the same party 
for a long time, fought for socialism, relentlessly spoke out and stood up 
against the war, and addressed the same problems, the underlying causes 
and associated perpetrators both in theory and practice, they were unable 
to cooperate with one another. The fact that Rosa Luxemburg meticulously 
and thoroughly studied Hilferding’s Finance Capital is confirmed by her 
extensive writings in the form of notes, conspectuses, text and speech 
drafts (e.g. Luxemburg [1910–1913], p. 152), as well as records and tran-
scripts of her lectures by her students at the SPD’s party school (e.g. Walcher 
[1910/11], p. 369). Various letters provide further hints in this regard. 
Unfortunately, she never actually wrote the review of Finance Capital she 
had announced to Kostya Zetkin (Luxemburg [1911a] p. 41) and never 
referred to the book or its analyses in her own publications. In fact, she 
even suspected the ‘dirt monger Hilferding’ (Luxemburg [1911b], 
p. 142) of having organised the campaign against her Accumulation of 
Capital (Luxemburg 1913c, p.  265): ‘Hilf[erding] is behind 
this’ (Luxemburg 1913a, p. 267), she remarked to Leo Jogiches (see also 
[Luxemburg 1913b], p. 266). Hilferding, for his part, outwardly ignored 
Luxemburg’s theoretical and political achievements for decades. According 
to Leon Trotsky, he must have hated her (Trotsky 1929). It was only in 
1920, during a very heated argument with Gregory Zinoviev, that Hilferding 
paid tribute to Rosa Luxemburg, albeit very selectively (Hilferding 1920, 
pp.  152ff). Zinoviev—on orders of the Executive Committee of the 
Communist International—had responded to the USPD’s request for affili-
ation by informing them of 21 conditions for membership. In sum, he 
demanded no less than the USPD’s submission, or rather ‘Bolshevisation’. 
Hilferding based his stance on Luxemburg’s argument put forward against 
Lenin, who wanted to develop party members as party soldiers, forging the 
workers’ party as a centralised organisation.

Even though both Luxemburg and Hilferding vehemently rejected 
Lenin’s party concept and its conception of human beings, this does not 
mean that they shared a common view on the tasks of the workers’ party 
and its members. After all, Hilferding considered the parliament to be the 
most important field of political struggle, and he developed—despite his 
explicit demand to be open to argument and despite the aptitude for 
pragmatism1 he proved to possess during his time as Reich Finance 
Minister—a peculiar kind of dogmatism. As a result, he turned out, 
particularly during the crucial years of 1931/1932, to be an opponent of 
any kind of trade-unionist anti-depression programme because, in his 
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view, government deficit spending contradicted the legitimate boundaries 
of capitalist economic policy (Stephan 1982, p. 239).

Ever since his experience with Bolshevism and its uncritical followers in 
Germany, Hilferding had begun to include an undifferentiated anti- 
communist stance among his political principles. Such positions defended 
by social democrats facilitated the disastrous Stalinist thesis of ‘social 
fascism’, reflecting and reinforcing the historical inability by Social 
Democrats and Communists to form an anti-fascist alliance. Neither his 
escape from Germany (Hilferding 1933, pp. 268f, see also Stephan 1982, 
pp. 279–802) nor the German attack on Poland could convince Hilferding 
otherwise (Hilferding 1940, p. 290). As early as the 1920s, the independent 
leftist and brilliant and sharp-tongued journalist Carl von Ossietzky 
mocked the irrational anti-communist politics as pursued by leading Social 
Democrats, particularly by such figures as Rudolf Hilferding in his 
exclusive orientation on parliamentary politics and governmental policies 
(e.g. Ossietzky 1924, p. 64).

Ossietzky was among the very first victims of the fascists after their all- 
to- easy assumption of power. Following torture and inhumane incarcera-
tion in both prison and in a concentration camp, Ossietzky died in 1938. 
He had fought passionately for a democratic anti-fascist front, whereas the 
Bolshevist Zinoviev, even though he had previously warned against the 
rise of the fascists, had obstructed such efforts. Zinoviev himself also 
became a prominent victim of Stalin and his followers, whose unscrupu-
lousness and ‘successful’ elimination (and co-opting) of party members 
destroyed millions of lives. These victims included more than a million 
murdered communist activists.

Among them were high-ranking military staff in the Red Army, some of 
whom had fought courageously against Franco in Spain. They, of all 
people, were accused of ‘fearmongering’ and ‘cowardice before the enemy’ 
when they warned of an unpremeditated attack on Russia by Hitler’s 
Germany. They referred in particular to the information provided by 
German political-economist Richard Sorge (a member of the extended 
family of Friedrich Adolph Sorge, a friend and comrade-in-arms of Karl 
Marx and Frederick Engels), who worked for the Soviet enemy 
reconnaissance in Japan. His analysis, which remains compelling reading 
to this day, The Revival of German Imperialism [Der neue deutsche 
Imperialismus], is based on Hilferding’s Finance Capital and Lenin’s 
Imperialism, the Highest Stage of Capitalism. It contains phrases like ‘when 
Hilferding still was a Marxist’ (Sorge [1928], pp.  37, 65). That said, 
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Sorge, at the same time, had some appreciation for the ‘renegade’ (ibid. 
p. 37): ‘The only one still holding a leading position in the 2nd International 
who has taken a clear position regarding imperialism is Hilferding’ (ibid., 
p. 152).

Sorge, the antifascist spy, was caught, tortured in the most brutal ways, 
sentenced to death and finally murdered by Hitler’s Japanese partners. 
Stalin apparently did not even attempt to save Sorge’s life, given that dead 
martyrs were far more valuable to him—especially if their early warnings 
against a German attack on the Soviet Union were about to become more 
widely known. The antifascist Hilferding, for his part, seems to have not 
made any reference to Sorge the economist in his work. And he certainly 
did not seek any cooperation with Sorge the communist. And yet one can 
only agree with Hilferding, when, in 1940, he wrote that ‘the Bolshevik 
economy can hardly be called “socialist”’ (Hilferding [1940] 1947). 
‘[F]or to us socialism is indissolubly linked to democracy… the socialist 
society would inaugurate the highest realization of democracy’ (ibid.). 
Sorge ultimately wanted the same, although he did not grasp Hilferding’s 
fundamental problem: Hilferding wanted to be a Marxist but had never 
fully grasped Marx’s understanding of society and social development. 
Marx’s approach was an empirical and theoretical method closely tied to 
(even if distinct from) practical intervention and the painstaking 
organisation of the like-minded it required. Consequently, Hilferding 
lacked not only any general understanding of Marx’s use of dialectics, but 
both the receptiveness for contradictions and the ability to address them 
in a strategically productive way—that is, in a way that allowed for increased 
insight into complex social contexts and for an adequate deliberation on 
actions and strategies that might have resulted in a more effective kind of 
left politics.

This was also and in particular analysed very clearly by Hilferding’s 
contemporary Paul Levi (Levi 1927, pp. 1048–50). Following the murder 
of Luxemburg, Liebknecht and Jogiches, he took over the leadership of 
the Communist Party of Germany, founded in late 1918/early 1919. He 
had represented Rosa Luxemburg as a lawyer, advised her as a friend and 
also been her last lover. However, Levi was expelled from the party for 
publicly criticising the adventurism of the “March action” in 1921. His 
critique of Hilferding, moreover, highlights the great challenge for those 
involved in this book project who seek to analyse and discuss Hilferding’s 
writings from the perspective of the critique of political economy: to use it 
as a source of inspiration, to investigate and explain the development of 
capital relations in connection with other social relations, and to critically 
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reflect and drive forward the scientific, ideological and political engagement 
with the latter in pursuit of the aim of overcoming them in practice.

This critical approach to Hilferding’s work is distinct from that of 
F. Peter Wagner, who, in continuation of Hilferding’s anti-communist atti-
tude, separates him further from the radical left in political terms, thereby 
levelling precisely his contradictoriness which is so productive. (The impor-
tant contributions to sustantial debate on Hilferding made by Gottschalch, 
Greitens, Kurata, Pietranera, and Schefold are discussed in the chapters by 
Greitens, Krätke and Dellheim.) Hilferding, in his contradictions, was 
capable of extensive political activities and a courageous antifascism,3 in 
particular with regard to his direct engagement with Goebbels.4 The fact 
that the Marx expert, important leftist philosopher and socialist dissident 
Ernst Bloch refers to scientific social analysis in the critical Marxian tradi-
tion as a cold-stream may still be acceptable for Wagner. Wagner, however, 
considers Bloch’s reference to the engaged struggle for socialist values and 
goals as a ‘warm-stream’ and his attempts to promote the permanent dia-
lectical process of critical contestation between these two tendencies as a 
core task of the socialist movement, or of ‘Marxism’,5 to be ‘confused’ 
(Wagner 1996, p. 186). By contrast, he does praise Hilferding’s aspiration 
for theoretical clarity (ibid.). Socialist Horst Klein makes an effort to orga-
nise the engagement with Hilferding the anti-war activist, democrat and 
theoretician in a way that allows for the emergence or, rather, further devel-
opment of the communication and cooperation across party boundaries 
between the social democratic SPD and the socialist DIE LINKE in 
Germany (Klein 2015, p. 25). He seeks to radically criticise the fateful con-
flicts between the communist KPD and the SPD and to positively influence 
today’s left, theoretically, politically and culturally, basing himself on both 
Luxemburg and Hilferding (Klein 2009/2015, pp. 15–9, 23ff).

There seem to be three salient aspects we should like to emphasise  
concerning the differences of approach that become apparent rather 
clearly in this volume.

One is simply about what it means ‘not to forget class struggle in the-
ory’ (Althusser): While it seems to be clear for all to see that this cannot 
imply in any way to instrumentalise theoretical, empirical or historical 
analysis and re-construction for political purposes—even if they are more 
solidly grounded than personal moral stances or party lines—it is to be 
soberly discussed to what extent this can be achieved within the ‘policed 
areas’ of institutionalised academia or the ‘tamed struggle’ of parliamen-
tary politics. Subservience and conformity do not seem to be a real option 
for a radically critical scientific approach; radical intentions, however, can 
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never serve as a substitute for ascertaining reality (including its real possi-
bilities). Therefore, explaining and critically dissolving the illusions repro-
duced by ideological conformism within academic debates remains an 
indispensable part of real, that is, critical science, while remaining on the 
lookout for real possibilities of a practical turn for the better in actual class 
struggles (as well as in other genuine liberation struggles).

The second aspect concerns a downside of the same problematique 
which often seems to be overlooked: concerning oneself only with the 
consumption of the salaried masses in terms of quantity—as 
‘underconsumption approaches’ tend to do, even among Marxists—
amounts to structurally neglecting the overdetermined character of real 
class struggles which always include an ecological, feminist and 
internationalist dimension, sometimes positively, but far more often 
negatively. Being oblivious to the role of these dimensions in the real class 
struggles as they form the substance of history is therefore tantamount to 
missing the point of a serious and adequate scientific analysis of the real 
conjuncture—which is, indeed, the epitome of transition between theory 
and practice.

The third aspect pertains to Marx’s understanding of progress, as a 
quasi-natural process with an in-built teleology towards overcoming the 
old division of labour within modern society and ‘negating’ the destruction 
of natural living conditions accompanying the dominance of the capitalist 
mode of production. There is a certain contradiction in Marx’s theory, 
namely, between his radical criticism of the ‘division of individuals’6 and 
his faith in the capacity for progress of human productive powers. We are 
confronted by a Marxian understanding that this criticism should be 
somehow connected with an expansion of the means of production in 
ever-further expanding enterprises, clearly in contradiction to the 
postulates of a universal development of individual abilities and of a 
continuous reproduction and further improvement of natural living 
conditions. While seeing this, Marx also formulated an understanding of 
the ongoing process of overcoming the old division of labour which does 
not rely on such a continuous rise in the capacity of the means of production 
or a corresponding expansion of enterprises. ‘Progress’, at the end of the 
day, means nothing less and nothing more, including to Marx, than the 
real process of criticism and self-criticism of the existing mode of 
production, that is, of the ways in which the real connection of the labour 
force with the means of production is historically organised within modern 
societies—with all kinds of individual, societal, global and, at the same 
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time, ecological consequences, even within the liberated societies which 
will emerge from the complex historical process of overcoming the 
domination of the capitalist mode of production over modern ‘civil- 
bourgeois societies’.

While certainly serving as a contribution to a seriously scientific and at 
the same time radically critical effort, which can provide at least starting 
points for strategic practical deliberation, this publication aims specifically, 
and, at the same time, more broadly, to address the international discourse 
among very different democrats which want to learn from history and 
come together to fight violence against people and nature. Moreover, the 
editors of the series and of this volume also and especially address all those 
engaged in the serious exercise of critical political economy and all those 
who aim to intervene scientifically, politically and practically into present 
reality, so as to enable everyone to live in social equality and self- 
determination, with dignity and in solidarity with one another, as well as 
in an intact natural environment in the future.

Notes

1. Communist Neugebauer, however, had not simply lied when he remarked: 
‘the same day that Hilferding declares that the equilibrium of the budget 
may not be infringed, and that our demands on behalf of the workers must 
therefore be repelled, his party friends put forward a motion demanding a 
reduction of the merger tax, a tax break which serves the interests of the 
trusts. Mr. Hilferding is willing to grant tax relief to the trusts, but he rejects 
our motion’ (BSB/MDZ 1929, p. 184). The motion particularly intended 
for additional unemployment benefits.

2. Cora Stephan quotes from a letter by Hilferding to Paul Hertz dated 14 
June 1933 in which he provides an explanation for the need to stage anti- 
fascist resistance: ‘Otherwise we will lose our influence in favour of the 
Communists’.

3. The Nazis had a special hatred for Hilferding as finance minister, see http://
europeana.eu/portal/record/2022022/11088_2FF551C8_3C99_48E
4_9414_652B60694E48.html and http://europeana.eu/portal/
r e c o r d / 2 0 2 2 0 2 2 / 1 1 0 8 8 _ 3 5 3 6 3 F 8 3 _ F 7 A F _ 4 5 3 9 _ 8 7 4 9 _
B043EE8C0928.html.

4. Goebbels stated in the Reichstag on 10 July 1928: ‘Go ahead and install 
Purim as a national holiday, with Hugo Preuss as the father of the constitution 
and the Jew Hilferding as the executor of the constitution! Then you will 
have given your republic the holiday it deserves’ (Lively applause from the 
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National Socialists. – indignant calls from the left … Delegate Strasser: “You 
Jew-servants, you Jew-bandits!”) (BSB/MDZ, 1929, p. 151).

5. ‘The Kata to dynaton links up […] with Marxism’s cold-stream, the cool, 
sober view […] on politics as the art of the possible, yet it substantiates in 
Marx the tense exactness of economic-material determinations of the 
stations and schedules of historical trajectory and the intervention into that 
trajectory. While the other, the Dynamei on, which truly constitutes the 
ontological determination of what is possible, can and must be filled with 
targeted enthusiasm, thereby corresponding to the warm-stream in 
Marxism’ (Bloch 1975, pp.  140–1, italics in the original, translation 
amended).

6. Critically conceived as the selective development of individual abilities 
according to the needs of capital accumulation, the reproduction of 
hierarchies within human modern societies and, again, the destruction of 
natural living conditions.

RefeReNces

Bloch, E. 1975. Experimentum Mundi, Frage, Kategorien des Herausbringens, 
Praxis. Frankfurt am Main: Suhrkamp Verlag.

BSB Bayerische Staatsbibliothek, MDZ Münchner Digitalisierungszentrum, 
Verhandlungen des Reichstages, Bd. 423, 1928 (1929). Berlin; 4. J. publ. g. 
1142 y, A-423, urn.nbn:de:bvb-12bsb00000107-7. München.

Hilferding, R. 1920/1982. Revolutionäre Politik oder Machtillusionen?. In 
Zwischen den Stühlen oder über die Unvereinbarkeit von Theorie und Praxis. 
Schriften Rudolf Hilferdings 1904 bis 1940, ed. Stephan, C.  Bonn: Verlag 
J.H.W. Dietz Nachf., pp. 135–165.

———. 1933/1982. Zwischen den Entscheidungen. In Zwischen den Stühlen oder 
über die Unvereinbarkeit von Theorie und Praxis. Schriften Rudolf Hilferdings 
1904 bis 1940, ed. Stephan, C. Bonn: Verlag J.H.W. Dietz Nachf., pp. 270–276.

———. 1940/1982. Das historische Problem. In Zwischen den Stühlen oder über 
die Unvereinbarkeit von Theorie und Praxis. Schriften Rudolf Hilferdings 1904 
bis 1940, ed Stephan, C. Bonn: Verlag J.H.W. Dietz Nachf., pp. 298–328.

———. [1940] 1947. State Capitalism or Totalitarian State Economy. The Modern 
Review (June): 266–71. https://www.marxists.org/archive/hilferding/1940/
statecapitalism.htm

Klein, H. [2009] 2015. Beiträge zur linkssozialistischen Theoriegeschichte. Sozialisten 
im Streit für eine bessere Welt, unter besonderer Berücksichtigung der Ideen von 
Max Adler, Otto Bauer, Eduard Bernstein, Gustav Eckstein, Rudolf Hilferding, 
Karl Kautsky und Karl Renner, Strausberger Studien zur Geschichte (54), 
5th Expanded and Improved Edition, Strausberg: Eigenverlag Horst Klein/
Hans W. Odenthal.

 J. DELLHEIM AND F. O. WOLF

https://www.marxists.org/archive/hilferding/1940/statecapitalism.htm
https://www.marxists.org/archive/hilferding/1940/statecapitalism.htm


9

Levi, P. 1927. Zum Kieler Parteitag, Sozialistische Politik und Wirtschaft, Vol. 5, 
No. 22, 3 June. In Paul Levi, Ohne einen Tropfen Lakaienblut, Schriften, Reden 
Briefe, Band II/2: Sozialdemokratie. Sozialistische Politik und Wirtschaft II, 
ed. Jörn Schütrumpf. Berlin: Karl Dietz Verlag, pp. 1046–1050.

Luxemburg, L. [1910–1913]. Handschriftliche Fragmente zur Entstehung und 
Entwicklung des Kapitalismus mit Wirtschafts- und weltgeschichtlichen 
Vergleichen (Headlines by the Editors). In Gesammelte Werke, ed. Rosa 
Luxemburg, Band 7/1. Edited and Revised by Annelies Laschitza and Eckhard 
Müller, with a foreword by Annelies Laschitza. Berlin: Karl Dietz Verlag, 
pp. 127–236.

———. [1911a] 1987. Brief an Kostja Zetkin Ende März, Friedenau. In 
Gesammelte Briefe, ed. Rosa Luxemburg, Band 4, p.  41. Berlin: Karl 
Dietz Verlag.

———. [1911b] 1987. Brief an Konrad Haenisch 12. Dezember, Südende, in: 
Rosa Luxemburg, Band 4, Gesammelte Briefe. Berlin: Karl Dietz Verlag, 
pp. 142–3.

———. [1913a] 1987. Brief an Leo Jogiches, 16. Februar, Berlin-Südende: Rosa 
Luxemburg, Band 4, Gesammelte Briefe. Berlin: Karl Dietz Verlag, pp. 266–267.

———. [1913b] 1987. Brief an Leo Jogiches, 14. Februar, Berlin-Südende, in: 
Rosa Luxemburg, Band 4, Gesammelte Briefe. Berlin: Karl Dietz Verlag, 
pp. 265–6.

———. [1913c] 1987. Brief an Leo Jogiches 13. Februar, Berlin-Südende. In 
Gesammelte Briefe, ed. Rosa Luxemburg, Band 4,  Berlin: Karl Dietz 
Verlag p. 265.

Ossietzky, C.V. 1924/2014. Deutsche Linke. In Carl von Ossietzky. Ein Lesebuch, 
ausgewählte Texte von Werner Boldt, ed. Boldt, W.. Dähre: Ossietzky Verlag 
GmbH, pp. 64–65.

Smaldone, W. 1998. Rudolf Hilferding: The Tragedy of a German Social Democrat. 
DeKalb: Northern Illinois University Press.

Sorge, R. [1928] 1988. Der neue deutsche Imperialismus, With a Foreword by 
Jürgen Kuczynski. Berlin: Karl Dietz Verlag.

Stephan, C., ed. 1982. Zwischen den Stühlen oder über die Unvereinbarkeit von 
Theorie und Praxis. Schriften Rudolf Hilferdings 1904 bis 1940. Bonn: Verlag 
J.H.W. Dietz Nachf.

Trotsky, L. 1929. Mein Leben. https://www.marxists.org/deutsch/archiv/
trotzki/1929/leben/16- deutsch.htm

———. 1930. My Life. https://www.marxists.org/archive/trotsky/1930/
mylife/index.htm

Wagner, E.P. 1996. Rudolf Hilferding: Theory and Politics of Democratic Socialism. 
Atlantic Highlands: Humanities Press.

 INTRODUCTION: CRITICALLY RETURNING TO RUDOLF HILFERDING 

https://www.marxists.org/deutsch/archiv/trotzki/1929/leben/16-deutsch.htm
https://www.marxists.org/deutsch/archiv/trotzki/1929/leben/16-deutsch.htm
https://www.marxists.org/archive/trotsky/1930/mylife/index.htm
https://www.marxists.org/archive/trotsky/1930/mylife/index.htm


10

Walcher, J. [1910/11] 2017. Aufzeichnungen und häusliche Nachträge des 
Parteischülers Jacob Walcher zu den Vorlesungen von Rosa Luxemburg 
(Headlines by the editors) 1910/11. In Gesammelte Werke, ed. Rosa 
Luxemburg, Band 7/1. Edited and Revised by Annelies Laschitza and Eckhard 
Müller, with a Foreword by Annelies Laschitza, Berlin: Karl Dietz Verlag, 
pp. 311–408.

 J. DELLHEIM AND F. O. WOLF



11© The Author(s) 2020
J. Dellheim, F. O. Wolf (eds.), Rudolf Hilferding, Luxemburg 
International Studies in Political Economy, 
https://doi.org/10.1007/978-3-030-47344-0_2

Rethinking Hilferding’s Finance Capital

Michael R. Krätke
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When Hilferding’s magnum opus Finance Capital was first published in 
1910, the author, at the age of 33, was already well known in the com-
munity of German-speaking Marxist economists. He had studied medi-
cine at the University of Vienna, opting for a safe, well-paid profession, 
and graduated as a Doctor of Medicine. From 1901 onwards, he practised 
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history and statistics at the University of Vienna, attending lectures and 
seminars whenever possible. His teachers, such as Friedrich von Wieser 
and the old Eugen von Philippovich, certainly were no Marxists. But 
remarkably enough, the young Doctor Hilferding was allowed into the 
famous seminar held by Professor Eugen von Böhm-Bawerk, where he sat 
together with his friend Otto Bauer, Emil Lederer, Ludwig von Mises and 
the young Joseph Schumpeter. Böhm-Bawerk was the renowned head of 
the Austrian school of marginal utility theory and enjoyed a well-earned 
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reputation as an outstanding and sharp critic of Marx’s economic theories 
(see Böhm-Bawerk 1949).

Hilferding belonged to the small but already famous group of ‘Austro- 
Marxists’—together with Max Adler, Otto Bauer and Karl Renner, he 
formed its inner circle. From 1904 onwards, he acted together with Max 
Adler as the editor of the first truly Austro-Marxist publication, a yearbook 
where many of the major works by the Austro-Marxists were published for 
the first time. Hilferding’s Finance Capital was published in 1910 as 
Volume 3 of the Marx-Studien, but also separately as a book in the same 
year (see Krätke 2019).

Because of this book, Hilferding became the most renowned Marxist 
economist in Europe almost overnight. He already enjoyed a reputation 
thanks to his long article on ‘Böhm-Bawerk’s Criticism of Marx’, a 
response to the critique that Böhm had written after the publication of 
Volume III of Marx’s Capital, trying to prove the complete and inescap-
able failure of Marx’s critique of political economy. In his anti-critique, 
Hilferding had tackled some of the most salient unsettled questions of 
Marx’s economic theory and tried to show that this theory had not been 
refuted by Böhm once and for all, as many economists believed (see 
Hilferding 1949).

Hilferding belonged to the first generation of budding Marxists who 
had no personal contact to either Marx or Engels. They were confronted 
with the arduous double task of defending the body of theories they had 
inherited and of continuing the work their masters had left unfinished. 
Like Bauer, Hilferding had quite clear ideas about how to meet the chal-
lenge of both completing and continuing Marx’s analysis of modern capi-
talism. While working on his manuscript for the book that would become 
Finance Capital, he reported to Karl Kautsky about his plans and the 
direction of his enterprise.2 Bernstein and the so-called revisionists had no 
idea about the direction in which Marx’s critique of political economy had 
further to be developed; they were utterly sterile and did not even imagine 
what could and should be achieved in this field. Not ‘by fiddling with the 
theory of value but by studying those phenomena that Marx had left out 
of consideration, in particular in a theory of competition in capitalism, 
which could, of course, best be studied in New York, we should expect 
new insights’ (Hilferding 1902).3

The main source and theoretical inspiration for Hilferding were, of 
course, Volumes II and III of Marx’s Capital, at that time still largely 
ignored even by the most ardent believers in Marxism. But, as Hilferding 
clearly saw at the time—much in contrast to the large majority of his 
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fellow Marxists—Volume III was full of gaps, full of unsettled questions, 
some just alluded to, some hardly touched upon, some bypassed in a 
rather cavalier manner, acceptable in a first draft but rather inapt for a seri-
ous theoretical treatise of the subject matter at hand.4 As a consequence, 
nobody could seriously pretend to just ‘apply’ Marx’s theory to a host of 
new phenomena. That very theory itself had to be completed, elaborated 
and expanded in order to deal with the many questions that Marx had left 
unsettled and that even Engels had failed to tackle. Maybe in his original 
manuscripts Marx had left some hints, or even more than that, which 
Engels had overlooked and left out in his edition of the Volumes II and 
III. Hilferding was the first among the young Marxists ever to raise any 
doubts about Engels’s work as editor of Marx’s manuscripts. While still 
working on his analysis and struggling with the many issues that Marx had 
left unsettled in Capital Volume III, he asked Karl Kautsky whether the 
original manuscripts by Marx for the second and third volumes were avail-
able. He would not have the time to study them right now, but he would 
really like to do it later. Because he had the ‘suspicion that Engels did not 
always see, what it was all about; some of his polemical remarks against 
Marx are directly wrong in my view. It would also be interesting to check 
whether passages that are especially relevant for the investigation of the 
problem of competition have not been omitted. Transcripts of the manu-
scripts must exist’ (Hilferding 1906).5 Likewise, he was eager to see the 
still unpublished manuscript by Engels on the stock market or to learn 
more about it (see Hilferding 1906).6

Hilferding And PolitiCAl eConoMy

Kautsky had eventually refused to publish Hilferding’s defence of Marx—
his anti-critique to Böhm-Bawerk’s highly influential Marx-critique of 
1896—in the Neue Zeit because it was too long for the journal. But he 
certainly saw the young man’s talent and was eager to win him as a regular 
contributor for his journal. So, from 1902 onwards, Hilferding was pub-
lishing articles on political economy, dealing with the central problems, 
the specific methodology and the historical context of Marx’s critique of 
political economy (see Hilferding 1902, 1903a, b, 1904). He was equally 
welcome to analyse and comment upon actual political problems the 
socialist movement in Germany and Europe had to face. In these articles, 
written while he was working on his book, he already gave an outline of 
his views on the new kind of capitalism that had emerged from the Great 
Depression and had just experienced its first major crisis in the year 1900. 
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In his article on “Functional change of the protective tariff”, Hilferding 
anticipated some core elements of his analysis of the most recent changes 
in capitalism: High finance and industrial capital, acting in close coopera-
tion, had found new ways to use the powers of the state in order to exploit 
the whole of their respective societies and other nations (see Hilferding 
1903a, pp. 278–79). A second crisis, the world financial crisis of 1907, 
which had a much larger impact, was soon to follow. Hilferding presented 
his analysis of the events of the great crisis of 1907 in three longer articles 
that appeared in the Neue Zeit (Hilferding 1907, 1908a, b).7 Hilferding’s 
reputation as a capable Marxist political economist was soon well estab-
lished and he was the first to be invited to the German capital to become 
a lecturer in political economy at the newly founded Party School in 
Berlin, a bold enterprise funded and organised by the German Social 
Democratic Party. Hilferding accepted to move to Berlin, also hoping to 
arrive at a better place to continue his study of recent developments in 
world capitalism. Much of the recent economic literature in English was 
not easily available in Vienna, as Hilferding complained in a letter to 
Kautsky in March 1905. Only when he had been able to study the most 
recent literature on money, on banking, on the stock markets and on car-
telization, he would be able to give an adequate presentation of what 
“modern capitalism” actually looked like (Hilferding 1905).8

At any rate, the move to Berlin and the opportunity to teach Marxist 
political economy at the Party School must have given a big boost to the 
young and largely self-taught economist who was eager to learn more 
about the technicalities of bank and stock jobbery. Unfortunately, 
Hilferding could not continue his work as a lecturer on Marx’s economic 
theory for very long. As a foreigner—Hilferding was an Austrian citizen at 
that time—he was not allowed to engage in any kind of political activity on 
the territory of the German Empire, and the German police rightly con-
sidered teaching political economy in a Party School to be a highly politi-
cal activity.9 Hilferding stayed in Berlin and became one of the editors of 
the then leading party journal Vorwärts instead.

WHAt Finance capital WAs All About

In the subtitle to the book, Hilferding made his core intention crystal 
clear: the book was meant to provide a ‘study of the latest phase of capital-
ist development’. But in order to study and to assess the phenomena of 
this latest phase properly within the framework set out by Marx, Marx’s 
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analysis of capitalism had to be carried further, and some of its shortcom-
ings had to be repaired. New tendencies of capitalist development had to 
be identified and assessed, and new intermediary concepts had to be devel-
oped in order to grasp them properly. Accordingly, Hilferding’s book was 
not meant to be a historical study of the last phase in the development of 
modern capitalism—far from it. The book was meant to continue Marx’s 
theory and critique of modern capitalism. Hilferding wanted to show how 
to deal with some of the tendencies and phenomena that Marx had already 
dealt with, although in a rather sketchy form, for example, the tendencies 
towards concentration and centralisation of capital. In order to do this, he 
had to rethink and, in some respects, redress Marx’s analysis. In particular, 
Hilferding was trying to follow up Marx’s fragmentary analysis of compe-
tition, of credit, banking and the financial markets in Capital, Volume III, 
taking up the loose ends of this analysis where Marx had dropped them. 
First, the Marxian theory of money did start with commodity money, and 
rightly so. But it had to be carried further in order to take into account the 
recent development of currency systems in the capitalist world. Second, 
Marx’s analysis of competition had remained quite rudimentary and had 
to be carried further in order to deal with the recent developments of large 
corporations and of various forms of associations among capitalist firms. 
Marx’s ideas about the importance of joint-stock companies for the devel-
opment of modern capitalism provided a starting point, but no more than 
that. Third, Marx’s analysis of the basics of credit, banking and financial 
markets in modern capitalism had remained largely fragmentary; a lot of 
the tendencies inherent in the modern credit and banking system had just 
been hinted at by Marx. These sketchy remarks, notwithstanding all the 
efforts undertaken by Engels to reorganise them into full chapters, had to 
be supplemented by further arguments and rounded out in order to pres-
ent a somewhat coherent Marxian theory. Marx had left quite a lot of 
general and rather sweeping statements about the impact of the credit 
system upon the long-term development of modern capitalism. Following 
Marx’s lead, who had resumed his studies of these matters in the last 
decade of his life, this broader outlook had to be linked with recent devel-
opments in the most advanced capitalist countries of the world. What 
Hilferding proposed was another kind of revision of Marx’s theory, not 
refuting, but supplementing and elaborating it.

It is a myth, however, that he followed the structure of Eduard 
Bernstein’s book on the Preconditions of Socialism and tried to refute it 
step by step, as Kurata has suggested (see Kurata 2009, pp. 25–9). And the 
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infamous ‘Law’ or better tendency of the general rate of profit to fall, a law 
that Marx had never managed to substantiate sufficiently in Capital, did 
not serve as the guiding line of Hilferding’s argument in Finance Capital 
either, as Kurz has suggested (see Kurz 2011). As a matter of fact, the 
tendency of the general rate of profit to fall is mentioned a few times in 
Hilferding’s book, but it by no means served as a guiding line for his argu-
ment. Nor has the book been organized along the theory of monopoly or 
the process of monopolization, as some commentators believed (cf. 
Pietranera 1974, Zoninsein 1990). Hilferding had a far more complex 
task in mind: To develop some concepts, inherited from Marx, in order to 
make them fit for an analysis of the capitalism of his time. As Bottomore 
has rightly pointed out, this did entail the development of “several new 
concepts” as well (Bottomore 1981, p. 5).10

The book was an immediate success and impressed many people. 
Trotsky, living in Vienna and entertaining quite friendly relations with him 
at the time, wrote him an enthusiastic letter, addressing Hilferding as 
‘Lieber Finanzkapital-Theoretiker’ (‘Dear finance-capital theoretician’) 
(Trotsky 1910). Karl Kautsky devoted an extraordinary, long review arti-
cle to Hilferding’s book and praised it highly as a continuation of Marx’s 
Capital (see Kautsky 1911). His close friend Otto Bauer, in another 
lengthy review of the book published in the Austro-Marxist’s theoretical 
journal Der Kampf, had even suggested that his Finance Capital could be 
regarded as a direct continuation of Capital, Volume III (Bauer 1980, 
p.  378). He praised Hilferding’s vigour in transcending the scope of 
Marx’s theory, even criticising and refuting him where necessary (Bauer 
1980, p. 377). Both Kautsky and Bauer had already outlined their own 
theory of the contemporary phenomenon of high imperialism, pitting all 
the major capitalist powers of their time against each other in an ongoing 
race for the appropriation and colonisation of the rest of the world. Bauer 
did so in his book on the Question of Nationalities, first published in 1907, 
which Hilferding quoted several times in his work (cf. Bauer 1975).  
In Bauer’s view, Hilferding had stayed too close to Marx’s manner of pre-
sentation and Marx’s words.11

Bernstein, however, clearly disliked the book. He raised several objec-
tions. In particular, he took issue with Hilferding’s views on the banking 
systems in Austria and Britain (see Bernstein 1911). Kautsky and 
Bernstein’s reviews of the book already set the tone for most of the later 
criticisms: while Kautsky argued against Hilferding’s attempt to extend 
Marx’s theory of money and defended what he regarded as its orthodox 
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version, Bernstein rejected Hilferding’s treatment of the relationships 
between banks and industry. He saw the major flaw of the book in 
Hilferding’s over-generalisation of the kind of relationships that had 
emerged between German and Austrian banks and industrial capital in 
recent years. The relations between banks and industry were different in 
the Anglo-Saxon countries; it was simply wrong to talk about a dominance 
of banks over industry in Britain. However, he agreed with Hilferding that 
Marx’s views on finance in capitalism needed an overhaul (see Bernstein 
1912).12

Hilferding attempted to reformulate and extend Marx’s theory of 
money in order to explain that the changes in the currency regimes, which 
had recently occurred in several capitalist countries, had a longer-lasting 
impact—in spite of the fact that it has been rejected by most Marxists in 
later years. His reformulation actually triggered the first international 
debate on monetary theory between Marxist economists, a debate that 
started in 1912/13 with a series of articles in the Neue Zeit, and continued 
until the late 1920s, with no clear result. Again and again, the participants 
in this long debate tried to explain the coexistence of various types of cur-
rencies under the regime of the international Gold Standard, where gold 
still played a central role, at least on the world market. Again and again, 
Marxist economists tried to explain the phenomenon of the rising rates of 
inflation that haunted the capitalist world—and they tried to do so in 
terms of the changing conditions of gold mining.13 No comparable debate 
took place on the issue raised by Bernstein regarding the different types of 
banking systems and the different forms of investment finance in the capi-
talist world. However, this critique by Bernstein remained the major 
objection to Hilferding, leading to the widely shared opinion that he had 
overstated his case, relying too much upon the German and Austrian type 
of relations between banks and industry.

Although Rosa Luxemburg ignored him, Hilferding had no reason to 
complain about the imminent and long-lasting impact of his book on fel-
low socialists. Obviously, Lenin and Buhkarin’s studies of imperialism 
were strongly influenced by him. Lenin borrowed the term ‘finance  
capital’ and used it widely in his book on the topic (cf. Lenin 1996). And 
Buhkarin openly acknowledged that he had been inspired by it and had 
actually taken it as the starting point of his own analysis (see Bukharin 
2013). Howard and King have rightly stated that Finance Capital  
‘has proved to be the most influential text in the entire history of  
Marxian political economy, only excepting Capital itself” (Howard and 
King 1989, p. 100).
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Hilferding seems to have been aware of the shortcomings of his book. 
However, he reaffirmed the core thesis of his work on several occasions 
(see Hilferding 1931a, b). Involved in party politics, as a leading figure of 
the Weimar SPD, a member of parliament, twice serving as Minister of 
Finance, and as the editor in chief of the SPD’s only remaining theoretical 
organ, Die Gesellschaft, his theoretical work came virtually to a standstill.

During his years in exile, Hilferding continued to work as an economic 
journalist and analyst, investigating and commenting upon the events of 
the world economic crisis and, in particular, on the crisis politics in the 
capitalist countries. Not surprisingly, his focus was on the economic and 
financial policies of the Nazi government in Germany. Most of the more 
than 200 journal articles he wrote during his years in exile dealt with the 
new economic and financial politics of Nazi Germany.14 So he became 
quite familiar with the kind of military Keynesianism that the Nazi govern-
ment in Germany had practised on a national scale for the first time. 
However, Hilferding remained very critical of the hazardous ways in which 
this Nazi war economy was financed, foretelling inevitable bankruptcy for 
Nazi Germany in the longer run.

If we can believe the testimony left by Boris Nikolaevsky, who had met 
and talked to him quite often in Paris, Hilferding planned to get down to 
a large theoretical work, should he survive. In the first place, as Nikolaevsky 
reported, Hilferding thought of a new and revised version of Finance 
Capital or about writing a second volume of this work that would offer 
several corrections and amendments to the first one (Nikolaevsky 1947, 
p. 6). Being an exiled foreigner trying to evade arrest by the Nazis, he was 
still able to pen down within just a few weeks—in the library of Arles—a 
first draft of another major work that he left unfinished. The fragment 
called The Problem of History was published posthumously in 1954 (see 
Hilferding 1954).15 In this essay, he came back to the problem that had 
bothered him forty years earlier: during the latest phase of capitalist devel-
opment, the era of liberal capitalism had come to an end, and the relation-
ship between capital and the state, one of the basic characteristics of 
modern capitalism, had changed profoundly. In all capitalist countries of 
the world, capitalists and the capitalist class at large had learned to love 
and embrace the state. A strong state had become the crucial prerequisite 
to the economic actions of most, if not all, capitalists in their continuous 
struggle with other capitalists. To engage and prevail in international com-
petition, capitalists needed the support of a state, and a state strong 
enough to confront other major powers (Hilferding 2006, pp. 321–2).
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Regarding the rise of fascism, the necessity to revise some of the basic 
concepts of the research programme called ‘historical materialism’ had 
become even more urgent. One had to break the spell of Marx’s rhetoric 
and free one’s thought from his sweeping metaphors—like the infamous 
‘base–superstructure’ image, an oversimplification that Engels had already 
tried to rectify and supersede in his last years. Hilferding did not shy away 
from revising some of the traditional formulations of this programme, 
claiming that politics and state action should be recognised as indepen-
dent historical forces in their own right (see Hilferding 1954). In Finance 
Capital, the orthodox view still prevailed. In Hilferding’s analysis of the 
latest phase of capitalist development, the state played no significant role 
whatsoever for the ongoing transformations in the capitalist economies.

WHAt Hilferding’s oPus MAgnuM HAd to offer

In a letter to Karl Kautsky, written in March 1906, Hilferding complained 
that he had to do much work reconstructing and following the lines of 
argument that Marx had set out in the still widely unread and unknown 
Volumes II and III of Capital, a type of ‘reproductive work’ that he 
regarded as rather boring (Hilferding 1906). However, this was necessary 
and pioneering work, as the second and third volumes of Marx’s Capital 
had remained unread and all but forgotten (as they still are today). In 
particular, Hilferding opened up brand new vistas because he saw the 
potential of Marx’s analysis in Capital, Volume II: analysing the different 
circuits and the turnover of industrial capital, Marx had found the very 
basis of capital credit (see Marx 1978, Krätke 2021, chapter on ‘Money 
and Credit in Volume II of Marx’s Capital’). And his reproduction 
schemes, providing the foundation for a macroeconomic analysis of a capi-
talist economy as a whole, also created a valuable starting point for the 
analysis of the most complex phenomenon of modern capitalism: the phe-
nomenon of cyclical crises.

Marx had only left a very sketchy outline of his ideas about the core 
category of interest-bearing capitals and the modern credit system, largely 
a collection of materials that he never completed, in spite of many efforts 
during the 1870s. Engels found this part, which would become Section V 
of Volume III of Capital, by far the most difficult to edit. But any serious 
attempt to analyse and understand the world of modern capitalism as it 
had emerged around 1900 meant returning to these unfinished parts of 
Marx’s theory. Hilferding was the first to try to systematise and to 
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elaborate the theory of credit and finance in Marx (see for Engels’ arduous 
work on Marx’s Section V and the conceptual structure of the theory of 
credit and financial capital that is included in Marx’s collection of first 
drafts Krätke 2020).

He was the first to clearly see the range and scope of Marx’s theory of 
money. A theory that started with commodity money and metallic circula-
tion but did not end. The real thrust of Marx’s theory of money only 
became visible if one followed Marx’s argument up to Section V of 
Capital, Volume III, and his statement that, eventually, all money and all 
monetary transactions were to be substituted by credit. In the context of 
the modern credit system, all money had assumed the character of money 
capital, and the trade in money and capital brought forth new forms of 
circulating credit that could fulfil the functions of money.

Hilferding was the first to see the importance of the category of ficti-
tious capital which Marx had introduced in a rather casual manner in 
Section V of Volume III of Capital. For Marx, understanding the world 
of capitalist finance and its phenomena was crucial in order to decipher 
capitalism as a ‘world turned upside down’, composed of insane forms of 
thought and blended together into a veritable everyday life religion. 
Notwithstanding Marx’s failure to elaborate this concept, Hilferding tried 
to explain how fictitious capital was created, how it circulated and how it 
could be used to make a profit by a group of capitalists specialising in trad-
ing credit (and debts) of all sorts and capital as fictitious commodities.16 
Instead of just enumerating possible forms of securities and negotiable 
papers circulating in the financial markets, he tried to analyse the emer-
gence of one basic form: shares. The more sophisticated and complicated 
forms, such as futures and other derivatives, were mentioned but not scru-
tinised. Hilferding’s analysis of the duplication of capital, the transforma-
tion of industrial capital into a ‘real’ capital and a ‘fictitious’ capital 
(consisting of shares), his presentation of the double circuit of capital and 
the circuit of shares alongside the circuit of the ‘real’ capital was flawed in 
several respects (see Morioka 1985). But he was the first to try anything 
like this.17

Likewise, he was the first to take seriously Marx’s project to develop the 
concept of competition and to theorise the various processes and relation-
ships belonging to it. He was the first to try to analyse banking capital as 
a special kind of capital, dealing with specific categories of fictitious com-
modities (like money, credit, debts and capital) in specific markets. He was 
the first to engage with the intricacies of the concentration and 
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centralisation of capital—a process that involved the creation of new forms 
of capital and a new hierarchy between capitals. Individual capitals turning 
into large corporations and controlling and/or owning other capital in 
pursuit of long-term strategies to restrict and regulate competition in cer-
tain branches of industry and market segments were changing the process 
of market value formation and price determination.

Last but not least, it should be acknowledged that Hilferding did pro-
vide a pioneering analysis of the working and impact of the stock markets 
(or financial markets) in the capitalist world. He even went beyond Marx 
and Engels’s efforts, as he was the first to attempt an analysis of the com-
modity exchanges that played a crucial role in world trade. The main effect 
of the financial markets and the specific kinds of capitals operating on and 
ruling them—in Hilferding’s view, mainly banks—was to allow and enable, 
even promote, radical changes in the inner-capitalist relationships. In the 
longer run, a tendency towards the unification of capitals and capitalists 
under new oligarchies, the integration and subordination of previously 
independent forms of capital into a new hierarchy of capital, under the 
dominance of high finance, had emerged and would prevail. In Hilferding’s 
view, these structural shifts are the reason for the shifting of political atti-
tudes within the capitalist class which he regarded as the most important 
cause for the rise of imperialist policies in all the advanced capitalist 
countries.

Hilferding And tHe CHAnging World of Money

Of course, Hilferding was right to start his analysis with money. More 
orthodox Marxists would have started with the recent changes in technol-
ogy and in the organisation of the production process in the factories run 
by ever-bigger corporations.18 But the changing monetary order in the 
capitalist world could be regarded as a symptom, hence as an apt starting 
point for any analysis of more fundamental changes. When Hilferding 
wrote his book, the international monetary order known as the Gold 
Standard had just been established, but not yet completed. In fact, it was 
an international Pound Sterling standard, based upon the industrial, mer-
cantile and financial predominance of Great Britain and the sheer prepon-
derance of the British Empire. An empire that was not only by far the 
largest of all colonial empires run by any advanced capitalist country, but 
that also controlled all the major sources of gold in the world—in South 
Africa, in Australia and in North America.
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For many years, states had claimed a monopoly of money, that is, the 
monopoly of money making and money issuing. The seigniorage had 
always been both a source of income and a symbol of power for the mod-
ern state. Since the creation of the first central banks in Europe in the 
seventeenth century, the guise of the state monopoly of money had 
changed profoundly. Since the early years of the nineteenth century, states, 
following the lead of Great Britain, had tried to monopolise the issue of 
bank notes, gradually suppressing and outlawing the issue of notes by 
private banks.19

Hilferding acknowledged there was a problem to be tackled. Georg 
Knapp’s state theory of money did not come out of the blue (cf. Knapp 
1924). The problem, both for monetary theory and for monetary politics, 
was to find and determine the limits of such state regulation of money 
circulation. Hilferding insisted upon the original Marxian insight ‘that 
money is a social arrangement in material form’ (Hilferding 2006, p. 379). 
However, he was very well aware that the modern state had always claimed 
the monopoly of money as one of its core competencies and that money 
and credit had always been strictly supervised and tightly regulated in all 
advanced capitalist countries.

Accordingly, Hilferding was dealing with currency, not plain money. In 
particular, he tried to make Marxian head and tail of the currency systems 
as they existed in the Austro-Hungarian Empire at the time as well as in 
other countries. Typically, these were mixed currencies, where different 
sorts of money circulated, in some cases even using gold and silver as metal 
bases. Paper money, issued and backed by the state, was in use while notes 
issued by private and central banks circulated as well. Eventually, in some 
states, central bank notes, backed by public credit and by public credit 
only, had been privileged by the state, ultimately replacing the notes seen 
as ‘bankers’ money’ with the central bank notes seen as ‘everybody’s 
money’ (cf. Krätke 1995b).

Basically, he was dealing with a monetary order or currency, regulated 
by the state, that was different from all the previous ones and could not 
easily be classified because it was no longer a currency dominated by state 
paper or fiat money. The bulk of money in circulation was already credit 
money, or credit in different guises fulfilling most of the elementary func-
tions of money. The state was just stepping in, granting the privileged 
position of legal tender to one sort of circulating credit paper, the notes of 
the central bank, above all others.20
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However, Hilferding did not yet envisage the constellation where, in 
spite of extensive state regulation and central bank control, private banks 
were able and allowed to create money and increase the amount in circula-
tion just by the very act of granting a loan to one of its customers. As a 
means of payment, book or deposit money instead of cash (coins and bank 
notes) had long been established, first in the transactions between busi-
nessmen, firms and the state. Later on, the use of money directly created 
by banks and exclusively based upon bank credit became familiar and even 
standard practice between businessmen (capitalist producers, traders, 
bankers and their counterparts—other industrial producers, traders and 
bankers). However, only members of the propertied classes were allowed 
into this kind of circulation, the so-called moneyed capitalists taking the 
lead. Members of the working classes were and remained excluded until 
they became regular bank customers, held bank accounts of their own and 
employers started paying them by means of regular bank money transfers 
from account to account. In Hilferding’s time, this revolution in the way 
in which money wages were actually paid was still far away.21 But the use 
of book money issued by private banks was already widespread and had 
dwarfed the role of other forms of money in circulation.

As Hilferding said in a footnote to Chapter 2 (the chapter on ‘Money 
in the circulation process’), ignorance of monetary matters was not rec-
ommendable to would-be capitalists. To participate in the land’s financial 
and monetary affairs and to claim the lead in financial and monetary poli-
tics would require some solid and reliable knowledge of such arcane mat-
ters. Otherwise, ‘punishment for economic ignoramuses’ would be the 
immediate outcome. That was, of course, evenly true for government offi-
cials and for politicians desperate to run the affairs of a modern state.

Hilferding And tHe CHAnging Worlds of Credit 
And bAnking

Capitalism had always been a credit economy, based upon debt, from its 
very beginnings. Moneyed capitalists had thrived on usury practices for 
years, keeping at a distance from the world of commerce and industry 
while exploiting the efforts of industrial and merchant capitalists and 
appropriating the spoils of the capitalist entrepreneurs and managers by 
means of loans and interests. In Capital, Volume III, Marx had praised the 
recent developments of the credit system, that is, seeing it become a 
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fully- fledged banking system with a central bank at its heart and many 
intermediating institutions (like clearing houses) in between. This was the 
‘most artificial and elaborate product brought into existence by the capi-
talist mode of production’ (Marx 1981, p. 742). For socialists and follow-
ers of Marx like Hilferding, it was self-evident that a centralised banking 
system would play a central role as one of the most powerful levers for any 
socialist transformation policy.22 Socialising the banks would secure con-
trol of the intermediary system lying at the very core of an advanced capi-
talist economy.

In the first part of his book, he resumed the rather sketchy analysis of 
credit relations that Marx outlined in his manuscripts forty years earlier.23 
Commercial credit—or circulation credit—was the base, as this kind of 
credit had always been granted by one capitalist to the other, without 
intermediaries. But the rise of the intermediaries, the banks in various 
guises, was the one element that changed the world of credit for ever. 
Following Marx’s hints, Hilferding proceeded towards the basic form of 
industrial credit, that is, banks financing industrial investments by indus-
trial capitalists. Marx had already emphasised this function of credit, the 
mobilisation and the pooling of available loanable capital in a few large 
funds, run by the banks. The process of capital accumulation would not 
only be highly accelerated by bank credits to industrial enterprises, but 
also largely altered because of the long-lasting stakes in industrial capital 
that banks would acquire.

His analysis of banking capital followed the few sketchy remarks that 
Marx had noted in his first draft of Volume III in 1865, and had never 
revised in later years, although he had resumed his study of credit and 
banking in the 1870s (cf. Krätke 1995a). Hilferding tried to answer the 
crucial and basic questions: where did the capital of banks come from? 
How, that is, by means of which economic transactions, did banks and 
bankers valorise their capital? How were they able to make a profit? Whom 
did banks and bankers exploit and in what ways? How did bankers accu-
mulate capital? How and by what means did banks and bankers compete 
with each other? The composition of banking capital and its form of circu-
lation was quite different from any other form of capital, given that bank 
capital was mostly money capital owned by the bank or borrowed from 
others—private creditors and, quite importantly, from other banks and 
other financial institutions. With respect to bank profit, Hilferding 
accepted the rather conventional view that it came from the difference 
between the interest the banks paid for money they borrowed (capital) 
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and the interest they charged for the loans they made to others. Still, this 
difference between the interest rates for deposits and those for loans is 
valid today and one of the bases of the profits banks can make. He forgot, 
however, about the many financial services the banks were actually provid-
ing for and selling to their clients, starting with the keeping and manage-
ment of private and business bank accounts, and the fees they were 
charging from their clients. Because of his negligence of bank services and 
fees, he did not tackle the salient question of whether the employees work-
ing for a bank were productive or unproductive workers and how they 
could and would be exploited by the capitalists and managers running 
the banks.

Analysing the expansion of joint-stock companies, Hilferding allowed 
for some oversimplification, focussing solely on the process of founding 
while disregarding increases of capital stock as well as mergers and acquisi-
tions. In his presentation, the issue of shares lays first and foremost in the 
hands of banks (or a consortium of banks). Accordingly, the promoter’s 
profit fell to the banks—and this was a new economic category that 
Hilferding tried to elaborate. This part of his analysis is still valuable today, 
although he did not explain where promoter’s profits—emerging from a 
difference between two prices, the price of the shares issued and the price 
of the capital stock owned by the company—came from and where they 
might fit in with an analysis in value terms.

Hilferding And tHe CHAnging World 
of CorPorAtions

In Capital Volume III, Marx had sung the praise of joint-stock capital. As 
surprising as this may appear to the contemporary reader, Marx saw in the 
rise of joint-stock companies a remarkable innovation that would have 
long-lasting consequences for the development of modern capitalism. In 
his view, joint-stock companies represented a form of ‘associated capital’, 
and he considered it a form by which capitalist enterprises were actually 
transcending the very base of modern capitalism, private property and 
private ownership of capital by individual capitalists (cf. Krätke 1994). 
What Hilferding added to this, following some remarks by Engels who 
had already stressed the emergence of joint-stock companies of a higher 
order, was the analysis of the special forms that capital accumulation in its 
‘accelerated’ form (as Marx had already emphasised) had assumed. It was 
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not the formation of cartels but the new forms of joint-stock companies, 
turning into holding and investment companies specialised in the pur-
chase, sale, holding and rearrangement of the shares of other joint-stock 
companies, that were crucial. This was because these new holding and 
investment companies were able to create new industrial structures, to 
conceive of and pursue industrial strategies, to build larger corporations 
and to forge lasting alliances between them.

Thanks to these new actors, capital could easily be shifted from one 
branch or sphere of accumulation to another. Industrial capital could be 
mobilised and restructured, and alliances and associations between differ-
ent groups of capitals could be created without much delay. These holding 
and investment companies were relying on banks and stock markets and 
were no longer tied down by the requirements and the very mechanics of 
the turnover of capital in different branches of industry.

Hilferding And tHe CHAnging World of stoCk 
MArkets And HigH finAnCe

To this very day, capitalism remains the only historical form of an economy 
based upon a hierarchy of highly differentiated and highly specialised mar-
kets. Marx had already indicated that he saw the financial markets—the 
money market and the capital market—on top and the labour and com-
modity markets at the bottom of this hierarchy. Hilferding was the first to 
try to turn Marx’s many scattered remarks on the stock markets into 
something resembling a coherent theory—and one that would still be in 
line with the overall pattern of a labour theory of value (cf. Krätke 1995c).

In order to explain the rise of joint-stock companies and the surge of 
holding and investment companies, and to make some clear sense of the 
Marxian category of fictitious capital, Hilferding had to deal with the 
stock markets. First and foremost, he considered them as markets for 
share, neglecting sovereign debt, the equity that had still predominated 
the stock markets until the waves of railway booms had changed them for 
good. So, he was envisaging a variety of stock markets that had already 
prevailed for a while in the advanced capitalist countries but was just pre-
senting another historical configuration of such financial markets.

Another achievement that should not go unnoticed is that Hilferding 
was the first to realise the importance of commodity exchanges for any 
analysis of international trade and the world market. In order to explain 
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the changes of world market prices and the ways in which world market 
prices are actually determined in the first place, an analysis of the commod-
ity exchanges was indispensable. Commodity exchanges establish the 
prices for those commodities that play a central role for the capitalist world 
market and are traded worldwide. Like the price of cotton during the peak 
of the English textile industry, when a certain Frederick Engels lived the 
life of a Cotton Lord in Manchester, the world’s leading industrial city. 
The price of cotton for the English textile industry was determined at the 
cotton exchanges of Manchester, Bremen and other places. The commod-
ity exchanges were actually the first stock exchanges that introduced the 
trade in futures, pioneering the markets for derivatives.

Although he did focus on the share markets of his time, Hilferding did 
not take into account other core markets closely linked to them. He did 
not even try to analyse the markets for enterprises where whole firms and 
their stocks were sold and bought and where mergers and acquisitions of 
all kinds were actually forged. This negligence is and seems a little biased, 
because the transactions on this market did involve the banks as well as 
share markets, with no clear preponderance of one over the other. 
However, the buoyancy of these markets remained rather modest in 
Hilferding’s time as compared to ours.

Hilferding’s ConCePt of Finance capital

Marx had developed a rather complex concept of capital. Capital, he 
emphasised, should not be conceived of as a thing but as a highly complex 
economic relationship, or a whole bundle of coherent economic relation-
ships, and as a process, or a complex of processes in space and (historical) 
time. In order to develop his concept of capital, Marx focussed not on 
capital in general but on a special kind of capital that he regarded as crucial 
and epoch-making in the history of modern capitalism: industrial capital. 
He regarded other forms of capital, like merchant capital or interest- 
bearing money or the capital acting on financial markets, as secondary 
forms, subordinated to the dominant form of industrial capital. This was 
because they did not command productive labour and did not control the 
process of value and surplus value creation, because they commanded 
mainly unproductive labour and were only involved in the processes of 
realisation and (re)distribution of value and of surplus value.

What Hilferding proposed was well in line with Marx’s thought. If we 
can conceive of pure forms of capital separated and pitted against each 
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other by their predominant functions and/or by their respective special 
fields of economic activity—like industrial production, commerce, bank-
ing or trading money and capital as commodities, agricultural produc-
tion—we can also imagine hybrid and/or compound forms of capital. The 
rise and fall of such hybrid forms was not new at all; merchant bankers had 
dominated for long periods in the history of modern capitalism and they 
had eventually changed into merchant manufacturers. And Marx himself 
had expected that industrial capitalists and landowners were to merge in 
the long run. The combination of different kinds of capital in new forms 
was conceivable, even if it was not tantamount to complete mergers of the 
different forms of capital. A stable association between different kinds of 
capitalists could do as well.

Hilferding was quite right to regard the analysis of competition between 
capitals as a clue for any further investigation into the changing patterns of 
capitalist accumulation. Already Marx had understood that he could not 
conceive of industrial capital without taking into account the interactions 
between many capitals and many capitalists. In modern capitalism, the 
relations of capital to other capital are as decisive as the relationship 
between capital and wage labour. And the capital–capital relationships, or 
‘competition’, to put it in shorthand, play out on all levels and in all phases 
of the valorisation process, not only in the marketplace.24

Hilferding developed his concept of finance capital step by step. He 
started with the different and historically changing relationships between 
the special kinds of capital as they appeared in Marx’s presentation—
industrial capital, mercantile capital and bank capital.25 He analysed, first, 
the different kinds and forms of associations between capitals—combina-
tions, cartels, trusts—as they sprang out of the competition between 
industrial capitals. These corporations and alliances between corporations, 
Marx’s associated capital in higher potencies, continue to grow and to 
build new alliances in a more or less distinct form. In order to create and 
to maintain them, in order to reorganise them, credit was necessary; hence 
bank capital entered the picture as an intermediary. In the longer run, a 
new hybrid form of capital arose out of such inevitable cooperations, link-
ages and finally intertwining of property between industrial corporations 
and their house banks. Eventually, the different kinds of capital started to 
conglomerate and amalgamate. Some special kinds of capital lost their 
autonomy—mercantile capital and the merchant capitalists were down-
graded to the status of mere agents, acting on behalf of the higher hybrid 
form of finance capital. Ultimately, in the new form of finance capital 
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where capitals of different kinds are blended and merged into a new kind 
of stable inter-capitalist relationship, ‘bank capital, that is, capital in money 
form which is actually transformed … into industrial capital’, or ‘capital at 
the disposition of the banks which is used by the industrialists’ (Hilferding 
2006, p. 225). So, his argument went further via hybrid forms of capital, 
stable alliances between different kinds of capitalists and, eventually, 
dependency of one group of capitalists from the other as well as lasting 
domination of one group of capitalists by another.

As Marx did in Capital, Hilferding tried to follow the course of capital-
ist development at large and to outline general tendencies in capitalism, 
taking them to their logical ends: the process of the concentration and 
centralisation of capital would lead to ever-larger corporations. The big 
corporations would try to gain control of each other, either by mergers 
and acquisitions—a tendency that Hilferding rather downplayed and 
neglected—or by building ever-larger cartel organisations. And that would 
lead to the logical end of a ‘general cartel’. The process of concentration 
and centralisation in the sphere of banking would eventually lead to the 
formation of very large bank corporations and, ultimately, to an all- 
embracing organisation of the whole world of banking and finance, form-
ing one huge ‘general bank’.26 So it was imaginable that, in the end, they 
might end up organising a unified sort of ‘capital in general’. If his main 
thesis about the domination of industrial capital by banking capital was 
correct, he was right to assume that the logical end of the tendencies he 
foresaw would be a unified capital: ‘finance capital’. But counter- tendencies 
remained in force: cartels broke up, new markets emerged and new ways 
of competition between capitalist firms were discovered and created. So, 
the assumption that the logical, imaginable end of the tendencies in force 
would also be the historical end of capitalist development was never 
warranted.

HoW to Continue: HoW to reWrite Finance capital 
for our tiMe

Hilferding and his Austro-Marxist friends shared a common belief that can 
be summed up as follows: Marxism should be regarded as a social science, 
following a common research programme or paradigm. As the founding 
fathers Marx and Engels had not been able to pursue their research pro-
gramme to the end, the primary task for their pupils and followers was not 
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to interpret and reinterpret their work nor to create an ever-larger body of 
commentaries to allegedly holy texts, but to continue it, filling gaps, solv-
ing problems that Marx and Engels had left unsettled. That is what they 
tried to do in various respects. And that is why, in their reviews of the 
book, Kautsky and Otto Bauer praised it as looking like a direct addition 
and complement to Marx’s Capital. However, this continuation has left a 
lot of unsettled questions as well.

Hilferding’s book has long acquired the status of a classic. Nobody 
expects that such a book, written and published more than a century ago, 
could actually offer more than a valuable inspiration and starting point for 
an analysis of capitalism in the twenty-first century.27 Obviously, as a study 
of the phenomena of capitalism as it emerged from the first great depres-
sion in the late 1890s, it is largely outdated. Several developments that 
Hilferding forecasted for the future of capitalism have never come true. 
Stock markets have never been replaced by banks, the German/Austrian 
type of universal bank has not prevailed in the long run, nor has the 
German/Austrian type of relationship between banks and industry. Banks 
have seldom come to dominate industrial corporations in the long run. 
Organised capitalism has turned into disorganised capitalism, and the rela-
tionships between state and capital have changed, although the ‘strong 
state’ never really disappeared. Merchant capital has never completely dis-
appeared. Colonial expansion and trade protectionism did not prevail in 
the longer run, and free trade returned in a new guise and on an unprec-
edented scale. Finance capital, as Hilferding saw it, has not prevailed, and 
the ways in which capitalists form business associations have changed pro-
foundly in the longer run. The unification of all capitalists under the lead-
ership of high finance has never occurred; the capitalist class remains 
divided into factions. Even the links between capitalists and their respec-
tive national states have never been completely severed.

Which elements of Hilferding’s analysis are still valid today? Which 
retain their use value for any effort to continue and further elaborate the 
critique of capitalism that Marx established and the Austro-Marxists tried 
to renew? Some tendencies that Hilferding identified are still valid today, 
and some phenomena still exist: many of the economic institutions and 
economic categories that he first scrutinised remain relevant today. To 
mention just one tendency: the triumphal march of the joint-stock com-
panies has continued unabated since Hilferding’s time, and this form of 
associated capital has risen to dominance at least in the world of big cor-
porations and multinational enterprises. In this respect, both Marx and 
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Hilferding’s forecasts have been largely confirmed. But, on the other 
hand, some of the shortcomings of Hilferding’s work are more evident 
and more serious today than in his time.

First and foremost, following Hilferding’s lead, it is necessary to come 
to grips with the changing monetary order of the capitalist world as it has 
emerged since the early 1970s. Although the former money commodity of 
gold still plays some role as part of the reserves of all central banks, it has 
been officially demonetised, and convertibility of all sorts of credit and fiat 
money, regarded as an economic law by Marx himself, has been abolished. 
All currencies have changed into currencies based upon a mix of public 
credit, that is, bonds issued by the state, and private credit, that is, circulat-
ing credit created by the banks.

Any analysis dealing with capitalist finance in the post-war era has to 
take into account the one major change that already occurred during the 
1950s and 1960s and was triggered by the rise of the welfare state. Thanks 
to the establishment of a system of social insurance and allied services 
guaranteeing a continuous flow of monetary income to all or at least to 
the large majority of working-class people, the world of credit and finance 
has changed profoundly. The majority of the population in capitalist coun-
tries, far beyond the confines of the propertied classes, have become cred-
itworthy and are no longer restricted to the pawn broker or the practices 
of chalking up at the grocery shop or the pub. Even in times of unemploy-
ment, they became entitled to some regular monetary income and, because 
of the ground-breaking invention of paid holidays and paid retirement, 
the better paid and fully and stably employed upper echelons of the work-
ing class were invited into the world of credit. Step by step, ordinary peo-
ple living on wages and salaries were allowed, lured and eventually forced 
into the world of credit, first getting bank accounts and access to moderate 
forms of circulation credit like overdrafts and credit cards. Second, being 
granted loans in order to buy consumer goods, consumer durables in par-
ticular, eventually even being accepted as debtors for long-term loans like 
mortgages. And, finally, being admitted into the world of high finance, of 
financial investments, either individually as depositors, savers, life insur-
ance policy holders and even asset holders or, even more importantly, col-
lectively, as stakeholders of large pension funds. These funds manage 
savings and deferred wages in large amounts and have been more or less 
successful in transforming this kind of money hoarding into accumulated 
money capital and accumulated fictitious capital. Because of the rise of 
mortgage finance and pension funds, the working class in contemporary 
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capitalism has clear financial interests of its own. Hilferding could not 
imagine anything of this kind in his day.

Accordingly, the whole character of banking and the relationship 
between bankers and their clients have changed dramatically. Commercial 
banks are today selling financial services of various kinds to clients who are 
in increasing numbers working-class people. As a consequence, banks and 
other financial firms make more and more of their profits from transac-
tions with the non-propertied classes who only own what they can afford 
thanks to their long-term indebtedness. Or thanks to the credit the banks 
are willing to grant them, provided they are enjoying a regular flow of 
money income—either from employment or from welfare state transfers. 
The thoroughly indebted working class and the continuing involvement 
of ever-larger strata of the working class in credit and debt relations with 
the banks have changed the game for the whole financial sector. Banks and 
other financial firms are no longer restricted to an ongoing struggle over 
the redistribution of surplus value—already realised or anticipated; they 
are now able to exploit the mass of the working class directly via credit 
relations. Just how this secondary exploitation via credit relations (already 
mentioned by Marx) does work has been left unexplored by Marxist 
economists.

However, Hilferding’s analysis of the basic functions of banks remains 
sound. But it has to be extended in order to take the various roles of banks 
as providers of financial services into account. In order to deal with the 
many specialisations of banks and the differentiation of banking systems, 
any modern analysis has to deal with the role of investment banks properly. 
Investment banks, often arising from stockbroker’s companies, have led 
the way towards associate capital in the form of joint-stock companies in 
the banking sector. While many commercial banks, especially the smaller 
ones, still retain the form and character of private banks, including a spe-
cial house bank relationship to a restricted number of carefully selected 
industrial enterprises, investment banks are predominantly operating on a 
much wider base and typically acting on international financial markets. 
Today, they are, more often than not, just at the core of a network of asso-
ciated or subsidiary financial firms, including specialised intermediaries 
like investment funds, hedge funds and private equity funds. Accordingly, 
in the analysis of investment banking, we can forget about deposits and 
private loans, as well as many financial services, and have to focus on the 
role of the bank as intermediator in various speculative investments. 
However, most investment banks (and banks engaging in financial 
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investment activities) are also trading and speculating for their own 
account. Both commercial and investment banks play a central role in issu-
ing book money—as central banks do—just by granting credits. Hence, 
today’s monetary order in the whole capitalist world is dependent upon 
bank credit more than ever before.

Hilferding’s thesis about the dwindling importance of stock markets as 
compared to banks was wrong. The relationship between banks and stock 
markets has developed in a quite different way; in the longer run, it is the 
banks that have lost ground to the stock markets in nearly all fields of 
credit. Or so it seemed for quite a long time. Banks appeared to have lost 
ground in their relationship to industrial capital (and merchant capital and 
agricultural capital), but they have become core actors on the financial 
markets. Other kinds of capital specialised in financial transactions, that is, 
creating and handling various forms of fictitious capital, have emerged and 
have become serious competitors to the banks. The relationships between 
banks, the interbank payment and credit system, still the very core of the 
money market and a crucial part of the capital markets, have retained their 
importance, while central banks have acquired control over inter-bank 
money and credit relations altogether.

Merchant capital had dominated the development of capitalism for sev-
eral centuries. Hilferding considered it a form from the past; he was con-
vinced that merchant capital had already lost its independence and was 
becoming completely dominated by the banks, and by finance capital in 
particular. In recent decennia, we have seen a revival of merchant capital 
and of international, even global, merchant corporations in unprecedented 
forms. Merchant capitalists are selling combinations of consumer goods 
and personal services, including some kinds of financial services (e.g. credit 
or debit cards as a means of payment). They manage to do this today in 
ever-larger networks of retail shops established in all parts of the capitalist 
world. The new global merchant companies are large enough to turn the 
directions of mass consumption, to create trends and fashions and to dic-
tate terms to capitalists in the consumer industries. Nowadays, they have 
become the dominant partners in large parts of the consumer industries, 
in the worldwide transport industry and, last but not least, in the com-
munication industries. They are no less able and willing to create their 
own banks and financial agencies of all stripes, at least to acquire shares 
and stakes in such firms, thus dominating parts of the financial industry as 
well—at least those parts specialising in consumer credit. As at the peak of 
merchant capitalism, new hybrids of merchant and industrial 
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(manufacturing) capital have emerged, and in the world of services—
product-related personal services—these hybrids reign supreme.

For all transactions in financial markets as for the whole world of con-
temporary capitalism, the use of various forms of fictitious capital remains 
crucial. And the ‘financial industry’ has proven to be quite ingenious in 
creating new, combined forms of fictitious capital, turning various forms 
of credit and debt into new, compound securities, easily traded on the 
international financial markets. They achieve a mobilisation of money cap-
ital invested in all kinds of loans, including long-term mortgages, without 
precedence. As a consequence, relatively stable and long-lasting relation-
ships between banks and other financial firms and their clients are virtually 
dissolved. Instead, we have ever-changing relationships on a global finan-
cial market, although some major parts of it are still regulated on a national 
or regional basis. Among the various forms of fictitious capital, futures, 
options and all sorts of derivatives have become predominant in recent 
times. Derivatives and the trade in derivatives were already in place a long 
time ago, but the practice of adding specialised derivatives to virtually 
every kind of equity and security inevitably has multiplied and diversified 
the volumes and directions of financial transactions on all financial mar-
kets. The increasing complexity of these transactions has made further 
hedging operations highly recommendable, and all kinds of insurances, 
custom-designed for specific risks in specific segments of the financial mar-
kets, are offered and traded today. Accordingly, the rudimentary analysis 
of the share market and the circulation of shares that Hilferding developed 
in his pioneering study cannot suffice today. We inevitably have to go fur-
ther, although Hilferding’s analysis of the future’s trade in commodity 
markets did provide a good starting point. As Engels had already foreseen 
in the 1890s, the new quality of the stock and commodity markets intro-
ducing futures and options as tradeable commodities on a large scale has 
triggered new varieties of inter-capitalist competition, outpacing all previ-
ous forms.

The real novelty in the world of derivatives has been the emergence of 
ever-larger varieties of financial contracts, traded as commodities. With 
rapidly increasing volumes and volatilities, the trade in these new ‘financial 
derivatives’ has an impact far beyond the trade in traditional ‘commodity 
derivatives’. They have massively contributed to a veritable reshaping of 
the trade in financial securities (cf. Bryan and Rafferty 2006). Because of 
the sheer weight of derivatives in today’s financial markets and their 
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common use in virtually all kinds of financial transactions, financial mar-
kets have become more thoroughly speculative than ever before.

Recent news about the imminent death of financial intermediaries have 
been largely exaggerated. The notion of their inevitable decline has gained 
popularity among many political economists. That is largely due to the 
emergence and ongoing expansion of so-called shadow banks, or non- 
banks acting like banks and fulfilling the functions of banks, at least par-
tially and/or temporarily. Today most big corporations are also actors on 
the financial markets in their own right—and with their own compe-
tences—and act not only on their own behalf but also as intermediaries. In 
some segments of finance, for instance, consumer credit, they have been 
outpacing banks and other traditional intermediaries. But that does not 
mean that the intermediaries have disappeared, only the kind of interme-
diaries and the types of intermediation in financial transactions have largely 
changed.

Stock markets have been radically transformed. In Marx and Engels’s 
time, they were still highly exclusive private clubs of businessmen that 
were self-organised and self-regulated by their members. Only respectable 
businessmen, that is, gentlemen representing and running a firm of some 
weight and relevance in the local or international markets, like the young 
Friedrich Engels, who represented the well-known firm Ermen & Engels 
in Manchester, could become full members of a stock or commodity mar-
ket. Today, everybody can buy shares of a stock or commodity market 
company because they have been transformed into large joint-stock com-
panies run by hired managers and bent on making a profit and paying divi-
dends to their shareholders. Accordingly, today’s stock markets are not 
just well organised and supervised marketplaces for financial transactions 
but, by the same token, highly potent financial actors in their own right, 
operating on these very same marketplaces. The shift towards this form of 
joint-stock company has triggered a new race on the stock markets, as 
stock market companies are in permanent competition with each other, 
vying for ever-larger market shares and trying to gain supremacy in some 
places by means of mergers and acquisitions. The tendency towards the 
concentration and centralisation of stock and commodity markets has cre-
ated an ever-smaller number of very large firms that control the leading 
financial markets of the world and are even quite successful in controlling 
the networks between the major financial places in the capitalist world. 
Dominance in financial markets, not command and control of industrial or 
merchant capital, is what they are striving for.
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What is more, and ultimately most important, in the present world of 
capitalist finance is that stock markets have been dwarfed by the rise of 
financial transactions outside of the world of well-organised, specialised 
and more or less well-regulated exchanges. The majority of financial trans-
actions today take place ‘over the counter’ (OTC) without any interme-
diation by capital specialised in financial transactions and/or officially 
allowed and (as in the case of banks) licensed for such financial transac-
tions. Regarding the surge of over-the-counter finance, all of Hilferding’s 
thesis about the shifts between different kinds of capital fall short. On the 
contrary, the relations between the providers of financial services and the 
creditors (providers of credit), on the one hand, and their clients have 
become more short term and volatile than ever before.

Money and credit have been affected by recent changes in the world of 
financial markets as well. As in earlier epochs in the history of modern 
capitalism, some kinds of private money, created by capitalists and only in 
use in transactions between capitalists, have reappeared. Hardly noticed by 
the larger public, because this time the changes within the monetary order 
were different. Various forms of fictitious capital, shares and other equi-
ties, but also credit and financial market instruments like derivatives, have 
assumed money functions—but within the confines of financial markets 
and financial markets only. Shares, for example, are changing hands 
between capitalists on the financial markets—as a means of payment. 
Frequently, in the case of mergers and acquisitions, a firm or its shares are 
bought and paid for by issuing other shares. All kinds of securities, even 
derivatives, are used as a means of circulation in chains of financial transac-
tions; equities are bought with other equities and/or securities of various 
kinds. Or they are used to back up credits and to prolong and extend 
credit chains. But within the realm of the financial markets, only involving 
and affecting those capitalists that Marx still used to call ‘moneyed 
capitalists’.

Central banks have changed their character considerably since Marx 
and Hilferding’s day. Marx considered the central banks still to be ‘half- 
breeds’, while Hilferding already saw a tendency towards the nationalisa-
tion of central banks. Around 1900, more than half of the central banks in 
capitalist countries were still in private hands; since 1945, more and more 
of them have been nationalised. Today, only a handful of central banks are 
not completely owned by the state; the central banks of just a handful of 
countries—Belgium, Japan, Greece, South Africa, Turkey and 
Switzerland—still have some private shareholders. The Bank of Japan is 
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the only important central bank in this group. All the others, including the 
European Central Bank, are state owned and pay dividends or share their 
profits with the state or the states to whom their equities belong. 
Accordingly, and notwithstanding any form of official independence, cen-
tral banks have become core agencies of regulating money circulation and 
financial markets.

High finance, in Hilferding’s view the realm of finance capital, looks 
quite different today. A large variety of capitalist corporations have entered 
this sphere, operating on international financial markets, not only owning 
but actively trading in various forms of fictitious capital, creating new 
amalgams of different sorts of capital—of banks, of funds, of stock mar-
kets, of stockbrokers, of insurances, of trust and of various forms of asset- 
managing firms. The tendency towards the concentration and centralisation 
of capital has brought forth new financial corporations of unprecedented 
scale and scope. But counter-tendencies towards specialisation, differen-
tiation and the creation of new breeds of financial institutions and/or new 
forms of fictitious capital still persist. The realm of currency exchange, by 
far the largest chunk of worldwide trade (accounting for well over 80 per 
cent), is concentrated in just eight major currency exchanges.

tHe ConCePt of finAnCe CAPitAl revisited

Hilferding’s basic idea about the emergence of hybrid forms of capital 
retains its use value for any analysis of contemporary capitalism. But his 
ideas about the realm of high finance and its relevant actors are lacking the 
precision necessary to identify and determine the most important financial 
transactions as well as the most prominent financial market actors of today.

Hence, finance capital could and should be reconceptualised.28 First, 
without regarding the relations between capitals operating in the sphere of 
finance, that is, capital dealing with various forms of fictitious commodi-
ties and fictitious capital operating on financial markets and making a 
profit from such financial transactions exclusively. One could define finance 
capital as capital consisting of money capital (as all kinds of capital do) and 
of fictitious capital in various forms, engaging in transactions on financial 
markets and trading with money and capital as fictitious commodities, 
using and giving credit to other actors on the financial markets. As Karl 
Renner has shown, although on a completely different empirical basis, it is 
possible to design the adequate forms of circulation (and turnover) for this 
kind of capital, introducing specific forms of commodity capital—that is, 
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securities and all kinds of negotiable papers that do not have values but 
mere prices in one or other parts of the financial markets and that do rep-
resent fictitious capital.29

Second, we should take the relationship between finance capital and 
other finance capital into account. Finance capital today should be consid-
ered as capital active in the financial markets and effectively financing, 
controlling and eventually even dominating other capital active in the very 
same sphere of (high) finance: banks controlling other banks and/or other 
financial corporations, insurance companies controlling banks, hedge 
funds controlling other hedge funds and/or equity funds, stockbroker 
companies controlling investment banks and vice versa. As a consequence, 
financial corporations are rising to prominence that do hold sway over 
large swathes of international financial markets or maintain a dominant 
position in at least one or two of the major financial centres of the world. 
However, many specialisations do continue to exist in the world of finance, 
both in terms of transactions and in terms of the kinds of equities, securi-
ties or derivatives traded. In order to scrutinise larger complexes of finan-
cial firms, one does not have to suppose a clear tendency towards unification 
or amalgamation in one direction. Mutual interconnectedness suffices.

Third, one might try to reanimate the spirit of Hilferding and have a 
closer look at the relationships between finance capital as conceived above 
and other kinds of capital, finance capital striving for and assuming control 
of non-financial capital—industrial, merchant or agricultural capital. Still, 
the revived finance capital concept à la Hilferding suffers inevitably from 
its built-in bias, the idea of an inevitable preponderance of banking capital 
over industrial capital. Most multi- and transnational corporations today 
already are hybrids in this sense, comprising industrial, merchant, agricul-
tural and finance capital.

The final step that an analysis in Hilferding’s line of thought would 
require, however, remains difficult to make. When all capitals are depen-
dent upon credit transactions as they are today, and when all credit trans-
actions are passing through financial markets when, on the other hand, all 
financial market actors are dependent upon credit, when all speculative 
actions, whatever their size and scope, are done by credit, the interdepen-
dencies between various kinds of capital become quite difficult to pin-
point. The now popular, although ill-defined, term ‘financialization’ does 
refer to a whole bundle of tendencies without any clear hierarchy among 
them. Again, Hilferding seems a rather modern author in this respect as 
well because he insisted upon the predominance of speculation and the 
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speculative nature of most transactions in the financial markets. One can 
follow his lead and emphasise both the shift towards permanent and sys-
tematic over-indebtedness on many sides and the shift towards ‘over- 
speculation’ taking hold of and eventually sweeping away even the most 
cautious of actors in today’s financial markets.

Hilferding, although a rather prolific writer, remained famous for just 
one book. Finance Capital was indeed one of the major achievements of 
the Austro-Marxist school. The book stood for the one big ambition that 
the members of this school had in common: not to bury Marx under an 
ever-larger heap of learned commentaries but to praise him—by continu-
ing his work. work. His book still today “stands as a model for any renewed 
attempt to ‘attain a scientific understanding … of the latest phase of capi-
talist development”, even in the vastly changed circumstances of today 
(Bottomore 1981, p. 17).

notes

1. Biographical details about Hilferding can be easily found in Gottschalch 
(1962), Smaldone (1998) and Wagner (1996). A good overview of the 
historical context of Hilferding’s work on Finance Capital can be found in 
Greitens (2012).

2. Kurata (2009) and Greitens (2012), following Kurata’s lead, have pro-
vided useful accounts of the making of Finance Capital.

3. Original in German; the translation is my own.
4. The original version of Marx’s main manuscript of 1864–1865 for Capital, 

Volume III, was published in 1992 for the first time, an English translation 
is available since 2015 (see Marx 2015).

5. Original in German; the translation is my own. As the many drafts for the 
second and third volume of Capital have now been published in section II 
of the second MEGA, we are today able to answer Hilferding’s question. 
Yes, there are some passages in the manuscripts left by Marx that Engels 
should have included in his edition. Engels’s decision to leave them out, 
however, can be excused, as Marx himself was not fully aware of the rele-
vance of all the discoveries he actually made.

6. Engels’s fragmentary text, titled ‘Die Börse’, was published for the first 
time much later, in 1933 (see Engels 2003).

7. It has to be emphasised that apart from Finance Capital and his critique of 
Böhm-Bawerk’s criticism of Marx (see Hilferding 1949), Hilferding’s 
work has remained virtually unknown in the English-speaking world. The 
only exception being Tom Bottomore’s anthology of writings from the 
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Austro- Marxist school, published in 1978 (see Bottomore and Goode 
1978). For a bibliography of Hilferding’s writings, although not complete, 
see Kurata (1974).

8. Still in 1906, his close friend Otto Bauer wrote to Kautsky on Hilferding’s 
behalf, asking him to send some books that Hilferding could not find in 
Vienna (Bauer 1906). Although Hilferding wrote in the Preface to his 
book that the manuscript was already ready by the end of 1905, I doubt 
that. Once in Berlin, he resumed his work and finished it only at the end of 
1909. The books belonging to his personal library, since the early 1950s in 
the custody of the University of Cologne, show clearly that he continued 
his study of banking in the Anglo-Saxon countries and in Central Europe 
for several years. It is remarkable that Hilferding studied German and 
American textbooks on the techniques and practices of banking—just as 
Marx had done thirty years earlier (see Hilferding 1957).

9. His successor became the young Rosa Luxemburg. For some reason, she 
profoundly disliked Hilferding. Hilferding could only teach his introduc-
tory course on Marx’ economic theory for a few months, from October 
1906 to March 1907. Unfortunately, Hilferding’s notes and outlines for 
his course at the Party School have not been preserved, nor have any notes 
on his lectures by students survived.

10. More than sixty years later, another group of young Marxists in France set 
themselves the same task. These young economists realised that the analy-
sis of the phenomena of contemporary capitalism could not be carried any 
further by just repeating the old formula or metaphors that Marxists used 
to cherish. They were successful in creating a theoretical movement or 
‘school’, the so-called Regulation school, which gained a lot of fame but 
lost momentum after a few initial efforts. As a theoretical school, setting 
and working their way through a new agenda of (largely old) problems—
from money, the wage labour relationship to the world market—they 
utterly failed; only a somewhat different phraseology, void of any clear 
theoretical content, has survived.

11. Bauer’s partly diverging views on the matters addressed in Hilferding’s 
book can be found in the lectures on political economy which he gave for 
the Austrian Party School (cf. Bauer 1976).

12. Bernstein was also referring to an earlier attempt to scrutinise the relations 
between banks and industry (see Kapelucz 1896). Overviews and summa-
ries of the major criticisms of Hilferding’s book can be found in Sweezy 
(1942), Howard and King (1989) and Greitens (2012).

13. Hilferding had explained his views further in two articles published a short 
while before his book (see Hilferding 1909a, b). Today, all this is largely 
forgotten. Even the best specialists on Marx’s theory of money, like the late 
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Suzanne de Brunhoff, have to this day avoided discussing the debates on 
monetary theory in the era of classical Marxism.

14. Even his last book, a collection of articles published anonymously in Paris 
1938, was devoted to an analysis of the successes and failures of the Nazi 
economy, which he rightly saw as a war economy geared towards total 
warfare (for details, see Krätke 2019).

15. Parts of this manuscript, especially the endnotes, remain unpublished to 
this very day. For the circumstances of Hilferding’s arrest in Arles and his 
death at the hands of the Gestapo in Paris see Kurotaki (1984).

16. What a pity that Hilferding never had the opportunity to study Marx’s 
original manuscripts for Volumes II and III. There he would have found a 
further extension of Marx’s rudimentary analysis of modern finance—the 
concept of fictitious accumulation.

17. See, for a recent attempt, Durand (2017).
18. This task was actually performed by Otto Bauer twenty years later. He 

started his great project on the transformations of capitalism since World 
War I in the 1920s. The first volume of his planned work, the volume deal-
ing with the process of rationalisation in capitalist firms appeared in 1931, 
the manuscript for the second volume, although far advanced, was lost as 
Bauer himself believed. However, this second volume, Otto Bauer’s analy-
sis and explanation of the world economic crisis of the 1930s, the second 
Great Crisis in the history of modern capitalism, had survived (see 
Krätke 2008).

19. It actually took more than a century to firmly establish the monopoly of 
central bank notes as legal tender everywhere. In federal states, like the 
United States of America, the struggle lasted much longer.

20. It is a pity that even Suzanne de Brunhoff has avoided a serious discussion 
of Hilferding’s attempt to extend the scope of Marx’s theory of money (see 
de Brunhoff 1976).

21. In Germany and Austria, this profound change did not occur before the 
end of the 1950s. Still then, the majority of wage labourers—as opposed to 
salaried employees or white-collar workers—were paid in cash.

22. It was Hilferding’s friend Karl Renner, a jurist by training, who emphasised 
the importance of good knowledge of the intricacies of money, credit and 
finance for the socialist movement. In order to teach his fellow socialists 
and the crowd of young budding Marxists more about these matters, he 
wrote one of the very best textbook introductions to Volumes II and III of 
Marx’s Capital (see Renner 1924).

23. When Hilferding wrote his book, he did not know anything about Marx’s 
later studies of financial markets. Many of Marx’s notebooks from the late 
1860s and the 1870s have not yet been published.
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24. The third pole in the economic field characterising modern capitalism is, of 
course, occupied by the modern state, a very special economic power in its 
own right and more than that. Besides the relations between capital and 
labour and the relations between capital and capital, in every investigation 
of the basic structures of modern capitalism we have to take the relation-
ships between state and capital into account—as well as the relationship 
between wage labour and the state. Last but not least, the relations between 
wage workers and other wage workers should be integrated into this over-
all picture. As the state only appears as a unified body without any differ-
entiation in philosophical imagination, we are finally obliged to deal with 
state–state relationships as well.

25. Obviously, it would have been a good idea to introduce further kinds of 
capital like agriculture capital and mining capital, or the capital of the 
extractive industries. Those had remained largely unexplored and under-
theorised in the Marxist tradition. Kautsky’s early study of capitalist agri-
culture was one of the rare exceptions (see Kautsky 1988).

26. Hilferding wrongly used the term ‘central bank’ for this, which only caused 
confusion.

27. For a discussion of the salient problem of how to use Marx’s theory of 
capitalism in general for an analysis of recent (or older) changes and 
 developments in the history of capitalism, including its ‘contemporary his-
tory’, see Krätke (2007).

28. For a different attempt to do so see Chesnais (2018).
29. Renner’s analysis and his various formulas depicting the special circuits for 

merchant and banking capital and other forms of interest-bearing capital 
provide a good starting point. His work, apart from his ground-breaking 
ideas on the forms and functions of private law (see Renner 2017), remains 
virtually unknown in the English-speaking world.
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who challenged his book, Rosa Luxemburg. Her ideas, although pre-
sented almost twenty years earlier, influenced the works of Natalie 
Maszkowska and in turn Paul Sweezy, as is discussed in Sections V and 
VI.  Their book Monopoly Capital (Sweezy and Baran 1968) brings 
together Hilferding’s monopoly argument and Luxemburg’s realisation 
crisis theory. At the same time, the book marked the conclusion of a long 
period of efforts and inquiries aiming to build a consistent model of 
‘monopoly capitalism’. From Monopoly Capital onwards, economists, 
including mainstream economists, treated this set of theories as a scientific 
paradigm, rather than a variety of insights and ideological perceptions.

Although this chapter bears on the history of economic thought, the 
arguments discussed here are highly topical. The unprecedented growth 
of finance in the era of neoliberalism (1982–2007) and its fusion in all 
parts of economic and social life has triggered fresh interest in this line of 
thought. As discussed in Section VII, the argument put forward by Baran 
and Sweezy offers analytical explanations both for the supposed financiali-
sation of capital and its current crisis. In Monopoly Capital, they argue that 
finance is one of the most important ‘unproductive activities’ that absorbs 
the ever-increasing ‘economic surplus’ in monopoly capitalism. In other 
words, financial activities induce growth in the otherwise stagnant—owing 
to monopoly domination—contemporary capitalist economy (Magdoff 
and Sweezy 1987). In turn, the boom in finance has supported an argu-
ment in terms of financialisation theories that claims the current capitalist 
crisis is a result of the financial turmoil of 2007–9 (Magdoff and 
Foster 2014).

Although Marx also suggests that stagnation and/or weak growth is 
usually followed by extensive speculative financial investments, his expla-
nation of the economic crisis differs. According to Marx, profitability and 
the appropriate rate of profit determine both economic growth and finan-
cial asset returns (Stravelakis 2014). In this sense, financial turmoil is 
merely the trigger rather than the actual cause of the economic crisis 
(Shakh 2011).

The last point raises a broader question: Where does this line of thought 
stand with regard to the argument in Marx? I claim that the theories of 
Hilferding, Moszkowska and Sweezy emerge from a different argument. 
Moreover, this argument is not based on changes in the social structure 
and operation of capitalist economies induced by finance. Even though 
the explosion of financial activities after 1980 may have altered patterns of 
capital dominance, the conclusions of this line of thought are ultimately 
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characterized by an underlying theory of capitalist competition. In short, 
it adopts the neoclassical theory of ‘perfect competition’, which deter-
mines prices and returns both for commodities and financial assets. It is a 
theory quite different from the ‘classical theory of competition’ that 
appears in Smith, Ricardo and—of course—Marx (Tsoulfidis 2011; 
Shaikh 1980).

Luxemburg is a case apart. Irrespective of any criticism of her argu-
ments, she was the only prominent Marxist theorist of the twentieth cen-
tury who ‘adhered to the basic lesson of Capital’, and this alone was ‘a 
great historical contribution’, as admitted by one of her critics, Henryk 
Grossmann (Grossmann 1929, p. 11).

FInance capItal and the dynamIcS oF capItalISm

When Hilferding’s book came out in Vienna in 1910, it was received with 
great enthusiasm. The most prominent and respected Marxist of the time, 
Karl Kautsky, was so thrilled that he named it the ‘fourth volume of 
Capital’ (Kautsky 1911). His enthusiasm was shared by all the prominent 
members of the Second International, except for Rosa Luxemburg. Her 
objection was that the book shifted the discussion away from the question 
of whether economic breakdown was inherent in capitalism. It argued that 
capitalism had changed since the times of Marx and its dynamics were now 
different.

Hilferding suggested that the concentration and centralisation of capi-
tal will eventually eliminate capitalist competition. The argument develops 
as follows. Concentrated and highly mechanised industries are expected to 
grow and constitute an ever-increasing part of the economy. These entities 
depend heavily on financial investment because their establishment and 
growth require large amounts of capital. For this reason, capital concen-
tration goes hand in hand with the concentration of banks (Hilferding 
[1910] 1981, p. 99). Concentrated banks and financial institutions in turn 
discover new profit opportunities in the growth of large mechanised enter-
prises. Through the stock market, especially IPOs and share capital 
increases, they pursue what Hilferding calls ‘promoters’ profit’. This is 
calculated by subtracting corporate cash flows discounted by the dividend 
rate (or the interest rate plus a risk premium) from the same flows dis-
counted by the profit rate1 (Hilferding [1910] 1981, p. 112 f.). Because 
the profit rate is assumed to be greater than the interest rate, banks expect 
considerable profits from these ventures. These profits are realised by 
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funding corporate investments and receiving shares at ‘profit rate dis-
counted prices’ in return. As these deals increase in number and value, 
industrial and financial capital eventually amalgamate to form what 
Hilferding called ‘finance capital’. In other words, through this process, 
finance capital becomes the main shareholder of both corporations and 
banks. Therefore, it has no reason to promote price competition and all 
the more reason to control supply by forming new cartels and trusts. On 
these grounds, Hilferding established his main insight: cartels and trusts 
would dominate capitalist economies and replace free-market competitive 
capitalism.

Some scholars have suggested that this argument is based on Hilferding’s 
assumption of the rising importance of finance and the consequent expan-
sion of banking activities to include investment banking in addition to 
commercial banking. I disagree. The key assumption Hilferding makes is 
that, in competitive capitalism, mechanised companies enjoy a higher rate 
of profit. This implies that companies adopt a technology only if it involves 
a higher rate of profit at the prevailing price. This conclusion is linked to a 
specific theory of competition: the neoclassical notion of ‘perfect competi-
tion’, where corporations are assumed to be ‘price takers’. In this world, 
companies have no reason to adopt a technology that lowers their rate of 
profit because their market share is not threatened. The theory of compe-
tition in classical political economy and Marx is very different. For Marx, 
competition is a war fought by the cheapening of commodities. Any tech-
nology that reduces production costs can hence be adopted. These tech-
nologies, however, usually involve higher investment costs because, as 
Marx states, ‘the productive powers of labour must be paid for’ (Marx 
1973, p.  776). This goes to show that increased mechanisation in fact 
reflects a higher organic composition of capital, resulting in a falling rate 
of profit.

The important point for our discussion is that, for Hilferding, the entire 
argument about the rise of investment banking and the formation of 
finance capital rests on the idea that both industrialists and bankers exclu-
sively pursue investments that promise a higher profit rate. The only threat 
they face is that new entries and/or excess productive capacity will push 
prices down owing to oversupply. This is the reason why capitalists are so 
keen to form cartels and trusts. In the classical theory of competition, 
cartels and trusts cannot last long because corporations will constantly 
introduce new products and/or new technological innovations attacking 
the market share of their competitors.
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The (neoclassical) theory of competition also influences Hilferding’s 
theory of asset pricing and finance. In order to depict the market capitali-
sation of a company, Hilferding discounts its cash flows with a required 
rate of return comprising the rate of interest and a risk premium (Hilferding 
[1910] 1981, p. 111). His formula resembles the valuation of assets gen-
erating infinite income streams, like perpetual bonds or preferred stock, in 
mainstream finance theory.2 This indicates that he assumes that the 
required rate of return is roughly constant, since otherwise the formula is 
not mathematically tractable. Indeed, Hilferding did not pick the formula 
by chance. His insight is that ‘promoters’ profit’ is realised mainly through 
preferred shares3 that have a fixed dividend yield per annum (Hilferding 
[1910] 1981, p. 117). For this reason, he assumes a fixed rate of return for 
this category of stocks (Hilferding [1910] 1981, p. 118). Things are not 
very different for common stocks. Hilferding states that common stocks 
have larger price fluctuations on account of income uncertainty. This 
means that variations in corporate profits and/or common stock dividends 
are the cause of price fluctuations. Corporate profits and dividends, in 
turn, follow ‘general business conditions’ (Hilferding [1910] 1981, 
p. 118)—in other words, the business cycle. His idea is that prices adjust 
to profit/dividend fluctuations to bring common stock returns in line 
with a roughly constant required rate of return. This is not unreasonable 
in Hilferding’s world. If we keep in mind that corporations undertake 
investments only if they involve a higher rate of profit, then the general 
expectation is that the rate of return will (circularly) converge to the aver-
age rate of profit as investment accelerates towards these industries. For 
this reason, Hilferding uses the average rate of profit, a slowly changing 
variable, as the required rate of return for the calculation of corporate 
value at parity (Hilferding [1910] 1981, p. 114). Furthermore, assuming 
that ‘interest-bearing capital’4 (holding common and mainly preferred 
stocks) settles for a rate of return lower than the rate of profit, Hilferding 
arrives at the conclusion that the aggregate value of common and pre-
ferred shares stands ‘somewhat above par’ (Hilferding [1910] 1981, 
p. 117). This means that stock prices are not highly volatile and, for this 
reason, finance capital will not experience any pressure on account of valu-
ation or actual losses from holding controlling stakes in industrial 
companies.

The notion of perfect competition plays a crucial role in this result. In 
the classical theory of competition, the rate of profit on new investment is 
the measure that tends to become equalised across sectors (Shaikh 2016). 
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It is a highly volatile measure. The relentless introduction of new products 
and new techniques, together with transitory factors—including, but not 
limited to, the phase of the business cycle—constantly alters its value. 
Valuations hence cannot rely on constant or slowly varying rates of return. 
This means that stock market investments are inherently short term, owing 
to structural uncertainty resulting from capitalist competition. In this 
world, long-term equity positions held by financial capital are the excep-
tion, rather than the rule.

These are not simply matters of theory. In a series of papers in the late 
1980s and early 1990s, several mainstream economists revealed the empir-
ical failure of constant (or slowly varying) discount factor models like the 
ones appearing in Hilferding (Shiller 1989; Barsky and De Long 1993). 
Subsequently, Marxist economists (Shaikh 1997; Stravelakis 2019) have 
shown that various measures of the rate of profit on new investment are 
highly volatile and explain the fluctuations of the S&P 500 much better 
than mainstream models.

Hilferding’s argument would be perfectly clear by now if he did not 
expressly state that in competitive capitalism ‘the rate of profit declines’ 
(Hilferding [1910] 1981, p. 103). As we will see in Section V, if corpora-
tions only adopt technologies that guarantee a higher rate of profit, the 
rate of profit does not fall unless wages increase (Okishio 1961). Is this an 
internal inconsistency of the argument? I think it is, as will become evident 
from discussing Hilferding’s crisis theory. His key assertion is that compe-
tition is ‘responsible’ for the decline in the rate of profit. The process is 
described as follows: ‘[n]ewly invested capital […] obtains extra profit’ 
and the ‘greater the extra profit […], the more capital flows in these 
spheres’. For this reason, the extent of the latter grows disproportionately 
compared to the rest of the economy. In other words, when investment 
expenditure is turned into capacity, oversupply ‘depresses prices’. 
Consequently, weaker capital is eliminated and prices move towards new 
‘prices of production’. However, these new prices are formed on the basis 
of a lower average rate of profit. This is because, in Hilferding, higher 
organic composition means that ‘the same rate of surplus value represents 
a lower rate of profit’ (Hilferding [1910] 1981, pp.  261–5). In other 
words, Hilferding argues that competition will make companies give away 
to the consumer all increase in the rate of surplus value coming from the 
application of new technology. Of course, this is wrong; moreover, it has 
nothing to do with the falling rate of profit argument in Marx.
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Irrespective of these inconsistencies, Hilferding’s crisis theory, like the 
whole book, was very influential. For more than two decades, Hilferding 
convinced the majority of the left that economic crisis is a temporary dis-
tortion in capital accumulation that has nothing to do with economic 
breakdown. This was the main reason Finance Capital fell out of favour in 
the years of the Great Depression.

However, the most influential part of the book were its conclusions on 
the long-term dynamics of capitalism. At first, Hilferding argued that, 
with the dominance of finance capital and the emergence of cartels and 
trusts, the system would move towards an ‘organised stage’. He claimed 
that, through cartelisation, the anarchy of capitalist production and conse-
quent crises would abate (Hilferding [1910] 1981, p.  266). In a fully 
organised and cartelised economy, production is planned; therefore there 
is no reason for disproportional growth of Department I relative to 
Department II.  Consequently, only property relations would stand 
between the working class and the socialist future. Kautsky and the ‘cen-
tre’ faction of the Second International were thrilled with the idea that 
most countries will eventually move towards a fully planned capitalist 
economy (Kautsky 1911). For them, the ‘organised stage’ was the best 
preparation for socialism, since the only thing the ‘socially conscious pro-
letariat’ had to do was to expropriate the privately owned cartels and trusts 
(Hilferding [1910] 1981, p. 368).

However, there is also a second reading. Hilferding pointed out that a 
permanent pressing need for capital export characterised the era of 
monopoly capitalism (Hilferding [1910] 1981, pp.  311–36). Huge 
monopoly profits in monetary form were expected to accumulate in 
advanced capitalist countries. This capital would not be deployed domesti-
cally because of cartelisation. It would hence seek investment opportuni-
ties in the underdeveloped capitalist and non-capitalist world of colonies 
and semi-colonies. The left faction of the Second International, domi-
nated by the personalities of Rosa Luxemburg and Vladimir Lenin, saw in 
this reading of the dynamics of capitalism the justification for the impend-
ing need for revolution and the overthrow of capitalism. Lenin remained 
in line with the analysis of Hilferding  (Lenin 1964, 1999). Revolution 
would come from the increasing confrontation between imperialist coun-
tries over markets and investment territory, as well as the insurrection of 
colonies and semi-colonies against imperialist rule. Luxemburg accepted 
the vital need of capitalism for markets and economic territory, but in the 
context of a different theory.
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luxemburg VerSuS bauer on crISIS theory

Motivated by her revolutionary commitment, Rosa Luxemburg attempted 
to reconcile imperialism with the breakdown of capitalism. She considered 
the latter as the ‘granite foundation of [the] objective historical necessity’ 
of socialism. To understand the meaning of the phrase, we must refer 
briefly to the debate that followed the publication of the second volume of 
Capital in 1885. The Russian economist Tugan-Baranowsky, together 
with other Russian scholars of the time, interpreted Marx’s ‘schemes’ of 
reproduction as a declaration that capitalism is capable of unlimited 
growth. He suggested that, if Departments I and II grew in the right pro-
portion, then economic crises would abate (Tugan-Baranowsky 1901). 
Following the end of the ‘long crisis’ in 1896, this line of thought was 
eventually endorsed by large parts of the Second International. In 1910, 
neo-harmonistic theories advocating balanced growth gained additional 
prestige through Hilferding’s Finance Capital. Organised capitalism 
became the economic solution and parliamentary path to state control—
the means for achieving the welfare of the working class. Luxemburg con-
fronted these theoretical and political views with her book Accumulation 
of Capital (Luxemburg 2016a, b).

In terms of methodology, Luxemburg stands with Marx, since she 
aimed to establish an economic crisis theory that was at the same time a 
revolutionary political agenda. Moreover, certain parts of her work indi-
cate a deep understanding of Marx, rarely found in her contemporaries. 
She is one of the few to consider imperialism and monopoly as phenomena 
not only of mature capitalism but of early capitalism as well, a perception 
following the spirit of Marx’s works on the East India Company (Marx 
1853) and the ‘modern theory of colonialization’ in Capital V.I (Marx 
1964, pp. 541–9). In this sense, Luxemburg’s understanding of the ‘new 
phase’ of imperialism at the beginning of the twentieth century had to do 
with the globalisation of capitalist relations—that is, with the process of 
capital accumulation (Luxemburg 2016a, b) and not the predominance of 
neoclassical monopoly theory over the labour theory of value, as in 
Hilferding. For Luxemburg, twentieth-century monopolies are the ‘chil-
dren’ of the East India Company, rather than neoclassical ‘price setters’. 
Ultimately, she seems to invoke the falling rate of profit argument when 
she states: ‘a collapse of capitalism due to the falling rate of profit would 
take a very long time, probably as long as the cooling-down of the sun’ 
(Luxemburg 2016a, b, p.  499). This indicates that Luxemburg under-
stood and accepted the law of the tendency of the rate of profit to fall, but, 
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at the same time, was certain that profits will not decline for this reason in 
the foreseeable future. She believed that mass production would compen-
sate for the reduction in the rate of profit. The obvious conclusion from 
this line of thought was that crisis could come only from insufficient 
demand, and Luxemburg turned her attention there. However, she did 
not elaborate on the idea that profitability boosts effective demand, while 
the lack of profits also reduces demand.5 Luxemburg understood the mat-
ter in opposing terms: crisis occurred because the system produced too 
much surplus value that could not be realised, not too little. This was the 
reason she attacked Marx’s  ‘schemes of expanded reproduction’. She 
believed that Marx was  arguing, like Tugan-Baranowsky, in favour of a 
permanent balance between capacity and demand. Her claim was that 
Marx’s ‘diagram of accumulation does not answer the question of who is 
to benefit in the end by enlarged reproduction’. This issue was fundamen-
tal to her whole theory.

Luxemburg’s theory argues that the realisation of production in capi-
talism is impossible without demand coming from non-capitalist regions. 
However, as capital will be exported to or invested in non-capitalist 
regions, as also indicated by Hilferding, capitalist relations will tend to 
become globally dominant. Non-capitalist regions will become fewer and 
their much-needed demand will decline. This will cause a rising gap 
between workers’ consumption, capitalist consumption and the replace-
ment of worn-out machinery, on one hand, and the value of the total 
product, on the other—a gap that will expand indefinitely when capitalism 
dominates globally. In other words, imperialism would make capitalism 
global and at the same time dig its grave. This conclusion rests on 
Luxemburg’s assumption that capitalists have no incentive to close this 
gap by investing in the means of production, thereby increasing produc-
tive capacity. This is because, in this way, they will only realise each other’s 
surplus value. This theory looks at the whole capitalist class as a ‘single 
capitalist’, in the words of Nikolai Bukharin (Bukharin 1972).

The book gave rise to the first post-Finance Capital confrontation 
between the ‘centre’ and the ‘left’ of the Second International. Otto Bauer 
contested both Marx’s falling rate of profit argument and the novel theory 
of Luxemburg as inconsistent crisis theories (Bauer 1912–13). To support 
his argument, he presented a reproduction scheme that supposedly incor-
porated all of Luxemburg’s criticism of Marx’s expanded reproduction 
simulations in the second volume of Capital (Bauer 1912–13). In Chapter 
7 of The Accumulation of Capital, Luxemburg had pointed that Marx’s 
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‘schemes’ (1) do not take account of technological advances and (2) do 
not incorporate a particular rule regarding capitalist consumption and sav-
ings/accumulation. She also points out that (3) although capitalist con-
sumption increases, Marx allocates greater amounts of surplus value for 
the purposes of accumulation. In his simulation, Bauer addressed all these 
issues. He assumed that (1) constant capital grows twice as much as vari-
able capital, the organic composition of capital increases, and the rate of 
profit falls; (2) capitalists save/invest a portion of their surplus value in 
Departments I and II in order to maintain this rate of accumulation; and 
(3) consequently, both departments grow proportionately. After seven 
iterations, the scheme did not show unrealised production requiring 
demand from non-capitalist regions and, at the same time, the mass of 
profit kept growing, although the rate of profit was falling. Bauer thought 
that he had ‘killed two birds with one stone’. He concluded that the eco-
nomic crisis in capitalism would come only from the disproportional 
growth of Departments I and II and had nothing to do with something so 
severe as ‘economic breakdown’. What he had overlooked was that if the 
iterations were repeated thirty-fve times, capitalist consumption would fall 
to zero—in other words, the system would break down because of a lack 
of profitability resulting from the falling rate of profit. This was the key 
argument of the book by Henryk Grossmann that came out twenty-five 
years later in 1929 (Grossmann 1929, pp. 29–42).

Luxemburg did not bring out the hidden contradictions underlying 
Bauer’s simulation. However, she showed very strong analytical skills in 
contesting his crisis theory. She makes clear that Bauer is suggesting that 
demand is limited only by production, provided that variable capital grows 
proportionately to the population and constant capital is in the right pro-
portion to variable capital. Overproduction and thus crisis can appear only 
when productive capacity increases in excess of population growth, owing 
to the anarchy of capitalist production. However, because profits are 
expected to keep growing, this is not important. Production will decline 
and the system will soon return to balanced growth. Bauer concluded that 
‘under capitalism there is a tendency for the accumulation of capital to 
adjust to the growth of population’ (Bauer 1912–13). Luxemburg 
attacked this conclusion directly. She showed (Luxemburg 2016a, b) that 
in the decades before the First World War, the tempo of accumulation was 
much more rapid than the rate of growth of population in almost all coun-
tries. However, the empirical shortcomings of disproportionality crisis 
theory did not prevent it from putting all other crisis theories aside for the 
next two decades of the twentieth century.
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the domInance oF Finance capital, 1910–30
The influence of the ideas and insights of Hilferding’s book is evident 
from the fact that they were shared by political groups on the left that 
were in direct political opposition to each other during the second and 
third decades of the twentieth century. This section will outline the appli-
cations of different versions of Hilferding’s argument in these 
confrontations.

The clash that marked not only the period in question but the twentieth 
century as a whole was that between the social democratic and communist 
versions of the left. The reason for their separation was the different posi-
tions they took regarding the First World War. The social democrats, through 
Kautsky (Kautsky 1914), extended Hilferding’s idea of the elimination of 
capitalist competition to the international level. In an article that appeared in 
the Die Neue Zeit in September 1914, weeks after the outbreak of the war, 
he argued that capitalists could also ‘cartelize foreign policy’. The result of 
the war would be ‘a federation of the strongest that would renounce arms 
race’. In other words, Kautsky believed that, following the war, imperialist 
countries could agree on spheres of influence, leading the system to a new 
stage—that of ultra-imperialism. These insights took the form of a slogan 
that advocated a ‘United States of Europe’.6 This multinational integration 
would emerge from the revolutionary overthrow of the German, Russian 
and Austrian monarchies and their replacement by republican rule.

Lenin attacked Kautsky’s logic by attacking the slogan. His article ‘On 
the Slogan for a United States of Europe’ appeared in the Social Democrat 
in August 1915 (Lenin 1974). There, Lenin argued that stable multina-
tional integration was impossible because ‘[u]nder capitalism […] no 
other basis and no other principle of division are possible except force’. In 
other words, conflict cannot abate, since imperialist nations will not stop 
competing, irrespective of monarchical or republican rule. On these 
grounds, Lenin concluded that ‘A United States of the World (not of 
Europe alone) is the state form of the unification and freedom of nations 
which we associate with socialism’. Therefore, for Lenin, imperialism and 
war took on a function of their own and went hand in hand with the 
socialist revolution.

Shortly afterwards, similar issues triggered differences between the 
Russian communists. In his book Imperialism and the World Economy, 
written in 1915, Nikolai Bukharin argued that internal contradictions had 
ceased to play any part in the economic and political life of advanced capi-
talist countries. In other words, these countries had reached Hilferding’s 

 FROM LUXEMBURG TO SWEEZY: NOTES ON THE INTELLECTUAL… 



58

‘organized stage’ (Bukharin 1929). A crisis could come only from the loss 
of a market owing to war or revolution. Lenin contested this view. He 
argued that internal contradictions and crises, arising from the dispropor-
tionate growth of Departments I and II, are present in developed coun-
tries at the stage of imperialism. Lenin’s treatment backed policies and 
slogans condemning imperialism for promoting the poverty of the masses 
and justified class coalitions of the working class with farmers and other 
urban social groups exploited by monopolies. This was the reason he 
wrote Imperialism. The Highest Stage of Capitalism (Lenin 1999) one year 
after endorsing Bukharin’s book (to which he had written the 
introduction).

These matters were not put to rest with the triumph of the Russian 
Revolution in 1917. They were broadly and constantly discussed in the 
communist camp. In his contribution at the first conference of the 
Comintern (Moscow, March 1919), Bukharin repeated the ideas of his 
1915 book (Bukharin 1920). He stated that the anarchy of production 
had vanished in all capitalist countries through the unification of capitalists 
in cartels and trusts, as envisaged by Hilferding. ‘Crisis’ could hence not 
be the result of economic contradictions but of the ruthless antagonism of 
capitalist countries and their monopolies over markets. This would bring 
war, devastation and hardship for the working masses of both the winners 
and the losers of the First World War. With the Russian Revolution, the 
masses have awakened, seeking organisation and action. This constituted 
a qualitative change and introduced a period of ‘the general crisis of capi-
talism’. Although it was a quite vague notion, it was adopted by the con-
ference, which resolved in favour of the ‘export’ of the Bolshevik model 
and the prevalence of revolution everywhere.

Two years later, at the third conference of the Comintern (Moscow 
1921), it was clear that a quick victory for the world revolution was not 
likely. Acknowledging this fact, Trotsky and Varga tried to sketch a more 
concrete economic outline of the theory of the ‘general crisis’ (Trotsky 
and Varga 1921). They argued that the First World War had changed the 
course of the long-term economic dynamics of capitalism. This was not 
simply the result of the destruction of the means of production and infra-
structure by war, as in Bukharin (Bukharin 1972, p. 266). The war, argued 
Trotsky, disrupted the respective size of Departments I and II, since it 
pushed all major belligerents to increase means of production, rather than 
means of consumption. This, in turn, disrupted the class equilibrium 
between ‘centralized unions’ and ‘centralized industrial capital’, as well as 
the equilibrium between capitalist states. Trotsky’s theory was influenced 
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by the disproportionality crisis theory of Hilferding and Bauer. However, 
the reason he gave for the (long-term) crisis was not the anarchy of pro-
duction, but war.

In 1923, Trotsky attempted to explain his position in a letter to Nikolai 
Kondratiev, who was the head of the Institute of Conjuncture of Moscow 
at the time (Trotsky 1941). The letter also includes a very interest-
ing graph. 
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Trotsky suggested that the war had altered the function of the short 
cycle. The downside had overtaken the upside in the sense that pre-crisis 
levels of income or production (i.e. proportionality) could no longer be 
restored. This would be a consistent argument if the long-term trend 
became unstable. However, Trotsky suggested that the growth pattern of 
the world economy would look like the part of the curve that follows point 
C. This pictures a stable fluctuation around a negative trend. In this case, 
the theory is indeterminate. War influences both the short-term economic 
cycle and the long-term trend. However, what determines the long-term 
trend (the average rate of accumulation) is never specified. Trotsky 
acknowledged this problem in the same letter. Nevertheless, he was cer-
tain that the long-term trend was determined not by economic factors but 
by events of the superstructure. At the top of the chart, he gives as exam-
ples revolution, social reform, war and even the dominance of philosophi-
cal currents and literary schools. This is the only certainty underlying his 
thought.

On these grounds, Trotsky criticised Kondratiev for attempting to 
explain the long-term dynamics of capitalism via economic factors. At this 
time, Kondratiev was presenting his work on the ‘long waves’ of capitalist 
development (Kondratiev 1998): a long-term cyclical pattern of prices 
that coincides with major capitalist crises. Marxist economists of the late 
twentieth and twenty-first centuries, most prominently Ernst Mandel 
(Mandel 1980) and Anwar Shaikh (2016), have shown that this pattern 
persists for gold-denominated prices throughout the history of capitalism 
and have associated this empirical finding with the law of the falling rate 
of profit.

The chart that follows comes from Shaikh (2016) and shows the recur-
ring and persistent appearance of long waves7 throughout the history of 
capitalism irrespective of political, cultural, ideological, or other 
circumstances. 
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The analysis of the economic crisis was not merely a matter of theory. It 
was also fundamental to policy proposals. This will become evident below 
in the discussion of the economic situation in the Soviet Union in 1923. 
That year, production was at 30% of pre-war levels when inflation surged, 
running at 70% per month. One side effect of this mounting inflationary 
pressure was the greater increase of industrial commodity prices relative to 
agricultural prices, which made their time-series graph look like an open 
pair of scissors. This is the reason it went down in history as the ‘scissors 
crisis’. The figure below depicts the time series of the price indexes. 
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However, the analogy with open scissors proved misleading. It was 
understood, mainly by the ‘left wing’ of the Bolshevik party (Trotsky), as 
proof that the crisis was due to disproportional growth between sectors. 
They argued that, in the same way that the US and Europe could not 
experience growth following the war, the market could not balance the 
industrial and agricultural sectors in the Soviet Union, producing growth. 
By applying the monopoly model, they suggested that agricultural prod-
ucts were offered at competitive prices while industrial products were 
offered at monopoly prices. The agricultural sector could hence not pro-
vide sufficient demand for the industrialisation of the country. The pro-
posed solution was the immediate implementation of central planning for 
industry and the financing of industrialisation by suppressing the prices of 
agricultural products based on their cost of production. This was the pol-
icy of ‘primitive accumulation for socialism’ presented by Evgeni 
Preobrazhensky and summarised in his book The New Economics, which 
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appeared in 1926, although its main conclusions had been discussed since 
1920 (Preobrazhensky 1965).

The ‘right wing’ of Nikolai Bukharin, which stood at the other side of 
the confrontation, never presented anything even close to a coherent eco-
nomic model. They simply argued that, if industrial commodity prices 
were properly controlled, demand from the peasantry would be sufficient 
to industrialise the country. This was the meaning of Bukharin’s saying 
that industrialisation should take place at the ‘peasants’ pace’  (Cohen 
1980, p.183) .

Both the ‘left’ and the ‘right’ wings had a superficial understanding of 
the crisis. The country was undergoing a stagflation episode that was not 
due to the disproportional growth of Departments I and II. At the same 
time, political realism dictated that the time was not right for a clash with 
the peasantry. On these grounds, the party majority consisting of the ‘cen-
tre’ (Stalin) and the ‘right wing’ (Bukharin) favoured the continuation of 
the New Economic Policy (NEP) instead of central planning. The policy 
implemented included innovative ideas like taxation of farmers in kind and 
the circulation of a parallel currency to finance imports between 1924 and 
1926. This produced impressive results. By 1926, the economy had recov-
ered to pre-war levels, prices had stabilised and they remained stable for 
the next two years, although the country ran budget deficits exceeding 
10% of the GDP.

Stalin gained credibility from economic success. His dominance in the 
party was so overwhelming that he managed to maintain control even 
when the NEP exhausted its potential in 1928 (Dohan 1969; 
Feldman 1964).

moSzkowSka and underconSumptIon crISIS theorIeS

The events of the late 1920s were the first setback for the prestige of 
Finance Capital. However, the real blow came from the outbreak of the 
Great Depression. This became obvious in the 1930s when the Comintern 
turned to Luxemburg’s breakdown theory (without referring to her by 
name). Eugen Varga, who had become the Stalinist authority on econom-
ics, attempted to cover the absence of a theory explaining economic break-
down. His objective was to associate the depression with the theory of the 
‘general crisis of capitalism’. At the 1935 conference of the Comintern, 
Varga presented his findings. His theory argued that the depression was 
the result of a decline in ‘purchase power against expanding productive 
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capacity’. However, his argument, like the theory he presented with 
Trotsky in 1921, was indeterminate, because both the ‘general crisis’ and 
short-term economic fluctuations resulted from the same factor: the rela-
tion of purchasing power to productive capacity (Varga 1934).

In the 1930s, the depression had turned the economy into a very seri-
ous matter. Theories of ambivalent consistency, like most of those dis-
cussed so far, could not support economic policy and political agitation 
any longer. For the Marxist tradition, the work of Natalie Moszkowska 
marked a turning point towards scientific analysis. She was a talented 
economist with strong analytical skills, which became evident in her first 
book The System of Marx, written in 1929 (Moszkowska 1929). There, in 
line with the methodology of Luxemburg, she criticised Marx and 
attempted to establish a paradigm based on her critique.

For reasons of space, I will not refer to Moszkowska’s discussion of the 
labour theory of value. I present only her critique of the Marxist theory of 
the falling rate of profit (Moszkowska 1935). Moszkowska suggested that 
the ‘countervailing tendencies’ had taken over the law of the falling rate of 
profit. This was based on the idea that capitalists would not adopt a new 
production technique unless it cheapened the elements of constant capital 
through the increased productivity of labour. It is an argument we have 
already met in Hilferding, although Moszkowska deals with it with ana-
lytical consistency. She expressly stated that, as a result, the organic com-
position of capital (c/v)8 will not rise. What will increase is the rate of 
workers’ exploitation or, in other words, the rate of surplus value (s/v). 
Therefore, according to Moszkowska, Marx was wrong and the rate of 
profit ‘cannot fall’. In the 1960s, the Japanese Marxist economist Nobuo 
Okishio presented this same argument in a formal mathematical manner in 
what became known as the ‘Okishio theorem’ (Okishio 1961).

This result depends on an assumption made by Moszkowska regarding 
the nature of technological change. However, in capitalism, we cannot 
look at technological change in isolation, but only in the context of com-
petition. As discussed in Section II, competition in capitalism involves 
cheapening commodities, since a company’s main objective is to take over 
the market share of a competitor. This involves the application of tech-
niques with lower production costs but higher investment costs (Marx 
1973). This is why the organic composition of capital increases and does 
not remain constant or decline, as assumed by Moszkowska.

Why did Moszkowska, although a deep reader of Marx, not acknowl-
edge the role of the classical theory of competition in Marx’s argument? 
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The answer is that, like Hilferding, she adopted the neoclassical theory of 
perfect competition. This is the reason she states that ‘the law of the falling 
rate of profit is not a historical law’ (Moszkowska 1935). In other words, 
she claims that the ‘law’ does not hold both in competitive and monopoly 
conditions. Contrary to Hilferding, Moszkowska was aware that the appli-
cation of technology that only guarantees a higher profit rate implies that 
the rate of profit cannot fall unless wages rise.9

Moszkowska’s conclusion that the cause of crises is not found in pro-
duction, as in Marx, leads her to search for their origins in the sphere of 
circulation. Her argument, although influenced by Luxemburg, is differ-
ent. The cause of the crisis lies in the assertion that real wages will either 
remain constant or rise more slowly than labour productivity as produc-
tion becomes more and more rationalised (mechanised). This will reduce 
workers’ consumption as a proportion of aggregate product. A ‘gap’ 
ensues that cannot be balanced out by the increasing demand of capitalists 
for means of production. This means that the economy will operate below 
full capacity because the ‘productive capacity of workers’ exceeds their 
‘consumption capacity’. Moszkowska hence presented a clear undercon-
sumption theory, which implies that as the system moves from the phase 
of ‘thriving capitalism’ to the phase of ‘late capitalism’, the ‘reserve army 
of labour’ becomes a permanent phenomenon, not a transient problem.

How does the combination of these processes produce an economic 
cycle? With technical development and rising labour productivity, the 
value of labour power declines. Consequently, the consumption demand 
of workers and total consumption demand as a proportion of total pro-
duced value drop as well. This leads to overproduction, which is equiva-
lent to overaccumulation. The consequence is a decline in production 
reducing both labour productivity and capacity utilisation. This results in 
a decline in the rate of profit below the normal capacity utilisation rate. 
Capitalists react to the negative tendency by laying off workers and reduc-
ing investments. This lessens the pace of the decline of the rate of profit 
and, at a certain point, it reverses the trend, because demand cannot drop 
below a certain limit. Moszkowska argues that workers’ consumption can-
not drop indefinitely. At the same time, capitalist and middle-class con-
sumption remains constant, and state expenditure tends to rise during 
crisis periods. In short, consumption places a limit on the decline of pro-
duction. As a result, at some point, capacity utilisation and profits will 
begin to rise, restoring the rate of profit.
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Within her discussion of this cyclical mechanism, Moszkowska elabo-
rates a supplemental mechanism for balancing production and demand. 
This is the non-productive utilisation of productive forces. Non-productive 
utilisation, on the one hand, reduces productivity and the total value of 
output. On the other, it increases consumption. These processes tend to 
balance production and demand. She gives as examples of non-productive 
activities advertisement and sales promotion.

Moszkowska concludes her crisis theory in her 1935 book with the 
argument that, as technical progress proceeds, a greater ‘gap’ between 
‘productive power’ and ‘consumer power’ will appear following each 
cycle. This will require an increasing reduction of ‘productive power’, 
which involves the danger of a permanent crisis.

Moszkowska elaborated these ideas further (Moszkowska 1943). She 
presented the theory of the ‘social surplus’, which represents the differ-
ence between full productive capacity output and actual output. The ‘full 
productive capacity output’ is calculated on the assumption that no part of 
the means of production and the labour force is employed in non- 
productive activity (faux frais). This explained further her position on the 
non-productive use of a large part of productive power in the process of 
development under capitalism. This is the way the system reacts to the 
underconsumption of the masses, the underutilisation of productive 
capacity and the shortage of possibilities for productive employment of 
idle capital. These ideas are an essential part of the Baran-Sweezy book 
Monopoly Capital (Sweezy and Baran 1968).

For now, we need to note that Moszkowska managed to put together a 
consistent underconsumption theory that includes the appearance of 
cycles and the possibility of systemic breakdown. However, her whole 
argument rests on the assumption that firms will implement new tech-
niques only when the organic composition of capital remains constant or 
declines, even if ‘technical composition’ increases. This assumption rests 
on the notion that competition in capitalism follows the neoclassical 
notion of ‘perfect competition’.

Sweezy-baran and Monopoly capital

Monopoly Capital is certainly the most popular and appreciated book com-
ing from the Marxist tradition in the west. Howard Sherman, in his book 
review for the American Economic Review, called it ‘the first serious 
attempt to extend Marx’s model of competitive capitalism to the new 
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conditions of monopoly capitalism’ (Sherman 1966). One reason for its 
broad acceptance, besides its analytic consistency, is that it brings together 
certain insights of Luxemburg with the monopoly theory as presented in 
Hilferding’s Finance Capital.

In other words, although it elaborates Moszkowska’s ideas, Monopoly 
Capital begins by accepting that giant corporations set prices while com-
peting to cut costs and promote their products. This means that the 
assumption of a stable or rising rate of profit in a competitive economy, 
which underlies at least Moszkowska’s earlier thinking on the subject, is 
not part of the argument in Monopoly Capital. However, her insight that 
the economic surplus will exceed existing consumption and investment 
plays a central part. Sweezy and Baran argue that, owing to weak con-
sumption and investment, growth in modern capitalism is unsustainable. 
It requires the support of government spending, especially military expen-
diture, as well as other means of absorbing the surplus, like finance, real 
estate and insurance. To put it differently, in Monopoly Capital, Sweezy 
and Baran suggested that, if the economy was left to perform only produc-
tive activities, the permanent crisis of capitalism envisaged by Luxemburg 
and considered as a possibility by Moszkowska would become a reality. 
They argued that, in the absence of external factors, ‘monopoly capitalism 
will sink deeper and deeper into the bog of chronic depression’ (Sweezy 
and Baran 1968, p. 108).

Chronic depression is caused by the predominance of monopolies and 
oligopolies. By oligopoly, Sweezy and Baran mean the dominance of cor-
porations that are ‘price makers’, rather than competitive corporations, 
which are ‘price takers’ (Sweezy and Baran 1968, pp. 52–5). When they 
refer to monopoly and oligopoly, they mean neoclassical monopoly, 
because oligopolies act as a cartel. In their own words: ‘the appropriate 
price theory for an economy dominated by such [large] corporations is the 
traditional monopoly price theory of […] neoclassical economics’ (Sweezy 
and Baran 1968, p. 59).

Mainstream economics is full of theories where sluggish growth and 
excess capacity appear owing to the predominance of ‘market imperfec-
tions’. The novelty of the argument of Monopoly Capital is that these phe-
nomena reflect an inherent tendency of cartelised oligopoly to expand 
capacity, which drives the system to stagnation and crisis. The reason for 
the crisis is that, whilst capitalists have increased their investment expendi-
ture, increasing future capacity, they subsequently realise that demand is 
insufficient for absorbing production coming from the use of the existing 
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capacity. In other words, the central claim of Monopoly Capital is that 
effective demand is persistently sluggish relative to the expansion of pro-
ductive capacity in modern capitalism. This idea is influenced by Keynes 
and Kalecki,10 although the argument is original.

Cartelised oligopolies tend to implement more productive techniques 
in order to reduce their costs, increase their profits and maintain their 
dominant position. At the same time, they decide collectively on prices in 
order to maximise the profit of the group. This process makes them sell at, 
or close to, the price of the profit-maximising monopolist. This is because 
the most efficient oligopolist (a member of the cartel) imposes his price on 
the others. In this world, prices do not move downwards, because this 
would mean the dissolution of collective pricing and a price war between 
the cartelised oligopolists.11 This means that, owing to high prices, the 
productive capacity of less efficient oligopolists remains profitable. They 
hence stay in business and do not shut down their plants and machinery. 
In other words, they will also plan production, given a price at profit- 
maximising capacity utilisation. This is the reason that excess capacity pre-
vails and the ‘social surplus’, as defined by Moszkowska, keeps increasing, 
both in absolute and relative terms. As a result, productive consumption 
and investment will be a declining portion of the surplus. The reasons for 
this are (1) weak investment in fixed capital restricted to new more profit-
able techniques, (2) slow adjustment and declining dividend pay-out rela-
tive to (changes in) profit and (3) any wage increases being passed over to 
prices. In the absence of military expenditure, epoch-making innovations, 
government spending, advertisement, finance and non-productive activi-
ties in general, either production will remain unrealised or it will shrink 
further and further. Of course, the whole argument rests on the assump-
tion that the price of the profit-maximising neoclassical monopolist 
prevails.

Baran and Sweezy’s theory, although consistent, does not imply eco-
nomic breakdown without substantial external factors. This is because cri-
sis does not come from declining profitability resulting from production 
relations, but from the ever-increasing ‘economic surplus’. The weak point 
of the theory is that competition is banned, although certain companies 
enjoy a competitive advantage. In the world of Marx, these companies use 
their advantage to attack the market share of their competitors and any 
collective pricing scheme will be very short-lived.
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concluSIon: crISIS and FInance

After 1990, all these theories, political ideas and policy conclusions were 
put aside. Most people believed that crises belonged to the past and the 
market economy was the best way of organising our lives. Suddenly, the 
first depression of the new century, which started in 2007/8, made crisis 
theory respectable once again. Moreover, the current crisis highlighted 
additional issues. It came at a time when capitalism had been dominant for 
a generation, the Soviet Union was history, the labour movement was in 
retreat, wages and the wage share kept declining and markets were left to 
operate uncontested. Hence, both neoclassical economics and non- 
economic factors could explain its occurrence. This made political econ-
omy topical once again.

Since everything started from the financial sector, Hilferding’s Finance 
Capital was one of the first books people pulled off the library self. 
However, it was soon understood that it was not relevant (Lapavitsas 
2009), because, as we saw in Section II, Hilferding does not anticipate 
financial turmoil to dominate the ‘latest phase of capitalist development’. 
Actually, as far as the economy is concerned, he expected crises to abate, 
since the system was supposed to move towards the ‘organised stage’.

Nevertheless, the theory of Baran and Sweezy is analytically relevant. 
Based on Monopoly Capital, they worked on the unprecedented growth of 
finance witnessed over the past thirty years (Magdoff and Sweezy 1987). 
They argued that contemporary capitalism is stagnant by nature. The pre-
dominance of monopoly prevented potential profits from finding reward-
ing investment outlets. External factors are hence required if growth is to 
be injected into the system. However, military expenditure, which boomed 
during the Reagan administration, was not considered sufficient to take 
the system out of stagnation (Sweezy 1980). At the same time, a full-scale 
war was not an option in the nuclear era. For the same reason, they sug-
gested that fuelling peripheral wars, like Korea and Vietnam, was off the 
table as well. So, the task of injecting growth was reduced to what Baran 
and Sweezy called FIRE (Finance, Insurance and Real Estate). This ana-
lytical scheme explains the booming of finance after 1980.

However, can also it explain the crisis? The Monopoly Capital school of 
thought has argued that the wave of financialisation after 1980 gave rise to 
financial bubbles. In other words, financial accommodation led to the mis-
pricing of financial assets. The resulting bubble, like all bubbles, burst in 
2007/8 (Magdoff and Foster 2014). Following the burst of the bubble, 
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the system lost its external growth factor and is currently in its natural 
condition, that is, stagnation. Again, the explanation is consistent with the 
theory, but it has two problems. On the one hand, it refers to ‘bubbles’ 
without a theory of financial asset pricing. In order to know if an asset is 
mispriced, you have to know its correct price. On the other hand, it can-
not explain why the particular financial incidents of 2007/8 led to ten 
years of sluggish growth, and this did not happen, for example, in 1987, 
with the ‘Black Monday’ of the New York stock exchange.

In Section II, I referred briefly to a theory of stock pricing based on the 
rate of profit on new investment. This theory can be generalised to encom-
pass other financial assets. Its key feature—that financial asset pricing 
depends on profitability—indicates that, although financial turmoil can 
precede a crisis, it is not its cause but its trigger (Shakh 2011; Stravelakis 
2014). The cause rests in the underlying conditions of growth and profit-
ability that is reflected in  the price of financial assets. This idea can be 
found in various parts of Marx’s work and represents another lesson of 
Marxist political economy that remains relevant in the twenty-first century 
(Stravelakis 2019).

noteS

1. Promoters’ profit is very close to what Marx called the ‘rate of profit of 
enterprise’, which is the difference between the rate of profit and the rate 
of interest. This category is very important for Marx and his crisis theory, 
although Hilferding thinks otherwise (Hilferding, [1910] 1981, p. 115)

2. For example, in mainstream theory, the formula has the following form for 
the price (P) of preferred stock:

 
P

dividend

rroi
where rroi required rate of return= =

3. In other words, he believes that finance capital will sell preferred shares to 
the public to realise their profit and will keep common stocks to maintain 
control of the companies.

4. ‘Interest-bearing capital’ is a Marxist category and refers to the portion of 
total capital invested in companies yielding dividends. In the third volume 
of Capital, Marx treats the growth of interest-bearing capital as a counter-
vailing influence against the declining rate of profit (Marx 1959, p. 169 f.).
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5. Much ink has been spilled on the discussion of Marx’s theory of effective 
demand. Peter Kenway’s paper ‘Marx Keynes and the Possibility of a Crisis’ 
is a good introduction to the subject (Kenway 1980).

6. One can make obvious associations with the European Union. However, 
the matter is more complicated and beyond the scope of the present article.

7. The bold line is the US gold price index and the lighter line the UK gold 
price index.

8. c stands for constant (machinery, energy and production materials) and v 
for variable capital (workers).

9. For the sake of completeness, I must note that the calculation of the tech-
nical and organic composition of capital is part of an ongoing heated dis-
cussion. Anwar Shaikh (2016) has shown that the technical and organic 
composition of capital has increased by more than 20% in the post-war era 
(Shaikh 2016). Similar findings also appear in other recent empirical stud-
ies (Tsoulfidis and Paitarides 2018). On the opposite side, under a differ-
ent definition of capital, Paul Zarembka reports relative stability in the 
ratio of the materialised composition of capital (Zarembka 2015).

10. The influence of Keynes and Kalecki on Monopoly Capital is beyond doubt. 
There is express reference to the General Theory, Joan Robinson, Michal 
Kalecki and Joseph Steindl in the book (Sweezy and Baran 1968, p. 55 f.).

11. This clearly explains why the ideas of Baran and Sweezy diverge from main-
stream oligopoly theory. In the latter, there is no rule preventing oligopoly 
prices from declining. For example, in a Cournot duopoly, companies have 
the option to collude by setting prices or to act independently. If they act 
independently, prices will decline owing to competition. For Baran and 
Sweezy, this is not an option, and the group of oligopolies behaves like a 
neoclassical monopoly.
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Rudolf Hilferding’s (1981) Finance Capital, published in 1910, is the 
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capitalist economy. In spite of errors, the book remains an example of how 
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But the errors were profound, and the contrast with classical Marxism 
is most explicit in comparison to the ‘breakdown’ theory of Henryk 
Grossmann (1992), who in 1929 revealed several profound flaws in 
Hilferding’s conception of banks and the real economy. Hilferding (1981, 
p.  368) attributed far too much managerial power to ‘six large Berlin 
banks’ whose control ‘would mean taking possession of the most impor-
tant spheres of large scale industry, and would greatly facilitate the initial 

P. Bond (*) 
University of the Western Cape School of Government, Cape Town, South Africa
e-mail: pbond@mail.ngo.za

http://crossmark.crossref.org/dialog/?doi=10.1007/978-3-030-47344-0_4&domain=pdf
https://doi.org/10.1007/978-3-030-47344-0_4#DOI
mailto:pbond@mail.ngo.za


76

phases of socialist policy during the transition period, when capitalist 
accounting might still prove useful’. (The difference between German 
financial-industrial relationships and others in the West meant Hilferding’s 
observations were context-specific.)

Just before he took up his second term as German Social Democratic 
finance minister in 1928–1929, Hilferding contradicted Grossmann: ‘I 
have always rejected any theory of economic breakdown. In my opinion, 
Marx himself proved the falsehood of all such theories’ (Leipziger 
Volkszeitung, 27 May 1927). Grossmann (1992, pp. 52–3) replied:

No economic proof of the necessary breakdown of capitalism was ever 
attempted. And yet, as Bernstein realized in 1899, the question is one that 
is decisive to our whole understanding of Marxism… Marx provides all the 
elements necessary for this proof.

As Grossmann (ibid., p. 200) concluded in 1929:

The historical tendency of capital is not the creation of a central bank which 
dominates the whole economy through a general cartel, but industrial con-
centration and growing accumulation of capital leading to the final break-
down due to overaccumulation.

Hilferding’s theory of capitalist self-stabilisation was not anticipated by 
Marx and Engels when Capital Volume 3 was being compiled. 
Nevertheless, from 1870 to 1920, according to Paul Sweezy (1972, 
p. 179), it appeared to many observers that a new institutional form—
‘finance capital’—was achieving hegemony over the entire world economy. 
Marxists believed that banks and other financial institutions had actually 
pushed capitalism into a new and perhaps final stage, the era of monopoly, 
imperialist ‘finance capitalism’. The leading Marxist theorists of the first 
decades of the twentieth century—Hilferding, Kautsky, Bauer, Bukharin, 
Lenin and others—adopted this broad argument, although there was con-
troversy about whether this final stage was one of strength or one of decay.

However, from 1929 to 1933, the banks that were supposedly at the 
centre of power in this new era of capitalism suffered tremendous bank-
ruptcies, culminating in system-wide crashes that left the financial system 
in tatters. Yet until then, Hilferding’s theory of ‘finance capital’ had much 
to recommend it as ‘the unification of capital. The previously separate 
spheres of industrial, commercial and bank capital are now brought under 
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the common direction of high finance’ (Hilferding 1981, p.  301). In 
1915, Bukharin used the phrase ‘the coalescence of industrial and bank 
capital’. And in 1917, Lenin termed finance capital ‘the merging of indus-
trial with bank capital’. These definitions each emphasise institutional 
power bloc characteristics, at the expense of failing to draw sufficient atten-
tion to the vulnerability implicit in financial relations.

In contrast, Grossmann’s The Law of Accumulation and Breakdown of 
the Capitalist System insisted that overaccumulation was the core contra-
diction, and the implications for financial crises were potentially vast, a 
point demonstrated by stock market meltdowns within seven months of 
the book’s March 1929 publication. The increasingly centralised financial 
system that Hilferding wrote about—and tried unsuccessfully to regulate 
when he was German finance minister twice during the 1920s—did not 
provide capitalism with more stability, but instead with greater vulnerabil-
ity. Hilferding maintained his thesis as late as 1931 (Sweezy 1968, p. 298), 
and it is useful to uncover where his argument came from and went to, in 
order to assess what mistakes we must avoid today when grappling with 
financialisation’s powers and vulnerabilities.

In Finance Capital, Hilferding attempts no less than ‘a scientific under-
standing of the economic characteristics of the latest phase of capitalist 
development’ (1981, p. 21). The two most important characteristics in 
this phase are the growth of trusts and cartels as well as the emergence of 
banking hegemony. Hilferding’s emphasis reflects authentic concerns of 
the era, given that the first few years of the twentieth century, the period 
when Hilferding’s ideas were forming and the book was written, saw an 
unprecedented acceleration of the centralisation of banking capital and 
important new geopolitical developments. But Hilferding also sought a 
theoretical framework that might apply across the history of capitalist 
development. With a work geared to finance and credit, it is not surprising 
that the defining theoretical idea is exchange, so it is with money that we 
begin a survey of his thought.

Money

The starting point in Hilferding’s analysis of the finance capital phase of 
capitalist development is money. Credit arises from the necessity of ‘idle 
money’, which plays an important role in the relationship of money to 
capitalist investment. Institutions that develop in response to the func-
tions of money and credit take on new functions of their own. Huge 

 CONTRADICTIONS IN HILFERDING’S FINANCE CAPITAL: MONEY… 



78

banks, joint stock companies, trusts and cartels are logical outcomes of 
these processes. But inherent contradictions rooted in the nature of pro-
duction reassert themselves, leaving the capitalist system in crisis. The 
institutions of Finance Capital develop their own responses to crises, 
resulting in imperialism and a new role for the state. The arguments are 
outlined next.

His focus on exchange does not prevent Hilferding from introducing 
the Marxist categories of commodities, value and socially necessary labour 
time within production, since contradictions emanating from this core are 
the basis for an analysis of the breakdown in capitalist exchange. Within 
the process of capitalist exchange, money is necessary because ‘the law of 
price’ ‘requires a commodity as a means of exchanging commodities, since 
only a commodity embodies socially necessary labour time’ (1981, p. 35). 
Money is thus a means of exchange, but it is also a commodity which 
expresses the value of all other commodities. This dual role—as medium 
of circulation and measure of value—is important as a contradiction that 
allows crises to develop, and it will be elaborated again later. Some brief 
explanation is in order as to how money, credit and financial institutions 
are related.

As a medium of circulation and as a measure of value, money must be 
fundamentally tied to commodity production. ‘The value of money and 
the price of bullion follow completely divergent courses’ (ibid., p. 47), so 
even the power of the state in manipulating coinage or bullion markets is 
insufficient to prevent the value of money from expressing ‘the socially 
necessary value in circulation’ (ibid., p. 47). Hilferding rejects the quantity 
theory of money, arguing against the notion that ‘changes in value are 
caused by either an excess or deficiency of money in circulation’ (ibid., 
p. 56). Instead, money plays an accommodating role. It is brought into 
circulation according to its supply and the unmet demand for it. Hilferding 
concludes:

At any given moment, all the commodities intended for exchange function 
as a single sum of value, as an entity to which the social process of exchange 
counterposes the entire sum of paper money as an equivalent entity. 
(ibid., p. 56)

However, money must also have its own intrinsic value. Hilferding 
acknowledges that for two reasons at least, there must be a gold or other 
metal complement to money. The first reason is the need to settle 
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international balances. Pure paper currency that is not based on metal 
‘would be valid only within the boundaries of a single state’ (ibid., p. 57). 
States might be tempted to change the quantity of money in their econo-
mies without a corresponding change in the value of commodities. The 
second reason is that, in addition to being a medium of exchange and 
measure or value, money also logically serves as a store of value, and for 
that purpose, a metal base is necessary because it is ‘in a form in which it 
is always available for use’ (ibid., p. 58).

Money ‘as a means of payment’ (ibid., p. 60) is introduced to describe 
how, as a commodity, money can itself be sold and paid for later in the 
form of credit money.

This means that the money which is turned over in payment can no longer 
be regarded as a mere link in the chain of commodity exchanges or as a 
transitory economic form for which something else may be substituted. 
(ibid., p. 60)

In addition to lubricating exchange process, money—particularly credit 
money—plays a decisive role in the scope and scale of exchange 
relationships.

credIt

Credit money is treated in a careful, detailed way by Hilferding. Several 
important characteristics are noted. Firstly, credit money is a function of 
individual business decisions, not the state. As such, individual credit 
money can be created at any time and can be depreciated when loans are 
not repaid. Secondly, credit money facilitates a far more rapid velocity of 
circulation than money as a mere medium of circulation. Thus, ‘The 
greater part of all purchases and sales takes place through this private 
credit money, through debit notes and promises to pay which cancel each 
other out’ (ibid., p. 64). Thirdly, and most importantly in times of crisis, 
credit money makes ‘the circulation of commodities independent of the 
amount of gold available’ (ibid., p. 64).

Credit money is itself initially and ultimately dependent upon condi-
tions of production and circulation. When an economic crash has occurred, 
Hilferding notes, a fall in commodity prices ‘is always accompanied by a 
contraction in the volume of credit money… [which] is tantamount to a 
depreciation of credit money’ (ibid., p. 65). At that point, credit money 
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‘becomes suddenly and immediately transformed from its merely ideal 
shape of money of account into hard cash’ (ibid., p. 65). It is this contra-
diction between the financial system and its monetary base that is the 
hallmark of financial crises.

The relationship of credit to a ‘long-wave’ economic cycle—as defined 
by Kondratieff (1979)—which culminates in a crash must be examined 
closely to understand the full importance of Finance Capital. In fact, 
Hilferding does not use the long-wave description, and yet his reasoning 
is quite in keeping with it. He begins by outlining some mechanisms by 
which credit assumes a greater role in the economy as growth or the capi-
talist system progresses.

Hilferding looks at the process of growth from the viewpoint of the 
circulation of industrial capital. Industrial capital is created through the 
combination of means of production (MP) and labour (L). While, in 
Hilferding’s view, it is rare to find loans arranged for the purpose or hiring 
labour (a mistake discussed below), credit is a common form of financing 
the purchase of means of production. This is particularly true during the 
expansionary period, as demand for goods increases, prices rise, the quan-
tity or money demanded increases and a regular rate of return appears 
guaranteed. As a result, financiers are more able and ready to extend 
credit. Indeed, Hilferding argues that ‘as capitalist production develops 
there constantly takes place an absolute, and even more a relative, increase 
in the use of credit’ (ibid., p. 70). During the expansion, the organic com-
position of capital increases, as ‘the growth of M-MP outpaces the growth 
of M-L, with the resulting more rapid increase in the use of credit com-
pared with the use or cash’ (ibid., p. 70).

In the process of spurring on production, credit acquires ‘a new func-
tion’ (ibid., p. 70), that of taking idle money capital and putting it to use. 
At the level of the firm, idle money, or ‘hoarding’, plays a role when fixed 
capital is consumed and needs to be replaced. To preserve continuity in 
the production process, it is important that the amount of fixed capital 
consumed be measured in terms of money. This ‘requires periodic hoard-
ing, and hence also the periodic idleness of money capital’ (ibid., p. 74), 
ideally available to a firm through its bank account, where it will earn a 
rate of return. Idle money is also a factor, Hilferding argues, as surplus 
value begins to build up in an enterprise but before there is actually enough 
to use as productive capital for new investment. Idle money increases as 
fixed capital grows relative to circulating capital, requiring more funds 
held in a state of readiness.
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However, with the development of new technology, the turnover time 
of capital shortens, leaving idle money less time to be idle. In terms of the 
long wave, prices start relatively low, technological advances are intro-
duced rapidly, and turnover time is relatively short. At the cycle’s peak, 
there are greater amounts of idle money available due to longer turnover 
times, prices rise, and the demand for credit is higher. Credit is paid for by 
interest. In his discussion of banks, Hilferding analyses the nature of the 
supply of and demand for credit. He notes that interest is utterly distinct 
from profit:

It does not arise from an essential feature of capitalism – the separation of 
the means of production from labour  – but from the fortuitous circum-
stance that it is not only productive capitalists who dispose over money. 
(ibid., p. 100)

Interest is not autonomous, however:

An increase in production and thus in circulation means an increased 
demand for money capital which, if it were not matched by an increased 
supply, would induce a rise in the rate of interest. (ibid., p. 103)

The amount of cash in the economy, the health of the national currency 
and the nature of the gold stock also have a role in mediating the increased 
demand for money capital, which ultimately signifies:

In a developed capitalist system, the rate of interest is fairly stable, while the 
rate of profit declines, and in consequence the share of interest in the total 
profit increases to some extent at the expense of entrepreneurial profit. 
(ibid., p. 104)

Hilferding concludes that ‘since money is always needed to defray the cost 
of circulation, and capitalist production has a tendency to expand more 
rapidly than the supply of money capital, the resort to credit becomes a 
necessity’ (ibid., p. 80). A system of managing credit is also a necessity, 
and exists through a complicated maze of financial entities that have a 
symbiotic relationship to corporate institutions such as joint stock compa-
nies, trusts and cartels.
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InstItutIons of fInance capItal

First, consider banks. Financial intermediation by banks is necessary, 
Hilferding argues, because productive capitalists are unable to adequately 
cancel debts and credits amongst themselves. Productive capitalists may 
offer each other bills of exchange or other kinds of promissory notes in 
attempting to realise a balance of payments without the inconvenience of 
money exchange. But in Hilferding’s day, these direct credit instruments 
were found to be inferior to the credit money offered by banks, both 
because banks were more creditworthy than individual productive capital-
ists and because there were efficiencies and economies of scale involved in 
allowing banks to mediate.

For example, the time period required to verify the quality of a promis-
sory note or the time period required to collect collateral on a note in the 
event of refusal to pay could be bridged by the use of bank notes. In issu-
ing its own notes—instruments which effectively substituted the promis-
sory notes offered by productive capitalists—a bank served to guarantee in 
the public’s mind the safety of the investment. The bank also offered a 
mechanism for sharing the risk of the demise of any given productive 
capitalist.

In sum, Hilferding argues, credit offered by banks ‘extends the scale or 
production far beyond the capacity of the money capital in the hands of 
the capitalists. Their [productive capitalists’] own capital simply serves as 
the basis for a credit superstructure…’ (ibid., p. 84). The spatio-temporal 
features are vital:

What the banks do is to replace unknown credit with their own better 
known credit, thus enhancing the capacity of credit money to circulate. In 
this way they make possible the extension of local balances of payment to a 
far wider region, and also spread them over a longer time period as a conse-
quence, thus developing the credit superstructure to a much higher degree 
than was attainable through the circulation of bills limited to the productive 
capitalist. (ibid., p. 86)

Hilferding acknowledges an important role for state intervention in the 
event of fear that excess bank note issuance might lead to problems in 
dilution or inconvertibility of the notes. But regulation of credit in this 
manner ‘fails as soon as circumstances require an increased issue’ (ibid., 
p. 85). Then, in the event of a crisis, there is a sharp increase in demand 
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either for high-quality credit issued by the banks thought to be most sta-
ble, or for legal tender state paper money.

Hilferding places great emphasis on the distinction between the credit 
described immediately above (circulation credit) and the credit created 
through mobilising idle money (capital credit). The latter is an actual 
transfer of funds from unproductive sources to productive capitalists, 
while the former is ‘merely a substitute for cash’ (ibid., p. 87). The power 
of finance capital lies not in lubricating the circulation of credit money, but 
in supplying capital credit in specified amounts, to specified borrowers, at 
specified times.

It is here, too, that the difference between ‘financial capital’ and finance 
capital is evident, and that Hilferding’s definition of finance capital is 
understood. The capital of banks is oriented to issuing credit to accom-
modate circulation. Finance capital, on the other hand, involves the cen-
tralisation (through the mediation of banks) of productive capital’s idle 
money for the purpose of reinvestment in other productive capital. 
Productive capital—that is, industrial and commercial capital—is also a 
lender in this sense, and the bank becomes a borrower. Finance capital, 
then, can be seen as the ‘unification’ of banking capital and 
industrial/commercial capital.

The distinction between providing circulating credit and capital credit 
is also important to the bank from a technical standpoint. Because it is 
based on generally short-term notes from productive capitalists, circulat-
ing credit is returned to the bank in a manner consistent with the way it 
was lent; in Hilferding’s words, ‘its value is reproduced during a single 
turnover period’ (ibid., p. 91). But capital credit is extended as a kind of 
long-term investment in the enterprise; its value is returned ‘in piecemeal 
fashion, in the course of a long series of turnovers, during which time it 
remains tied up’ (ibid., p. 91). Because of this, the provision of circulating 
credit (more commonly used by merchant or commercial capital than by 
industrial capital) allows the bank more freedom of action than the provi-
sion of capital credit.

The difference between circulating credit and capital credit can be seen 
not only in the accounting process for debt repayment, but also in terms 
of the relative power position of banks vis-à-vis other capitalists. Hilferding 
develops another distinction in credit categories—that of commercial (or 
payment) credit as opposed to investment credit—which parallels the cir-
culating credit versus capital credit distinction. In issuing commercial 
credit, banks do little more than collect bills of exchange, promissory 
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notes and other forms of payment from industrial and commercial capital-
ists. The banks are thus heavily ‘dependent on the state of business and the 
payment of bills’ (ibid., p. 92). In issuing investment credit, on the other 
hand, a bank invests funds in the fixed capital of an enterprise and thereby 
assumes an entirely different, more important role.

In terms of relative power, Hilferding notes:

Every merchant and industrialist has commitments which must be hon-
oured on a specified date, but his ability to meet these obligations now 
depends upon the decisions of his banker, who can make it impossible for 
him to meet them by restricting credit … the bank is able to dominate and 
control the function much more effectively. (ibid., pp. 92–3)

The distinction is also felt across national boundaries, as central banks take 
on different roles depending on, for example, the pressure to invest in 
foreign capital or national regulations concerning use of the gold stock. 
The Bank of England, Hilferding argues, has far less autonomy than the 
Bank of France, because the former extended largely commercial credit, 
while the latter, with ‘its enormous gold reserve and relatively small com-
mercial obligations’ (ibid., p.  92), served as the principal international 
investment banker.

One function of the increased power of banks which specialise in invest-
ment credit is their ability to affect the profitability of productive capital. 
Industrial capitalists can use credit to gain an advantage over their com-
petitors in at least two ways: (1) by borrowing to increase output and thus 
realise economies of scale and (2) by borrowing to lower ‘prices, for that 
proportion of … output produced with borrowed capital, below produc-
tion prices (cost price plus average profit) to the point where they equal 
cost price plus interest’ (ibid., p. 93). This latter mechanism allows prices 
to fall but does not affect the capitalists’ profits on that proportion of out-
put produced with equity capital. In aggregate, this allows the total sum 
of profits in the economy to increase (although it does not raise the aver-
age social rate of profit) and thus accommodates the system’s drive to 
accumulate.

In the process of achieving greater power over industrial capitalists due 
to the dependency on investment credit, the banking industry itself expe-
riences tendencies to greater concentration. This occurs autonomously, 
because it is efficient to concentrate banking functions in order to realise 
economies of scale, particularly as regards international commercial credit. 
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But more importantly, ‘the concentration of industry is the ultimate cause 
of concentration in the banking system’ (ibid., p.  98). In providing a 
greater volume and more sophisticated kinds of investment credit to ever 
more dependent capitalists, the banking industry tends towards concen-
tration because such credit is the ‘keystone for all other banking activities 
in industry, such as promotion and the flotation of shares, direct participa-
tion in industrial enterprises, participation in management through mem-
bership or the board or directors. In a large number of cases such activities 
are related to bank [investment] credit as effect to cause’ (ibid., p. 97). 
Banks excel at these other functions when they have an inside operating 
knowledge of the capitalist concern, which is easily acquired through issu-
ing and holding investment credit assets.

the stock Market

One ancillary function of banks which Hilferding examines more closely is 
that of share issuance, a function captured in the investment banking (as 
distinguished from investment credit) role of banks, in joint-stock compa-
nies and the stock exchange itself. From a base of power that begins with 
dependence via capital credit, banks play a vital role in determining the 
nature and timing of transformation from an individually owned enter-
prise to a joint-stock company (or corporation). In Hilferding’s time, 
there were no regulations to prohibit commercial banks from engaging in 
brokering or issuing shares of stocks. The larger the bank, the more con-
trol over the process could be exerted:

The large bank is able to choose the appropriate time for issuing shares, to 
prepare the stock market, thanks to the large capital at its command, and to 
control the price of shares after they have been issued, thus protecting the 
credit position of the enterprise. As industry develops, it makes increasing 
demands on the flotation services of the banks. (ibid., p. 97)

The power of banks relative to others involved in the joint-stock company 
can be traced to the actual earning mechanism of the new enterprise. The 
shareholder in a joint-stock company resembles more closely a money 
capitalist than an industrial capitalist, Hilferding argues, because through 
the stock market, the capital invested can be regained at any time.
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Liquid money capital competes, as interest-bearing capital, for investment in 
shares, in the same way as it competes in its real function as loan capital for 
investment in fixed interest loans. (ibid., p. 109)

Shares are claims to future profits, realised by the sum of dividends and the 
increase in value of the shares. Hilferding believes that the yield on such 
shares will be reduced to the level of the rate of interest in the long-term, 
as liquid money capital flows around, levelling the rate of return.

The issue unresolved in identifying joint-stock company capital as 
money capital is the category of entrepreneurial profit. Assuming the 
joint-stock company return to shareholders is equal to the rate of interest, 
this entrepreneurial profit can be described as the ‘profit rate minus the 
rate of interest’. Hilferding explains this category in terms of the differ-
ence between the total capital stock outstanding and the shares that were 
issued to represent, in a legal sense only, that capital.

Hilferding remarks that a doubling of capital seems to occur during the 
transition to joint-stock company status, since the original capital stock 
has been augmented by the capital raised in sales of shares. The capital 
receives profit as its return; the share ‘is a claim to a part of the profit’ 
(ibid., p. 110), and not to the actual capital stock invested in the enter-
prise. But since the interest rate upon which fluctuations in share prices 
ultimately must rest is independent of the profit rate of any particular 
enterprise, it is ‘obvious that it is misleading to regard the price of a share 
as an aliquot part of industrial capital’ (ibid., p. 111). Indeed, once the 
share is issued, ‘None of the developments or misfortunes which it may 
encounter in its circulation have any direct effect on the cycle of the pro-
ductive capital’ (ibid., p. 113).

Hence, in the transformation of profit-bearing capital stock to interest- 
bearing shares, the capital stock which receives—in Hilferding’s example 
(ibid., p. 111)—15 per cent profit becomes shares which receive a 7 per 
cent rate of return. The difference can be explained by recalling that the 
shares represent a claim on the profit that accrues to the original capital 
stock. The original capital, in the meantime, has been augmented by pro-
ceeds from the sale of shares. The ‘doubling’ mechanism has thus made 
the original capital twice as valuable (or more) than the shares it is suppos-
edly represented by. Because of higher administrative costs associated with 
the joint-stock company form, the value is typically more than twice as 
great. This difference is a one-time only profit that Hilferding renames 
‘promoter’s profit’ (ibid., p. 112) and which accrues to the issuing bank.
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By controlling much of the process of joint-stock company promotion, 
a bank can also affect the rate of return on shares by manipulating the 
value and amounts of preferred and common shares. This can be done by, 
for example, allowing or encouraging stock watering or fraudulent activi-
ties, if business conditions make such avenues lucrative. By effective water-
ing and manipulation of shares, ‘the amount of capital necessary to ensure 
control of a corporation is usually less than [half of the shares], amounting 
to a third or a quarter, or less’ (ibid., p. 119). By spreading their resources 
widely, big capitalists can maintain and distribute control over numerous 
entities. The joint-stock companies will also have a greater ability to utilise 
bank credit than will individually owned enterprises, mainly because bank 
familiarity with the joint-stock company as well as internal divisions of 
labour in the bank and corporation allow for better supervision and for the 
use of credit in an optimal way (i.e. with the possibility of use for more 
profitable functions—speculative in nature—than circulation or invest-
ment in new fixed capital) (ibid., p. 125). As noted above, the use of credit 
makes the joint-stock company more competitive than the individually 
owned enterprise that might not have such good access to credit.

If banking capitalists are, through manipulation of shares, through pro-
vision of credit and through interlocking board directorships, on a par 
with leading industrial capitalists—Hilferding calls it a ‘personal union’ 
(ibid., p. 119)—banks could relatively easily then require that instead of 
obtaining new credit from them, joint-stock companies acquire needed 
capital by issuing new shares, again to be accompanied by promoter’s 
profit. In sum, to support the system of joint-stock companies, banks 
‘advance [the initial capital], divide the sum into parts, and then sell these 
parts [as shares] in order to recover the capital, thus performing a purely 
monetary transaction (M-M’). It is the transferability and negotiability or 
these capital certificates, constituting the very essence of the joint-stock 
company, which makes it possible for the bank to “promote”, and finally 
gain control of, the corporation’ (ibid., p.  120). Of course, this is not 
achieved without a degree of struggle by the corporations, firstly, for self- 
determination, and, secondly, for a share of the promoter’s profit.

One means of avoiding bank dominance might be the stock exchange. 
As noted above, such a marketplace could support the circulation credit 
facilities of major industrial capitalists, although with far less efficiency and 
stability compared to the banks. Similarly, the issuance of securities, 
detailed above, can be carried out in the stock exchange, but again, with 
certain important disadvantages which allow investment banks to gain the 
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upper hand in competition. According to Hilferding, the main role of the 
stock exchange comes in the specific form of purchase and sale known as 
speculation. Unfortunately, at least for those outside the banking industry, 
even the function of speculation can easily come under bank control.

Speculation is merely taking advantage of fluctuations in prices, and has 
nothing to do with realising surplus value or profit. Speculators thus do 
not gain from any outright expansion in the productive capacity repre-
sented in the stock exchange, but merely from gambling with one another. 
Speculators make decisions to buy or sell particular shares of companies 
based on the two aspects of share price, the level of profit and the rate of 
interest. To assess the former, speculators have no inside edge compared 
to banks, for example. Assessing the latter, in Hilferding’s time, was a rela-
tively uncontroversial and steady task.

One aspect of speculation in the stock exchange is that big shareholders 
manipulate the prices of shares simply in order to siphon off earnings from 
small shareholders, who are typically too uninformed to keep up with the 
latest manoeuvring. Another aspect is the use of credit to ‘buy on the 
margin’, allowing ‘the speculator to take advantage even of minor price 
fluctuations, in so far as he can extend his operations far beyond the limits 
of his own resources, and thereby make a good profit through the scale of 
his transactions, despite the small extent or the fluctuations… futures trad-
ing, which defers the completion of all transactions to the same date, is the 
best way to take advantage of credit’ (1981, p. 145).

But banks have their own insights into this process, and when the time 
is right, they can withdraw lines of credit that their small and mid-sized 
speculative clients had become dependent upon, thus ‘putting these cli-
ents “out of commission”, making it impossible for them to go on specu-
lating, forcing them to unload their securities at any price, and by this 
sudden increase in supply depressing prices and enabling creditors to pick 
up these securities very cheaply’ (ibid., p. 147). Banks also have some say 
in the stock exchange when it comes to larger speculators. In obtaining 
credit on a ‘contango basis’, these speculators must temporarily consign to 
their creditor bank the shares of stock they use for collateral. At the time 
of shareholder meetings, this is particularly valuable to a bank. In addition, 
when doing contango business, ‘the banks can directly influence the rate 
of interest, because in this case the supply of credit is to an exceptional 
degree at the discretion of the banks’ (ibid., p. 148). And through their 
other relationships to corporations, banks can ‘carry on all their specula-
tions with considerable security. The declining importance of the stock 
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exchanges is obviously connected with this development of the large 
banks’ (ibid., p. 149).

Speculation in a commodity exchange has the important advantage of 
standardisation. The use of futures ‘makes the commodity, for everyone, a 
pure embodiment of exchange value, a mere bearer of price … the buyer 
is spared the trouble of investigating their use value’ (ibid., p. 153). As 
with the stock exchange, bank involvement has a distortive effect: it 
reduces the return on commercial ‘trading’ capital per unit, since with 
greater access to credit, a trader can spread his/her own resources over a 
larger volume of commodities. The commercial mark-up on these com-
modities need not be so high, allowing the ‘industrial profit’ on the com-
modities to increase. Speculation in commodity markets also assists 
productive capital, through lowering the circulation time of commodities 
and providing insurance against price fluctuations. In the process, part of 
the commercial profit is converted into interest, which goes to the banks.

cartels and trusts

The banks increase their earnings and general control over the economy in 
the commodity exchange. In order to stabilise the exchange with reces-
sionary forces, banks use their power to encourage cartelisation, according 
to Hilferding. This phenomenon is repeated in the realm of industrial 
production, as well. In order to understand the tendency to concentra-
tion—specifically, the development of monopolistic forms of corporate 
organisation—Hilferding first outlines the competitive forces of capitalism 
that direct the equalisation of the rate of profit. As capitalism develops, 
however, obstacles to equalisation arise.

Encouraging new capital flows into spheres that are experiencing an 
above-average rate of profit, or draining resources from spheres that are 
performing badly, is not an easy task in highly developed, large-scale areas 
of business, particularly in two areas: where there is a heavy build-up of 
fixed capital and where individually owned small capital operates. Both 
sectors of production tend to become overcrowded and experience below- 
average rates of profit. Hilferding notes that when certain firms in healthy 
industries win a competitive struggle and achieve consistently high profits, 
then banks—which have themselves become concentrated and have spread 
their interests over a large range of industrial enterprises—stand to lose 
their investments in the non-competitive firms and industries. ‘Hence the 
bank has an overriding interest in eliminating competition among the 
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firms in which it participates’ (ibid., p. 191). Banks, then, are an obstacle 
to free competition but support the tendency for the rate of profit to 
equalise.

The process of bank manipulation of industrial organisation is fairly 
straightforward. The unification of industrial enterprises can take various 
forms which lead to varying degrees of monopolisation: vertical or hori-
zontal integration, mergers, consortia, cartels or trusts. When bank inter-
vention occurs, the struggle for unification—often a competitive, 
hard-fought battle—takes on a new, almost preordained nature. When 
banks facilitate combinations between clients, ‘unnecessary waste and 
destruction of productive forces is avoided’ (ibid., p. 199). For the bank, 
a number of benefits accrue from facilitating industrial concentration, 
including greater security and the opportunity to engage in investment 
banking. While in these arranged marriages, ownership is centralised but 
not necessarily concentrated per se (because the resulting enterprise is 
most likely to be shared by the owners or the premerger firms), produc-
tion is concentrated, leaving Hilferding to remark that this is a ‘striking 
expression of the fact that the function of ownership has become increas-
ingly separated from the function of production’ (ibid., p. 198).

Another outcome of the process of concentration is the attempt of car-
tels and trusts to try to minimise ‘commerce’ retail trade in particular—so 
as to better control prices. In doing so, commercial profit as a share of the 
total profit on a sale of a commodity declines. The difference can be 
divided into the other component parts of profit: entrepreneurial profit, 
interest and rent. Hilferding asserts that the existence of the monopolistic 
combine ‘confirms Marx’s theory of concentration, [it] at the same time 
tends to undermine his theory of value’ (ibid., p. 228). Price distortions 
develop that will reduce profits in the non-monopolised industries. Cartels 
specifically reduce the level of production to elicit greater marginal profits. 
‘Consequently’, Hilferding concludes, ‘while the volume of capital 
intended for accumulation increases rapidly, investment opportunities 
contract’ (ibid., p. 235). One solution to this problem, which Hilferding 
touches on, is imperialism as understood to be necessitated by the export 
of overaccumulated capital.

At some point, Hilferding notes, the ability to serve advanced cartels 
requires the amalgamation of banks. Banks must take greater pains to 
invest in industry rather than trade or speculation. Hilferding therefore 
calls ‘bank capital, that is capital in money form which is actually trans-
formed in this way into industrial capital, finance capital … An 
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ever-increasing proportion of the capital used in industry is finance capital, 
capital at the disposition of banks which is used by the industrialists’ (ibid., 
p. 225). Thus, banks which as usurers were resisted by productive capital, 
and as money-dealing capital merely accommodated the circulation needs 
of industrial capital, slowly gained power: the banks ‘become founders and 
eventually rulers of industry whose profits they seize for themselves as 
finance capital’ (ibid., p.  226). The amalgamation of banks, Hilferding 
argues, is consistent with the trend towards an ‘increasingly dense network 
of relations between the banks and industry… [which] would finally result 
in a single bank or a group of banks establishing control over the entire 
money capital. Such a “central bank” would then exercise control over 
social production as a whole’ (ibid., p. 180).

This is one of Hilferding’s most controversial predictions, and did not 
fare well historically. Grossmann (1992, p.  198) explained: ‘Hilferding 
needed this construction of a “central bank” to ensure some painless, 
peaceful road to socialism, to his “regulated” economy’. Another form 
consistent with the trend towards a parallel concentration of banks and 
industry, Hilferding believed, would be a general cartel: ‘a single body 
which would determine the volume of production in all branches of indus-
try’ (1981, p. 235). Prices and money would no longer matter, and the 
only conflict would be over distribution. Given these trends, Hilferding 
concludes that ‘a fully developed credit system is the antithesis of capital-
ism, and represents organisation and control as opposed to anarchy’ (ibid., 
p. 180). This prospect would not theoretically eliminate crises, however. 
With finance capital in a hegemonic role, economic downturns develop in 
important new ways.

capItalIst crIsIs

Hilferding begins his discussion of crisis, consistent with other themes, by 
emphasising circulation. According to Hilferding, a likely manifestation of 
a crisis in capitalist production would be an interruption in the circulation 
process due to the hoarding of money, the result of which is an inability to 
purchase the next round of commodities. If this was hoarding of money in 
its role as a means of circulation, that is, if it only hindered the exchange 
process and left in its wake a temporary glut of commodities, avenues 
could be developed to surmount the problem. But the situation is more 
deeply affected when money has gone beyond a means of circulation to 
become a means of payment and credit. When a temporary glut becomes 
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a slump under conditions of credit-based production, it may be impossible 
for producers to meet their debt obligations. The problem expands:

The chain of debtors resulting from the use of money as a means of payment 
is broken, and a slump at one point is transmitted to all the others, so 
becoming general. (ibid., p. 239)

Of course, crisis conditions, including the hoarding of money, emanate 
from contradictions in the production process. Since ‘Goods are produced 
in order to obtain a specific profit and to achieve a specific degree of valo-
rization of capital’ (ibid., p. 240), the priorities of production drive con-
sumption. Hilferding thus eschews a narrow perspective emphasising 
underconsumption of commodities, in part because the logical solution 
would not in fact resolve the conditions of crisis: ‘under capitalist condi-
tions expansion of consumption means a reduction in the rate of profit’ 
(ibid., p. 242) because the rise in workers’ wages needed to fund con-
sumption would come directly from surplus value extraction. In fact, he 
later argues, ‘A crisis could just as well be brought about by a too rapid 
expansion of consumption, or by a static or declining production of capital 
goods’ (ibid., p. 256).

Hilferding considers two versions of why there is a hoard, a glut of 
commodities, overproduction, overaccumulation or whatever term is pre-
ferred. The two versions are captured in the theories of ‘profit-squeeze’ 
versus ‘underconsumptionist’ tendencies to crisis: as consumption 
increases, profits are squeezed (because wages rise relative to surplus value 
extraction); or as profits increase, consumption drops more quickly below 
the levels of production (as workers are unable to afford the goods they 
produce due to surplus value extraction). Hilferding suggests that with 
these contradictory tendencies at work, crises in capitalism must be 
explained not from the standpoint of production and consumption, but 
instead in the realm or circulation by looking at ‘disproportionalities’.

As mentioned above, hoarding of money sets the stage for an interrup-
tion in circulation. Hoarding of money is a function of processes that are 
important in reproduction and balanced accumulation as opposed to pro-
duction. Hilferding first mentions the need for capitalists to hoard in order 
to save to replenish fixed capital that is consumed in the production pro-
cess. The fixed capital must be replenished in a manner consistent with the 
amount of circulating capital.
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From Marx’s reproduction schema, it is necessary to faithfully recreate 
the ratio of means of production (Department I goods) to means of con-
sumption (Department II goods) if growth is to be steady and positive. 
But in order to guarantee some consistency within ‘the anarchy of capital-
ism’—for example, to ‘safeguard against unpredictable consumer wants 
and constant fluctuations in demand’ (ibid., p. 246)—some overproduc-
tion is necessary. A reserve supply or money and commodities must be 
hoarded. Hilferding then describes the role of hoarding in achieving an 
equilibrium in the accumulation process. Once surplus value has been 
realised in exchange—once the commodity has been sold for money—the 
capitalist temporarily hoards that surplus value portion of the proceeds 
while contemplating which sector of production (Department I or 
Department II) will be most profitable for reinvestment.

Hilferding calls these factors in the interruption of circulation ‘general 
conditions of crisis’. An inexorable need to hoard in order to reproduce 
capital and balance accumulation are features of ‘the dual existence of the 
commodity, as commodity and as money’ (ibid., p. 239). Revealing the 
actual causes of crisis, he argues, requires a sense of the basis for dispropor-
tional ties between production of Department I and Department II goods. 
That basis lies in the price structure which signals investment opportuni-
ties, which Hilferding describes in terms of the business cycle. At the 
beginning of the cycle, production expands with ‘the opening of new mar-
kets, the establishment of new branches of production, the introduction of 
new technology, and the expansion of needs resulting from population 
growth’ (ibid., p. 258).

Perhaps the most important facet of the upsurge in business activity is 
the shortening of the turnover period of capital that accompanies techno-
logical progress. Profits rise, as do demand and hence prices, in a self- 
sustaining upward spiral. However, the system sows the seeds of its own 
destruction with the introduction of new technology because the organic 
composition of capital increases, leaving in its wake an ever-smaller basis 
for expropriation of surplus value. And, Hilferding argues, even as techno-
logical progress allows inefficient fixed capital to be replaced with more 
efficient fixed capital, the turnover period of capital is lengthened by coun-
teracting tendencies. As the business cycle progresses, one can observe 
increases in fixed capital relative to circulating capital, shortages in labour 
and other inputs, overutilisation of constant capital leading to physical 
damage of the means of production and the development of foreign 
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markets. These factors lengthen the general turnover period of capital, 
leading to a declining rate of profit and eventual crisis.

Hilferding notes a problem in the short term, however, with regard to 
the rising organic composition of capital scenario. The problem, due again 
to a faulty price structure, results in new investments occurring in sectors 
that are particularly prone to the falling rate of profit tendency. Demand 
for products of heavy industrial sectors typically runs ahead of output, due 
to the fact that new investment of large amounts of fixed capital in these 
sectors takes time and is relatively inflexible. With demand outstripping 
supply in the short term, prices in heavy industrial sectors can increase at 
the same time organic composition does. This will signal, incorrectly, that 
more liquid capital should flow into these sectors. When the new invest-
ment in fixed capital in these sectors finally comes on line, supply suddenly 
increases dramatically, resulting in the disproportionalities which in 
Hilferding’s view are the more proximate ‘cause’ of overaccumulation and 
crisis. In other sectors, especially those dependent on raw materials, similar 
processes of mismatching prices to opportunities for profit exist. 
‘Convulsions’ in raw material supply follow the disequilibrium tendency 
of demand.

Violent price fluctuations and further inaccurate signals for new invest-
ment follow naturally. Reserve money supplies which might have cor-
rected some of the imbalances are often countered by the money supplies 
that have been hoarded. Accumulation proceeds more rapidly than con-
sumption, and disproportionalities develop throughout the system. 
Ultimately, Hilferding believes, these factors produce ‘deviations of mar-
ket prices from production prices, and hence disruptions in the regulation 
of production, which depends for its extent and direction upon the struc-
ture of prices’ (ibid., p. 266). Bottlenecks, hoarding, slumps in sales and 
crisis follow.

Credit here becomes an especially interesting ingredient. On the one 
hand, credit could provide the means for rationalising production and 
levelling out the disproportionalities in pricing. However, upon closer 
examination, finance exacerbates underlying tendencies towards crisis. Part 
of the reason for this can be traced to the dual nature of money as a means 
of circulation and as a measure of value, which permits the financial system 
to detach itself from its monetary base. This occurs both because of value 
changes in money itself—currency becomes unfixed from its gold value 
and because credit (centralised idle money) is created in a manner unre-
lated to the value of circulating commodities.
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Certain mechanisms in the business cycle feed off the contradiction in 
the dual role of money. Hilferding argues that during the expansionary 
phase of the business cycle, both the system’s disproportionalities and the 
general turnover time of capital increase. To accommodate, more credit is 
needed. For example, disproportionalities produce gluts in the stocks of 
commodities in certain sectors, particularly those with rising prices and 
heavy fixed capital. A ready supply of bank credit to these favoured sectors 
permits producers to avoid equilibrating forces (production or price cuts) 
so that production levels will persist unhindered by the developing 
disproportionalities.

As fixed capital increases relative to circulating capital, turnover time is 
also extended during the expansionary phase. In the process, the velocity 
of the circulation of credit slows, requiring more credit for rollovers, 
extensions and renewals. As delays hit one sector and affect payment 
schedules, they are transferred throughout the economy, requiring ever- 
increasing credit transactions. Beyond this role in ameliorating certain 
mechanical problems in managing the growth of the capitalist system dur-
ing the expansion, credit is also demanded in greater quantities for specu-
lative purposes. As interest rates rise during the expansion, speculation in 
the stock exchange requires an ever-greater return, and hence more credit. 
Share prices for joint-stock companies increase, allowing banks more 
lucrative activity in the promotion of new enterprises. In the commodity 
exchange, greater demand for credit arises to facilitate the practice of with-
holding certain commodities from the market in order to artificially inflate 
their price.

At some point, interest rates are too high to permit profitable specula-
tion, and as banks refuse to extend more credit, the stock exchange can 
experience a rapid crisis, characterised by an immediate downward spiral in 
share prices and investor confidence and, ultimately, significant declines in 
commodity prices. While this has occurred primarily because of a turn-
around in the money and credit markets, ‘it can well precede the onset of 
a general commercial and industrial crisis’ (ibid., p. 271). Hilferding has-
tens to add:

Nonetheless, it is only a symptom, an omen, of the latter crisis, since the 
changes in the money market are indeed determined by the changes in pro-
duction which lead to a crisis. (ibid., p. 271)
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The crisis in the stock exchange is exacerbated by the strain on bank credit 
in production. As the crisis hits, goods which were financed with bank 
credit can no longer be paid for at prices high enough to cover interest 
payments. With falling prices, bank credit cannot be extended at this stage 
to cover unpaid bills. With defaults increasing, the credibility of the lend-
ing institutions comes into question. Runs on banks occur, and ‘the rever-
sion of the financial system to its monetary base’ begins. The limited 
supply of circulating cash is then subject to hoarding, bid up in value 
beyond its intrinsic worth, and no longer tied even to its metallic base.

For Hilferding, the relationship of the monetary crisis to the crisis in 
production varies depending on several factors: the degree to which some 
banks’ credit positions remain unimpaired, the country’s gold balances, 
the role of the state and the degree of concentration in the banking indus-
try. He concludes, ambiguously, by describing certain changes in the char-
acter of crises involving the role of banks that can help prevent both the 
monetary crisis and the crisis in production.

For example, the strength of a country’s gold stock can play an impor-
tant role in managing an economic slide. A deteriorating balance of pay-
ments at the peak or expansion weakens the gold stock, since (in 
Hilferding’s day) ‘gold functions as world money for the settlement of 
international payments balances’ (ibid., p. 275). The balance of payments 
normally swings against economies that are peaking because rising domes-
tic prices encourage imports and leave a weakened balance of trade. A 
country leading the boom is likely to have the highest interest rates, thus 
attracting foreign money and further weakening the balance of payments. 
Speculators finally sense the impending doom and flood the securities 
market with declining paper. With gold flight a logical response to these 
trends, the domestic financial markets are seriously threatened. Conversely, 
a strong gold policy can ameliorate the conditions of crisis.

The role of the state in mediating the crisis is important in other 
respects. The most damaging yet widely used tool of the state, Hilferding 
maintains, limits the extension of bank credit. Ideally, the adverse balance 
of trade experienced by the most advanced capitalist countries during the 
peak of expansion should be matched by a favourable balance of payments. 
The best mechanism for this is increased foreign lending. If the banking 
industry is highly concentrated, Hilferding argues, the risk associated with 
the conditions of crisis (speculation, default, monetary problems, etc.) can 
be more widely shared, because banks can spread their resources more 
widely through different sectors at different stages of capitalist 
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development, and also because depositors are less able to find banks that 
are unaffected by the crisis.

Power of financiers vis-à-vis commerce and industry shifts in the banks’ 
favour. By the time a banking crisis has arrived, ‘speculation, in both com-
modities and securities, has declined considerably in volume and impor-
tance’ (ibid., p. 292). Thus, trends in finance capital might, in Hilferding’s 
view, actually prevent a monetary crisis from occurring. Countervailing 
forces such as increasing exports, defaults on foreign debt and an influx of 
gold during the crisis help limit the damage. But it is clear that a monetary 
crisis can, quite autonomously, push the productive sector into its own 
crisis. During the crisis, both industrial and money capital sit idle and 
liquidity is high. As Hilferding puts it: ‘Money does not circulate, or func-
tion as money capital, because industrial capital is not functioning’ (ibid., 
p. 285). It is then in the depth of crisis that the financial system reverts to 
reflecting the conditions of value production from whence it began.

Hilferding ends his comments on crises by contemplating the Marxist 
proposition that they deepen and worsen over time. The possibility of 
crises emanating from the finance capital sector—with ‘large-scale bank-
ruptcies, and from stock exchange, bank, credit, and money panics’ (ibid., 
p. 294)—actually diminishes as finance capital develops, he posits, and the 
existence or commercial and industrial cartels allows conditions of crisis to 
be shuffled into non-cartelised industries. As a result,

The difference in the rate of profit between cartelized and non-cartelized 
industries, which on average is greater the stronger the cartel and the more 
secure its monopoly, diminishes during times of prosperity and increases 
during a depression. (ibid., p. 298)

The ability of monopolies to manipulate prices exacerbates the dispropor-
tionalities mentioned above and prevents the restructuring necessary to 
end a depression. All of this works over time to advance the process of 
concentration, Hilferding argues. If there is no monetary crash, finance 
capital, he seems to suggest, may emerge from crises relatively unscathed 
and able to continue playing a hegemonic role in the economy.
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assessMent

Much of the preceding analysis of the relationship of financial phenomena 
to production, exchange and distribution has stood the test of time. The 
power of Finance Capital is the theoretical base from which the argu-
ments emanate, and it generally appears beyond reproach. Unfortunately, 
though, the climax of Finance Capital—the discussion of crises—is where 
different conclusions can be drawn, due to contradictions not only within 
capitalism but within Hilferding’s understanding of its dynamics.

Other retrospective objections that should be mentioned pertain to the 
failure to discuss consumer and government credit (then far less prevalent 
than today), the emphasis on power blocs, and the political lessons that 
Finance Capital teaches us. The most telling criticism may be derived 
from the role of financial institutions in major crises during the history of 
capitalism, both before and after the 1910 book. While Hilferding could 
draw on major financial meltdowns in the 1840s–1850s and 1870s–1890s, 
two subsequent crises were more informative with regard to capitalism’s 
dynamics.

The first, from 1929 until World War II, was marked by an explosion of 
speculation, mismanagement by strong central banks and ultimate col-
lapse of both the financial and the productive systems. The second, occur-
ring in fits and starts since the 1970s, can also be characterised by 
speculative tendencies and the impending prospect of financial collapse at 
the same time as numerous sectors face severe productive system decay. 
These crises have not only persisted over the past four decades—after a 
period of financial regulation stabilised the system from the 1940s to 
1970s—but have become increasingly amplified. The early 1980s global 
recession was followed by the late 1980s financial meltdown in energy and 
US Savings & Loan housing finance institutions, the mid- to late 1990s 
emerging market collapses, the early 2000s dot.com bubble bursting, the 
2007–2009 world financial meltdown catalysed by a property crash and 
the crisis (based likely on corporate debt default) that appears imminent at 
the time of writing.

For Hilferding, these would be a surprise, for several factors in ‘militat-
ing against a banking crisis’ (ibid., p.  291) bear repeating: risk can be 
shared; strong gold and other state policies can shore up the creditworthi-
ness of the system; speculation declines in volume and importance; and 
joint-stock company production can continue because it need not realise 
an immediate return. Hence, it is ‘sheer dogmatism to oppose the banks’ 
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penetration of industry … as a danger to the banks’ (ibid., p. 293). Adding 
to that, ‘As the power of banks continues to grow, it is the banks which 
dominate the movements of speculation, rather than being dominated by 
them’ (ibid., p. 293).

These arguments, not unreasonable as hypotheses, are in fact untenable 
given the earlier analysis. There are at least seven reasons to judge 
Hilferding’s approach inadequate.

• First, the disproportionality tendencies Hilferding describes in dis-
cussing reproduction schemata are demonstrably exacerbated by the 
growing role of finance capital. With the onset of a production-based 
crisis, the financial system is bound to suffer.

• Second, while increased concentration of banking allows any given 
bank’s risk to be shared with many more depositors, it seems logical 
that this would be offset by the growing risk to the general credit-
worthiness of the entire system as profit rates tend to fall and banks 
must look further afield to maintain healthy loans and a growing 
deposit base. (In fact, the stable, steady banking system of the 1950s 
and 1960s subsequently suffered unprecedented concentration at 
the same time risk spread out of control.)

• Third, public policy—especially regulation as it has been practiced in 
the West—makes stability of the banking system a top priority, but 
some problems are larger than the state alone can handle. The lack, 
since 1971, of a gold base for world exchange rates is an important 
drawback, one that has relieved the US economy of great economic 
pressure at the expense of a potential gold-hoarding phase.

• Fourth, there is much evidence to suggest that speculation increases 
immediately prior to a crisis rather than declining in volume and 
importance. The theory behind it is simple: ‘Ponzi financing’ forces 
speculators to borrow both to speculate more and to simply pay back 
old loans as their previous investments fail to pan out. Speculation 
always begets more speculation, for if not, the bubble bursts and the 
pyramid scheme topples. The air from a burst bubble tends to be 
released quickly rather than slowly, as it is not difficult to identify a 
failed line of investment, and as memories of taking baths, losing 
shirts or other graphic descriptions are brought to the fore by 
the media.

• Fifth, to argue that joint-stock company production will continue 
unhindered by a banking crisis is to ignore the interplay so well 
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developed earlier in the book. If credit is a key ingredient for the 
smooth operation of the stock exchange, and if the stock exchange is 
crucial in a company’s ability to raise funds for increased production 
(through splits in shares or through the bond market which relies on 
stock prices), it follows that a banking collapse would affect joint- 
stock companies quite considerably.

• Sixth, given the tendencies outlined above—especially increasing 
risk, the breakdown of the state’s protective role and uncontrolled 
speculation—it is reasonable to attempt to prevent banks from cross-
ing the barriers between banking and commerce for their own good 
and for the good of the system’s stability, if such are desirable goals.

• Seventh, given the basic definition of speculation, it is unlikely that 
banks would be able to harness speculation. Indeed, it is the inability 
of anyone to harness speculation that causes such severe problems as 
to make disproportionalities look simple in comparison. As Suzanne 
de Brunhoff (1976, p. xiv) put it, Hilferding’s dissociation between 
money and the credit system was ‘one of the reasons for the overes-
timation of the role of finance capital’.

In sum, the arguments Hilferding makes as to why and how crises can be 
avoided are all inconsistent with his earlier theory or with proven reality. 
One reason is that Hilferding neglects government and consumer credit. 
For Hilferding, credit is based in the needs of firms either to rationalise a 
plethora of bills of exchange and promissory notes (circulating credit), or 
to raise funds for new investment (capital credit). By neglecting state debt 
and consumer finance, Hilferding misses some important phenomena of 
modern capitalism. One is the ability of the system to raise the social wage 
of labour through debt, buying labour peace and giving weight to the 
notion of an advanced capitalist ‘labour aristocracy’. Another is the ability 
of the system to maintain effective demand, buying time and avoiding 
crises in ‘underconsumption’ but putting off until later the unavoidable 
need to repay the debt. In this sense, credit creation begins to simply 
resemble speculation: gambling that future income will permit the present 
rate of borrowing.

Earlier in Finance Capital, Hilferding comments:

A bank crash results only from industrial overproduction or excessive specu-
lation, and manifests itself as a scarcity of bank capital in money form, due 
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to the fact that bank capital is tied up in a form which cannot be immediately 
realized as money. (1981, p. 180)

This is the true nature of financial crises, and the later attempt to rational-
ise a stable banking system was unsuccessful.

In sum, nearly all of Hilferding’s previous analysis leads to the logical 
conclusion that, contrary to finance capital’s hegemony during a crisis, 
banks do indeed lose self-control, as well as control of outside entities and 
processes. Sweezy (1968, p. 267) may have been correct in this respect 
when he commented: ‘Hilferding mistakes a transitional phase of capitalist 
development for a lasting trend’. The transitional phase was one of recov-
ery from the 1870s–1890s financial crises; these crises would emerge again 
in the early 1930s and once again in recent decades. Part of the reason 
Hilferding erred in understanding financial crises was his emphasis on 
bank control of corporations and hence the economy.

During a crisis, banks are the first, not the last, to lose self-control and 
control of outside entities and processes. Yet Hilferding empowers banks 
in the finance capital era with tremendous power, offering few caveats. 
This tends to give a conspiracy theory air to finance capital which is unnec-
essary given the careful rooting of the issues in the basic capitalist produc-
tion process. While there are genuine power blocs and institutional 
symbols in the economy, and while their role may at times be truly auton-
omous and have strong feedback in the accumulation process, the experi-
ence of the 1930s shows that banks are not permanently powerful in, nor 
permanent symbols of, the last phase of capitalist development.

A final criticism is that in analysing class fractions, Hilferding is geo-
graphically simplistic, leading one to conclude that highly liquid finance 
capital may always be in harmony with relatively fixed heavy industrial 
monopoly capital. In reality, when an international bank demands debt 
repayment from a poor country, it insists that the borrowing country shift 
to exports, even if these sometimes compete with its hometown capital. 
The financing of Western deindustrialisation by major Western banks as 
productive capital shifted to Mexico and East Asia is just one example.

What political strategy emerges from the previous analysis? Since finance 
capital has operated in a somewhat autonomous manner in recent years, 
and since a banking collapse will further the fractionalisation of big capital, 
it may well be possible to view finance capital as an autonomous target and 
to consider serious prospects for taking power from a banking system 
weakened by crisis. In sum, based on Hilferding’s analysis rooting credit 
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and money in commodity exchange, and adding the Ponzi nature of credit 
creation and speculation as the business cycle matures, it is quite natural to 
conclude that the emergence and power of finance capital does indeed 
signal a new era of capitalism. It is an era of periodic financial system fragil-
ity, a fragility that logically ends in a crash, finally rerooting credit and 
money back in the process of value production.

But between a new start-up (where credit emanates from idle money 
and bills of exchange) and the next crash, finance capital can be said to 
operate autonomously, as if it had a life of its own. Finance capital gains 
and uses power in ways which Hilferding documents. It allows credit and 
speculation to careen beyond bounds of rationality. And it funnels new 
investment off into the far corners of the globe, speeding the uneven 
development of capitalism at the same time it heightens competition and 
equalises profits. It is for these reasons that the first major step of any pro-
gressive movement upon taking state power, and even in the period ahead 
of such a revolution, should be to socialise the control of finance capital. 
It is likely that the only opportunity for such a step would be in the sham-
bles following a crash. Moreover, Hilferding concludes:

The response of the proletariat to the economic policy of finance capital – 
imperialism – cannot be free trade, but only socialism … The blatant seizure 
of the state by the capitalist class directly compels every proletarian to strive 
for the conquest of political power as the only means of putting an end to 
his own exploitation. (1981, pp. 366–70)
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Hilferding generalised far too easily from his own German experience. The 
economic power of the German banks in the period before 1914 was paral-
leled (if at all) only in the contemporary USA, and even there not for long. 
There was never an equivalent phenomenon in Britain or France. (Howard 
and King 1989, p. 101)

Tony Norfield criticises Hilferding both for failing to relate domestic 
financial systems to the position that particular countries have in the world 
market and for exaggerating the role of banks even in countries where 
finance capital did appear to have played an important role, such as the 
USA and Japan (Norfield 2016, p. 94). For Norfield, this exaggeration led 
to crucial political weaknesses; he argues that it led Hilferding to the view 
that capitalism could be controlled simply by limiting the power of the 
banks. Both Norfield and Howard and King also highlight what they see 
as analytical failings in Hilferding’s work; in Norfield’s view, he misunder-
stands the forces determining the rate of profit in banking (Norfield, op 
cit p. 136) while Howard and King criticise his accounts both of economic 
crises and of capital exports (Howard and King, op cit pp. 100–1). Jan 
Toporowski is also critical of Hilferding’s account of crisis, claiming that it 
neglects the specific contribution made by the financial system to eco-
nomic instability and sees finance simply as a passive response to contradic-
tions in the real economy. He writes that

in line with Hilferding’s analysis of finance as coordinating monopoly capi-
talism, Marxist critics have largely followed the founders of their school of 
thought to adhere to a “reflective” view that, if financial crisis occurs, it is 
because it correctly “reflects” critical developments in production: a fall in 
the rate of profit, increased class struggle, disproportions and so on. 
(Toporowski 2005, p. 59)

For Toporowski, Rosa Luxemburg’s account of international loans, while 
less orthodox in Marxist terms than Hilferding’s work, represented a more 
creative and ultimately more fruitful approach, owing to its recognition of 
the autonomous role of finance in generating instability.

Examples such as these could easily be multiplied and, taken together, 
they converge to a conclusion that, despite Hilferding’s localised insights, 
his work has little to offer in an active way to those trying to understand 
contemporary financial systems from a radical perspective. At the same 
time, recent decades have seen a widespread debate on the periodisation 
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of capitalist development in which the concept of financialisation has 
played a central role (see Albritton et al. 2001 for an important collection 
of analyses from differing perspectives and Westra 2019 for an overview). 
This debate was originally stimulated by attempts to understand both the 
character of the ‘long boom’ spanning the period from the late 1940s to 
the early 1970s and the reasons for the ending of that boom and for the 
consequent slowdown which ensued from the 1970s onwards. An impor-
tant starting point came from two interpretations of these developments, 
in which periodisation played a key role, by Ernest Mandel and Michel 
Aglietta (Mandel [1972] 1975; Aglietta [1976] 1979), both of which 
were published at what came to be seen as a central turning point in eco-
nomic fortunes.

The discussion of periodisation has continued since the initial work of 
Mandel and Aglietta and has been further encouraged by the emergence 
of the concept of ‘neo-liberalism’ and by the desire to understand both the 
character of neo-liberalism and the extent to which it represents a distinct 
departure from previous forms of capitalism (see, for example, Davidson 
(2013)). Consideration of financialisation has come to be seen as central 
to this issue but the precise role of financialisation remains controversial. 
Gérard Duménil and Dominique Levy, for example, structure their 
account both of the rise of neo-liberalism and its crisis around an account 
of financialisation (Duménil and Levy 2004, 2011), as do the writers asso-
ciated with CRESC (the Centre for Research on Socio-Cultural Change) 
(Engelen et al. 2011). On the other hand, the influential work of Robert 
Brenner (Brenner 2002, 2006) allots a less central place to financial devel-
opments while David Kotz explicitly argues against the view that finan-
cialisation has been an importance cause of the rise of neo-liberalism (Kotz 
2015, pp. 32–37). For Kotz the line of causation runs the other way, with 
the rise of the financial sector being seen as a consequence of broader 
developments within capitalism.

It is notable that despite the wide range of factors considered in this 
continuing debate, Hilferding’s account of finance capital remains to a 
large extent absent from the discussion. Duménil and Levy point out that 
the significance of finance within contemporary capitalism is not unprec-
edented and that Hilferding analysed its role a century ago. However, 
following this acknowledgement, they develop their own account of recent 
developments with no further reference to Hilferding’s work, and the 
same is true of the vast majority of recent contributors to debates over 
financialisation, neo-liberalism and the periodisation of capitalism. 
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Consequently, the question is raised of whether Hilferding’s analysis can 
be used in any way to understand current financial developments or 
whether it should be seen purely as an account of conditions in early twen-
tieth century Central Europe. This chapter attempts to investigate the 
extent to which Hilferding’s work retains relevance through comparing 
his discussion of finance capital with one of the most important recent 
analyses of financialisation from a Marxist perspective, the work of Costas 
Lapavitsas and his colleagues in the Research on Money and Finance 
(RMF) network, based at the School of Oriental and African Studies 
(SOAS) in the UK.

HIlferdIng and lapavItsas: general consIderatIons

Lapavitsas’ account of financialisation has been extremely influential. To a 
large extent this stems from the fact that it provides the basis for the RMF 
reports on the origins of the Eurozone crisis from 2010 onwards, an 
exemplary case of committed Marxist scholarship being integrally linked 
to political interventions (Lapavitsas et  al. 2012). The discussion here, 
however, will concentrate on his earlier work, in particular his theoretical 
accounts of the role of money and finance in capitalist societies, one of 
which was co-authored with the Japanese Marxist economist Makoto Itoh 
(Itoh and Lapavitsas 1999; Lapavitsas 2003; see also the collection of arti-
cles in Lapavitsas 2017) and his discussion of the origins of the 2007–2008 
financial crisis (Lapavitsas 2009, 2013).

There are two main reasons for taking Lapavitsas’ work as the focus for 
comparing contemporary accounts of the financial sector with the classical 
Marxist account provided by Hilferding. Firstly, unlike the majority of 
writers cited above (with the possible exception of Aglietta), Lapavitsas’ 
main field of interest lies in the theory of money and finance. Consequently, 
his discussion of financialisation, like that of Hilferding, is rooted in 
detailed knowledge of monetary thought. Secondly, again unlike other 
writers in this area, Lapavitsas engages closely with Hilferding’s writing 
and acknowledges Hilferding both as an important contributor to Marxist 
monetary and financial theory and as a significant influence on his own 
work. However, Lapavitsas is also strongly critical of Hilferding in a num-
ber of ways and takes care to emphasise the extent to which his analysis of 
financialisation differs from Hilferding’s account of finance capital.

In addition to classical Marxism, Lapavitsas’ account rests on two fur-
ther pillars; the Unoist approach to Marxism originating in Japan and a 
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particular interpretation of value theory developed by Ben Fine and his 
collaborators from the 1970s onwards (Kincaid 2006 provides a useful 
overview of the background to Lapavitsas’ development). As will be seen 
below, these three influences are closely interlinked in shaping his concept 
of financialisation. There are also some immediate affinities between them; 
for example, Lapavitsas refers to the very strong impact of Hilferding’s 
work in developing Japanese Marxism:

economic thought came to Japan mostly from Europe at the turn of the 
twentieth century, and perhaps the weightiest part of it was Marxism. 
Hilferding’s book has been used as a standard university textbook for 
decades during the post-war period; its influence on Japanese Marxism has 
been enormous. (Lapavitsas 2013, p. 121)

commonalItIes Between lapavItsas and HIlferdIng

There are three aspects to Hilferding’s work which Lapavitsas sees as espe-
cially important. The first is his insistence that the theory of credit and 
finance has to be founded on a theory of money rather than the reverse; 
Marxism requires a monetary theory of finance rather than a financial or 
credit-based theory of money. Lapavitsas and Hilferding agree on the 
necessity for such a theory both because the more complex forms of credit 
and finance cannot be understood without appreciating their grounding 
in the role of money within capitalist society and also because a central 
feature of capitalist crises is the flight to money as the structure of credit 
weakens;

whenever there is a general disturbance of the mechanism, no matter what 
its cause, money suddenly and immediately changes over from its merely 
nominal shape, money of account, into hard cash. Profane commodities can 
no longer replace it. (Marx [1867] 1976, p. 236)

On the basis of this account, Lapavitsas argues strongly against writers like 
Geoffrey Ingham and David Graeber (Ingham 2004; Graeber 2011) who 
criticise both Marx and Hilferding for basing their monetary theory on 
the economics of commodity exchange rather than the politics and sociol-
ogy of credit and debt; Ingham claims that ‘the anachronistic and mislead-
ing commodity exchange theory of money is evident in Hilferding’s 
Finance Capital which, despite the ostensible critique, was entirely 
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consistent with the orthodox economic theory of the time’ (Ingham, op 
cit p. 62). While acknowledging the insights of Post-Keynesian monetary 
theorists such as Basil Moore, Lapavitsas also argues that their emphasis on 
the endogeneity of the supply of credit money neglects the fundamental 
relationship between money and real accumulation, an argument which he 
rests once more on the need to derive credit relationships from basic mon-
etary categories rather than the reverse (Itoh and Lapavitsas 1999, 
chapter 10).

In addition to endorsing Hilferding’s account of the need to found a 
theory of finance on a prior analysis of money, Lapavitsas follows quite 
closely both Hilferding’s discussion of the functions of money and the 
pyramid-like structure of the credit system. Both writers follow Marx in 
beginning with an analysis of money as a measure of value and then mov-
ing on to its functions as a medium of circulation and means of payment. 
Both see the analysis of the hoarding of money as central and use this 
analysis as the basis of a criticism of the quantity theory of money. They 
each then proceed to develop a theory of credit and finance on the basis of 
money’s function as a means of payment, taking trade or circulation credit 
as a starting point and then showing how this evolves into banking or 
industrial credit. Their accounts of the development of different kinds of 
money are also very similar; in particular, they both emphasise the distinc-
tion between fiat and credit money and the differing impact of each of 
these on inflation. In summary, Lapavitsas adopts much of Hilferding’s 
monetary theory, although he develops it further in some key respects; in 
particular, following Kozo Uno, he highlights the role of the money mar-
ket in which banks lend to one another, arguing that this was neglected by 
Hilferding (Lapavitsas 2013, pp.  130–132). He also goes further than 
Hilferding in discussing the role of central banks, in particular the way in 
which they sustain a system based on a particular combination of credit 
and fiat money (ibid., pp. 84–87) and in considering world money (ibid., 
pp. 101–105).

The second way in which Lapavitsas sees Hilferding making a funda-
mental contribution to Marxist theory is through his concept of ‘found-
er’s’ (or ‘promoter’s’) profit and his analysis of joint stock capital. The 
central idea here rests on the discounting of future flows of income. 
Because the rate of interest which is required as a return by shareholders is 
less than the rate of profit, even when a risk premium is included, the sum 
of money which can be raised by a company from investors, which is rep-
resented by expected future profits discounted at that rate of interest, will 
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exceed the capital required for the company to undertake production and 
to earn the competitive profit rate. The difference accrues to those starting 
up the company and is taken by them as founder’s profit (Hilferding 
[1910] 1981, chapter 7). Lapavitsas describes Hilferding’s analysis as an 
important breakthrough in Marxist analysis, both because, taken together 
with his account of loanable capital, it completes his discussion of the 
credit and financial pyramid and also because it is central to the explana-
tion of the origins of financial profit. Following Itoh, however, he rejects 
Hilferding’s identification of founder’s profit as being equivalent to Marx’s 
‘profit of enterprise’ which can be counterposed to interest as a result of 
the division of overall profit between industrial and financial capital (Itoh 
1988, pp. 286–7).

Thirdly, Lapavitsas is in agreement with Hilferding’s account of the 
origins of interest-bearing capital as lying in the idle capital held by indus-
trial enterprises as a result of indivisibilities or breaks in the circuit of capi-
tal; for example, enterprises may hold such funds while waiting for 
machines to depreciate so that new investment is needed or because they 
need to hold money capital to ensure the continuity of production while 
waiting for finished goods to be sold (Hilferding [1910] 1981, chapter 4, 
especially pp. 70–5). Hilferding draws here on Marx’s analysis in volume 
two of Capital, and Lapavitsas identifies two strands in Marx’s thinking on 
this question (Lapavitsas 2017, chapter 6). The first sees the source of 
interest-bearing capital in the money holdings of a distinct group of finan-
cial capitalists who exist separately from industrial capitalists. For Lapavitsas, 
this conception is analytically and empirically weaker than the view which 
co-exists with it in Marx and which Hilferding endorses, where interest- 
bearing capital emerges from the circuit of capital as described above. Such 
a view both allows the analysis of lending to be grounded in a general 
account of accumulation and also avoids the tendency to identify finance 
with the interests of a stratum of rentiers. For Lapavitsas,

far from being the exclusive property of a layer of rentiers, interest-bearing 
capital is in large measure the reallocated spare money capital of the capital-
ist class. By the same token, interest accrues both across the capitalist class 
and does not constitute the revenue foundation of a separate social group – 
of the ‘monied’ capitalists. (Lapavitsas 2013, p. 118)

The involvement of non-financial enterprises in financial activities is an 
important element in Lapavitsas’ account of financialisation, and he goes 
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beyond Hilferding in extending his analysis to the increased mobilisation 
of workers’ savings in financialised capitalism as an element of loanable 
capital.

dIfferences Between lapavItsas and HIlferdIng

The presence of a monetary theory of finance, the analysis of joint stock 
capital and the discussion of the origins of interest-bearing capital repre-
sent important points of congruence between Lapavitsas’ account of 
financialisation and the work of Hilferding. However, there are equally 
significant differences between their analyses and here the other central 
influences on Lapavitsas—the Uno School and the value theory developed 
by Fine—come into play. Again, three issues assume particular importance.

The first relates to the origins of the money commodity. At the start of 
Finance Capital, Hilferding locates the necessity of money in the anarchic 
and individualised nature of the exchange of commodities and, following 
Marx, in the contradiction between use value and value, which requires 
the emergence of a commodity which solely represents exchange value 
and can be contrasted with other commodities which retain the character 
of use values. He writes that ‘the commodity must therefore become 
money, because only then can it be expressed socially, as both use value 
and exchange value; as the unity of both which it really is. However, since 
all commodities transform themselves into money by divesting themselves 
of their use values, money becomes the transformed existence of all other 
commodities’ (Hilferding [1910] 1981, p. 35). Lapavitsas argues that this 
account of the development of money is problematic in two ways.

First, while Hilferding shows that money is necessary for the exchange 
of commodities, this is not the same as showing how money actually 
developed. Lapavitsas raises a series of questions about the analysis of 
Hilferding and the elements of Marx’s work on which he relies here;

if a general representative of value existed, the contradictions between use 
value and value as abstract labour would indeed be resolved. However, how 
do the contradictions themselves lead to emergence of a general representa-
tive of value? What are the economic mechanisms through which value 
becomes socially represented by money as a result specifically of the contra-
dictions between use value and value as abstract labour? (Lapavitsas 
2003, p. 56)
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Second, Lapavitsas argues that Hilferding’s approach cannot explain the 
existence of money in pre-capitalist societies. Here he draws particularly 
on the approach to value theory developed by Fine and others to argue 
that value as abstract labour exists only in societies based on generalised 
commodity production, in other words capitalist societies. Hence the 
emergence of money prior to the development of capitalism cannot be 
based on the contradiction between value and use value.

Lapavitsas then presents an alternative approach to the development of 
money which draws heavily on Unoist Marxism and in particular on the 
work of Itoh (Itoh 1980, chapter 2). The key idea here is the separation of 
the form and substance of value. Lapavitsas argues that the money form of 
value develops prior to the substance of value in pre-capitalist societies, 
with exchange at the ‘edge’ of such societies between traders from sepa-
rate communities playing a central role. The form and substance of value 
only come together once capitalism has fully developed and abstract labour 
emerges as the substance of value. Consequently while ‘in the capitalist 
mode of production the forms of value are fully developed and closely 
related to the substance of value’ (Lapavitsas 2003, p. 54), it is also the 
case that ‘money’s emergence should be demonstrated exclusively in terms 
of the form of value. In other words, the roots of money lie in the evolu-
tion of the form of value and they are unrelated to the substance of value’ 
(ibid). The evolution of the money form of value is in large part depen-
dent on social custom and the interaction of such custom within pre- 
capitalist societies with the exchange that takes place between such 
societies.

The significance of this derivation of money lies in the more general 
argument resting on the value theory of Fine and others which Lapavitsas 
presents in his book Social Foundations of Markets, Money and Credit. The 
central point here is about the connection between economic and non- 
economic factors. In capitalism, the economic imperatives of generalised 
commodity exchange and capital accumulation are fundamental to society 
and shape the character of non-economic relationships. However, those 
non-economic relationships are not illusory; Lapavitsas argues that within 
production relations of exploitation depend crucially on relations of power 
and fiat which are not simply economic in character, while in the sphere of 
distribution we also see norms of consumption for workers which rely on 
social custom rather than simply on economic relationships (Lapavitsas 
2003, p. 21). This is important because Lapavitsas goes on to argue that 
not only is there an inherently non-economic element even to commodity 

 FINANCE CAPITAL, FINANCIALISATION AND THE PERIODISATION… 



112

production under capitalism but also that capitalism is reliant on a range 
of kinds of labour which do not produce value, a set both of products and 
activities which are not commodities and commodities which are not pro-
duced by capital rests on the value theory of Fine and others where the 
non-economic assumes an important role. Examples are state provision of 
health and education and work in commerce (ibid., p. 26). Centrally for 
the argument here, the financial sector provides another example.

Lapavitsas writes that ‘there are also activities and things that assume 
the form of commodities, despite being inherently unrelated to commodi-
ties’ (ibid). The first example he gives is land but he then continues by 
saying that

another example is stocks and shares, both of which similarly involve no 
labour in production. However, they can take the form of commodities 
because they afford to their owner a claim on profits to be generated in the 
future. (ibid., p. 27)

The key consequence of this is that because financial variables are not the 
result of value producing abstract labour their prices are strongly affected 
by non-economic factors. They cannot in the last instance escape from the 
influence of productive activities but they have a considerable degree of 
flexibility:

the absence of mechanisms anchoring land and stock prices onto the sub-
stance of value (in contrast to produced commodities) implies that they also 
exhibit strong volatility and arbitrariness. Non-economic factors, such as 
psychological swings of optimism, political change, or even purely institu-
tional manipulation of trading, play a strong determining role for prices of 
land and financial assets. (ibid., p. 27)

The impact of non-economic factors on the value of financial assets is thus 
rooted in the distinction between the form and substance of value and, as 
shown below, it plays an important role in Lapavitsas’ account of finan-
cialisation. In addition to discussing the factors listed above, Lapavitsas 
goes on to discuss the crucial role of the non-economic concept of trust in 
shaping the credit system (Lapavitsas 2003, chapter 4; see also 2017, 
chapter 11). As commodity owners, capitalists relate to one another as 
separate, individual (Lapavitsas’ term is ‘foreign’) entities, linked only by 
dealings mediated by monetary exchange. But
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it is essential for credit transactions that relations of trust and power are 
present among capitalists. Capitalists who engage in credit are already com-
pletely related to each other – they are not “foreign” entities engaged in 
plain buying and selling. (Lapavitsas 2003, p. 68)

Again, the non-economic acquires a high degree of autonomy from the 
economic but without achieving complete freedom. It is the case that 
‘capitalists engage in credit operations within explicit relations of trust and 
power, which directly affect the availability and terms of credit’ (ibid., 
p. 86) but also ultimately that while

banking credit indeed depends on trust, but the quantities of it that can be 
made available to capitalist accumulation are not limitless, even when trust 
between participants is unimpaired…. credit is an economic aspect of the 
circulation of capital and is therefore ultimately dependent on the processes 
of production. (ibid., p. 72)

The second important difference between Lapavitsas and Hilferding 
relates to the question of the derivation of concrete relationships of finan-
cialisation from more abstract categories. Here Lapavitsas argues directly 
that Hilferding’s approach to the periodisation of capitalism (and by 
implication the approach of classical Marxism in general) is inadequate. 
He argues that there is a ‘leap’ from the first three parts of Hilferding’s 
book, dealing with the analysis of finance based on first principles, to the 
account of crisis and imperialism in the last two parts. For Lapavitsas, ‘in 
line with Marx’s dialectical approach in Capital, proper analysis of the last 
two topics would require the introduction of further levels of mediation 
substantiating the historical evolution of both crises and capitalism in gen-
eral’ (Lapavitsas 2013, p.  50), but ‘Hilferding offers little in this 
respect’ (ibid).

The argument here is connected to ideas drawn from the Uno School. 
As is well known, Uno’s work posits three levels of analysis in the theorisa-
tion of capitalism: the theory of a purely capitalist society, the identifica-
tion of stages of capitalism and the analysis of capitalist history. This clearly 
provides the basis for an account of periodisation, in which the identifica-
tion of distinctive stages or periods in capitalist development would form 
the basis of the second level of analysis, and Unoist work has formed one 
important strand in the debate over the periodisation of capitalism men-
tioned above (Albritton 1991). The Unoist justification for separating the 
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account of stages of capitalism from the theory of a pure capitalist society 
also has close affinities with Lapavitsas’ discussion of the relation between 
the economic and the non-economic, since it is the presence of non- 
economic factors in the identification of distinct stages of capitalism that 
necessitates a distinct analysis of such stages. As Albritton writes ‘the law 
of value only works on history in a mediated fashion, since at an historical 
level, the economic is only relatively autonomous, overlapping with and 
supported by the ideological, legal and political. It follows that history 
never approaches asymptotically close to pure capitalism’ (ibid., p. 30). 
Kozo Uno himself provides a criticism of Hilferding along these lines 
when he writes that

Hilferding’s statement – “Bank capital was the negation of usurer’s capital 
and is itself negated by finance-capital” cannot be supported at all. Usurer 
capital does not, by its own logic, turn into bank capital, nor does the latter 
turn into finance-capital. Finance-capital appears only when the capitalist 
production of use-values physically develops into a new stage. (Uno [1971] 
2016, p. 174 – the passage quoted is from Hilferding [1910] 1981, p. 226)

Lapavitsas brings both of these criticisms of Hilferding’s approach together 
when he summarises his approach to periodisation. The relative weight of 
non-economic factors in the world of finance means that financial systems 
within capitalism exhibit considerable variety both spatially and temporally 
and this variety requires a distinct level of analysis which cannot simply be 
derived from fundamental principles. Lapavitsas describes Hilferding as 
seeking an ‘endogenous’ set of reasons for the emergence of finance capi-
tal but he argues against ‘endogenous theorisation’:

relations between production and finance tend to be historically specific, 
and subject to institutional and political factors that shape the financial sys-
tem. The links between industrial capital and the credit system in the period 
of financialization have been far more variable than the simple picture of 
increasing reliance of industry on banks which Hilferding assumed. 
(Lapavitsas 2013, p. 67)

The third way in which Lapavitsas differentiates his analysis from that of 
Hilferding is through his criticism of Hilferding for omitting central 
aspects of capitalism from his analysis, in particular the evolution of pro-
duction, changes in the labour process and the development of the labour 
market. He points out that ‘if, however, an epochal transformation of 
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capitalism has indeed taken place, its roots are likely to be found in the 
forces of production and in the labour process. Hilferding does not discuss 
these issues in any depth’ (Lapavitsas 2013, p. 50). Since what is high-
lighted here is an omission, Lapavitsas does not move on to a more detailed 
account of the character of Hilferding’s analysis here but his own discus-
sion of financialisation does in part differ from Hilferding’s through its 
consideration of issues in the ‘real’ economy, in particular the impact of 
changes in productivity, as well as highlighting the impact of financialisa-
tion on workers.

To summarise, while Lapavitsas endorses important elements of 
Hilferding’s approach, he differs from him in emphasising the variability 
of possible relationships between industrial and financial capital as a result 
of the particular interaction between the economic and non-economic 
which is typical of the financial sector and of the need to analyse these 
relationships in the context of distinct stages of capitalism. He also empha-
sises that movement between these stages is unlikely to result purely from 
financial developments but will be rooted in changes in production and 
labour relationships. With these considerations in mind, it is now possible 
to examine Lapavitsas’ own account of financialisation and the ways in 
which it differs from that of Hilferding.

fInancIalIsatIon accordIng to lapavItsas

Lapavitsas starts from the proposition that an adequate account of finan-
cialisation has to consider the behaviour of non-financial enterprises, the 
financial sector and workers and households. Each of these three groups 
has both shaped and been affected by the growth of financialisation over 
the last thirty years. Firstly, industrial enterprises (at least large enterprises) 
have become increasingly ‘financialised’. They finance most of their invest-
ment from retained profits and have become to a significant extent inde-
pendent of requirements for funds from the financial system. On the 
contrary, they themselves have become active players in that system, trad-
ing in a range of financial assets. When they do need funds, they obtain 
them from financial markets, through instruments such as commercial 
paper for short-term funds and through bonds for longer term capital. 
Lapavitsas recognises differences here between national and regional 
economies; however, he shows that the trend away from reliance on bank 
funding for investment is exhibited in Germany and Japan as well as in the 
USA and UK (Lapavitsas 2013, pp.  217–31). In the majority of 
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industrialised economies which he examines, there has been a tendency for 
share of trade credit in the assets and liabilities of non-financial companies 
to decrease and for that of other financial instruments to increase (ibid). 
Lapavitsas interprets this as an example of financialisation since, following 
Hilferding’s pyramid of credit, trade credit is the aspect of finance most 
rooted in productive accumulation, with other elements of finance having 
a greater detachment.

The loss of business lending to large non-financial enterprises has in 
turn transformed the behaviour of banks. Financialisation has led them to 
reliance on three other kinds of activity: trading in open markets (espe-
cially in Germany and the UK), lending to one another and lending to 
households. In most of the industrialised countries which Lapavitsas 
examines (but less so in Japan), there have also been significant changes in 
bank liabilities with a greater reliance on borrowed funds and less use of 
deposits. In overall terms, Lapavitsas characterises these developments as 
involving an increasing detachment of banks from productive accumula-
tion (ibid., pp. 231–8).

The third element of financialisation highlighted by Lapavitsas is what 
he describes as ‘the financialization of the personal revenue of workers and 
households across social classes’ (ibid., p.  38). This involves increasing 
liabilities for households, partly relating to mortgage debt and loans for 
consumption and partly to finance expenditure on services such as educa-
tion and health owing to the increasing withdrawal of the state from these 
areas. However, it is also the case that household assets, notably pension 
savings, have become increasingly important for the financial system. 
Lapavitsas highlights the way in which such assets have been channelled by 
the banks towards financial markets and the financial profits which have 
been earned through this. Somewhat controversially, Lapavitsas argues 
that these relationships have been shaped by imbalances of power and 
information between banks and households which have allowed for what 
he describes as ‘financial expropriation’. His analysis here is based on a 
development of Hilferding’s discussion of founder’s profit and the associ-
ated creation of fictitious capital. Lapavitsas argues that if Hilferding’s 
analysis is extended from looking at a ‘once for all’ transaction when a 
company is founded to consider ongoing trading in financial assets it can 
be shown how such trading can generate financial profits through differ-
ences in required returns leading to differences in valuation. The advan-
tages in power and information which financial institutions have over 
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households in this process provide the basis for such profits and can be 
seen as a form of expropriation:

the path is thus opened for financial institutions to bring to bear predatory 
practices reflecting the systemic difference in power and outlook between 
financial institutions and workers. Financial profits could be extracted 
throughout the lifetime of the security, ultimately deriving from future wage 
payments. Similar considerations would hold for other consumer borrow-
ing. This is a key aspect of financial expropriation. (ibid., pp. 167–8)

These three trends provide the basis for Lapavitsas’ analysis of the origins 
of the crisis of 2007–2008. Increased lending to households, fuelled both 
by a decline in the savings ratio and by low interest rates, generated a 
speculative bubble in the US housing market which then burst when inter-
est rates began to rise. The impact of the bursting of the bubble was trans-
mitted through the financial system as a result of the large level of 
inter-bank lending, the rise in the proportion of banking activities financed 
by borrowing rather than deposits and the involvement of banks in trading 
in open markets. A significant aspect of the causes of the crisis was the 
change in banking activities resulting from the decline in lending to large 
non-financial activities, coupled with associated changes in bank behaviour 
such as the securitisation of loans, reliance on credit-scoring techniques to 
assess risk and the growth of new financial assets, notably derivatives 
(Lapavitsas 2009).

It can be seen that Lapavitsas’ analysis of financialisation exemplifies in 
important respects the differences previously highlighted between his 
approach and that of Hilferding.1 As outlined earlier, he begins with an 
account of development in non-financial enterprises and moves from this 
to consider changes in the financial sector. His account of relations 
between the financial sector and households draws on his analysis of the 
importance of non-economic factors, especially relations of power. The 
speculative bubble he identifies as lying behind the 2007–2008 crisis and 
other similar phenomena, which have occurred under financialisation, are 
examples of the relative autonomy of asset prices from underlying value 
relations. The role of political factors is highlighted strongly, both with 
regard to the impact of the withdrawal of state involvement in key areas of 
social provision on the financialisation of households and through the 
effect of monetary policy on financial relationships. Lapavitsas emphasises 
continuing national variability within the general framework of 
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financialisation and also stresses the specific institutional factors which 
have shaped financialisation in particular cases, for example, the role of 
independent central banks. His emphasis on the importance of institu-
tional structures is reinforced when he moves on from considering the 
origins of the 2007–2008 crisis to consider its specific impact on the 
Eurozone (Lapavitsas 2013, pp. 288–305). It is clearly the case that, while 
highlighting Hilferding’s contribution at numerous points, Lapavitsas has 
provided an account of financialisation which constitutes a distinct alterna-
tive to that provided by Hilferding with regard both to specific details and 
the underlying general approach. Consequently, two questions arise: 
firstly, that of whether Lapavitsas’ account is superior to that of Hilferding 
or not and, secondly, that of what remains valid in Hilferding’s analysis 
following the criticisms made by Lapavitsas.

crItIcIsms of lapavItsas’ approacH

Lapavitsas’ description of financialisation has been very influential and is 
compelling in many respects. However, there are a number of issues that 
are left unresolved in his account and which may indicate a continuing role 
for the kind of analysis provided by Hilferding, if not necessarily for his 
specific observations.

A central issue here is that of what has caused the growth of financialisa-
tion over the last three decades. Lapavitsas starts by saying that 
financialisation

represents a period change of the capitalist mode of production entailing a 
systemic transformation of mature economies with extensive implications 
for developing economies, and should properly be examined in these terms. 
(Lapavitsas 2013 p. 169)

He suggests as a model for such an examination the approach outlined by 
Trotsky in his critique of Kondratiev. For Trotsky, capitalist accumulation 
occurs within a ‘channel’ shaped by various external institutional, political, 
legal and ideological conditions. Lapavitsas proposes a similar approach to 
the analysis of periodisation in general and financialisation in particular;

political economy must explicitly specify the “external” conditions, if it is to 
grasp the direction and changes of accumulation particularly in the context 
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of crisis and historical period change. This insight is crucial to the analysis of 
financialization. (ibid., p. 171)

There are three problems, however, with the way in which Lapavitsas 
implements this approach. Firstly, his account leaves the internal factors 
affecting capital accumulation unexplained. He outlines developments 
such as lower GDP growth, changes in the labour force, weak productivity 
growth and rising inequality but does not connect them to internal causes; 
they typify the period of financialisation but are not explained in any detail 
themselves. Lapavitsas makes a rather sweeping statement that ‘the mate-
rial basis of accumulation has been shaped by profound technical change 
in information processing and telecommunications’ (ibid., p. 172) but this 
is not pursued further.

Secondly, the link between these internal developments and financiali-
sation is not clear. One possible reason for this is that Lapavitsas is sceptical 
of general accounts of financialisation which see it simply as a ‘flight to 
finance’ in the face of weaknesses in the real economy. He criticises the 
‘Monthly Review’ school of Marxist analysis for precisely this failing, 
arguing that

if financialization is not explicitly related to the operations of the fundamen-
tal agents of the capitalist economy, its content will remain unclear. 
Unfortunately, the output of the Monthly Review current does not offer the 
requisite analysis, and the same holds for other Marxist work that treats 
financialization as the flight of capital from a stagnating productive sector. 
(ibid., p. 18)

This point is persuasive, but while Lapavitsas describes changes in the 
behaviour both of industrial enterprises and banks he does not explain 
how internal changes in capital accumulation are connected to develop-
ments in the financial sector. An example here is the question of the 
increasing independence of large industrial enterprises from bank finance 
where he says that

for the purposes of establishing the underlying relations of financialization, 
it is not necessary to examine in further detail the forces that determine the 
balance between ‘internal’ and ‘external’ finance for productive capital. 
(ibid., p. 220)
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He suggests, briefly, that new developments in information and commu-
nication technologies may have altered investment requirements and 
speeded up turnover, reducing the need for external funds. He also men-
tions the possibility that the growth of internal finance may be related to 
the degree of monopoly. However, neither of these possibilities is pursued 
in any detail and the causes of this aspect of financialisation remain largely 
unexplored.

Thirdly, Lapavitsas’ account of external, especially political, factors also 
stands aside from causal analysis in an important way. He argues convinc-
ingly that the ascendency of finance depended heavily on state policies, 
especially the pursuit of low inflation through central bank independence 
and various forms of national and international deregulation of finance. 
But he does not fully explain the causes of these policies and in particular 
whether they acted independently to shape financialisation or were them-
selves brought about by developments within the sphere of finance. This 
difficulty is also made apparent by his analysis of neoliberalism. He tends 
to describe neoliberalism largely in ideological terms; ‘neoliberalism has 
provided the ideology of the period of financialization, the umbrella under 
which the ascendancy of finance could take place’ (ibid., p. 172). As a 
result, the connection between the broader character of neoliberalism and 
developments in the financial sector becomes unclear. In particular, the 
question raised by Kotz of whether neoliberalism in some sense creates 
financialisation or whether financialisation in contrast requires and brings 
about neoliberal policies across the economy is not resolved in Lapavitsas’ 
work. Financialisation ‘has been accompanied’ by neoliberalism (ibid., 
p. 192) but the nature of their connection is not fully clear.

In summary, Lapavitsas does not fully integrate his account of the vari-
ous trends within financialisation, which as he says involve changes in the 
behaviour of both industrial and financial enterprises and households, into 
a coherent analysis of capitalist development as a whole. He provides a 
compelling and detailed picture of the changing activities of the various 
sectors, but he does not fully explain the causal connections between 
them. This weakness is particularly apparent when his account of the crisis 
of 2007–2008 is considered. He provides a powerful analysis of the links 
between firm, bank and household behaviour by showing how trends in 
industrial financing necessitated new banking strategies focused on house-
holds. But it is not clear to what extent this discussion actually differs from 
the orthodox accounts of the crisis found elsewhere and how much is 
added to those by the Marxist framework adopted by Lapavitsas. A focus 
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on increased bank lending to financially fragile households, fuelled by reli-
ance on quantitative techniques of credit evaluation and the securitisation 
of loans and accompanied by bank reliance on interbank lending rather 
than deposits, which led to a speculative bubble, is surely characteristic of 
many conventional overviews of the crisis. For Lapavitsas’ Marxism to add 
something really substantial to those overviews, it would need to be more 
closely related to a broader analysis of the character of contemporary capi-
talism than it is—and this is surely just where the debate on the periodisa-
tion of capitalism becomes most relevant.

Back (or forward?) to HIlferdIng

The criticisms set out above of Lapavitsas’ approach to financialisation are 
not in any way meant to diminish its importance. On the contrary, this 
chapter has concentrated on Lapavitsas’ work both because he provides 
the most convincing Marxist account of financialisation currently available 
and because of the depth of his engagement with Hilferding’s earlier dis-
cussion of these issues. However, they do raise the question of whether 
there are resources in Hilferding’s work which might help in resolving 
some of the difficulties which face current accounts of financial 
developments.

Clearly, this cannot involve simply applying the concept of finance capi-
tal to contemporary capitalism as a general model. The criticisms made by 
Lapavitsas and many others of the view that banks are currently in some 
sense fused with and dominant over industrial corporations are valid and 
important and have been recognised to be so since the work of Paul 
Sweezy in the 1940s (Sweezy 1942, pp. 265–9; see also the summary of 
the debate on this issue between David Kotz and Edward Herman in 
Lapavitsas 2013, p. 56). If Hilferding’s work is to retain relevance to the 
analysis of periodisation today, this will have to result from his general 
approach rather than his specific conclusions.

Two possible justifications for continuing interest in Hilferding’s work 
can be mentioned initially. Neither of these is fully convincing, but they 
indicate some of the issues that might be considered in a further more 
substantial justification. The first approach would be to see Hilferding as 
identifying a particular stage in capitalist development but one that has 
now largely been superseded, at least in the major industrialised countries, 
although it may continue to be relevant for developing economies. 
According to this view, economies go through a period of ‘bank-based 
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development’ before moving on to financial systems which allot a more 
substantial role to markets. The most influential statement of this view is 
contained in the work of Alexander Gerschenkron (Gerschenkron 1962). 
Hilferding’s work could then be seen as a Marxist variant of Gerschenkron’s 
analysis, allowing the insights involved in the identification of a distinct 
stage of capitalist development in which banks play a crucial role to be 
incorporated in the more general periodisation of capitalism.

While the above approach focuses on temporal issues, an alternative 
viewpoint stresses spatial questions. If it is accepted that capitalism exhibits 
significant variety across different national and regional units, then 
Hilferding might be seen as the theorist of bank-based economies co- 
existing with market-based economies. The question then becomes one, 
not of markets supplanting banks in a process of temporal development, 
but of different forms of capitalism typified by different financial systems. 
The ‘varieties of capitalism’ literature has become extensive in the wake of 
the work of Peter Hall and David Soskice (Hall and Soskice 2001). Again, 
Hilferding could be seen as providing a Marxist basis for the analysis of the 
variant of capitalism which is centred heavily on bank involvement.

Both of these approaches are attractive in a number of ways as ways of 
highlighting the continuing relevance of Hilferding and are surveyed 
briefly by Lapavitsas (Lapavitsas 2013, pp. 38–43). In particular, while the 
role of banks may have changed significantly from that described by 
Hilferding in many of the major industrialised countries, there are a num-
ber of large middle-income economies where the relationship between 
banks and industry appears close and significant and where Hilferding’s 
ideas may be useful, notably China, Russia and India. It should also be 
noted that Hilferding himself was quite aware of the difference between 
the development of financial capital in the UK and in Germany and Austria 
and analysed this difference in terms of the historical priority of industriali-
sation in the UK and its consequences. For example, he refers to the dif-
ference between France, Holland and Belgium on the one hand, who 
provide international investment credit and the UK (Hilferding refers to 
‘England’) which provides commercial credit (Hilferding [1910] 1981, 
p. 92) and to the difference between the UK and Germany with regard to 
domestic credit, with that provided in the UK being mainly credit for 
commerce while in Germany industrial credit predominates (ibid., 
pp. 224–5). On tariff policy, Hilferding writes that ‘England’s industrial 
pre-eminence gave her a larger stake in free trade’ (ibid., p. 302) while ‘the 
commercial policy interests on the continent were entirely different’ (ibid., 
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p. 303). In this way Hilferding’s own analysis seems connected both to a 
dynamic view of the role of bank capital in the economic development of 
‘late industrialisers’ and a synchronic view of the differentiation between 
various capitalist economies, partly caused by the time of their 
industrialisation.

Neither of these approaches, however, is fully convincing as an argu-
ment for returning to Hilferding’s work. The problem is twofold. Firstly, 
the terms of the debates regarding both late industrialisation and varieties 
of capitalism are primarily set outside Marxism. Consequently, it is not 
clear just what Hilferding has to offer as a Marxist if his work is primarily 
assessed within these debates. In other words, the precise contribution 
which a Marxist account of finance capital can make in this particular con-
text has yet to be identified. Secondly, Hilferding’s work is put forward as 
a general theory of capitalist development. It is also unclear how this pur-
ported generality, especially as expressed within the earlier sections of his 
book which put forward the principles of money and credit, can be made 
consistent with a view of his work as providing an analysis which is circum-
scribed either temporally or spatially. The question is whether an analysis 
supposedly based on general principles of this kind can usefully function as 
an account of a particular time period within capitalism or variety of capi-
talist economy.

A third approach to Hilferding’s work, which might also be of use in 
furthering the debate on periodisation, might start from reconsidering the 
method by which he derives the concept of finance capital from the funda-
mental nature of money and credit. One of the first things to strike any 
reader of Finance Capital is the strongly unified nature of the argument, 
the way in which the analysis flows from the basic characteristics of the 
growth of hoards as a result of discontinuities in the circuits to capital to 
the development of more and more sophisticated forms of credit and 
finance through to the relationship between finance capital, crises and 
imperialism. The analysis flows with an exceptional logical power. However, 
this is also connected to a crucial weakness in Hilferding’s argument: its 
one-sided nature. Hilferding is able to create an argument with an impres-
sive degree of unity partly because he focuses on one trend within capital-
ist development to the exclusion of almost all others, the increasing 
concentration and centralisation of capital and the associated growth of 
fixed capital and the need for large investment projects. It is this that leads 
to the growth of ever-larger hoards spurring the development of more 
complex forms of finance and eventually lays the basis for the fusion 
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between banks and industrial enterprises. It also lengthens the turnover 
period for capital which both generates increased loanable capital and also 
increases the dependence of firms on banks.

This trend is a central feature of capitalist development and plays an 
important role in Marx’s own analysis of the growth of machinery and 
large-scale industry. However, it may well better be seen as a tendency 
rather than as the kind of deterministic law posited by Hilferding. In other 
areas of Marx’s economic analysis, notably in the discussion of the falling 
rate of profit, there has been a movement away from highlighting fixed 
determinations towards analysis of the more complex interplay between 
tendencies and their countervailing factors. It seems worth considering 
the possibility that this approach could also form a basis for analysis of the 
relationship between financial and industrial capital. In such a case, 
Hilferding’s work might be seen not so much as an account of a particular 
stage in capitalist development or of a particular variety of capitalism but 
as an analysis of what capitalism might look like in a situation where the 
tendency towards centralisation outweighs other factors.

It is important here, however, to recognise that this tendency might 
not be the dominant one if countervailing forces gain strength, and that 
in such cases a very different relationship between financial and industrial 
capital from that put forward by Hilferding might obtain. A possible 
example of this lies in the remarks made by Lapavitsas about the role of 
information and communication technologies in shortening the turnover 
of capital and reducing the reliance of industry upon the banks. This might 
well be one of the relevant forces here, and Lapavitsas is correct in consid-
ering the possibility that it may well have shaped recent developments in 
financialisation. What is needed, however, is to trace back both the ten-
dency towards centralisation and the forces which oppose this to their first 
principles and to develop on the basis of this an account of the contradic-
tory nature of financial development under capitalism. Hilferding’s 
account would be important here although, as a result of treating one side 
of this contradictory process as something of an iron law, it provides only 
one part of a complete account.

An example of how this might work in practice is provided by 
Hilferding’s theory of crisis. This has been widely criticised, in part because 
the emphasis on disproportionality has been regarded as having reformist 
implications and as being connected with his views on ‘organised capital-
ism’. It has also been seen as neglecting the role of capital-labour conflict 
within crises. However, it does have an important strength within the 
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context of the remainder of his analysis. The theory is closely connected 
with the fundamental factors driving development for Hilferding; it is the 
rise in fixed capital and turnover time which give rise to the disproportion-
alities and the credit extended as a result of this rise which masks the 
underlying problems leading to deeper crises later. Consequently, 
Hilferding’s crisis theory contributes to the unity of his underlying account 
described earlier. However, it also exemplifies the one-sided nature of that 
account. Disproportionalities of the kind described represent one aspect 
of crises but they are not the only one. In addition to this, the forces lead-
ing to crisis may be mitigated by reductions in turnover time or the need 
for fixed capital. Hilferding’s account should be seen as showing a ten-
dency within capitalism rather than an inevitability and needs to be situ-
ated within a broader analysis of the many factors shaping capitalist 
development in general and the role of finance in particular (an important 
general statement of the need for a multi-causal account of capitalist devel-
opment is contained in Mandel [1972] 1975, chapter 1).

conclusIon

This chapter started from noting that, while Hilferding’s account of 
finance capital commands a considerable amount of respect, his work has 
played a relatively limited role in the debate over the periodisation of capi-
talism. This has been the case even though it is widely believed that finan-
cialisation is a central concept in understanding contemporary capitalist 
developments. To explore this further, an important example of current 
discussions of financialisation, the work of Lapavitsas and his colleagues, 
was examined. This analysis has important commonalities with that of 
Hilferding but also makes significant criticisms of his work. Lapavitsas’ 
work also exhibits problems, however, and it is possible to argue that some 
at least of these problems might be resolved by returning to Hilferding’s 
analysis and recasting it in a less deterministic form. Hilferding can per-
haps best be seen as a theorist not of a particular stage in capitalist devel-
opment or of a specific variety of capitalist regime but as drawing out the 
consequences of a tendency within capitalism. By embedding his analyses 
of this tendency within a broader account of the forces which might coun-
ter the tendency and the contradictions which might result from this, we 
can use Hilferding’s work as one element in a richer picture of the evolu-
tion of capitalism.
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note

1. It should be noted here that Lapavitsas extends his analysis to consider inter-
national capital flows and what he terms ‘subordinate’ financialisation in 
developing economies. This aspect of his account will not be considered 
here owing to reasons of space.
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One of the most striking gaps in the extensive body of Marxist social sci-
ence is a substantial theory of corporate governance. To be sure, scholars 
like Kees van der Pijl and William Carroll have extensively mapped inter- 
corporate networks of power, thereby gaining valuable insight into con-
temporary capitalist society.1 Nevertheless, missing from this literature is 
an awareness of the institutional formation, restructuring, and internal 
dynamism of the corporation, and how this is shaped in relation to its 
insertion within a broader, evolving structure of accumulation. In other 
cases, standing in for the corporation as a concrete organisation is the often 
highly abstract concept of ‘capital.’ For instance, Anwar Shaikh’s 1000-
page magnum opus, Capitalism, while helpful in clarifying the inner logic 
of capital, contains no mention of any actually existing corporation, let 
alone analysis of the emergence and reproduction of specific firms or types 
of corporate organisation. Focusing on this ‘logic of capital’ alone, in 
abstraction from the historical forms in which it is embodied, misses what 
is most dynamic about capitalism: how it is organised and restructured 
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over time. This reflects the tendency for Marxists—including Marx him-
self—to forsake institutional analysis in the search for general economic 
laws. Similarly, despite the development of Marxist state theory, such writ-
ers have only begun to map the complex interconnectedness of states and 
corporations. Such theorists have tended to depict the state as an agency 
that intervenes in an external ‘economic sphere,’ or relates to ‘capital,’ 
understood in either case as a functionally integrated, closed system such 
as that described by Shaikh.

Rudolf Hilferding’s Finance Capital points to a road not taken towards 
such a Marxist theory of ‘corporate governance’: that is, the historically 
evolved institutional mechanisms and channels within firms for pooling, 
mobilising, investing, and accumulating capital, as well as managing pro-
duction processes. Hilferding’s work remains foundational for any Marxist 
analysis of corporate capitalism methodologically, analytically, and politi-
cally. For one thing, it is the core text within classical Marxism addressing 
the emergence of particular forms of corporate organisation, and in tracing 
how these institutions mediate and realise the structural logic of capital-
ism. In this regard, Hilferding anticipated what we have called Institutional 
Marxism—which sees institutions as emergent properties of capitalist soci-
ety, as discussed below. More specifically, Hilferding’s sophisticated analy-
sis of the tendency for corporate organisation to enhance the dominance 
of money-capital over production, and his theorisation of finance capital 
not as the financial sector, but rather in terms of a specific fusion of financial 
and industrial capital, are crucial for understanding contemporary ‘finan-
cialisation.’ Rather than being characterised by financial parasitism on non-
financial firms, as it is often depicted, neoliberal financialisation has entailed 
a process linking the internal restructuring of industrial corporations with 
the rise of finance across the economy more broadly, marked by the 
enlarged dominance of money-capital. This has not simply meant that 
financiers become industrialists by gaining control of corporations, as had 
been the case in the nineteenth and early-twentieth centuries, but also the 
obverse: industrial corporate managers have also evolved into money-cap-
italists. In this chapter, we analyse this dual process, which we argue has 
resulted in a new fusion of financial and industrial capital—that is, a new 
finance capital—in the period since the 2008 crisis.

Insofar as it identifies how financial hegemony is linked to a transforma-
tion of the fundamental structure of the non-financial corporation, this 
conception would seem to imply that socialist transition entails a deep and 
radical reorganisation of economic institutions. However,  Hilferding’s 
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tendency to see financial concentration and corporate organisation as syn-
onymous with the extension of conscious planning over production led 
him to underestimate the scale of this task in key respects. Nevertheless, 
his sophisticated conception of socialist transition still holds important les-
sons for the emerging ‘democratic socialist’ left today—offering an alter-
native to Leninist insurrectionism as well as an important corrective to 
proposals for firm-level democracy and worker ownership advanced by the 
new socialist movements in the US and UK. Strongly criticising the idea 
that capitalism would simply collapse ‘on its own,’ Hilferding held that 
only working-class agency, organised and expressed by a political party, 
could democratise the economy. This could best be undertaken, he 
believed, by waging a class struggle both within the state as well as beyond 
it. Socialist revolution was not a matter of ‘smashing the state’ and declar-
ing ‘all power to the workers councils,’ as it had been conceived in Russia. 
Rather, it would entail a prolonged struggle to remove sectors of the 
economy from capitalist management and market discipline, while build-
ing the technical and political capacities to manage it democratically in the 
service of social need rather than private profit. This, in turn, required the 
building of mechanisms to connect workers councils with a national plan-
ning system. In his theory and political practice, Hilferding was effectively 
fighting to transform the capitalist state by expanding parliamentary 
democracy through the extension of democratic control over production, 
and the promotion of new forms of workers’ democracy.

Towards a MarxisT Theory of CorporaTe GovernanCe

Finance Capital is largely concerned with the impact of the emergence of 
the corporation on capitalist social relations. Of course, Hilferding 
understood this not just as a generic bureaucratic organisation, but a 
specifically capitalist institutional form, which materialised the dynamics 
and tendencies Marx outlined. At the same time, the manifold operations 
and possible permutations of this form were not simply deducible from 
the operation of the mechanisms analysed in Capital. Marx articulated 
what remains a singularly compelling model of the logic of capital, but he 
left scant methodological guideposts for how this model could be ‘tested,’ 
or how the realisation of this logic could lead to the development of new 
institutional forms. If Marx stressed that only ‘real-concrete’ history is 
actual, Capital in fact remained highly abstract—with the real-concrete 
invoked primarily to illustrate the abstract model. The crucial mediating 
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and determining role of institutions, therefore, remained under-theorised. 
Moreover, the corporation had barely begun to emerge at the time Marx 
was writing, and thus he composed only a few short fragments on it in 
volume three of Capital. Yet although the relationship between abstract 
model-building and concrete historical analysis was never made clear in 
Capital, Marx does point a way forward in the chapters which identify the 
emergence of capitalist dynamics in nineteenth-century England.

Institutional Marxism defines ‘emergence’ as the dialectical process 
whereby the basic pressures of capitalist social relations are realised histori-
cally, through the development and evolution of institutional forms. Marx 
saw this in terms of levels of abstraction; but the point has often been 
overlooked that the less general (more concrete) levels have a causal force 
and dynamism of their own, and cannot simply be explained as the mecha-
nistic working out of more basic mechanisms.2 It is this distinct causal 
force of institutions as emergent properties of capitalist society, and not 
simply epiphenomenal of overarching structural laws, that Institutional 
Marxism seeks to capture. IM starts from the understanding that reality is 
stratified and composed of hierarchically ordered generative mechanisms. 
The dynamics of capital accumulation theorised by Marx—competition, 
concentration and centralisation, class struggle, and state power—are situ-
ated within this causal structure. The complexity of human society means 
that it must be conceived as an open system, characterised by immense 
variation in the realisation of more basic mechanisms across space and 
time. Emergence thus refers to the dialectical process whereby the basic 
pressures of capitalist social relations are realised through historically 
evolved assemblages of functionally interdependent institutional forms. In 
this way, IM seeks to understand the ways in which institutional patterns 
pose barriers to, are transformed by, and form the positive conditions for 
the realisation of deeper structural forces—an interaction that results in 
novel articulations of common mechanisms in distinct contexts.3

Anticipating the IM framework, Hilferding developed this approach in 
his own analysis—such that ‘from Finance Capital to his essays and 
speeches of the 1930s… a new Marxist theory of capitalist development 
took shape’ (Bottomore 1985, p. 64). Distinct phases of development, he 
saw, can be delineated by institutional shifts in the structures and processes 
through which capital accumulation and the reproduction of class 
hegemony occurs, including the organised form of surplus extraction and 
circulation, state structure, modalities of competition, world market and 
geopolitical relations, and the balance of class forces. Clearly, 
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causal mechanisms that operate at these levels exert substantial force in 
determining the historical realisation of the basic logic of capital, 
constraining or expanding the power and range of reproduction strategies 
available to specific actors embedded within this systemic logic by virtue of 
their command of institutional resources. It is important in this regard 
that Hilferding begins Finance Capital with an analysis of money, just as 
Marx began Capital by dissecting the commodity. This indicates the 
extent to which he does not see institutions as the ontological foundation 
of social reality, but rather as emergent phenomena rooted in, but not 
reducible to, deeper structural dynamics. If the object of Capital was to 
understand how the properties of the commodity embody the logic of 
capitalist production—which is fundamentally oriented towards producing 
commodities as such—the object of Finance Capital is to analyse how the 
coevolution of corporation, financial system, and capitalist state generated 
and reproduced the predominance of money-capital within all aspects of 
the accumulation process.

Finance capital is primarily characterised by the fusion of bank capital 
and industrial capital. This occurs through the ascendancy of money- 
capital—and thus the increased dominance of the abstract over the 
concrete. To begin with, the corporation replaces personal ownership with 
impersonal ownership. In the prior entrepreneurial era, capitalists  had 
directly owned and controlled capital assets (means of production) and 
raised investment largely through family networks. The corporation’s 
separation of ownership and control, however, means it must engage with 
financial markets to secure financing. This facilitated the amassing of 
unprecedented quantities of capital, but it also had the effect of converting 
industrial capitalists into creditors, or owners of money-capital who have 
no necessary connection with the uses to which their credit is put. Instead 
of qualitative capital goods (machinery, buildings, etc.), capitalists owned 
tradable shares—effectively a draft on future profits generated by assets 
controlled by professional managers. At the same time, this allowed banks 
to acquire new importance as shareholders, mobilisers of capital, and 
organisers of corporations and cartels. As the possessors of the largest 
pools of money-capital, and capable of generating credit, banks were able 
to seize control of smaller-scale entrepreneurial firms and merge them into 
large corporations. As a result, investment banks gained extensive power 
over industrial enterprises, placing individuals on corporate boards to 
create interlocking networks of firms they controlled.
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Hilferding argued that the formation of finance capital inexorably gives 
rise to a system of ‘organized capitalism,’ whereby the banks that dominate 
networks of monopoly firms steer the economy to overcome the ‘anarchy 
of free-market capitalism on a capitalist basis’ (Hilferding 1924, p. 531). 
Finance capital thus led to the socialisation of production through the 
development of stable linkages across firms, as large-scale enterprises came 
to ‘agree about their share of the market.’ Such cartelisation was 
‘enormously encouraged’ by banking interests, as ‘reciprocally destructive 
competition’ threatened their existing investments and limited their ability 
to profitably issue new shares (Hilferding 1931, p. 747). This resulted in 
what was effectively a planned economic system centred on the investment 
banks. However, capital’s drive for growth meant that competitive 
pressures would simply be displaced onto the world market in the form of 
inter-imperial geopolitical rivalry. This would take place through the 
erection of protective tariffs to secure exclusive economic territory from 
which firms from other nation-states were barred, as well as to ‘reserve the 
domestic market for national capital.’ Such measures would allow firms to 
achieve the ‘extra-profit’ necessary to ‘increase their competitiveness on 
the world market’ (Hilferding 1931, p.  748). Capitalist competition 
therefore fuelled the drive for each state to enlarge the economic territory 
within which its national firms could extract wealth through the export of 
capital, free from competition from firms located in other states.

This hierarchically planned system of production remains distinct from 
socialism because the productive forces are regulated for the benefit of 
those classes that own the means of production. Nevertheless, Hilferding 
believed it would establish the essential conditions for the democratic 
administration of the economy. While organised capitalism changes the 
character of working conditions by making unemployment less of a threat, 
it also renders the ‘usurpation of economic power’ by the capitalist owners 
more apparent and ‘unbearable’ (Hilferding 1924, p. 532). This has the 
effect of ‘unify[ing] the interests of…workers and employees of all types’ 
around the struggle for economic democracy (Hilferding 1924, p. 534). 
Perhaps even more importantly, it reorganises the internal logic of firms by 
eliminating the operation of the law of value (Hilferding 1920, p. 319; 
1927, p.  572). As organised capitalism centralises formally fragmented 
production decisions by coordinating the different branches of industry 
through scientific planning, it sets aside the coercive laws of competi-
tion—reducing the many-sided distinction between socialistic and capital-
istic organisation to the ownership structure of monopoly firms. ‘Organised 
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capitalism’ thereby effectively becomes a planned economy that is struc-
tured to benefit capitalist owners. Thus, if Finance Capital became the key 
foundation for the understanding of corporate capitalism within the 
Second International, so too did it pave the way for the widely held but 
erroneous view—rooted to some extent in the work of Marx himself—
that the corporation was a transitional form to socialism. This created the 
serious misconception that the process of socialisation is actually acceler-
ated by the concentration of corporate power.

As James Clifton argued, large corporations are in fact more competitive 
than smaller firms (Clifton 1977). Capitalist competition is not over sales 
or market share, but profits. Thus

the key strategic decision of the capitalist is what to invest in and the defin-
ing characteristic of capitalist competition is the mobility of investment – 
mobility over space and between different commercial/financial/industrial 
activities. (Bryan and Rafferty 2006, p. 167)

Competition between capitals thus takes the form of competition between 
investment opportunities: low profit rates lead to the withdrawing of 
investment, while high profits draw increased investment. Such competition 
takes place not just between firms, but also within them. It is crucial to 
recognise in this regard that an individual firm is by no means the same as 
an individual capital. Large corporations undertake a range of separate 
production processes, each of which can be identified as an ‘individual 
capital.’ It is primarily individual capitals, not the corporate institutions to 
which they are articulated, which engage in competition. Large multi- 
process firms are also the most mobile and are therefore intensely 
competitive, since planners in these firms have the greatest range of options 
for investing money-capital across diverse internal operations as well as 
new external opportunities. While corporations may in some sense be 
economic planning systems, they are nevertheless about planning 
competitiveness. Importantly, this analysis shows that competition between 
capitals is internalised not just within the firm, but also within the money- 
form itself. As abstract capital, money-capital confronts the entire range of 
possible investments as different concrete forms that it could potentially 
take. In this way, money-capital is the most liquid, and thus the most 
mobile, form of capital—and the key locus of capitalist competition.

 A NEW FINANCE CAPITAL? THEORISING CORPORATE GOVERNANCE… 



136

The finanCialisaTion 
of The non-finanCial CorporaTion

Corporations are not merely generic bureaucratic planning machines, but 
are fundamentally organised to reproduce capitalist social relations: raising 
capital on competitive financial markets, marketing products competitively, 
allocating investment competitively to maximise profits, and crafting and 
transacting sophisticated financial instruments that are critical for managing 
the risks involved in circulating value globally. The functions undertaken 
by the corporation are distinct to capitalist society, and competitive market 
discipline plays an essential part in regulating its institutional development. 
Indeed, as Hilferding shows, an important dimension of competition in 
corporate capitalism is over organisational forms: those organisations that 
are able to mobilise capital most efficiently will enjoy a range of competitive 
advantages, thereby swallowing or destroying organisational forms which 
are less capable, as well as sparking imitation. The unfolding of corporate 
organisation over time is thus akin to a process of Darwinian adaptation 
within a structural environment profoundly shaped by the contradictory 
logic of capital (Maher and Aquanno 2018).

To conceive of the corporation simply in terms of a ‘command econ-
omy’ is to completely misunderstand this dialectical historical process 
from which different modalities of corporate organisation emerge. 
Moreover, corporate institutional structures are not only defined by their 
embeddedness within capitalist society, and their function within the 
broader structure of accumulation, but also by a particular phase of 
capitalist development. If the corporation in the finance capital era 
(1880–1929) constitutes one ‘type,’ that which emerged during the 
subsequent managerial period (1930–1979) is another; the neoliberal 
firm (1980–2008), another still. As Hilferding saw, by reference to the 
institutional forms through which accumulation is undertaken, one can 
differentiate one period of capitalist development from another.

It is the function of the state to organise these systems of economic 
power into a hegemonic political order. Hegemonic orders, in this view, 
are characterised by specific ideological formations as well as particular 
structures of state-corporate organisation. Because crises of capitalism are 
also crises of particular institutional ensembles, these tend to be followed 
by restructuring and the emergence of new institutional patterns. Though 
the centrality of investment banks was already on the decline with the 
broadening of the financial system and breakup of the big family trusts, 
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the finance capital period Hilferding analysed was formally brought to an 
end after the 1929 financial crisis. Among other things, the crisis revealed 
the need for dramatically expanded state involvement in managing an 
increasingly complex corporate capitalism. As such, a massive state- 
building effort ensued, which diminished the role of the banks and 
established extensive new markets for corporate control to mediate 
between investors and industrial firms. This was achieved through New 
Deal measures such as the Securities Act and the Glass-Steagall Act, both 
passed in 1933, as well as the Securities and Exchange Act, which 
established the Securities and Exchange Commission, the following year. 
Glass-Steagall’s separation of commercial and investment banking was 
particularly noteworthy. Banks opting to pursue commercial banking had 
to restrict equity holdings and limit seats on the boards of industrial 
corporations, while investment banks could no longer accept consumer 
deposits, and thus had reduced leverage. The act thus effectively ‘separated 
financial institutions from corporate boards,’ thereby dealing the coup de 
grâce to finance capital (Simon 1998, p. 1090).

Hilferding’s late works are astonishingly prescient in their analysis of 
the changing role and increased capacities of the modern state. By the 
1940s, it was clear to Hilferding that the bank-centric phase of capitalist 
development he had observed in Finance Capital was passing into a new 
stage. This would be dominated by the power of the modern state, then 
taking shape through the New Deal in the US, the rise of Nazism in 
Germany, and Stalinism in Russia. Marxist social science, Hilferding 
argued, with its focus on economic laws, lacked the tools to grasp the 
significance of this transformation. In a 1941 manuscript he was working 
on at the time of his suicide in a Nazi prison, Hilferding argued that ‘the 
development of state power accompanies the development of the modern 
economy,’ and as a result the state was now ‘a power in its own right, with 
its own agencies, its own tendencies and its own interests.’ Consequently,

the political problem of the post-war period consists in the change in the 
relation of the state to society, brought about the by the subordination of the 
economy to the coercive power of the state. (Hilferding 1941, pp. 77–78)

In this regard, he anticipated the ‘state theorists’ of a generation later in 
identifying the impact of the expansion of state institutional capacities on 
capitalist social relations, and the degree of state autonomy from capital, 
as the crucial problems facing Marxist social science  – though such 
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theorists would certainly not go so far as to claim that the state has 
‘subordinated’ the economy.

Hilferding’s analysis proved incisive. The development of the state eco-
nomic apparatus and industrial policy dramatically accelerated over the 
war years and after. In the US, massive state investment during World War 
II resulted in the doubling of production, as well as the formation of a 
durable military-industrial complex linking the expansive new Department 
of Defense with large high-tech engineering firms and the vast science and 
technology apparatus that had emerged around the Manhattan Project. 
This facilitated the consolidation of corporate power in the hands of 
‘insider’ managers, and further reduced the power of external investors. 
These shifts were underpinned by a tremendous wave of concentration 
and centralisation in the decades following the war, forming the giant 
corporations that were the foundation for what C. Wright Mills called ‘the 
managerial reorganization of the propertied class’ (Mills 1956, p. 147). 
That the now-’multinational’ corporations these managers commanded 
were substantially autonomous from the banks meant that they had to 
develop extensive new institutional capacities, including a range of 
functions necessary to engage with a broader and more competitive 
financial system (McKenna 1995). At the same time, in marked contrast 
with the consolidation of shareholdings that had existed during the finance 
capital era, stock ownership was now fragmented and dispersed, preventing 
the emergence of an oppositional block of ownership power that could 
challenge this managerial layer. Shareholder-elected boards of directors, 
once the centres of corporate control, became backwaters controlled by 
internal management. This ‘Golden Age’ of managerial capitalism 
extended throughout the two-decade-long post-war boom, until crisis 
struck once again in the 1970s.

It is within this managerial era that the roots of the new finance capital 
lie. Even as this managerial stratum consolidated its position at the top of 
the institutional pyramid, corporate  diversification and international 
expansion made it increasingly difficult to manage complex operations 
through hierarchical Weberian bureaucracies. This was exacerbated by 
trends in anti-trust prosecution, whereby price competition was protected 
by preventing firms from controlling too large a share of the market in any 
one sector—thereby leading large firms to pursue growth through 
acquisitions across unrelated sectors (Hyman 2012). Top executives had 
neither the time nor the industry-specific knowledge to be directly involved 
in the operations of each business (Chandler 1962, pp. 299–314; Cordiner 
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1956, pp. 44–45; Paxton 1955). The answer was decentralisation, whereby 
operational responsibility for specific businesses would be downloaded to 
lower-level divisional managers, while top executives became ‘general 
managers.’ As top executives moved away from operational roles in 
overseeing specific businesses and into general entrepreneurial or 
investment functions, they came increasingly to resemble finance capitalists 
located at the nexus of finance and industry. These new ‘general managers’ 
sought to approximate (abstract) capital ‘in general,’ in search of the most 
profitable concrete investments. Moreover, that ‘the top team was now 
less the captive of its operating organizations’ also meant that they required 
‘the financial offices [to] provide more and better data,’ which drove the 
expansion and empowerment of corporate financial operations (Chandler 
1962, p.  310; Cordiner 1956, p.  98; O’Boyle 1998, p.  52). The 
quantitative metrics these financial units provided constituted general 
criteria on the basis of which general managers could assess internal and 
external operations alike: judging the performance of internal operating 
units alongside ‘new areas for development or expansion in which 
operating unit executives would have comparatively little interest or 
knowledge’ (Chandler 1962, p.  310). Increasingly, these metrics were 
seen in terms of exchange-value: what made qualitatively distinct 
production processes comparable was their quantitative money-value as 
determined by rates of return.

This was the essence of the financialisation of the non-financial corpo-
ration. Though often conceived in terms of industrial corporations mor-
phing into banks by expanding their financial services investments, this 
process in fact entails a much deeper institutional reorganisation of the 
corporation from a system of production to a system of investment (Fligstein 
1990). This had three broad dimensions: (1) the conversion of top corpo-
rate managers into bearers of abstract money-capital; (2) the reorganisa-
tion of corporate governance as an internal capital market; and (3) the 
empowerment of corporate financial functions over the rest of the organ-
isation. By the 1970s, corporate planning structures had come increasingly 
to resemble internal capital markets. Top executives saw business divisions 
not as concrete production processes to be directly managed, but as a 
portfolio of discrete investments. These divisions competed with one 
another, and even with outside subcontractors, for a finite sum of invest-
ment funds distributed by senior executives. Divisional managers devel-
oped business plans autonomously, which they presented to top managers 
as if they were external investors. In these ways, divisional managers were 

 A NEW FINANCE CAPITAL? THEORISING CORPORATE GOVERNANCE… 



140

encouraged to act like owners, making autonomous decisions based on the 
need to secure investment from corporate planners for their individual 
business units. Additionally, to the extent possible, managerial remunera-
tion was tied to the contribution of their business unit to the firm’s share 
price (Fligstein 1990; Rothschild 2007; Useem 1993, 1996). 
Decentralisation therefore also meant replacing rigid bureaucratic hierar-
chies with flexible financial discipline. This was enforced especially by the 
firm’s financial unit, which ‘exercised ultimate control over money and 
personnel’ (Cordiner 1956, pp. 66–7; O’Boyle 1998, p. 52).

This was reinforced by the broader rise of the financial sector from the 
1970s onward. However, the neoliberal form of financial power was 
different from that which had existed during the finance capital period. It 
was characterised not by direct bank control of industrial corporations, but 
rather polyarchic financial hegemony, in which constellations of competing 
financial institutions came together to exert broad influence and discipline 
(Carroll and Sapinski 2011, pp. 180–95; Glasberg and Schwartz 1983; 
Mintz and Schwartz 1986, 1987; Scott 1997, p. 139). Bank power was far 
less centralised, less powerful relative to industrial firms, and its relationship 
to corporate governance more substantially mediated by institutions 
within which ‘insiders’ retained considerable control. Industrial firms were 
much larger and more complex, placing a premium on ‘insider’ knowledge. 
To be sure, financial hegemony was partly expressed through interlocking 
directorates possessed by financiers, but boards themselves were less 
significant institutional spaces for organising and expressing corporate 
control than they had been in the finance capital era. In both cases, more 
significant than these institutional venues were the underlying capital 
relations that they expressed and facilitated. Such relations are constituted 
by the functional structure of accumulation—consisting of roles in 
mobilising capital including granting or withholding credit, setting interest 
rates, and buying or selling large blocks of shares. An important aspect of 
financial power, therefore, was the extent to which firms had to rely on 
external financing. With declining profitability and persistent deficiencies 
in capital formation at the end of the post-war boom, internal financing 
was constrained, and industrial firms became more dependent on external 
sources of capital—thereby increasing the relative power of the financial 
sector. Investors used this leverage to push for further financialised 
restructuring, including the empowerment of the corporate financial 
operations with which they were closely linked.
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These shifts were further buttressed by a wave of concentration and 
centralisation of equity in the hands of large financial institutions during 
the 1970s, fuelled by the pools of capital that emerged in the form of 
occupational pension funds. Ironically, the proliferation of such funds 
‘reflected the strength of unions in collective bargaining in the 1960s,’ yet 
these victories for union power in fact ended up contributing to building 
financial hegemony, shifting the balance of class forces towards capital and 
intensifying financial pressure for restructuring non-financial corporations. 
The state, too, was essential to the tremendous growth of such funds: ‘tax 
advantages for both corporations and workers’ played a significant role in 
the extension of pension plan coverage ‘from a fifth of the private sector 
workforce in 1950 to almost half by 1970’ (Panitch and Gindin 2012, 
p. 121). By the 1970s, pension funds became the largest single holders of 
corporate stock (Drucker 1976, pp.  1–2; Herman 1982, p.  138; Kotz 
1978; Rifkin and Barber 1978, p. 10, 234; Scott 1997, p. 67). The scale 
of these holdings prevented such big institutional investors from simply 
following the ‘Wall Street Rule’ and dumping shares of underperforming 
firms, as it would be impossible to sell such a large number of shares all at 
once without seriously depressing their value. This created a further need 
among investors for new mechanisms for coordination with and oversight 
of ‘insiders.’ After the hostile takeovers by the ‘corporate raiders’ of the 
1980s, the power of institutional investors was felt in the wave of proxy 
fights in the 1990s, as the new hierarchy began to crystallise. Institutional 
linkages were constructed between financiers and the governance 
structures of industrial corporations, including in the form of ‘investor 
relations’ units (Useem 1993, 1996). This, in turn, enhanced the power 
within the firm of corporate finance, which further pressed financialised 
reorganisation.

In this way, the rise of the financial sector was linked with the finan-
cialised restructuring of the non-financial corporation. While no major 
corporation had a chief financial officer in 1963, beginning in the 1970s, 
the trend began to sweep the business world, becoming all but ubiquitous 
by the 1990s—with diversified conglomerates in the lead. This signalled ‘a 
fundamental redistribution of managerial roles, with greater relevance of 
financial considerations built into the executive structure and the decision- 
making process.’ Whereas in the past,

corporate finance had been a back-office function performed by treasurers 
or controllers, whose duties were confined to tasks like bookkeeping and 
preparing tax statements.
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The CFO was now the company’s second-in-command, controlling vast 
institutional resources. ‘Financial’ considerations became increasingly 
paramount, as CFOs

gained critical say in key strategic and operational decisions, from evaluating 
business unit performance, inventing new ways to leverage capital, managing 
acquisitions and divestitures, and fending off hostile takeover attempts, to 
serving as the company’s primary ambassador to investors and financial 
analysts. (Zorn 2004, pp. 346–7)

The CFO’s ‘investor relations’ functions in particular both reflected the 
rise of finance and contributed to the financialisation of the corporation. 
In addition to supplying data and making forecasts for investors, CFOs 
also pushed forward the disciplines within the firm necessary to meet these 
expectations. This included ensuring that financiers ‘got their cut’ in the 
form of interest, dividends, and asset valuations—shifting the distribution 
of profits across the capitalist class as a whole towards the financial sector 
and culminating in what would be called ‘shareholder value.’

new finanCe CapiTal: a new phase 
of CapiTalisT developMenT?

The relative irrelevance of boards of directors over the managerial period 
reflected the empowerment of industrial managers over investors, as boards 
were basically under the control of insider managers. With the rising power 
of the financial sector by the 1990s, boards again began to emerge as sig-
nificant institutional venues for expressing investor power within corporate 
command and control structures, organising a constellation of financial 
interests to finance and govern industrial assets. As the power of finance 
grew, financiers continued to push for more substantial forms of corporate 
‘compliance’ and ‘good governance.’ Similarly, major episodes of corrup-
tion at Enron and WorldCom paved the way for corporate governance 
rules that allowed boards to discipline management and initiate key opera-
tional and strategic policy. Reforms stressed the importance of having 
boards composed of a majority of independent members as well as inde-
pendent board compensation and audit committees and pushed codes of 
business conduct to improve transparency.

This restructuring of corporate governance was supported by develop-
ments in the state regulatory apparatus, as indicated by the Sarbanes-Oxley 

 S. MAHER AND S. M. AQUANNO



143

Act and especially the SEC’s Regulation FD, which greatly strengthened 
the power and independence of boards. The latter prevented the selective 
disclosure of corporate information to large investors, ensuring that all 
shareholders had the same information and that institutional funds were 
no longer tied to company boards. While these shifts in state policy set the 
conditions for a different interaction between management and owners, 
the regulations and restructuring that followed the 2008 subprime finan-
cial crisis was even more substantial. Above all, this initiated a process of 
dual concentration within the financial system: among both a small group 
of large banks and investment funds. US regulators looking for a way to 
stabilise the financial system, amidst the seizure of short-term funding 
markets and the collapse of key asset classes, found a solution in the merger 
of large financial institutions. Whether or not this crisis management pol-
icy reflected an understanding that larger firms are better suited for global 
competition, its impact was to create a new class of diversified mega banks, 
registered in the large increase in the share of system assets of the top five 
US banks (BIS 2018).

A further change occurred in the fund management industry. This first 
involved the meteoric rise of a group of activist hedge funds, such as Elliott 
Management, Starboard Value, Carl Icahn, ValueAct, Corvex Management, 
and Bulldog Investors: between 2004 and 2016, these funds increased 
their assets under management (AUM) by 1400 per cent. Activist funds 
attempt to extract latent value from underperforming corporations by 
shaping the composition of boards of directors through proxy contests and 
better proxy access, which can serve as institutional positions for pushing 
for deeper restructuring of assets and labour processes. They also try to 
influence strategic and operational policies by working directly with man-
agers through investor relations departments (Sawyer et al. 2019). Second, 
the crisis resulted in a major shift in portfolio strategy towards passive 
management. Passive funds follow a selected market index (e.g. the 
NASDAQ or S&P 500) and do not engage in regular trading. As a result, 
they have much lower management fees and a long-term investment 
approach. Indeed, these funds hold shares indefinitely, trading only to 
reflect the shifting weight of different firms in a given index. Whereas prior 
to the crisis, 75 per cent of equity funds were actively managed by a port-
folio manager, passive funds are now larger in size, with over $4 trillion 
under management (McDevitt and Schramm 2019). The massive portfo-
lio held by these funds in fact means that they are collectively the largest 
equity owner in many American corporations (Fichtner et al. 2017).4 This 
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long-termism has led these funds to build linkages to industrial corpora-
tions to allow for more routinised and systematic contact.

Paradoxically, then, the aftermath of the crisis saw both a sharp rise in 
investor activism and a simultaneous historic shift in portfolio strategy 
towards passive management. Yet far from being antagonistic to one 
another, these two trends are in fact complementary and mutually 
reinforcing. Moreover, both have encouraged the development of 
institutional linkages between financial institutions and non-financial 
corporations, which in turn have increased pressure for a neoliberal 
restructuring of corporate governance and the labour process. This all 
generates great pressure for maximising shareholder value through cost- 
cutting and enhanced margins, encouraging the implementation of ‘lean 
production’ as well as outsourcing and offshoring to precarious and low- 
paid workforces in both North America and peripheral zones.

State regulation and management was a crucial factor in generating the 
investment shifts that followed the 2008 crisis. Key here was the Fed’s 
quantitative easing program. In the process of detoxifying bank balance 
sheets and backstopping losses, QE pushed up asset prices along the risk 
spectrum, as private sellers rebalanced their portfolio into riskier assets. 
This drove a boom in equity prices that made it difficult for investment 
firms to justify high management costs. In response, institutional investors 
altered their growth model and began attracting new capital through low- 
fee passive funds, while hedge funds competed by adopting activist 
strategies capable of outperforming the market. Moreover, by limiting 
repo trading and forcing investment banks out of key secondary markets, 
the tighter liquidity and risk thresholds associated with post-crisis 
regulation pushed institutional funds away from short-term funding 
markets and enabled them to expand their concentration of equity 
ownership. All of this took a significant step forward with the passage of 
the Dodd-Frank Act, which gave renewed impetus to corporate governance 
reform that served to further consolidate investor power. The 13 sections 
of the DFA dedicated to corporate governance include new ‘say on pay’ 
and disclosure rules that have greatly emboldened shareholders.

The prime importance of these shifts in fund management lies in the 
new form of organised power that has taken shape as passive institutional 
funds have integrated their strategies with activist hedge funds. As large 
long-term holders of corporate equities, passive investment funds have 
regularly supported activist hedge funds in their attempts to restructure 
corporate assets to release latent value. They have also reduced market 
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liquidity, encouraging hedge funds to take more long-term strategies 
themselves. At the same time, these strategies have been supported by and 
reinforced the empowerment of financial units and competitive logics 
within non-financial corporations, which push for increased returns from 
the productive assets they control. This confluence of forces has produced 
a new constellation of financial power expressed in part through greater 
contestation over non-financial boards of directors. It has allowed hedge 
funds to leverage their small ownership percentage to pursue successful 
activist campaigns and encouraged large institutional investors to build up 
sophisticated corporate management teams to further their control over 
corporate governance (Jahnke 2017, 2019).5 The result has been a new 
structure of ownership and control, marked by a fusion of finance and 
industry and the further dominance of money-capital over production: 
what we call a new finance capital. Though financial control is now 
exercised through shareholder activism, this resembles the system of bank 
power described by Hilferding insofar as financiers have come to take a 
more direct role in the governance of industrial corporations, while 
industrial managers themselves increasingly resemble money-capitalists.

While the post-crisis restructuring of the financial system deepened the 
power of banks, it has at the same time produced a parallel process of 
concentration in the fund management industry. This new form of 
governance is rooted in the same type of financial long-termism identified 
by Hilferding, given that it aims to maximise financial profits through 
shifts in corporate organisation and to gain ‘greater security’ for the capital 
invested by fund managers by increasing the voice of financiers within 
corporate command and control systems and intensifying the discipline of 
money-capital inside non-financial firms (Hilferding 1910, p. 199). The 
power and autonomy boards amassed during the neoliberal period 
facilitated greater financial discipline as polyarchic financial hegemony 
became more centralised, and the linkages between finance and industry 
more extensive and direct, after 2008. As we saw, in addition to the 
growing significance of boards of directors, this fusion of finance and 
industry has been apparent from the emergence of ‘investor relations’ 
offices within non-financial corporations. So too was it evident from the 
reciprocal growth of similar ‘corporate relations’ units within financial 
institutions. The latter also serve to coordinate and network with activist 
investors and influence board policy.

But if all this suggests that a qualitatively new phase of capitalist devel-
opment is emerging from the restructuring underway since the 2008 
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crisis, it is not yet completely clear that this new finance capitalism repre-
sents a permanent qualitative shift from the interlocking forms of financial, 
industrial, and state power that constituted the neoliberal form of class 
hegemony. To be sure, many firms have acquiesced to the new logic, either 
by accepting activist demands or by moving towards majority voting and 
away from classified boards and poison pills. Nevertheless, the intensifica-
tion of financial discipline has also produced new strategies for insulating 
corporate governance from financial discipline, such as by limiting share-
holder voting rights. The future of these new modalities of corporate own-
ership and control is not yet clear. Similarly, the power of activist investors 
seems tied to the combination of low interest rates, low inflation, and 
monetary stimulus, as these conditions shaped the investment strategies 
leading to the closer fusion of finance and industry. While the develop-
ment of investor and corporate relations departments and their reciprocal 
interaction highlights the institutional durability of these new linkages, 
their connection to a specific set of market entanglements means that this 
is simultaneously unstable and volatile.

Indeed, deep contradictions have resulted from the pattern of ‘dual 
concentration’ we have described between different forms of concentrated 
power. It is very significant that activist networks have begun targeting 
mega banks by drawing on the DFA’s disclosure requirements. Vanguard, 
State Street, and BlackRock alone own about 20 per cent of the equity of 
the top five US banks. This has led them to become increasingly involved 
in campaigns requiring the largest banks to sell off underperforming 
divisions. In response, these banks have vigorously defended their business 
models and actively sought out new corporate and political alliances—as 
demonstrated by the Business Roundtable’s recent rejection of shareholder 
primacy ‘as the sole purpose of the corporation’ (Ritholtz 2019).6 This 
marks a shift from the Roundtable’s previous philosophy, laid out in a 
1997 whitepaper on corporate governance which argued that ‘the 
paramount duty of management and boards of directors is to the 
corporation’s stockholders’ (Business Roundtable 1997). Though the left 
widely dismissed this statement as a mere exercise in public relations by 
corporate elites, a Marxist theory of corporate governance helps us to 
understand how this may in fact be rooted in the institutional contradictions 
that have attended neoliberal financialisation. The conflict between these 
two components of organised financial power, which intensified in the 
aftermath of the 2008 crisis, will go a long way in determining the form 
which financial power will take in the years ahead.
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deMoCraTiC ConTrol and soCialisT planninG

As we have shown, Hilferding’s work offers some of the crucial founda-
tions for a Marxist theory of corporate governance. It does so in four 
interrelated ways: (1) a theorisation of finance capital as distinct from 
financial and industrial capital, and constituted through the fusion of 
these two forms; (2) the identification of money-capital as the abstract 
form of capital which comes to dominate the concrete processes of produc-
tion through this fusion; (3) an understanding of how institutional forms 
emerge within capitalist society dialectically in relation to the dynamics of 
capitalist competition, concentration and centralisation, the balance of 
class forces, integration with the world market, and the organisation and 
exercise of state power; and (4) the periodisation of different ‘phases’ of 
capitalist development by reference to the institutional modalities through 
which accumulation occurs. These constitute some of the key analytical 
tools for understanding the institutional changes that we have argued 
amount to a new finance capital, characterised by a new fusion of financial 
and industrial capital. In this process, the increasing mediation of the 
money-form within corporate governance has led the managers of large 
industrial corporations to become financiers, while financiers have likewise 
developed increasingly substantial and direct linkages with industrial 
corporations.

This is not merely of academic interest. Indeed, these tools have never 
been more essential for political strategy than today, as Bernie Sanders in 
the US and Jeremy Corbyn in the UK helped to catalyse a surprising and 
promising new socialist movement. The policies these leaders have 
proposed for advancing the socialisation and democratisation of the 
economy have consisted primarily of expanding different forms of worker 
ownership, and increasing workers’ ‘voice’ in the management of capitalist 
firms.7 Assessing whether these represent meaningful steps towards 
economic democracy requires understanding how they will impact the 
actually existing forms of institutional power in which they seek to 
intervene. This requires some conception of how these forms take shape 
and are reproduced. In this regard, as well, Hilferding’s work frames some 
of the crucial questions still facing the socialist movement today and helps 
to develop a roadmap to socialist transition beyond what has been 
proposed in the form of worker cooperatives and other models focused on 
extending firm-level democracy. Whereas these strategies remain captive 
to the forces of market competition and the need for profit, Hilferding 
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insists on a struggle to transform the state and undertake the democratic 
planning of the economy.

Hilferding viewed socialist transition as a process of extending demo-
cratic control over the economy as a whole by strategically removing spe-
cific sectors from capitalist ownership and market discipline and subjecting 
them to public planning. Therefore, the first task of the socialist movement 
was to deepen and broaden the democratic capacities of the working class 
through struggle and popular education. This took place through the 
organisation of a mass party capable of ‘transcending the different fractions’ 
within the working class. These divisions develop as gender, race, ethnic, 
and national identities tend to throw ‘workers against each other both 
concretely and intellectually,’ and also as short-term material interests take 
precedence over long-term democratic goals (Hilferding 1924, p.  538; 
1927, p. 575). Hilferding saw this politicisation and organisation as a slow 
process rooted in ‘continuous struggle,’ through which the building of 
parliamentary and extra-parliamentary forces would be mutually 
reinforcing. Running in elections and waging a struggle within the 
capitalist state would both draw support from, and reciprocally support, 
the development of durable institutions of working-class power outside of 
parliament. This included the build-up of public and workplace-centred 
educational institutions to ‘enlighten the popular masses’ and foster 
‘cooperative solidarity’ (Hilferding 1918a, p. 292; 1920, p. 324; 1925, 
p. 561). The ‘psychological transformation’ nourished through ‘conscious 
educational work,’ he argued, functioned as an essential ‘prerequisite for 
economic democracy’ (Hilferding 1924, p. 533).

The transition to socialism would occur through the transformation of 
the state: new forms of workplace, community, and national-level democ-
racy would be organised and linked through the agency of the party, which 
would restructure the state apparatus to promote, support, and integrate 
these processes. This struggle would not be consummated in a single revo-
lutionary upsurge. Rather, Hilferding argued that the transition to social-
ism would take place through a series of ruptures, inflection points, and 
potential reversals. This process would continue even after the working 
class had captured political power, since the socialisation of the economy 
could ‘occur only in a long-term… evolutionary way’ due to the deep 
organisational and structural basis of capitalist class power (Hilferding 
1924, p. 533). Socialisation would proceed from ‘capital’s strongest eco-
nomic positions’ in a ‘step-by-step fashion’ until the material and psycho-
logical conditions for transition were fully realised (Hilferding 1919a, 
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p. 301–2). These branches of the economy possessed the technical and 
organisational capacities that make socialist planning possible. More 
important, their strategic position in the system of production allowed 
democratic control to impact profit patterns in other related sectors 
(Hilferding 1920, pp. 323–5). As a result, taking these ‘key positions of 
economic power’ would initiate an ‘organised’ transformation of the econ-
omy, allowing society ‘to control all of the positions that form the basis of 
economic power’ (Hilferding 1919a, 1924, p. 302).

The path to socialist economic planning thus developed around a ‘com-
bination of socialist and bourgeois democracy’ (Hilferding 1918b, p. 295). 
While working through the institutions of liberal democracy in this way 
opened the door for ‘unreliable governments’ and ‘reactionary impulses,’ 
it established important political conditions for a national planning regime 
capable of integrating communal interests (Hilferding 1918b, p. 299). In 
the period of transition, firms still operating capitalistically would be sub-
ject to legally protected workers councils that participated in production 
decisions by exerting limited control over ‘enterprise operations’ 
(Hilferding 1919b, p. 297). Democratic workers councils would serve as 
industrial parliaments for socialised industries, and constitute the heart of 
the socialist planning regime. For Hilferding, the council system possessed 
the technical and administrative capacities that were indispensable for 
managing the economy, and would prevent the ‘bureaucratization of pro-
duction’ by democratising workplace authority. (Hilferding 1920, p. 316). 
As the ‘permanent representation of the whole working class,’ these coun-
cils transferred control over productive assets to workers and consumers, 
and were also given certain political functions aimed at advancing and 
securing the interests of the revolution (Hilferding 1919b, p.  298). 
Hilferding’s conception of socialist transition thus differed markedly from 
the Bolshevik call to ‘smash the state’ in a single blow through insurrec-
tion, focusing instead on building the extensive state and working-class 
capacities necessary to democratically manage a socialist economy while 
preserving the gains institutionalised within the existing liberal demo-
cratic state.

Though he saw workers councils as key organs of workers power in a 
socialist society, and sought to develop strategies for supporting their 
emergence within capitalism as a key to achieving a transition to socialism, 
Hilferding nevertheless opposed—just months after the Russian 
Revolution—the slogan of ‘all power to the workers’ councils’ (or Soviets). 
He did so on the grounds that this would lead to dictatorship, and just as 
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importantly, that individual plants do not belong to the workers who work 
in them, but rather to the entire society. The crucial challenge in this 
respect was to find ways to integrate workplace councils with broader 
democratic planning structures articulated at the regional and national 
levels. Society as a whole, not individual workplaces or firms, must 
democratically determine the division of labour, and the relative output of 
different sectors and branches. For this reason, the ‘rights of the councils 
must be limited’ so that production decisions do not ‘exclude any part of 
the population.’ To some degree, this could be accomplished by 
establishing a central workers body, composed of delegates from local 
councils, responsible for reviewing and submitting legislative proposals. 
But even this risked corrupting the general will with narrow sectoral 
interests. Hilferding saw the solution to this in a democratically elected 
national assembly that worked with the councils to express the interests of 
the ‘whole community’ (Hilferding 1919b, p. 297).

Initially, Hilferding focused this strategy on the banking sector, but this 
changed as he observed shifts in the production process owing to 
technological advancements. As commodity chains grew more dependent 
upon the use of synthetic chemistry, he argued that socialisation should 
begin in the energy and raw materials sector (Hilferding 1918b, p. 294; 
1925). The need for credit during the transition period meant that, in his 
opinion, big banks could not be immediately socialised but rather would 
have to be slowly merged ‘into a single agency’ and gradually ‘taken over 
by society’ (Hilferding 1919a, p. 300). This strategy must be placed in the 
context of Hilferding’s argument that socialisation is stimulated through 
‘legislation… placing firms in syndicates,’ and the problematic nature of 
seeing capitalist concentration and cartelisation as steps towards socialism 
in themselves. Nevertheless, it points to the importance of restructuring 
the financial system and bringing it under public control as a central 
priority of socialist transition. In any case, it is important to take account 
of the extent to which Hilferding’s strategic reflections begin from a 
concrete appraisal of class power and corporate organisation. This 
immediately takes him to the central nodes of economic control and 
patterns of corporate and state governance underpinning accumulation, 
and how these are constituted through capitalist social pressures during 
particular moments of struggle. In the current conjuncture, this draws 
attention to the forms of financial power consolidated in the post-2008 
period and implies that a pivotal component of socialist strategy should be 
socialising passive investment firms like BlackRock and State Street.
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Of course, achieving a victory on this scale is currently hard to imagine 
given the balance of class forces. And yet, it is not clear that this is 
significantly more out of reach than Bernie Sanders’ call the ‘break up the 
banks’—which would not increase democratic control over finance and 
investment. Nor does expanding worker ownership of individual firms, or 
increasing worker ‘voice’ in shaping competitive strategy to maximise 
profits, directly contribute to the socialisation of the economy. On the 
other hand, taking the firms that are at the centre of the new finance 
capital into public control could be a major step in this direction. This 
could be complemented by further moves to democratise the financial 
system, such as by shifting the Federal Reserve’s regulatory functions to 
include not merely reducing market volatility, but extending public control 
over corporate investment—for example, by imposing penalties on firms 
that fail to restructure their investments to meet the needs of a ‘green 
transition.’ This could be supported by the implementation of a Green 
New Deal, with firms seeking state contracts forced to submit to state- 
imposed planning agreements directing them to produce particular socially 
useful goods. So too could such a strategy include support for workers 
cooperatives, overcoming competitive pressures by embedding these 
within regional planning structures. It is this conception of socialist 
transition—as a process of state transformation and the reorganisation of 
economic institutions so as to promote the socialisation and democratisation 
of all forms of governance—that should animate strategic debates within 
the socialist movements taking shape today.

noTes

1. And, it should be said, were both greatly influenced by Hilferding.
2. See Karl Marx, Grundrisse, Introduction, Part III: The Method of Political 

Economy. The consequence of reifying the most abstract level as the essence 
of concrete history is the formulation of an Idealist Marxist, as in the work of 
Louis Althusser. See Maher 2016.

3. For a thorough elaboration of the Institutional Marxist framework, see 
Maher and Aquanno 2018.

4. As of 2017 one of Vanguard, BlackRock, or State Street was the largest 
shareholder in 88 per cent of the S&P 500 companies.

5. Jahnke provides a good empirical description of this new form of corporate 
control. He shows that while 6 per cent of S&P 500 companies reported 
investor engagement in 2010, this rose to 23 per cent in 2012, 50 per cent 
in 2014, and 72 per cent in 2017. His research also finds that from June 
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2016 to June 2017, Vanguard, a major passive investment firm, reported 
954 engagements with corporate managers.

6. It has been widely reported that Jamie Dimon, CEO of JPMorgan Chase 
and Co., spearheaded this shift.

7. For a thorough discussion of these proposed policies, see Maher et al. 2019.
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It was not free trade England, but the protectionist countries, Germany 
and the United States, which became the model states of capitalist 

development, if one takes as a yardstick the degree of centralization and 
concentration of capital (that is, the degree of development of cartels 

and trusts) and of the domination of industry by the banks – in short, 
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phase capitalism entered in the late nineteenth century, also considered 
the most developed and mature form of the relation, needs to be treated 
‘with considerable caution’. While monopoly has certainly characterised 
capitalism since the late nineteenth century,

in practice, a broad range of relations has prevailed among contemporary 
industrial and financial capitals, often with national characteristics. 
Moreover, … [contrary to Hilferding] there is no universal long-term 
tendency for industrial capital to rely on bank loans to finance fixed capital 
formation.

In short, finance capital does not adequately capture the complexity and 
range of relations between industrial and banking capital in the course of the 
twentieth century. (Lapavitsas 2013, p. 60)

For Lapavitsas, if the concept of finance capital is important, it is only 
because it focuses attention on the new types of links between bank and 
industrial capital, ‘merely incipient when Marx wrote Capital’, that had 
arisen some decades later and were analysed by Hilferding under 
that rubric.

Meanwhile, François Chesnais employs the term finance capital in 
Hilferding’s original sense ‘not for reasons of “orthodoxy” but of analytical 
clarity’. For him, it designates ‘the simultaneous and intertwined concen-
tration and centralisation of money capital, industrial capital and merchant 
or commercial capital as an outcome of domestic and transnational concen-
tration through mergers and acquisitions (M&As)’. In his analysis of con-
temporary financialisation, including its international aspects, however, he 
supplements the concept of finance capital in Hilferding’s sense with the 
companion concept of ‘financial capital’, meaning ‘concentrated money 
capital operating in financial markets’ (Chesnais 2018, p. 5).

The implication here is that Finance Capital is outdated, at best a good 
guide for what happened at a particular stage in the development of 
capitalism, and perhaps to some limited elements of the structures of 
contemporary capitalism, but of little general relevance today. If so, this is 
pretty damning indictment of a work which argued that finance capital was 
the ‘supreme and most abstract’ expression of capital (Hilferding [1910] 
1981, p.  21), ‘the highest stage of the concentration of economic and 
political power in the hands of the capitalist oligarchy … the climax of the 
dictatorship of the magnates of capital’, and one, it must be pointed out, 
which was ripe for transformation into ‘the dictatorship of the proletariat’ 
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(ibid., p.  370). Considering that Finance Capital (hereafter FC)  was 
considered in its time ‘the fourth volume of Capital’, and given that it was 
taken up in good part with a further development of Marx’s understanding 
of money and credit, it also puts a question mark over Marx’s understanding 
of these critical matters. Just how much rides on how we judge Hilferding’s 
and, by extension, Marx’s understanding of money and finance and their 
relevance today becomes clearer when we pause to consider that Marx’s 
critique of Say’s Law, the pivot of his understanding of capitalism, rested 
on pointing to the independent role of money in capitalism and Hilferding 
concurred.

Against these judgements, which damn Hilferding, and, by extension, 
Marx, with faint praise, this chapter argues firstly that Hilferding’s analysis 
in FC has a wider and deeper resonance. He was unaware neither of the 
varieties of relationships between money and industrial capital to which 
Lapavitsas refers nor of ‘financial capital’ of the sort that Chesnais 
distinguished from finance capital. In FC, Hilferding contrasted the 
development of the financial sector in ‘free trade England’ with that of the 
‘protectionist countries’, particularly Germany and the United States. In 
the former, short-term, market based, money-dealing capital focused on 
trading fictitious capital in a parasitical relation with industrial capital. In 
the latter, the ‘model states’ of finance capital, the relation between the 
banks and industry is so structured that, while the former dominate, they 
use their dominance to engineer the productive expansion of industrial 
capital.

We may note two important things about these contrasts. On the one 
hand, these contrasts resonate with the many overlapping contrasts 
between two contrasting models of capitalism and the relation of money 
and industrial capital in them that have come to pervade the critical 
literature on capitalism and financialisation in recent decades. Linked to 
Alexander Gerschenkron’s (1962) formative idea of ‘late development’ 
(itself, as we shall see, part of the Marxist idea of uneven and combined 
development), they have acquired wide currency in recent contrasts 
between ‘Anglo-Saxon’ or ‘Stock Market’ capitalism and ‘welfare’ or 
‘Rhineland’ capitalism of the continental variety (made, for instance, by 
Dore 2000 and Hutton 1995) and in the proliferating literature on models 
and varieties capitalism (respectively, Coates 2000 and Hall and Soskice 
2001) (Table 1).

On the other hand, Hilferding’s contrasts were also rooted in Marx’s 
own historical understanding (on this, Hudson 2010 is very useful) of the 
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two very different models of industry-finance relationships. Both saw the 
English model as historically closer to pre-capitalist usury which ‘just like 
trade, exploits a given mode of production from outside. Usury seeks 
directly to maintain this mode of production, so as to constantly exploit it 
anew; it is conservative, and simply makes the mode of production more 
wretched’ (Marx [1894] 1981, p. 745). In the long history of capital’s 
emancipation from this form, whose culmination would be a developed 
credit system subordinated to industrial capital, the English model was 
stuck at the emancipation of commercial capital, while in the protectionist 
countries, Hilferding’s FC brings out clearly, finance capital represented 
the emancipation of industrial capital from the pre-capitalist form.

A second argument this chapter makes is that, in addition to distin-
guishing these two models and positing a succession from the more primi-
tive English model to the more productive model of  finance capital, 
Hilferding, following Marx, also gave a historical account of how and why 
finance capital was triumphing over the English model. His argument here 
took the form of a version of the logic of uneven and combined develop-
ment (UCD) a quarter century before Trotsky coined the expression in 
the first chapter of his famous History of the Russian Revolution. This was 
not surprising because, as I have argued elsewhere (Desai 2013), while 
Trotsky may have coined the term, the idea was anticipated by Marx and 
Engels and shared by Marxists of later generations. Interestingly, as Marcel 
van der Linden (2012) has demonstrated, Gerschenkron’s idea of late 
development was rooted in this understanding even though, for political 
reasons, he neglected to reference it (van der Linden 2012).

Many Marxist scholars are simply unaware of the distinction Hilferding 
made between the free trade England model and that of the protectionist 

Table 1 Comparison between free trade England model and the model of pro-
tectionist country finance capital

Free trade England model Protectionist country finance capital

Market capitalism Relationship capitalism
Short-term capital Long-term or ‘patient’ capital
Stock market capitalism Welfare capitalism
Anglo-Saxon capitalism Rhineland capitalism
Wall Street Main Street
Speculative Productive
Shareholder capitalism Stakeholder capitalism
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countries even though it was central to Hilferding’s argument in FC (see, 
for instance, the discussion in Brangsch et al. (2018, pp. 256–8)). More 
careful scholars, such as Lapavitsas and Chesnais, do note the distinction. 
Lapavitsas realises that ‘the future of capitalism for Hilferding lay in 
Germany, a late developer that relied on her banks, not England’ 
(Lapavitsas 2013, p. 137), rightly references the aforementioned literatures 
on varieties of capitalism and realises that contemporary ‘[f]inancialization … 
can be considered as the ascendancy of Anglo-Saxon, market based finance’ 
(ibid.). Chesnais, for his part, not only notes the historical differences 
between the two models, but also discusses contemporary individual 
national models very intricately.

However, these discussions fail to note the deep connection of these 
contrasts to Marx’s thinking and the conviction of both that the 
subordination of credit to the needs of industrial capital, the highest form 
of this relationship which Hilferding labelled finance capital, would also 
form the basis of a transition to socialism. And they do not ask the historical 
question as to why, if both Marx and Hilferding considered the productive, 
long-term, finance capital to be the more advanced model of the bank- 
industry relation, our economies are, over a century later, laden down 
with the more backward, parasitical speculative, short-term English model. 
Nor do they ask what this says about Hilferding’s and Marx’s understanding 
of money and credit.

The third argument this chapter makes is that the answer to this ques-
tion lies in a twist of history itself. In the decades spanning the intensifica-
tion of imperial competition in the last decades of the nineteenth century 
and in the Thirty Years’ Crisis (1914–1945) that opened with the First 
World War, the dominance Britain enjoyed over world capitalism thanks to 
her early industrial lead was successfully challenged by the productively 
superior ‘protectionist’ countries, particularly Germany and the United 
States. The superiority of the protectionist model of finance capital over 
the English free trade model of short-term credit was becoming apparent 
and most observers expected that the world would now witness a number 
of competing major powers approximating the more advanced model of 
finance capital. Pressures towards this were noticeable in England itself.

However, as I have argued (2013), US policy-making elites, who could 
see, already in the early twentieth century, that Britain’s hold on the world 
economy was waning, had begun nursing the desire to replace Britain as 
the ‘managing segment of the world economy’, if not by acquiring a 
comparable territorial empire, then  by making the dollar the world’s 
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money to replace sterling and New  York its financial centre to replace 
London (Parrini 1969, p. 13). The outcome of two world wars, both of 
which boosted the US economy while destroying those of its capitalist 
rivals, prepared the ground for it to attempt to realise this ambition. It was 
never realised, not least because sterling and London’s centrality to world 
money was based on Britain’s territorial empire, which the United States 
did not, and in the historical circumstances prevailing, could not have. 
However, United States’ vain pursuit of this ambition put the world on a 
decades-long detour during which the US financial system was itself 
transformed and aided by the English model. Only now, a decade after the 
2008 financial crisis that was its culmination of the pursuit of that ambition, 
may the detour finally be ending. If it does so, Marx’s and Hilferding’s 
prognostications of the direction of capitalism’s development may become 
relevant again, though in an unanticipated manner.

In what follows, we first outline Hilferding’s understanding of money 
and credit, commercial and industrial, and their relation to Marx’s. We 
then examine Hilferding’s understanding of the emergence of finance 
capital in contrast to the English pattern. We go on to show how his 
understanding of finance capital as the most developed form of capitalism, 
facilitating a transition to socialism, was foreshadowed by Marx in Capital, 
Vol. III. We conclude by outlining the explanation, first indicated in my 
Geopolitical Economy (2013), of why their expectations were not fulfilled, 
though it cannot be fully fleshed out here.

Hilferding’s Understanding of Money

Hilferding’s concept of finance capital emerges from his development of 
Marx’s understanding of money and credit to comprehend new 
developments since Marx’s time: for him, finance capital was only ‘the 
most mature form’ of ‘the more elementary forms of money and productive 
capital’ (21) discussed by Marx. This aspect of FC, which occupies more 
than a quarter of it, has largely been dismissed or neglected. Schumpeter 
dismissed it as ‘old-fashioned monetary theory’ (Schumpeter [1954] 
1986, p. 881). Later Marxists, whether Sweezy or Lapavitsas or Chenais, 
have ignored this aspect entirely, undoubtedly reflecting the considerable 
confusion caused among Marxists about Marx’s views on money by their 
belief that Marx has a ‘commodity theory of money’.

While this matter deserves much fuller treatment than is possible here, 
we must establish Hilferding’s claim to be taken seriously both as a 
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sufficiently faithful follower of Marx and as having a sufficiently accurate 
understanding of the capitalism of his time and its monetary and financial 
aspects.

The belief that Marx had a commodity theory of money is simply 
wrong. Indeed, a commodity theory of money is an oxymoron because 
money is precisely that which is not a commodity. Marx not only discusses 
the dynamics of state-issued paper money and various kinds of credit 
money, but he also demonstrates a complex historical understanding of 
money, which far predates capitalism. What he does argue is that capitalism 
needs to impose on money certain commodity dynamics, hence the 
intrusion of gold and silver, both of which are commodities. (I plan to 
develop this point in a future work. However, its main elements appear in 
my discussion of the close relationship between Marx’s understanding of 
money and Karl Polanyi’s understanding of money as a fictitious 
commodity, a relationship in which Ferdinand Tönnies is a critical link. 
See Desai 2020a.)

The false impression that Marx had a commodity theory of money has 
certainly been reinforced by the considerable inroads made into Marxism 
by the antithetical and anti-Marxist neoclassical economics. It has led to 
questioning of Marx’s analysis of capitalism as contradictory value 
production on the grounds that it suffered from a ‘Transformation 
Problem’ and that the key crisis mechanisms Marx identified, such as its 
demand deficits and the Tendency of the Rate of Profit to Fall, are 
erroneous (as discussed in Desai 2010, 2016 and 2020a). Undoubtedly, 
neoclassical economics’ inability to distinguish between money and 
commodities, and consequent conflation of capitalist exchange with 
barter, played a role. As both Marx and Keynes pointed out in their own 
ways when they distinguished between a money and a barter economy in 
their respective critiques of Says’ Law, this distinction is critical to 
understanding capitalism (on this commonality, and connection, between 
Marx and Keynes, see Sardoni 1997).

In his brief and measured commentary, Tom Bottomore, who intro-
duced the English translation, considers Hilferding’s discussion of Marx’s 
theory of money ‘the least successful part of the book’ (Bottomore in 
Hilferding [1910] 1981, p. 5). On the other hand, however, in a long 
footnote, he defends it, at least minimally. While he criticises Hilferding 
for ‘rejecting the possibility of a pure paper currency’ and insisting on ‘the 
need for gold in international transactions’, he considered Schumpeter’s 
judgement unjust, not least given the unsatisfactory situation of the 
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understanding of money in general. Bottomore called for ‘a social rather 
than narrowly economic theory of money’ of the sort Marxism is capable 
of (ibid., p. 372).

Undoubtedly, Hilferding’s is a complex case. On the one hand, he 
lucidly defended Marx’s value analysis (on which any properly Marxist 
account of money must be based) against Böhm-Bawerk’s attack. 
Hilferding showed that there was no ‘Transformation Problem’ and 
acknowledged the centrality of both capitalism’s demand deficits and the 
downward pressure on profit rates (Hilferding [1904] 1949, pp.  156, 
170; see also Hilferding [1910] 1981, pp. 30–1). On the other, however, 
there are distinct signs that the ‘policy of theoretical conciliation’ (as 
Bukharin called it; see Bukharin [1914] 1972, p. 163) that most Marxists 
adopted towards neoclassical economics did not leave Hilferding 
unaffected (Desai 2020b).

So, on the one hand, Hilferding appears prey to the neoclassical fairy 
tale of the origin of money in commodity exchange: ‘Money thus originates 
spontaneously in the exchange process and requires no other precondition’ 
(Hilferding [1910] 1981, p.  36). On the other hand, at other places, 
Hilferding offers precisely the sort of theory of money Bottomore believes 
necessary. In the first part of FC, he says ‘money is a knot in the skein of 
social relationships in a commodity producing society’ (ibid., p.  34); a 
commodity-producing society ‘only becomes a society through exchange, 
which is the only social process it recognises from an economic standpoint’ 
(ibid., p. 29). He appears to distinguish money from other commodities, 
at least as a general equivalent: ‘Money … is differentiated from all other 
commodities by being the equivalent of all of them’ (ibid., p. 33); and 
‘Money is … forced into the unique position of acting as a general 
equivalent for all the others’ (ibid., p. 33, emphasis added). He insists that 
not gold, a commodity, but coins, symbols authorised by the state, are 
money. Here ‘Gold is only ‘money material’ (ibid., p. 36). Money needs 
state authorisation and that is why it cannot work in international 
transactions, where barter indeed reigns, requiring gold payments (ibid., 
p.  33): The state establishes the monetary standard in every country, 
‘outside of which it becomes unacceptable. On the world market gold and 
silver are accepted as money, but they are measured in terms of their 
weight’ (ibid., p. 36).

If Hilferding rejects the possibility of a ‘pure paper currency’, as 
Bottomore complains, it is only because he emphasises, correctly, that a 
capitalist society requires paper money to be governed by the laws of 

 R. DESAI



163

commodity circulation. For him (and here he references Marx [1867] 
1977, p. 224),

The volume of circulation is extremely variable because, given the velocity 
of circulation of money, it depends, as we know, upon the sum total of 
prices. This sum changes constantly, and is affected particularly by the 
periodic fluctuations within the annual cycle (as when farm products enter 
the market at harvest time, increasing the sum of prices), and by the cyclical 
fluctuations of prosperity and depression. Hence, the volume of paper 
money must always be kept down to the minimum amount of money 
required for circulation. This minimum can, however, be replaced by paper, 
and since this amount of money is always necessary for circulation there is 
no need for gold to appear in its place. The state can therefore make paper 
money legal tender. (Hilferding [1910] 1981, p. 38)

Like the chapter on money in Capital, Vol. I, the first part of FC also 
contains extensive discussions of historical instances in which these laws 
were violated and the effects of such violations, and how bourgeois theory 
itself, including Ricardo, struggled to impose some commodity discipline 
on the behaviour of money.

Hilferding’s insistence on gold as necessary for international transac-
tions also follows Marx and is entirely correct. Only those who look away 
from the difficulties the use of both the pound sterling in the ‘gold stan-
dard’ era and the US dollar thereafter in international transactions created 
and continue to create, those who naturalise an international paper money 
in a capitalist world, can object. (Keynes was keenly aware of the imperial 
and managed nature of the gold standard as well the power dynamics of 
any dollar standard. See also De Cecco 1984, Desai 2013 and Desai 2019.)

tHe developMent of Credit: froM CirCUlation 
to prodUCtion

On this account of money in capitalist societies, Hilferding builds his 
account of credit money emerging from circulation. Here too he follows 
Marx (Marx [1867] 1977, pp. 232–40). Unlike state paper money, credit 
money ‘has no inflexible minimum which cannot be increased’ but ‘grows 
along with the quantity of commodities and their prices’ (Hilferding 
[1910] 1981, p. 65). Credit money ‘requires special institutions where 
obligations can be cancelled out and the residual balances settled and as 
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such institutions develop, so is a greater economy achieved in the use of 
cash. This work becomes one of the important functions of any developed 
banking system’ (ibid., p. 66). Inevitably, it has a dual character: while it 
aids ‘the expansion of production [and] the conversion of obligations into 
monetary obligations’, it also leads to ‘the growth of fictitious capital’ 
(ibid.).

Credit money is, however, a mere promise to pay, second-grade money, 
fine while the going is good but not ‘when the debtor cannot meet his 
obligation and the promise to pay becomes worthless. Real money must 
now take its place’ (ibid.). So, in a crisis, credit money dries up, prices 
decline, sales fall and obligations remain unmet. In the circumstances, ‘it 
is perfectly rational policy to expand the circulation of state paper money 
or the bank notes of the central bank, the credit of which has not been 
impaired’. In these circumstances, the superiority of central bank credit, 
paper money and liquid commodities like bullion makes itself felt.

Industrial credit is, however, very different from commercial credit. It 
arises not from the circulation of commodities but that of capital, more 
specifically from the hoards that it makes necessary. While hoards may 
occur in circulation, they are essential to industrial investment, occurring 
at various points in the cycle of industrial capital, whether because of its 
length, the need to prevent interruptions in production, depreciation or 
high initial investments. The need for such inactive capital that earns no 
profit is a problem, ‘a mortal sin from the standpoint of capitalists’ (ibid., 
p. 74). So, ‘every effort is made to reduce this idleness to a minimum’ 
(ibid., p. 79). This becomes particularly important in the second industrial 
revolution with its vastly expanded manufacture of producers’ goods such 
as machinery and larger scale processing of raw materials in the steel and 
chemicals industries. These forms of investment needed much more capital 
than previously.

This is where banks come in. They link efforts to reduce the idleness of 
money and the high capital requirements of investment in the new phase. 
Whereas commercial credit is extended by the seller to the buyer, industrial 
credit, credit for capital investment, requires the transfer of one person’s 
idle money to someone who can ‘employ it as capital’. It involves ‘a 
transfer of money which already exists’ and, unlike circulation credit, 
involves little or no economising of money or reduction in costs of 
circulation. ‘Its primary purpose is to enable production to expand on the 
basis of a given supply of money’ (ibid., p. 88).
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The provision of industrial credit changes the relationship between 
banks and their borrowers for good. Where bank credit was confined to 
commercial credit, the banks’

only interest is the condition of an enterprise, its solvency, at a particular 
time. They accept bills in which they have confidence, advance money on 
commodities, and accept as collateral shares which can be sold in the market 
at prevailing prices. Their particular sphere of action is not that of industrial 
capital, but rather that of commercial capital, and additionally that of 
meeting the needs of the stock exchange. Their relation to industry too is 
concerned less with the production process than with the sales made by 
industrialists to wholesalers.

By contrast, when banks start providing investment credit, the bank

can no longer limit its interest to the condition of the enterprise and the 
market at a specific time, but must necessarily concern itself with the long- 
range prospects of the enterprise and the future state of the market. What had 
once been a momentary interest becomes an enduring one; and the larger 
the amount of credit supplied and, above all, the larger the proportion of 
the loan capital turned into fixed capital, the stronger and more abiding will 
that interest be. (ibid., p. 94, emphasis added)

This is the crux of his argument about finance capital. Much of FC is taken 
up with discussions of various aspects of money and banking, including 
the determination of interest rates, the emergence of promoters’ profit (a 
new form of profit Hilferding identified), the functioning of stock and 
commodity markets and banks, and the new forms crises take in this new 
stage of capitalism. However, the main trunk of the argument now leads 
through his discussion of joint-stock companies, the new, more 
concentrated, form of industrial organisation, to the even greater 
productive centralisation involved in the formation of cartels and trusts 
under the aegis of finance capital and how they lead to imperialism.

tHe developMent of indUstrial organisation: 
froM private individUal to private 

ColleCtive ownersHip

The transition from commercial credit to industrial credit as the dominant 
function of banks took place against the backdrop of the second industrial 
revolution. Under its force, capitalism went from being organised in 
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smaller enterprises producing light industrial consumer goods to much 
larger units producing heavy industrial producers’ goods and from the 
individually owned enterprise to the joint-stock company, capable of 
mobilising larger quantities of capital. There are several elements here.

The Ownership of Money Capital: the Control 
of Industrial Capital

First, joint-stock companies separated ownership from control, leading to 
‘the liberation of the industrial capitalist from his function as industrial 
entrepreneur’ and to the transformation of the owner into a ‘money 
capitalist’ (ibid., p. 107). The shares owned by this new type of owner 
became, once the money the originally invested was transformed into the 
elements of productive capital, merely ‘capitalized claims[s] to a share in 
the yield of the enterprise’ (ibid., p. 110). Its price

is not determined as an aliquot part of the total capital invested in the enter-
prise and therefore a relatively fixed sum, but only by the yield capitalized at 
the current rate of interest. … It is a claim to a part of the profit, and there-
fore its price depends, first, on the volume of profit (which makes it far more 
variable than it would be if it were part of the price of the elements of pro-
duction of the industrial capital itself), and second, on the prevailing rate of 
interest. (ibid.)

Hilferding introduces here the category he considers his original 
formulation, promoters’ profit. Since the prices of shares depend their 
yield and the rate of interest, the latter forms the floor below which the 
price earnings ratio cannot sink in normal circumstances. Therefore, the 
prices of shares can be pushed up to the point where the yield is equal to 
the going rate of interest, which is determined quite independently by the 
supply and demand for money.

In these circumstances, promoter’s profit is earned by banks that pro-
mote or float the shares companies offer to the public when they exploit 
‘the difference between capital which earns the average rate of profit and 
capital which earns the average rate of interest’. It becomes possible 
because banks can raise the price of the shares up to the point where the 
yield matches the rate of interest, or just below it. Hilferding considered 
this a new, sui generis, economic category belonging to the era of finance 
capital: when to loans, the flotation of shares is added as a key line of bank 
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business. Not only can ‘bank capital … expand industrial credit by the 
issue of shares’, ‘encouraged by the prospect for promoter’s profit [it] 
acquires an ever increasing interest in the financing of enterprises. Other 
things being equal, promoter’s profit depends upon the overall level of 
profit. Hence bank capital becomes directly interested in industrial profit’ 
even more (ibid., p. 190). Clearly, promoter’s profit plays the key role in 
binding banks to the fate of industry and its profits in Hilferding’s concep-
tion of finance capital.

The Transformation of Competition: Concentration 
and Combination

In the age of the second industrial revolution, there was a great ‘inflation’ 
(ibid., p.  186) in the amount of capital required for initial investment, 
lengthening the turnover time of capital, making its transfer from less 
profitable to more profitable sectors more difficult and making entry costs 
higher (ibid.). All this contributed to a tendency to monopoly, gumming 
up the processes of competition and equalisation of rates of profit. The 
obstacles the tendency towards monopoly and the ‘centralization of 
capital’ places in the path of the equalisation of profit rates are not offset 
by the greater ease of ‘mobilization of capital’ (ibid., p.  187). On the 
contrary, it can increase them by removing ‘the limitations which arise 
from the magnitude of the capitals required for new investment’ (ibid., 
p. 188). The competitive struggle now transcends the phase when its chief 
function was to permit the strong to eliminate the weak through price 
competition. Now, in the branches of industry affected,

it is well nigh impossible to equalize the rate of profit by withdrawing capi-
tal, and extremely difficult to write off the capital. These highly developed 
industries are precisely the ones in which competition eliminated the small 
firms most rapidly, or in which there were no small firms to begin with (as in 
many branches of the electrical industry). Not only does the large firm 
predominate, but these large, capital-intensive concerns tend to become 
more equally matched, as the technical and economic differences which 
would give some of them a competitive advantage are steadily reduced. The 
competitive struggle is not one between the strong and the weak, in which 
the latter are destroyed and the excess capital in that sphere is eliminated, 
but a struggle between equals, which can remain indecisive for a long time, 
imposing equal sacrifices on all the contending parties. (ibid., p. 189)
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Thus, to the depression in the rate of profits among small capitalists is 
added profit depression in precisely the most advanced sectors with the 
greatest concentration of capital (ibid., p. 191). In these circumstances, 
the banks, which are themselves undergoing a process of concentration of 
their own (ibid.), often have interests in the losing as well as the 
winning side.

Hence the bank has an overriding interest in eliminating competition among 
the firms in which it participates. … In this way the tendency of both bank 
capital and industrial capital to eliminate competition coincides. At the same 
time, the increasing power of bank capital enables it to attain this goal even 
if it is opposed by some enterprises which, on the basis of particularly 
favourable technical conditions, would perhaps still prefer competition. 
(ibid., pp. 191–2)

In addition to such concentration, banks also facilitate another sort of 
amalgamation of industry: combination. Hilferding conceives this as a 
process through which enterprises expand to include within themselves 
their backward or forward linkages. In an argument closely matching 
Marx’s (Marx [1894] 1981, p. 213), Hilferding points out that, given the 
different conditions of production in the extractive industries such that it 
is difficult to expand production fast enough, boom times result in price 
and profit rate rises in extractive industries at the expense of processing 
industries, which also suffer from raw material shortages just when they 
need more (Hilferding [1910] 1981, pp.  193–4). In a depression, the 
tables are turned: ‘the drain of money and the curtailment of production 
are more marked and produce greater losses in the industries which supply 
raw materials than in the manufacture of finished goods’ (ibid., p. 194). 
This discrepancy gives rise to a tendency to the combination of the two 
sorts of concerns (ibid., p.  195) with the initiative being taken by the 
disadvantaged enterprise. Such combination is also critical to Hilferding’s 
understanding of the new phase of capitalism: it ‘involves a contraction of 
the social division of labour, at the same time as it gives an impetus to the 
division of labour within the new integrated concern, extending increasing 
to management functions as well’ (ibid., p. 196).
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Consortia and Cartels

While concertation and combination, whether involving vertical integra-
tion or horizontal integration, may take place for technical as well as eco-
nomic reasons, and involve integration at the ownership level, the 
formation of cartels and consortia involves ‘concentration of production 
without any concentration of ownership’ (ibid., p. 199). Banks are also 
involved in these as they can make their credit more secure and offer 
greater opportunities for further business, whether in the loan or share 
floatation departments (ibid., p. 199). Cartels, syndicates and trusts, each 
represent a greater degree of central control than the previous. The 
purpose of these forms of productive concentration is the same as the 
earlier concentration through merger: to restrict competition. They 
achieve this through agreements on prices and through, where necessary, 
the elimination of low productivity plants.

Tendencies Towards National and Imperial Economies

The cartelisation of capitalism makes it at once more national and more 
imperialist. Whereas the likes of List and Carey had supposed that the 
protectionism necessary for countries to industrialise in the face of British 
domination of world markets would no longer be necessary once industry 
in the protectionist country became competitive, Hilferding argues, things 
turned out quite differently. ‘Today it is just the most powerful industries, 
with a high export potential, whose competitiveness on the world market 
is beyond doubt and which, according to the old theory, should have no 
further interest in protective tariffs, which support high tariffs’ (ibid., 
p. 307).

This apparently paradoxical outcome is the result of ‘a complete realign-
ment of interests with respect to commercial policy’ (ibid., p. 304). With 
industrial development, the landowners stop exporting their products and 
become protectionist, making common cause with protectionist industry 
and with banks associated with it. Protection itself aids cartelisation as 
does the fact that, in countries like Germany, industry did not develop ‘so 
to speak organically and gradually from small beginnings’ as in England 
(ibid., p. 305). So the seeds of the transformation of the old ‘educational 
tariffs’ of the List variety, into the new commercial policy, were sowed 
early on: ‘The victory of protectionism in 1879 … marked the beginning 
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of a change in the function of the tariff from an “educational” tariff to a 
protective tariff for cartels’ (ibid.).

Not only did protection make it easier to form cartels by keeping for-
eign competition out, but it permitted cartelised industry to exploit tariffs 
in a new way, by keeping domestic prices high and making extra profit on 
it by artificially restricting domestic supply (ibid., p. 308). For instance, 
coal and iron producers can appropriate extra profits of industries that use 
their products by raising prices.

This extra profit no longer originates in the surplus value produced by the 
workers employed by the cartels; nor is it a deduction from the profit of the 
other non-cartelized industries. It is a tribute exacted from the entire body 
of domestic consumers, and its incidence on the various strata of consumers – 
whether, and to what extent, it is a deduction from ground rent, from profit, 
or from wages  – depends, as with any other indirect taxes imposed on 
industrial raw materials or consumer goods, upon the real power relations 
and upon the nature of the article which is made more expensive by the 
cartel tariff. (ibid.)

If such domestic price increases reduce the size of the domestic markets, 
there is always the world market where, thanks again to the new 
functionality of protection for cartelised industry, cartelised industries can 
even use the extra profit made domestically to undersell their competitors.

If in the early development of capitalism, the unification of national ter-
ritory was important, if the development of capitalism had led to the divi-
sion of the world market into ‘distinct economic territories of nation- states’ 
(ibid., p. 311), now, with the advance of industry and its cartelisation, the 
expansion of this territory, under the command of a given state, that is to 
say, imperialism, becomes urgent. ‘[C]artelization greatly enhances the 
direct importance of the size of the economic territory for the level of 
profit (ibid., p. 313)’ resulting in ‘the desire to extend as much as possible 
the economic territory, surrounded by a wall of protective tariffs’. For 
now, in addition to the export of goods, the export of capital, ‘the export 
of value … intended to breed surplus value’ (ibid., p. 314) whether in 
‘interest bearing’ or ‘profit yielding’ (ibid., p. 315) forms, one of whose 
purposes is to ‘cancel out’ ‘the falling rate of profit’ (ibid., p. 314) takes 
on a greater importance. Since all advanced capitalists compete to export 
capital, to finance capital,

 R. DESAI



171

free trade appears superfluous and harmful; and it seeks to overcome the 
restriction of productivity resulting from the contraction of the economic 
territory [through protection], not by conversion to free trade, but by 
expanding its own economic territory and promoting the export of 
capital. (ibid.)

Typically, capital is exported to areas where, due to the cheapness of labour 
and/or raw materials, a higher rate of profit can be expected. Where such 
price structures restrict the size of the domestic market, loans can be 
employed to enlarge it.

Hilferding’s detailed description of the competitive struggle among the 
advanced countries to expand their territories, the methods used, the 
economic effects on the colonies, the inevitable political reaction to them 
in the form of the rise of independence movements among them, the 
different situation of England and the new imperialist countries, and the 
unfolding of the logic of uneven and combined development between 
them is remarkably accurate. It predicts the coming World War: as England 
also becomes protectionist,

The disparity which exists between the development of German capitalism 
and the relatively small size of its economic territory will … be greatly 
increased. … …. Germany has no colonial possessions worth mentioning, 
whereas not only its strongest competitors, England and the United States 
(for which an entire continent serves as a kind of economic colony), but also 
the smaller powers such as France, Belgium and Holland have considerable 
colonial possessions, and its future competitor, Russia, also possesses a vastly 
larger economic territory. This is a situation which is bound to intensify 
greatly the conflict between Germany and England and their respective 
satellites, and to lead towards a solution by force. (ibid., p. 331)

tHe HistoriCal speCifiCity of finanCe Capital

Hilferding’s understanding of finance capital, and the specificity of the 
relation between banks and industry it denotes, is built on the distinction 
between the antiquated English model and the protectionist countries. In 
understanding this distinction and its contemporary relevance, we need to 
understand exactly what Hilferding meant by the domination of finance. 
Rather than money capital parasitically subordinating industrial capital, 
the concept of finance capital means, on the one hand, that
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with the increasing concentration of property, the owners of the fictitious 
capital which gives power over the banks, and the owners of the capital 
which gives power over industry, become increasingly the same people. As 
we have seen, this is all the more so as the large banks increasingly acquire 
the power to dispose over fictitious capital. (ibid., p. 225)

On the other hand, ‘this does not mean that the magnates of industry also 
become dependent on banking magnates’. Rather, ‘the finance capitalist, 
increasingly concentrates his control over the whole national capital … 
Personal connections also play an important role here’ (ibid.).

Here, Hilferding is developing an important point first made by Marx. 
Though financial capital is older than industrial capital, Marx anticipated 
that capitalism’s maturation would lead to the ‘subordination of interest- 
bearing capital to the conditions and requirements of modern industry’, 
principally through the ‘transformed figure of the borrower’: no longer a 
supplicant in financial straits but a capitalist to whom money is lent ‘in the 
expectation that he … will use [it] to appropriate unpaid labour’ (Marx 
[1894] 1981, p.  735). Whereas the initial states of this process of 
subordination had led to calls for using ‘violence (the State) … against 
interest-bearing capital [to effect] a compulsory reduction of interest 
rates’, mature industrial capital, Marx opined, would achieve it much more 
thoroughly and effectively through ‘the creation of a procedure specific to 
itself – the credit system [which] is its own creation and is itself a form of 
industrial capital which begins with manufacture and develops further 
with large scale industry’. When it first emerged, therefore, the credit 
system took a ‘polemical form directed against old-fashioned usurers’ 
(Marx 1979, pp. 468–9, emphasis added). In line with this understanding, 
Hilferding says

At the outset of capitalist production money capital, in the form of usurers’ 
and merchants’ capital, plays a significant role in the accumulation of capital 
as well as in the transformation of handicraft production into capitalism. But 
there then arises a resistance of ‘productive’ capital, i.e. of the profit-earning 
capitalists—that is, of commerce and industry—against the interest-earning 
capitalists. Usurer’s capital becomes subordinated to industrial capital. As 
money-dealing capital it performs the functions of money which industry 
and commerce would otherwise have had to carry out themselves in the 
process of transformation of their commodities. As bank capital it arranges 
credit operations among the productive capitalists. (Hilferding [1910] 
1981, p. 226)
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Modern bank capital arose from the ‘resistance of “productive” capital, 
i.e. of the profit-earning capitalists … against the interest-earning 
capitalists’. Though ‘[t]he power of the banks increases and they become 
founders and eventually rulers of industry, whose profits they seize for 
themselves as finance capital, just as formerly the old usurer seized, in the 
form of “interest”, the produce of the peasants and the ground rent of the 
lord of the manor’, the relationship never reverts to pre-capitalist forms 
(ibid., p. 95). Instead, there is a further development that results in finance 
capital which ‘appropriates to itself the fruits of social production at an 
infinitely higher stage of economic development’ (ibid., p.  226). Such 
appropriation is not parasitical.

The contrast between the early subordination of industry to finance 
and the later reversal of this relationship overlapped with another, that 
between England and the ‘protectionist countries’.

tHe geograpHiCal speCifiCity of finanCe Capital

Throughout FC, Hilferding contrasts English development with that of 
the protectionist countries: its free trade policy and ideology versus the 
protectionism of the others; its less elastic monetary system, its very 
different banking structures; its different, less monopolised and cartelised 
industrial structure and, of course, its far larger empire (ibid., see 
particularly, pp. 301–10). The contrast was also a historical one, having to 
do with the earlier industrialisation of England and its consequences for 
the other countries: English free trade was a result of England’s early lead 
and the decades of industrial supremacy from which the later industrialisers 
had protected their industry.

In Hilferding’s account of the uneven and combined development of 
capitalism, by the era of finance capital, England was suffering from the 
disadvantages of her early lead. Contrasting the organisational superiority 
of German industry over English, Hilferding says,

English industry developed so to speak organically and gradually from small 
beginnings to its later greatness. The factory was an outgrowth of 
co-operation (simple division of labour) and manufacture, which first 
developed principally in the textile industry, an industry which required 
comparatively little capital. Organisationally it remained, for the most part, 
at the stage of individual ownership; the individual capitalist rather than the 
joint-stock company predominated, and capitalist wealth remained in the 
hands of individual industrial capitalists. (ibid., p. 305)
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Not only is English industry less concentrated, the relationship of banking 
to industry is quite different. Whereas in the protectionist countries, bank 
capital became increasingly important in the financing of industry by the 
late nineteenth century, laying the basis for the emergence of finance 
capital, in England

There emerged gradually, but at an increasing pace, a class of wealthy indus-
trial entrepreneurs, owning large capital resources, whose property con-
sisted of their productive plant. Later on, when joint-stock companies 
acquired greater importance, especially with the development of large 
transport undertakings, it was mainly these large industrialists who became 
shareholders. It was industrial capital, in terms of both its origin and its 
ownership, which was invested in these companies. (ibid., pp. 305–6)

Not only did industrial and bank capital remain thus separated, like 
industrial capital, ‘bank capital  – and notably the capital used in share 
issuing activities – remained exclusively in the hands of individual capitalists’ 
(ibid., p. 306).

In the protectionist countries, as capitalism developed, so too did bank 
deposits and lending, leading to an increase in ‘the dependence of industry 
upon the banks’ (ibid., p.  224). Whereas banks had earlier attracted 
deposits by paying interest from earnings derived from ‘speculation and 
circulation’, as capitalism developed, ‘[w]ith the increase in the available 
funds on one side, and the diminishing importance of speculation and trade 
on the other, they were bound to be transformed more and more into 
industrial capital’ (ibid.). This situation contrasted with that of England. 
Whereas the protectionist countries, without bank direction of deposited 
funds into production, kept up a relatively healthy rate of interest, in 
England, ‘where the deposit banks only furnish credit for commerce, the rate 
of interest on deposits is minimal’. In England, ‘deposits are continually 
withdrawn for investment in industry by the purchase of shares’, meaning 
that ‘so far as industry is concerned it involves less dependence on bank 
capital in England as compared with Germany (ibid., pp. 224–5, emphasis 
added). In the English financial structure,

the joint-stock banks only provided circulation credit and so acquired little 
influence upon industry. The bankers who specialized in share issues had 
equally little influence, since as a result of their activities they had ceased to 
be bankers and had become, at least to some extent, industrialists themselves. 
This predominance of capital accumulation in the hands of individual 
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capitalists, one of the earlier and, as it were, organic features of English 
capitalism, was lacking both on the continent and in the United States. 
(ibid., p. 306)

Moreover, England’s vast empire made its own contribution to this 
structure of English capitalism: ‘the large sums flowing in from the 
colonies, especially India, and from the exploitation of England’s trade 
monopoly, were also accumulated in the hands of individual capitalists’ 
(ibid., p. 306), a feature lacking in Germany or the United States.

England also had a very different capital export profile. In early capital-
ism, when England dominated, most international credit was commercial. 
British banks extended credit to purchasers of British products. In the new 
phase, however, ‘credit is not provided exclusively or mainly in the form of 
commercial credit, but for capital investment’. However, this investment 
takes the form of interest-bearing, not profit- making, capital. Such invest-
ment, for instance, when England supplies investment credit by investing 
in US railway bonds, ‘has a negligible influence on the American railway 
barons’ (ibid., p. 325). Hilferding clarifies in a footnote that ‘[e]ven where 
European capital is invested in the form of American shares, it often 
obtains no more than interest, because the entrepreneurial profit is 
included beforehand in the promoter’s profit going to American banks’ 
(ibid., p. 428n). Though Hilferding detects some movement in England 
towards a more protectionist model, in the main, England remains set in 
its old ways, supplying chiefly commercial credit or interest-bearing invest-
ment credit.

By contrast, capital exports from the protectionist countries follow the 
logic of finance capital already described. Moreover, while the logics may 
be contrasted, they are also connected.

[W]e see the strongest drive towards the export of industrial capital in those 
countries which have the most advanced organization of industry, namely, 
Germany and the United States. This explains the peculiar circumstance that 
these countries on the one hand export capital, and on the other hand also 
import a part of the capital required for their own economies from abroad. 
They export primarily industrial capital and so expand their own industry, 
while obtaining their working capital, to some extent, in the form of loan 
capital from countries with a slower rate of industrial development but greater 
accumulated capital wealth. In this way they not only gain from the 
difference between the industrial profit which they make in foreign markets 
and the much lower rate of interest which they have to pay on the capital 
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borrowed in England or France, but also ensure, through this kind of capital 
export, the more rapid growth of their own industry. Thus, the United 
States exports industrial capital to South America on a very large scale, while 
at the same time importing loan capital from England, Holland, France, 
etc., in the form of bonds and debentures, as working capital for its own 
industry. (ibid., p. 326, emphasis added)

Here, England and France are the rentier nations while the protectionist 
countries are the productive ones. While the former earn a lower rate of 
interest, the latter earn a higher rate of profit.

Finance capital drives the expansion of production instead of squeezing 
it. Earlier banks supplied only short-term commercial credit, as City of 
London banks still did in England. The continental bank, however, 
financed production. As such, it had to ‘necessarily concern itself with the 
long-range prospects of the enterprise and the future state of the market’. 
Its ‘momentary interest’ became ‘an enduring one’ and ‘the larger the 
amount of credit supplied and, above all, the larger the proportion of the 
loan capital turned into fixed capital, the stronger and more abiding will 
that interest be’ (ibid., p. 95). Such a bank may remain ‘the more powerful 
party’ with access to ‘capital in its liquid, readily available, form’, but it 
focuses on long-term productive investment (ibid.).

finanCe Capital and soCialisM

Hilferding has been criticised for arguing that finance capital set the stage 
for socialism through such observations as ‘taking possession of six large 
Berlin banks’ would constitute an important step in the transition to 
socialism (ibid., p.  368. See also, for instance, Brangsch et  al. 2018, 
p. 256). Counter-intuitive as this may appear to many, particularly counter- 
intuitive in our age of financialisation when financial institutions have 
wreaked such havoc on our economies, increased inequality, resulted in 
periodic devastating crises and strangulated production, it should now be 
clear that this is only because we fail to distinguish between the two models 
that Hilferding so clearly contrasted. When speaking of finance capital 
laying the foundations for socialism, Hilferding was referring to finance 
capital proper, the form it took in the protectionist countries, with its 
interest in the productive well-being of industry, rather than the English 
model with its more attenuated relationship to industry. His argument was 
only a further development of Marx’s.
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In chapter 27 of Capital Vol. III, Marx had seen in the emergence of 
joint-stock companies as a huge advance in the socialisation of capital: 
formerly individual private capital

now receives the form of social capital (capital of directly associated indi-
viduals) in contrast to private capital, and its enterprises appear as social 
enterprises as opposed to private ones. This is the abolition of capital and 
private property within the confines of the capitalist mode of production 
itself. (Marx [1894] 1981, p. 567)

Now the capitalist is replaced on the one hand by the manager paid for a 
particular kind of skilled labour and on the other by a ‘mere money 
capitalist’ whose profit ‘is still drawn only in the form of interest, i.e. as a 
mere reward for capital ownership which is now completely separated 
from its function in the actual production process’ (ibid., pp. 567–8). The 
result is a historical, rather than merely conceptual, clarification: profit, it 
is now clear, is

simply the appropriation of other people’s surplus labour, arising from the 
transformation of means of production into capital; i.e. from their 
estrangement vis-à-vis the actual producer; from their opposition, as the 
property of another, vis-à-vis all individuals really active in production from 
the manager down to the lowest day-labourer. (ibid., p. 568)

Such ‘capitalist production in its highest development’ is a

necessary point of transition towards the transformation of capital back into 
the property of the producers, though no longer as the private property of 
individual producers but rather as their property as associated producers, as 
directly social property. It is furthermore a point of transition towards the 
transformation of all functions formerly bound up with capital ownership in 
the reproduction process into simple functions of the associated producers, 
into social functions. (ibid.)

Engels’s observation at this point, that tendencies towards cartelisation 
and towards concentrating ‘the entire production of the branch of industry 
in question into one big joint-stock company with a unified management’ 
prepared ‘in the most pleasing fashion its future expropriation by society 
as a whole, by the nation’ (ibid., p.  569), is hardly different from 
Hilferding’s proposition about the six large Berlin banks.
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Marx continues by observing that ‘[t]his is the abolition of the capital-
ist mode of production within the capitalist mode itself … which presents 
itself prima facie as a mere point of transition to a new form of production’ 
(ibid.). Increasing monopoly leads to rising state intervention and ‘a new 
financial aristocracy’ with all the speculation and swindling it involves. 
This, he says, is ‘private production unchecked by private ownership’ 
(ibid.). The realities of capitalism are exposed: saving can no longer pose 
as the origin of capitalism when the speculator demands that ‘others should 
save for him’; abstinence goes by the wayside when luxury ‘becomes a 
means of credit’ (ibid., p. 570). Capitalism, which begins in expropriation, 
comes full circle when expropriation of small and medium and even some 
large enterprises by the giant ones, greatly aided by the credit system, lays 
the foundation of the expropriation of the few remaining owners. The 
credit system not only accelerates capitalist development, it also accelerates 
crises and the dissolution of capitalism itself. He concludes:

The credit system has a dual character immanent in it: on the one hand it 
develops the motive of capitalist production, enrichment by the exploita-
tion of others’ labour, into the purest and most colossal system of gambling 
and swindling, and restricts ever more the already small number of exploit-
ers of social wealth; on the other hand however, it constitutes the form of 
transition towards a new mode of production. It is this dual character that 
gives the principal spokesmen for credit, from Law through Issac Péreire, 
their nicely mixed character of swindler and prophet. (ibid., pp.  572–3, 
emphasis added)

Hilferding’s views on finance capital representing a stage towards the 
development socialism are entirely in line with this vision of Marx.

The socializing function of finance capital facilitates enormously the task of 
overcoming capitalism. Once finance capital has brought the most important 
branches of production under its control, it is enough for society, through its 
conscious executive organ – the state conquered by the working class – to 
seize finance capital in order to gain immediate control of these branches of 
production. Since all other branches of production depend upon these, con-
trol of large-scale industry already provides the most effective form of social 
control even without any further socialization. A society which has control 
over coal mining, the iron and steel industry, the machine tool, electricity, 
and chemical industries, and runs the transport system, is able, by virtue of 
its control of these most important spheres of production, to determine the 
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distribution of raw materials to other industries and the transport of their 
products. Even today, taking possession of six large Berlin banks would mean 
taking possession of the most important spheres of large- scale industry, and 
would greatly facilitate the initial phases of socialist policy during the transi-
tion period, when capitalist accounting might still prove useful. (Hilferding 
[1910] 1981, pp. 367–8)

Indeed, Hilferding adds

There is no need at all to extend the process of expropriation to the great 
bulk of peasant farms and small businesses, because as a result of the seizure 
of large-scale industry, upon which they have long been dependent, they 
would be indirectly socialized just as industry is directly socialized. 
(ibid., p. 368)

If this view appears to us a strange, perhaps even reactionary, it is because 
the development of the financial sector took an opposite turn to the one 
anticipated by Marx and Hilferding. The finance capital of the protectionist 
countries, with its focus on organising and expanding production through 
long-term investment and its development of the contradictions of 
capitalism to their highest form, did not come to dominate. Instead, it was 
the more speculative, short-term financial model of England, divorced 
from production, that dominates the world today, though a variety of 
other more and less different national financial systems also exist which 
manage their relationship with this worldwide financial system. We 
conclude this chapter by reflecting on why this happened.

tHe triUMpH of tHe englisH Model and Beyond

The explanation is necessarily a historical, rather than a ‘theoretical’, one 
and can only be outlined here.

The age of competing imperialisms, to understanding which FC is such 
a great aid, with its fast-growing contender nations challenging Britain’s 
early industrial supremacy had, as I have argued (Desai 2013), already 
inaugurated the age of multipolarity in the late nineteenth century. 
However, whereas most observers anticipated a world of competing 
powers, the United States began nursing a rather more vainglorious 
ambition—to ‘build an international commercial system which would 
allow American business to topple and replace British business interest as 
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the managing component of the world economy’ and to ‘create new 
institutional means of performing the politically stabilising task which 
Great Britain alone had performed before 1914’ (Parrini 1969, p.  1, 
emphasis added). This ambition could not extend to acquiring a territorial 
empire to match Britain’s; that would involve taking on powerful 
established empires and rising nationalisms. Therefore, the United States 
confined itself to seeking to make the dollar the world’s money to replace 
the pound sterling and New York its financial centre, to replace London.

This aim was never achieved, nor could it be. Sterling’s world role had 
rested, in any case, on Britain’s’ empire: the key to the operation of the 
gold standard was Britain’s ability to supply the world with sterling 
liquidity by investing the surpluses it drew from its non-settler colonies, 
particularly India, to its white-settler colonies and its former colony, the 
United States, both facts pointed to by Hilferding. Without such surpluses, 
the dollar’s world role relied on providing liquidity through current 
account deficits, and this method of providing liquidity was inherently 
unstable. It was subject to the Triffin Dilemma: the greater the deficits, 
and thus the liquidity provision, the greater the downward pressure on the 
dollar’s value. This downward pressure originally took the form of the 
outflow of gold to the point where the United States was forced to close 
the gold window in 1971.

What happened thereafter is deeply connected with contemporary 
financialisation. For, after 1971, the United States counteracted the Triffin 
Dilemma through a series of measures aimed at expanding purely financial 
dollar-denominated transactions, beginning with the recycling of OPEC 
oil surpluses in the 1970s and culminating in the blowing of successive 
financial bubbles of which the stock market bubble that burst in 2000 and 
the housing and credit bubble that burst in 2008 were the most 
recent. Indeed, I have argued that, since 1971, the dollar’s world role has 
been reliant on a series of ever-greater increasing dollar-denominated 
financialisations which culminated in the crisis of 2008.

These financialisations required financial structures vastly different than 
the ones Hilferding described. This transformation was slow and, until 
quite recently, incomplete. The United States lifted capital controls in the 
1970s to facilitate them. However, not only had the US financial sector 
conformed to the finance capital model described by Hilferding in the 
early twentieth century, Depression-era legislation had turned into one of 
the most regulated in the world. Its deregulation did not begin until the 
1980s and initially remained slow. It accelerated once Alan Greenspan 
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became Chairman of the Federal Reserve in 1987 though the repeal of 
most important Depression-era regulation, the Glass Steagall Act, had to 
wait until 1999. In the intervening three decades or so, London, which 
was and remained one of the most deregulated financial environments in 
the world, formed a key component in the processes of dollar-denominated 
financialisation since the 1970s. It was a role which London gratefully 
accepted, sterling having lost its former position (see Ingham 1984, 
Norfield 2016).

London’s presence on the periphery of Europe, meanwhile, also played 
a role in the undermining of the continental model of finance capital. In 
the early post-war decades, it continued to characterise European 
capitalisms, becoming the core of the famed ‘Rhineland Model’. However, 
a combination of factors, including German unification and the advance of 
European monetary integration, set European finance on the road to 
western-style deregulation (Bieling). The City of London enabled the 
participation of European financial institution in the US housing and 
credit bubbles and, outside the United States and the United Kingdom, 
they were the chief victims when the bubble burst in 2008. The weakening 
of the European financial sector laid the groundwork for the 2010 
Eurozone crisis.

The dollar never stably served the world as its money (Desai 2013) and, 
with current trends towards dedollarisation amid advancing multipolarity, 
may well mark the end of the long detour that vain US aspirations to 
emulating British nineteenth-century dominance had led the capitalist 
world. While the end of the detour will not put world history back where 
it was before the detour began, while, therefore, Hilferding’s and Marx’s 
expectations of the relationship between banks and industry will be 
unlikely to reacquire their former relevance, they can acquire a new one as 
we seek to make sense of the capitalisms we are left with.
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imperialism. The subtitle of Luxemburg’s book often omitted is ‘A 
Contribution to the Economic Explanation of Imperialism’, while 
Hilferding’s book is subtitled ‘A Study of the Latest Phase of Capitalist 
Development’. But their political evolution and theoretical analysis 
diverged.

In order to substantiate the fact that finance capital and militarism are 
core components of contemporary capitalism, this chapter proceeds as 
follows. The first part explores the double face of capital as social relations, 
embodied by what I will refer to as capital-in-function (productive capital) 
and as  capital-property. As the importance of this duality of capital is 
hardly studied in Marxist literature, this paper takes as a starting point this 
seminal distinction established by Marx to propose a definition of finance 
capital. Part 2 analyses the concept of finance capital put forward by 
Hilferding. Hilferding refers to the duality of capital when he analyses the 
growth of joint-stock companies and stock markets. He underlines the 
‘rationalising’ role of banks and cartels, in part attributable to finance 
capital, defined as ‘capital in money form which is actually transformed in 
this way into industrial capital’ (Hilferding [1910] 1981, p. 225). Then, 
after a critical reading of Hilferding’s definition, based on Marx’s analysis 
of finance, Part 2 presents an alternative definition of finance capital as the 
intertwining of concentrated (or monopoly) industrial, merchant, real 
estate, land and bank capital under the control of capital-property (Serfati 
2018). It concludes with some hypotheses on the consolidation in present- 
day capitalism of the power of finance capital and revenue-bearing capital, 
and why the latter permanently tends to overwhelm ‘capital-in-function’. 
Part 3 bears on the relationships between finance capital and militarism. It 
highlights the divergences between Hilferding and Luxemburg on this 
issue, provides some historical evidence of the links between finance capital 
and militarism and concludes with a discussion of the relevance of 
Luxemburg’s analysis for contemporary capitalism.

the double Face oF capItal as socIal relatIons

Indeed, Marx never used the term finance capital, and he employed differ-
ent wordings according to what he wanted to emphasise. In some instances, 
he speaks of ‘moneyed capital in the sense of interest-bearing capital’ 
(Marx [1894] 1981, p. 594), and elsewhere he focuses his attention on 
the ‘money-dealing capital’ which initially corresponds to ‘purely technical 
movements’ which money undergoes in the circulation process of 
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industrial capital (ibid., p. 431). More importantly, Marx observes the two 
components of the credit system as it develops in capitalism. One observa-
tion of his is that when money functions as a means of payment, ‘With the 
development of trade and the capitalist mode of production, which pro-
duces only for circulation, this spontaneous basis for the credit system is 
expanded, generalized and elaborated’ (ibid., p.  525). ‘Alongside this 
money-dealing, the other side of the credit system also develops, the man-
agement of interest-bearing capital or money capital as the special function 
of the money-dealers’ (ibid., p. 528), referring mainly to banks which cen-
tralise money capital and transform it into loanable capital.

The development of capitalism facilitated osmotic relationships between 
these two components of the ‘system of credit’—firstly, ‘commercial’ 
credit based on the function of money as a means of payment and, sec-
ondly, banks’ credit (see Chesnais (2016), chapter 3, for a discussion of 
the differences and interactions between the two). Moreover, the develop-
ment of ‘securitisation’, which is not new but accelerated during the 1990s 
and 2000s, increased the degree of interdependence between the ‘system 
of credit’ as described by Marx and the stock markets (shares and bonds), 
which created integrated global financial markets. All the titles circulating 
in the system of credit and stock markets form fictitious capital (transfor-
mation of these property titles into capital through capitalisation or dis-
counting streams of future payments attached to financial assets). As Marx 
states clearly when he analyses the component parts of banking capital, 
‘The greater portion of this “money-capital” [with the exception of the 
reserve fund] is purely fictitious’ (Marx [1894] 1981, p. 601). Lapavitsas’ 
claim is quite distinct from this, stating that ‘loanable capital itself is any-
thing but fictitious [because] it emerges from investment and consump-
tion processes attached to capitalist accumulation’ (2010, p. 11). In our 
view, the fictitious character of any capital is not due to its greater or lesser 
distance from the real process of production but to the capacity of a prop-
erty title to generate a revenue, that is, to the function as capital for 
its holder.

It is widely accepted amongst scholars familiar with Marx’s writings 
that capital is not a ‘thing’—a productive equipment or a financial title—
but a system of exploitative social relations based on private ownership of 
the means of production and the ‘free’ availability of a workforce with the 
purpose of accumulating wealth in its general equivalent form of money. 
Capital as a social relation is incarnated in ‘real life’ in both 

 FINANCE CAPITAL AND MILITARISM AS PILLARS OF CONTEMPORARY… 



188

capital-property and ‘capital-in-function’ which is located in the process of 
production. It thus possesses a double face.

The double face of capital and the relationships between capital- 
property and capital-in-function (or productive capital) are meticulously 
analysed by Marx in Capital but also in Theories on surplus value. He sums 
up his method as follows:

The starting-point of capital is the commodity owner, the owner of money, 
in short, the capitalist. Since in the case of capital both starting-point and 
point of return coincide, it returns to the capitalist. But the capitalist exists 
here in a dual form, as the owner of capital and as the industrial capitalist 
who really converts money into capital. (Marx, [1861–1863] 1989, p. 454)

Here, it is not a question of existence of two capitalists, but one (‘the’) 
capitalist. This duality exists because capitalism is not just a mode of pro-
duction, but a system of exploitative social relations. Furthermore:

The social form of capital—that it is property—devolves on the latter part; 
on the former part devolves the economic function of capital, its function in 
the labour process’. (Marx, [1861–1863] 1989, p. 496, my emphasis)

Hence, Marx’s critique of Proudhon, stating

that capital should not be loaned out and should bear no interest […] 
amounts at bottom to no more than the demand […] that capital should 
not exist as capital (italics in the text). (ibid.)

From a theoretical perspective, we conclude that the revenues gained from 
the ownership of capital-property’s titles cannot be interpreted, as most 
Marxist scholars claim, as a distributional process that only occurs when 
capital is loaned by ‘moneyed capitalist’—in contemporary capitalism by 
banks and financial investors—to non-financial institutions. The quantita-
tive division of the total profit into profit of enterprise for the capital 
employed productively and interest for ‘capital as such, leaving aside the 
production process’, transforms into a qualitative division, a division based 
on two different agents: industrial enterprises and the banks and other 
financial institutions (Marx [1894] 1981, p. 501). The underlying reason 
is that capitalism is a social system based on private ownership of the means 
of production, and the latter which is materialised in financial titles gives 
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their holders the right to appropriate value. Revenues accruing to capital-
property reflect this requirement.

The existence of joint-stock companies (JSC) and the corollary devel-
opment of stock markets reinforce, but do not create, the separation 
between capital-property and capital-in-function. The process is called 
‘ossification’ by Marx—in modern language, JSCs represent an ‘institu-
tionalisation’ of the genuine separation of both forms of capital. It is not 
the stock market which creates this institutionalisation; it works the other 
way around. The development of stock markets outside of the production 
process results from the double face of capital. As capital- property’s titles 
could circulate outside the production process on specific markets (finan-
cial markets), they are an integral component of capitalist social relations. 
This is evidenced by the fact that

The employer of capital, even when working with his own capital, splits into 
two personalities — the owner of capital and the employer of capital; with 
reference to the categories of profit which it yields, his capital also splits into 
capital-property, capital outside the production process, and yielding interest 
of itself, and capital in the production process which yields a profit of enter-
prise through its function. (Marx [1894] 1998, p. 373)

And Marx’s conclusion is straightforward: ‘Hence the nonsensical pro-
nouncements of those who consider the different forms of surplus- value 
to be merely forms of distribution; they are just as much forms of produc-
tion’. Marx makes a similar observation elsewhere, when he writes that 
profit and interest ‘are modes of distribution whose presupposition is capi-
tal as agent of production. They are likewise modes of reproduction of 
capital’ (Marx [1857–58] (1986), p. 32).

No doubt that the two last citations, if articulated today, would infuri-
ate those who relegate revenue-bearing capital to a marginal rank com-
pared to the ‘real conditions’ of capitalist dynamics! Profit and interest are 
both mode of distribution and mode of reproduction of capital!

It would still be absurd to interpret Marx’s remarks as making no dis-
tinction between both types of capital. Marx states that ‘[i]ndustrial capi-
tal is the only mode of existence of capital in which not only the 
appropriation of surplus-value or surplus-product, but also its creation, is 
a function of capital’ (Marx [1885] 1978, pp.  135–6). But producing 
commodities is only a means to generate money as industrial capital (in the 
sense of machines, buildings, etc.) is an intermediate link in the process of 
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value creation and its appropriation by holders of capital-property. It is 
why the ‘accumulation of money capital and of money wealth in general 
[…] reduces itself to the accumulation of proprietary claims to labour’ 
(Marx [1894] 1981, pp. 607).

It is obvious that the development of financial markets and the govern-
mental policies geared towards privatisation have significantly expanded 
the range of revenues accruing to capital-property. Gains in capital 
obtained through the circulation of titles on financial markets, fees gained 
through intellectual property rights and rents drawn from real estate all 
account for a growing share of surplus value created in the production 
process. Hence, the denomination of revenue-bearing capital (RBC), not 
limited to interest as such, is used in this paper.

In the mid-nineteenth century, capital-property was subordinated to 
industrial capital, and the reversal of the relation would only occur from 
the late nineteenth century and imperialist expansion onwards, as evi-
denced by the consolidation of finance capital. Marx was nevertheless 
aware of the compulsive pressures exerted by revenue-bearing capital.

The process of production appears merely as an unavoidable intermediate 
link, as a necessary evil for the sake of money-making. All nations with a 
capitalist mode of production are therefore seized periodically by a feverish 
attempt to make money without the intervention of the process of produc-
tion. (Marx [1885] 1978, p. 137)

The ‘fever’ manifesting in the early and triumphant decades of industrial 
capitalism was the announcement of a much larger process, first in the 
early twentieth century, and then in the four last decades.

FInance capItal

This part discusses the concept of finance capital. Drawing on a critical 
reading of Hilferding’s seminal work, it proposes to address the concept 
of finance capital based on the unity of, and separation between, capital- 
property and capital-in-function. Hilferding, while carefully addressing 
the relationships between industry and banks and the formation of what 
he called finance capital, underestimates the radical consequences of this 
separation.
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hIlFerdIng: a semInal and bIased Work

Upon its publication, Hilferding’s Finance Capital was considered a major 
landmark among Marxists and was even read by Otto Bauer as ‘a 
completion of Capital’, which both ‘supplemented and revised volumes II 
and III’ (King 2010). Luxemburg’s responses to critics of The Accumulation 
of Capital suggests she was not highly appreciative of Hilferding’s book 
(Luxemburg [1915/1921] 2015, in particular in chapter 2).

Banks ‘become to a greater and greater extent industrial capitalists. I 
call bank capital, that is, capital in money form which is actually transformed 
in this way into industrial capital, finance capital’ (Hilferding [1910] 
1981, p. 225) is the most famous excerpt of a book far more often cited 
than read. No doubt that definition was informed by Capital’s Volume 3, 
in which Marx addresses the nascent formation of joint-stock companies 
in relation to the growing role of the credit system. Hilferding’s research 
was also informed by Engels. Engels, in his 1894 foreword to Capital’s 
Volume 3, had added to Marx’s analysis of the stock exchange dating back 
to 1865 that stock companies had gradually become the dominant 
institutions in industry, even for foreign investments, now carried out in 
the form of shares. In 1890, he wrote that, given the considerable growth 
of the money market and the market for securities,

The investment bankers are the owners of railroads, mines, steel mills, etc. 
These means of production take on a double aspect: business has to be run 
now with an eye to the interests of direct production, and now with an eye 
to the needs of the stock-holders in so far as they are money lenders. 
(Engels 1890)

These insightful remarks were made only a decade and half before 
Hilferding started working on his magnum opus and obviously inspired 
the latter.

It is certainly true that Finance Capital includes a number of theoreti-
cal advances on the formation of monopolies and cartels and the develop-
ment of fictitious capital which are directly informed by Marx and Engels. 
According to Guillén (2013), one of the most revolutionary aspects of 
Hilferding’s theory is the category called ‘promoter’s profit’—the profit 
(actually a monopoly income) appropriated by finance capital for the mere 
act of negotiating the fictitious capital, that is, for controlling the issuance 
and circulation of shares and public and private bonds and securities 
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(Guillen 2013). According to Lapavitsas and Levina (2011), this insight is 
of decisive importance for the theory of financial profits on today’s financial 
markets, even though there are problematic aspects to his analysis.

The central aspect of the book, Hilferding’s definition of finance capi-
tal, was widely accepted. Lenin took it up in his Imperialism; Bukharin, 
despite not citing Hilferding at this point, said that ‘finance capital is char-
acterised by being simultaneously banking and industrial capital (italics in 
the text)’ ([1917] 1929); and Trotsky (no longer citing Hilferding) wrote 
that ‘Bank capital merges with industrial capital into financial super-capi-
tal’ ([1939] 1970).

Other parts of Hilferding’s book have been criticised, including his 
theory of money, criticised by Kautsky (1912), then noted by Lenin and 
finally analysed in a more comprehensive manner by de Brunhoff. The 
latter detects a ‘quantitativist’ approach to money adopted by Hilferding 
which is the source of confusion regarding his concept of finance capital 
(Brunhoff 1976b, p. 14). Hilferding mixes together two distinct concepts 
articulated by Marx: Geldhandlungskapital (money-dealing capital) and 
Geldkapitalist (money capitalist) (de Brunhoff 1976a). The careful 
examination of credit and banks by Hilferding, ‘but not being organically 
linked to the theory of money has probably been one of the reasons for the 
overestimation of the role of “finance capital”’ by Hilferding (ibid., p. ix). 
Disconnecting financing through loans from its monetary base allows 
Hilferding to conclude that, as banks are at the origin of both loans and 
money creation, they can fund stock companies on demand. The severity 
of a crisis triggered by money functioning as a means of payment is ignored 
by Hilferding and instead substituted with a supposedly non-problematic 
bank funding of large corporations.

Another critique, put forward by Sweezy, is that Hilferding tried to 
generalise what was a peculiar German development at the turn of the 
century, and he overestimated the importance of financial dominance in 
the latest stage of capitalist development because the large monopolistic 
corporations actually possess substantial internal funds that make them 
independent from the stock market and the bankers (Sweezy 1946, 
pp. 260, 267).
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an alternatIve proposal For FInance capItal

Although critiques of Hilferding’s definition do make sense, we still think 
that it is not necessary to ‘throw the baby out with the bathwater’. Several 
dramatic transformations in the capitalist dynamics perceived by Hilferding 
remain topical. We propose to define finance capital as the intertwining of 
concentrated (or monopoly) industrial, merchant, real estate, land and 
bank capital under the control of capital-property (Serfati 2018).

This definition differs from Hilferding’s in two aspects. First, he inter-
preted the separation of capital-property and capital as a progress in the 
rationalisation of capitalism. In this respect, Chapter 10 is illuminating on 
Hilferding’s perception of capitalist evolution. He contends:

If this trend were to continue, it would finally result in a single bank or a 
group of banks establishing control over the entire money capital. Such a 
“central bank” would then exercise control over social production as a 
whole. (Hilferding [1910] 1981, p. 180)

This is a very one-sided view of the consequences of the centralisation of 
capital-property that can be contrasted with the observations Marx made 
when he examined the concentration of capital-property in the hands of 
the banks:

Talk about centralization! The credit system, which has its focal point in the 
allegedly national banks and the big money-lenders and usurers that 
surround them, is one enormous centralization and gives this class of 
parasites a fabulous power … (Marx [1894] 1981, p. 678)

Hilferding’s definition of finance capital as the merger of ‘industrial and 
banking capital’, moreover, significantly mitigates Marx’s assessment:

It (the credit, C.S.) reproduces a new financial aristocracy, a new kind of 
parasite in the guise of company promoters, speculators and merely nominal 
directors; an entire system of swindling and cheating with respect to the 
promotion of companies, issues of shares and share dealings. It is private 
production unchecked by private ownership. (Marx [1894] 1981, p. 569)

Marx’s remarks on JSC were not ignored by other Marxists. Lenin 
observes that the capitalist development—having arrived at its imperialist 
stage—exacerbates the separation between capital-property and 
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capital-in-function, with the consequence that ‘the supremacy of finance 
capital over all other forms of capital means the predominance of the rent-
ier and of the financial oligarchy’ (Lenin [1917] 2011, chapter 3). Hence, 
Lenin criticised the rationalising role of banks envisaged by Hilferding 
who ‘has taken a step backward compared with the non-Marxist Hobson. 
I refer to parasitism, which is characteristic of imperialism’ (Lenin [1917] 
2011, chapter 8).

Secondly, as mentioned before, Hilferding identified finance capital 
with its organisational forms existing at the time in Germany. To his credit, 
Hilferding did underline the growth in mobility acquired by capital- 
property in order to correctly reconstruct the process of centralisation of 
capital in financial institutions (for him, banks) and industry and decipher 
its role as a counter-tendency to the fall in the rate of profit (see Hilferding 
[1910] 1981, chapter 14). In the last decade, the mobility of capital- 
property considerably accelerated owing to the creation of integrated 
financial markets at the global level. The process of centralisation of capi-
tal—that is, according to Marx’s definition, the merger of capital- property 
and ‘the transformation of many small into few large capitals’—thus results 
in the intertwining of monopoly industrial, merchant, real estate, land and 
bank capital. The mobility of capital-property favoured by financial mar-
kets and banks and the tendency of capital accumulation to boost the 
centralisation of capital accounts for the existence in most developed 
countries of a dense network of firms based on cross- shareholding and 
interlocking directorates.

This does not mean that all the institutional units called corporations 
(or joint-stock companies) conduct business in all the sectors mentioned 
in our definition. The degree of large non-financial corporations’ vertical 
integration, the extension of activities beyond their ‘core business’, as well 
as the scope of banks’ control on industrial activities depend on a series of 
economic, regulatory and cultural factors. To give an example, who would 
have imagined two decades ago that tech firms Alibaba, Amazon, 
Facebook, Google and similar would venture into financial services, 
including payments, money management, insurance and lending, 
exploiting the large stock of user data collected in their businesses? 
Benefiting from ‘network externalities’, ‘straddling regulatory perimeters 
and geographical borders’ (BIS 2019, p. 56), those firms pose daunting 
challenges to regulation authorities and risks to the stability of the system.
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tncs as core component oF contemporary 
FInance capItal

TNCs exhibit qualitatively different features compared to other firms. 
They represent a category of enterprise sui generis, based on a specific 
organisational structure. The core role, in terms of strategy and profit 
accumulation, is occupied by the holding company where the centralisation 
of capital-property is operationalised. The holding company exerts direct 
and indirect influence on a myriad of affiliates, some of them involved in 
R&D, production, sales and post-sales activities, while others are created 
for the unique purpose of generating revenue from money-capital 
valorisation. The predominant logic of valorisation of revenue-bearing 
capital led us to define them as a core organisational modality of 
contemporary finance capital, in short: financial groups with industrial 
specialisation (Serfati 1996).

The 1980s and 1990s saw a considerable strengthening of the weight 
of TNCs and consolidation of their strategy of financial valorisation of 
capital. What the literature calls ‘global value chains’ (GVCs)—in which 
almost 80 per cent of international production is now realised—are global 
spaces formed and controlled by large TNCs. They open up a strategic 
horizon for augmenting the value of capital that reaches far beyond 
national borders and undermines national regulations. Within GVCs, the 
asymmetric power relations existing between large TNCs and their 
suppliers put the former in a position to capture a share of value created in 
the latter (Serfati and Sauviat 2019). Depressing supplier prices, to say it 
with Marx, ‘has its place in an account of competition, which is not dealt 
with in this work. It is none the less one of the most important factors in 
stemming the tendency for the rate of profit to fall’ (Marx [1894] 1981, 
p. 342).

conFlatIon oF proFIts oF enterprIse and rents 
In large tncs

In sum, one consequence of large TNCs’ strategy in the context of the 
current international macroeconomic setting was the blurring in their 
total profits from ‘profits of enterprise’ resulting from a successful 
valorisation of their productive capital and rents, that is, revenues gained 
from the valorisation of capital-property. The genesis of the rent concept 
dates back to the early foundations of political economy. For Smith, wages, 
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profit and rent are the three original sources of all revenue and of all 
exchangeable value. Ricardo analyses the differential rent, which, in 
contrast to other production sectors, applies only to land and is not 
determined by the labour and capital incorporated in the production 
process, but by the technical conditions of production of the least fertile 
land. Ricardo was criticised by Marx who analysed the absolute and 
monopoly rents, both based on the ownership of property titles conferring 
exclusive privileges to their holders.1 Absolute rents exist because some 
people own property titles on portions of land endowed with superior 
qualities that put them in an exclusive position on the market, while 
monopoly rents are an extension of the same privilege created by or owing 
to the holding of property titles on any resource and market.

Large TNCs accumulate profits of enterprise (from capital employed 
productively) and rents through four main channels. Firstly, they 
accumulate surplus value extracted from the production process organised 
domestically and by their foreign affiliates, with the opportunity to increase 
the rate of profit on their capital offshored to emerging countries, given 
the higher rate of labour exploitation. Then, they also extract rents gained 
from the asymmetrical power between them and their suppliers along their 
GVCs. Strategies of squeezing supplier ‘s margins assume various forms, 
including a reduction in prices and an extension of payment terms. They 
thus benefit from a redistribution of the surplus value realised in suppliers’ 
firms. The transfer of surplus value created in the labour process realised 
by suppliers, in favour of large corporations and facilitated by their control 
on GVCs, is obviously an obstacle to the formation of an average rate of 
profit, since the latter is conditioned by the ‘abolition of all monopolies 
other than natural ones’ (Marx [1894] 1981, p.  298). Moreover, they 
extract monopoly rents gained from an exclusive control over some 
products which are non-renewable  or scarce (hence, monopoly rents), 
that is, at ‘any price determined simply by the desire and ability of the 
buyer to pay, independently of the price of the product as determined by 
price of production and value’ (ibid., p. 910). At Marx’s time, the natural 
scarcity of a resource was the main cause accounting for this monopoly 
price, which is why he used a vineyard as an example. It is clear that the 
creation of artificial scarcity, for example, through patenting, the support 
of governmental policies protecting ‘their’ large TNCs through regulatory 
and financing measures, and, in the wake of major changes occurring in 
the 2000s, the consolidation of TNC’s GVCs as a way of increasing their 
power, considerably supports setting monopoly prices on end markets (for 
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evidence of high margins in smartphone production extracted by Apple, 
Huawei and Samsung, see WIPO 2017). Finally, large TNCs have 
increased their financial revenues, that is to say, those gained from their 
activities on financial markets (in particular in the foreign exchange 
markets) and from credit activities considered to be lucrative enough to 
lead them in some cases to create in-house banks.

In the bottom line of TNCs’ accounting, ‘profit of enterprise’ gained 
from productive activities carried out in their affiliates mix with rents 
gained from their power over their suppliers, monopoly prices imposed on 
the market and financial-market revenues. This reflects not only the 
intertwining of capital-property and capital-in-function, but also the 
increasing importance of the former in the strategies of TNCs.

ascendant domInatIon oF capItal-property 
and Its drIvers

The increase of revenue-bearing capital (RBC) over the last decades is 
largely undisputed and generally described by the rather vague concept of 
financialisation. The growth of dividends accruing to shareholders and 
interests gained from swelling public debt are often cited, as these two 
forms of revenue account for the bulk of total RBC. The thriving of RBC 
in contemporary capitalism still goes beyond these two historical items. To 
borrow from Luxemburg’s apt language, the quest of capital for ‘new 
provinces of accumulation’ has become more compelling. This entailed a 
process of commoditisation based on the creation of private property titles 
(capital-property). Firstly, from the 1980s onwards, a substantial extension 
of the domains covered by intellectual property rights (IPRs) was 
encouraged by governmental policies and the coordination thereof in the 
World Trade Organization (WTO). A major objective was to dispossess 
workers of their skills and, firstly, to incorporate the latter as a component 
of fixed capital and, secondly, to transform tacit knowledge into a 
commodity priced on financial markets. Then, ruling classes succeeded, 
buttressed by governmental policies, in enforcing property rights 
pertaining to living organisms. General Electric’s patenting of micro- 
organisms in 1980 was subsequently extended to human genes after the 
cracking of the human genetic code in DNA sequences. The authorisation 
was further expanded to encompass patents on plants and seeds, posing a 
direct threat to the reproduction of communities which were now forced 
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to pay for basic sources of livelihood. It is a reminder of what Marx said 
with regard to rents: ‘One section of society here demands a tribute from 
the other for the very right to live on the earth’ (Marx [1894] 1981, 
p. 908). Finally, the private sphere of human beings opened up a ‘new 
province of accumulation’ to capital in its valorisation quest. ‘Big data’ 
flows collected from all connected electronic devices (computers, phones, 
surveillance cameras, etc.) are transformed into lucrative raw material for 
business, submitting privacy rights to a surveillance regime orchestrated 
for profit purposes, hence the term ‘surveillance capitalism’ (Zuboff 2015).

A number of reasons account for the ascendancy of capital-property, 
some of which are related to the very roots of capitalism, while others are 
based on asymmetrical class power relations. Firstly, in the process of 
capitalist production and reproduction, money represents value and wealth 
in its general form. Money that circulates along the cycle of M-C-M’ (M 
money, C commodity, M’>M) is ‘transformed into capital, becomes 
capital, and, from the point of view of its function, already is capital’ (Marx 
[1867] 1976, p.  248). In other words, the ownership of money is 
potentially the ownership of capital for those who possess social power.2 
And this potential becomes reality when materialised in revenue-generating 
capital-property titles. This is evident with the ‘credit-money [which] 
springs directly out of the function of money as a means of payment’ 
(Marx [1867] 1976, p. 238). In contrast to the money system, the credit 
system is a creation of capitalism, because it ‘presupposes the monopoly 
possession of the social means of production (in the form of capital and 
landed property) on the part of private individuals’ and is ‘a driving force 
of its development into its highest and last possible form’ (Marx [1894] 
1981, p. 742). Hence, ‘Mere money […] becomes loan capital […] by its 
transformation into a deposit, if we consider the general form in the 
developed credit system’ (ibid., p.  642). Throughout the nineteenth 
century, the credit system, as a form of capital-property bearing revenue, 
gained considerable momentum with the transformation of the banking 
system and reinforced the ‘compelling motive of capitalist production – 
money-making’ observed by Marx. Over the last three decades, the process 
of valorisation of ‘capital as such’, that is, as property rights, advanced 
considerably.

Secondly, the contemporary thriving of revenue-bearing capital (RBC) 
has to do with the state of the world economy. The co-occurrence of RBC 
and the slowdown in productive accumulation in developed countries, also 
observed by international organisations (IMF 2019), have raised a 
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discussion on the nature of their interrelations. One notable contribution 
is the analysis by Lapavitsas who, in a Marxist framework, argues that 
‘there is no direct causation between booming finance and weak produc-
tion’ (Lapavitsas 2010, p. 43). Among most post-Keynesian economists, 
the thriving of finance directly causes the slowdown of real accumulation, 
as financial revenues are diverted from an alternative, productive use. For 
many Marxists, the causality moves in a reverse direction: the crisis of pro-
ductive accumulation, whatever its causes may be, leads to a surge in finan-
cial valorisation. Some argue that the profitability, a proxy of Marx’s rate of 
profit (RoP), triggered the ‘great recession’ (in 2008) that turned into the 
‘Long depression’ (Roberts 2016). Others challenge the relevance of the 
fall of the RoP for various reasons, one of them being that no such decline 
was detected, or because this fall followed the financial crisis. For others, 
the crisis results from ‘A conjunction of a falling RoP and of a roadblock 
met at C′ of the complete accumulation process (M-C . . . P . . . C′-M′, 
with P being the productive moment), that is in Marxist wordings, a “crisis 
of realisation” of value’ (Chesnais 2016, p. 4).

Thirdly, the social roots of the development of revenue-bearing capital 
personified in the rentiers and their political power have been traced by 
Marx (see above his remarks on how the development of revenue-bearing 
capital ‘stimulates a new financial aristocracy’) and his followers, but also 
by non-Marxist critics of capitalism (Veblen, Hobson and Keynes).

The social and political bloc which emerged on the basis of finance 
capital since the 1980s can hardly be underestimated as a driver of the 
massive surge in revenue-bearing capital accruing to the ruling class (the 
‘one per cent’, whose total revenue is overwhelmingly constituted by the 
ownership of financial assets). The policies accommodating financial 
‘vested interests’ have created powerful political built-in mechanisms 
which so far have left the rentier class immune to the last four decades of 
financial crisis. No financial crisis unfolding since the 1982 Mexican default 
has prevented the growth of revenue-bearing capital. Instead, the 2008 
financial crisis boosted the growth of financial assets held by rentiers (or 
rentier families) and large transnational corporations (on rentier features 
of the French ruling class, see Serfati 2015).

‘The world-ecological limit of capital is capital itself ’ (Moore 2015, 
cited in Chesnais 2016, p. 240). This limit combines with the inability of 
capital to reach levels of profitability sufficient to raise the level of 
productive capital accumulation. In our view, despite the rise in the rate of 
exploitation, the productivity of labour is insufficient to increase the rate 
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of profit, which depends not only on the rate of exploitation but also on 
the capital-to-labour ratio (capital here means the cost of industrial 
equipment and raw materials). Hence, the current economic conjuncture 
considered at its world level could be one in which the crisis results from 
internal limits to capital accumulation combined with the irrepressible 
claim by the holders of capital-property—who constitute the upper 
segments of the ruling class—to receive a growing share of the value 
created in labour processes. Revenue-bearing capital, today comforted by 
committed governmental policies, ‘appears as a Moloch demanding the 
whole world as a sacrifice belonging to it of right, whose legitimate 
demands, [arise] from its very nature’ (Marx, [1861–1863] 1989, p. 453).

FInance capItal and mIlItarIsm

This section focuses on the relationship between finance capital and mili-
tarism. It highlights the divergences existing between Hilferding and 
Luxemburg on this issue and concludes with an assessment of the rele-
vance of the latter’s analysis for present-day contemporary capitalism.

hIlFerdIng: a peaceFul ImperIalIsm Is possIble

According to some, ‘Hilferding’s comments could have been taken directly 
from Rosa Luxemburg (or vice versa); they do not differ on the methods 
of capitalist expansion’ (Brewer 1980, p. 103). This similarity is misleading, 
given that the differences behind the same terminology could be more 
substantial than assumed. Hilferding states that the policy of finance 
capital is bound to lead towards war. He describes the three ways in which 
capital conquers new territories with the support of force when the process 
is perceived to move ‘too slowly and gradually by purely economic means’ 
(Hilferding [1910] 1981, p. 319): the expropriation of the natives, then 
the introduction of a system of taxation when said natives are no longer 
sufficiently robust and, finally, capital’s attempts to solve the labour 
problem by introducing foreign labour. By reference to these three ways, 
he remains within the mainstream framework of Marxist analysis, linking 
capitalist expansion to the use of violence. Moreover, Hilferding is aware 
of the ideological justifications for imperialism, stating that ‘there emerges 
in racist ideology, cloaked in the garb of natural science, a justification for 
finance capital’s lust for power’ (Hilferding [1910] 1981, p. 335).
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The risks of armed conflicts and the policy of finance capital leading to 
war are still mitigated by two factors. Firstly, after envisaging the possibility 
of an armed conflict between Germany and England (ibid.), Hilferding 
immediately downplays this risk, based on an interpretation of a balance of 
power policy ‘reminiscent of the balance of power policy of the early stages 
of capitalism […] This accounts for the recent international policy of 
maintaining the status quo’. This claim reflects an underestimation of the 
severity of economic competition bound to turn into military conflagration, 
as happened only four years after Hilferding’s Finance Capital. Secondly, 
the low-level risk of armed conflict between great powers is reinforced by 
the existence of international cartels able to put an end to the anarchy of 
competition and promote a peaceful development of capitalism.3 This 
claim is a precursor to Hilferding’s proposal made in a 1915 paper on fully 
‘organized capitalism’, according to which a general cartel could be 
formed (James 1981, p. 856). It is also close to what Kautsky theorised as 
‘ultra-imperialism’ (1914). For Hilferding, the main driver to the 
cartelisation of foreign policy limiting the risk of war is the role of interest- 
bearing money capital. Export of capital in the form of credit—rather than 
the construction of factories—creates a form of solidarity between 
capitalists from different nations.

This analysis warrants two remarks. The first is that in the conflict 
between Kautsky and Lenin on imperialism, Hilferding’s initial position 
was somewhere in between (Brewer 1980, p. 107), but as said above, after 
World War I, he moved closer in the direction of Kautsky’s views. The 
second one is that the pacifying, transnational role of interest-bearing 
money capital resembles that which Polanyi attributed to nineteenth- 
century Haute Finance. Briefly stated, the thesis is that Haute Finance 
‘functioned as the main link between the political and the economic 
organization of the world’ (Polanyi 1944, p. 10). Thus,

by functional determination it fell to haute finance to avert general wars. 
The vast majority of the holders of government securities, as well as other 
investors and traders, were bound to be the first losers in such wars, especially 
if their currencies were affected [...] The influence that haute finance exerted 
on the Powers was consistently favorable to European peace. (ibid., p. 14)

Polanyi does not dismiss the fact that bankers had no objection to any 
number of minor, short or localised wars, but their business would be 
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impaired if a general war between the great powers should interfere with 
the monetary foundations of the system (ibid., p. 11). The reason for this 
is that cartelisation of haute finance transcends national interests, resulting 
in a state in which ‘Trade had become linked with peace’ (ibid., p. 15). In 
hindsight, it is hard to overlook that not only ‘localised wars’ carried out 
by the great powers burst out repeatedly under the reign of Haute finance, 
but large-scale wars between them were also common, as evidenced by the 
Crimean War of 1853–56 between the Russian Empire on one side and 
the Ottoman Empire, France, Britain, Austria and Sardinia on the other, 
or the Franco-Prussian war of 1870–71.

luxemburg: the InternatIonal loans—prImItIve 
accumulatIon—mIlItarIsm trIpod

A major originality of Luxemburg’s analysis is to carefully analyse how 
finance capital, in the form of international credit, is directly linked to 
imperialism and armed violence, something too partial for Bukharin who 
accuses her of treating ‘the problem without any regard to the necessity of 
a specific characterization of capital as finance capital’ (Bukharin [1925–6] 
(1972), p. 253). She writes that foreign loans ‘are yet the surest ties by 
which the old capitalist states maintain their influence, exercise financial 
control and exert pressure on the customs, foreign and commercial policy 
of the young capitalist states’ (Luxemburg [1913] 2003, p. 401). Those 
remarks have been strikingly confirmed in contemporary capitalism, from 
the 1982 Mexico default to the numerous financial crisis until the 2008 
EU financial crisis.

Luxemburg shows that loan (or credit) money capital often operates 
through primitive accumulation, that is to say, the direct use of violence in 
the process of value creation. This analysis is based on Volume 1 of Capital. 
Marx had observed that ‘with the national debt there arose an international 
credit system, which often conceals one of the sources of primitive 
accumulation in this or that people’ (Marx [1867] 1976, p. 920, emphasis 
added). Primitive accumulation, Luxemburg comments, is not reserved to 
early phases of capitalist expansion:

“Sweating blood and filth with every pore from head to toe” (Marx’s 
Capital wordings, C.S.) characterises not only the birth of capital but also 
its progress in the world at every step. (Luxemburg [1913] 2003, p. 433)
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Here, Hilferding’s and Luxemburg’s theoretical approaches can be 
contrasted. While Hilferding explicitly states that his focus is not on this 
process of valorisation of capital and he is rather concerned ‘only with the 
transformation of the form of value rather than with its origin’ (Hilferding 
[1910] 1981, p. 68), Luxemburg draws on Volume 1 of Capital, in which 
the process of value creation is addressed.4 She thus directs her attention 
not to the transformation of the form of value, but to one of its major 
characteristics, namely the different modalities of producing surplus value. 
This process culminated in a highly uneven integration into the world 
space of countries and territories differing strongly in their social structures. 
Thus, finance capital is neither external to capitalist relations of 
production—as a parasitic activity outside or on top of an otherwise sound 
productive accumulation—nor can it be identified as an institutional 
innovation (the ‘merging of banking and industrial capital’) à la Hilferding 
which succeeds in pacifying capitalist relations and smoothing out 
economic competition. For Luxemburg, capitalist relations are introduced 
and consolidated in concentrated form, owing to a flow of accruing 
revenue from subordinate to metropolitan countries, a process that creates 
profound imbalances in international economic relations. To sum up: 
money capital, when materialised as property right and credit assets, is a 
driver of asymmetric relationships at the global level. And the process is 
anything but peaceful.

Based on this analysis, it is easy to understand Luxemburg’s careful 
attention to militarism. Indeed, from very early on, she had stressed that 
for the capitalist class, militarism is ‘indeed indispensable – but for whom? 
For the present-day ruling classes and the contemporary governments’ 
(Luxemburg [1899] 1972). And, quite remarkably and unique among 
Marxists, she was aware of the central role of militarism and its multiple 
functions almost from the outset of her scholarly engagement. As early as 
1898, she laid down the thrust of her understanding of the role of 
militarism:

First, as a means of struggle for the defence of “national” interests in com-
petition against other “national” groups. Second, as a method of placement 
for financial and industrial capital. Third, as an instrument of class domina-
tion over the laboring population inside the country. (Luxemburg 
[1906/1898] 2008, p. 63)
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All these functions are addressed in Accumulation of Capital in an updated 
way, for example, when she states that military force is used ‘for extorting 
railway concessions in backward countries, and for enforcing the claims of 
European capital as international lender’.

Still, the ground-breaking analysis is in Chapter 32 on ‘Militarism as a 
province for accumulation’. Before turning to her argument, the two 
following sections provide an historical overview of the connections 
between militarism and finance capital.

some hIstorIcal evIdence on connectIons betWeen 
mIlItarIsm and FInance capItal

History rather provides evidence for establishing a connection between 
finance capital and armed violence than a confirmation of Polanyi’s 
assumptions or Hilferding’s expectations. Military interventions or threats 
thereof against indebted countries were not infrequent during the era of 
classical imperialism. In the last three decades of the nineteenth century, 
more than 100 interventions backed by military force by the Western 
great powers in the semi-periphery, mostly in Latin America and the 
Ottoman Empire, occurred either unilaterally in the case of the United 
States or ‘in concert’ by the European powers (von Bernstorff 2018, 
p. 248). A significant share of them was motivated by financial defaults. 
Mitchener and Weidenmier (2005, p. 658) find that defaulting sovereigns 
between 1870 and 1913 faced threatened or actual military intervention 
40 per cent of the time. Finnemore observes that ‘Prior to 1907 it was 
accepted practice for states to use military force to collect debts owed to 
their nationals by other states’ (Finnemore 2003, p. 24). Other scholars 
add: ‘By the turn of the twentieth century, joint military interventions by 
two or more of the Western powers to protect foreign interests were 
becoming commonplace’ (Johnson and Gimblett 2012, p. 652).

Arguments for interventions changed over time. At the beginning of 
the nineteenth century, the desire to collect debt payments was explicitly 
proclaimed. Over several decades, the tone—but not so much the 
substance—then changed for a number of reasons, including the cost of 
military operations, the need to consolidate the use of force on legitimate 
grounds and, not least, the reluctance of public opinion in some creditor 
countries (England, France) to see their governments give in to the 
powerful interests of bondholders. Also, after having previously been 
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limited to defending lenders’ interests, ‘gunboat diplomacy’ increasingly 
became a component of broader imperialist objectives towards the end of 
the century.

This is why some historians challenge the notion that the main motive 
of developed countries’ military involvement was debt:

Debt default and military intervention coincided, not because creditors were 
taking up arms on behalf of bondholders, but because defaulters happened 
to be involved in other disputes (civil wars, territorial conflicts, tort claims) 
that attracted the attention of major powers. (Tomz 2007, p. 153)

While these remarks testify to the fact that military interventions were part 
of a broader imperialist policy, they do not invalidate that financial interests 
were a major component in such interventions. In reality, economic and 
political drivers were often intertwined, as observed by a financial 
institution in London claiming in 1905 that ‘If she [the United States] 
interferes with matters of finance no doubt that will to a certain extent 
prevent revolutions in these countries’ (Mitchener and Weidenmier 2005, 
p. 687). And the frequency of wars and revolutions placing many states in 
temporary default was high (Borchard 1932, p. 141).

At the turn of the century, when military spending rose in all developed 
countries as a prelude to the world cataclysm, the La Hague Conferences 
(1905 and 1907) adopted the Drago Doctrine. Luis Mario Drago 
formulated a non-intervention doctrine in December 1902: ‘The public 
debt cannot occasion armed intervention nor even the actual occupation 
of the territory of American nations by a European power’ (Drago Luis 
and Edward 1928, p. 214).

Still, despite contrary claims, the La Hague 1907 conference did not 
prohibit the use of force against defaulting countries, but instead in its 
Article 1 stated:

[The] agreement not to have recourse to armed force for the recovery of 
contract debts claimed from the Government of one country by the 
Government of another country […] is, however, not applicable when the 
debtor State refuses or neglects to reply to an offer of arbitration, or, after 
accepting the offer, prevents any compromis from being agreed on, or, after 
the arbitration, fails to submit to the award (italics added).5
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This loose formulation establishing exceptions that allowed for military 
interventions in fact left the possibility of interventions wide open.

FInance capItal as sponsor oF Wars

This is not the end of the story. Banks, a pillar of finance capital institu-
tions, were involved in arms production and trade. Polanyi himself 
observes that they were anything but pacifist and had made their fortunes 
in the financing of wars. Only ‘minor, short or localised wars’ attracted 
their interest, however, because their business would be impaired by a 
general war between the great powers (pp. 9–10). Although it would be 
reductionist to attribute the causes of wars to ‘canon merchants’ and their 
banks, their role is still undeniable. To give an example, the Rothschild 
banks underwrote the debt of various great powers—France, Britain, 
Austria and Turkey—during the Crimean War of 1854–56 even though 
the family was worried about the impact on its business activities (Ferguson 
1999). In all great powers, certain banks, known as the ‘armament banks’, 
funded the large companies producing and exporting arms (Engelbrecht, 
Hanighen 1934).

Interestingly, far from being exclusively committed to entrenched 
national interest, banks contributed to the internationalisation of the 
industry (Lewinsohn 1935). French banks funded direct foreign competi-
tors to French arms companies, and the same disregard for their home 
country was also shared by English and German banks (Serfati 2019). To 
reverse Polanyi’s parlance, the growth of trade flows, including with trade 
deals brokered between rival powers, did not prevent the latter to fuel 
militarism through very high levels of military spending, albeit paling in 
comparison to the post-World War II period.

takIng stock oF luxemburg’s analysIs oF mIlItarIsm 
WIth vIeW to contemporary capItalIsm

As is well known, The Accumulation of Capital is concerned with the rela-
tions between capital accumulation and its non-capitalist environment. 
Luxemburg concludes from her comprehensive analysis that

it is factors such as the burden of taxation, war, and the selling-off and 
monopolization of the nation’s land—factors that belong equally to the 
spheres of political economy, political power, and criminal law—that are 
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effective in this process of the separation of peasant agriculture from 
industry. (Luxemburg [1915/1921] 2015, p. 286)

The association of militarism (war) and criminal law is no coincidence. 
Given that they both belong to the so-called superstructure, their role is 
rather significant. The enforcement of private property rights and the 
destruction of barter and (commodity) exchange economies as a way of 
pursuing capital accumulation (‘economics’) were carried out with the use 
of force. Luxemburg defines her theoretical approach as follows:

[P]olitical power is nothing but a vehicle for the economic process. The 
conditions for the reproduction of capital provide the organic link between 
these two aspects of the accumulation of capital. (Luxemburg [1913] 2003, 
p. 433, my emphasis)

In her argument, Luxemburg refuses to erect an epistemological frontier 
between infrastructure and superstructure and extends the ‘traditional’ 
functions of militarism from a political instrument used for economic 
purposes to being itself a ‘province of accumulation of capital’. She shows 
that militarism is ‘a pre-eminent means for the realisation of surplus value; 
it is in itself a province of accumulation’ (Luxemburg [1913] 2003, 
p. 434–5). Militarism, buttressed by state legitimation, benefits from the 
centralised buying power of governments, because in the form of 
government contracts for army,

scattered purchasing power of the consumers is concentrated in large quan-
tities [Luxemburg’s hypothesis is that arms production is funded out of 
taxes on wage-earners, C.S.] and, free of the vagaries and subjective 
fluctuations of personal consumption, it achieves an almost automatic 
regularity and rhythmic growth. Capital itself ultimately controls this 
automatic and rhythmic movement of militarist production […] That is why 
this particular province of capitalist accumulation at first seems capable of 
infinite expansion. (Luxemburg, [1913] 2003, p. 446)

The last sentence is similar to earlier writings stating that ‘Militarism thus 
represents an inexhaustible, and indeed increasingly lucrative, source of 
capitalist gain’ (Luxemburg [1899] 1972).

Luxemburg went further on the role of militarism than other Marxists 
who analysed imperialism as a new historical configuration focused on war 
in the sense of a political auxiliary of economic competition. The Marxist 
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consensus was summed up by Bukharin as follows: ‘War in capitalist society 
is only one of the methods of capitalist competition, when the latter 
extends to the sphere of world economy’ (Bukharin [1917] (1929), 
p. 54). Luxemburg intended to anchor militarism at the very roots of the 
capitalist dynamics in an effort to expose any perception of a ‘pure 
capitalism’ as illusionary. At first glance, placing militarism at the heart of 
social relations breaks a fundamental tenet of Marxism, namely the 
separation between the economic and political-military-juridical sphere in 
capitalism (Wood 1995; Fine and Picciotto 1992). The use of direct vio-
lence within the relations of production (the labour process), at least for-
mally, is not part of the (asymmetrical) relation between capitalists—as 
owners of the means of production—and workers—as ‘free human beings’ 
forced to sell their labour force. The use of ‘legitimate violence’ is 
transferred to specific institutions within states. Hence, law and the use of 
force are two major components of this legitimate violence employed by 
states to maintain order in social relations.

This separation of economic and political functions should be taken as 
a conceptual approach to understand the specificity of the institutional 
setting of capitalism, and not be transformed into an ahistorical reality. To 
give an example, while Marx explained that ‘The tendency to create the 
world market is directly given in the concept of capital itself ’, he never 
conceived the creation of a world market as a ‘levelling playing field’ for 
capitalist competition, no more than the reproduction schemas outlined in 
Capital Volume 2 were addressing a ‘pure capitalism’6 (for the way Marx 
integrated the world market and the state system in his work, see Pradella 
2013). Luxemburg did not attribute this vision to Marx’s reproduction 
schemas either, as she says that Marx ‘is anticipating [vorwegnehmen] the 
real trend of capitalist development’ (Luxemburg [1915] 2015, p. 437).

The process of abstraction by which the separation of economy and 
politics is showed to be specific to capitalism and conceptually established 
must then be confronted with reality, ‘a rich totality of many determina-
tions and relations’ (Marx [1857–58] 1986, p. 37). A glance at history 
illustrates how the economic basis and the political-military-law super-
structure are closely intertwined, a feature instrumental and essential for 
the functioning of capitalism. Indeed, the hypothesis of a central role of 
political-military coercion in the world reach of capitalism is a common 
thread running through all early twentieth-century theories of imperial-
ism, despite their differences. The world space (a term that is, incidentally, 
more adequate than world market) results from the interactive relations 
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between capitalist dynamics and the international system of states (Serfati 
2019).7 As Luxemburg shows, primitive accumulation and ‘normal’ accu-
mulation were intertwined (Luxemburg [1913] 2003, p. 351).8 The pres-
ent-day configuration of the world space has not eliminated this 
combination.

For some Marxist scholars, by contrast, the period of primitive accumu-
lation described by Luxemburg is over and has been replaced by what 
Ellen Woods defines as the ‘empire of capital’ (Wood 2003). The ‘empire 
of capital’ is the era, setting in over the course of the past decades, in 
which the subjugation of the whole world to the logic of capital is estab-
lished. This explains that ‘For the first time [since 1945] in the history of 
the modern nation state, the world’s major powers are not engaged in 
direct geopolitical and military rivalry’. Wood adds that ‘Capitalist imperi-
alism has become almost entirely a matter of economic domination’ and 
concludes ‘it can be a very bloody business. But once subordinate powers 
are made vulnerable to those imperatives and the “laws” of the market, 
direct rule by imperial states is no longer required to impose the will of 
capital’ (Wood 2003, p.  153). Likewise, according to Wood, ‘capitalist 
imperialism extends this purely economic mode of exploitation beyond 
national frontiers’ (Wood 2006, p. 17).

The view adopted in this paper is different. Neither did wars disappear 
from the scene since the end of World War II nor did the collapse of the 
USSR, labelled as the ‘empire of evil’ by Ronald Reagan, put an end to 
wars. Militarism and war must be put into broader context. The era of 
‘classical imperialism’ was marked by the ‘globalisation of war’ during the 
early twentieth century. This trend was presciently announced by Engels, 
writing in 1898:

[F]inally, the only war left for Prussia-Germany to wage will be a world war, 
a world war, moreover, of an extent and violence hitherto unimagined. 
Eight to ten million soldiers will be at each other's throats and in the process, 
they will strip Europe barer than a swarm of locusts. (Engels [1887] 
1990, p. 451)

What has emerged from the 1990s onwards are armed conflicts often 
called ‘new wars’ or ‘resource wars’, yet which could better be, defined, in 
contrast to the preceding era, as ‘wars of globalisation’ dominated by 
finance capital. Most wars occurring in less developed countries—
particularly in Africa—are a component of ‘really-existing globalisation’. 
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Local wars where millions of people have perished over the last decades are 
connected through several channels to world economic flows (trade, 
finance, arms) and to the geopolitical setting (e.g. the official recognition 
at the UN of governments involved in those wars which contribute to the 
reproduction of the ill-named ‘world order’) (Serfati 2001; Aknin, 
Serfati 2008).

Wars of globalisation have not ended in the current international con-
text. Instead, they may well go on, fuelled not only by economic distress, 
but also by direct threats to the reproduction of life due to climate change. 
The latter, at odds with official discourse along the lines of ‘we live on the 
same planet’, produce strong uneven environmental  effects on popula-
tions, with the poorer share of the world population being directly affected 
by the consequences of the mode of production and consumption gov-
erned by major powers.

In addition to that, we need to connect the role of militarism to the 
historical world conjuncture that emerged at the end of the 2000s. The 
‘2008 moment’ closed the historical period brought about in the early 
1990s by the collapse of the USSR (Serfati 2019). It resulted from the 
conflation of the economic crisis, the changes in the geopolitical setting 
(weakening of the United States’s international position, Russia’s asser-
tiveness, emergence of China as a geo-economic power, etc.) and social 
upheavals, with the ‘Jasmin Revolution’ in Tunisia 2011 as a spearhead of 
massive popular mobilisation in the Maghreb, Mashriq and Middle East. A 
new configuration of relations between the economy and the military took 
place at the world level at the end of the 2000s with a new combination 
arising between capital accumulation and the international state system. A 
direct effect of these epochal changes is that in the international relations 
between dominating countries, economic and military power became 
closer intertwined at the world level, as evidenced by the centrality of 
‘national security’ in economic policies (Serfati 2020).

To conclude, Luxemburg’s analysis of military spending, which is 
inscribed in her general theoretical framework, has rarely been criticised, 
as critiques have mainly been centred on her more general ‘realisation of 
surplus-value’ approach. Among the few Marxists interested in her analysis 
of military spending, Grossmann contended that Luxemburg’s conception 
of militarism as a preeminent means for the realisation of surplus-value 
was wrong:

This is how things may appear from the standpoint of individual capital as 
military supplies have always been the occasion for rapid enrichment. But 
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from the standpoint of the total capital, militarism is a sphere of unproduc-
tive consumption. (Grossmann 1929, pp. 122-3)

Mandel, who, like Luxemburg, converts the reproduction schemas and 
adds a third department producing military goods, credits Luxemburg for 
her conception while showing that the permanent armament industry is 
incapable of solving the problem of realisation inherent in the capitalist 
mode of production in the course of advancing technical progress (Mandel 
1972, p. 281). From what has been developed in this paper, notwithstanding 
the flaws in the argument regarding Luxemburg’s understanding of Marx’s 
reproduction schemas, placing militarism at the heart of the political 
economy of imperialism provides a valuable input. And it can be said of 
Luxemburg’s flaws what she herself said of Marx when confronted with a 
host of ‘epigones’ criticising her work: ‘the difference between an error by 
Marx and the dim-witted blunders of his epigones—Marx’s error by itself 
[…] is “fructifying” and leads us onward, pointing toward a solution’ 
(Luxemburg [1915] 2015, p. 444).

conclusIon

This chapter addressed two pillars of theories of imperialism: finance capi-
tal and militarism. It proposes a definition of finance capital based on a 
definition of capital as a social relation incarnated both in capital-property 
and capital-in-function (productive capital). The centrality of capital- 
property is thus rooted in capitalist relations of production, and its 
ascendancy was reinforced by the political power regained over the last 
decades by the rentiers, a class prospering thanks to the ownership of titles 
to property rights claiming a growing share of the value created in the 
production process.

Property rights—which, according to Marx, are ‘merely relations of 
production […] in legal terms’ (Marx [1859] 1987, p.  263)—just like 
militarism, belong to the political sphere. Proceeding in his analysis of the 
role of law with a somewhat analogous method to Luxemburg on milita-
rism, the Marxist historian E.P. Thompson shows in his major book, Whigs 
and Hunters (1975), that law is ‘deeply imbricate within the very basis of 
productive relations which would have been inoperable without law’ (cited 
in Ireland 2002, p. 128). Likewise, by rejecting a merely ‘instrumentalist’ 
role of the law and locating that role instead in the reproduction of capital-
ist social relations, some Marxist scholars of law have directed attention to 
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a series of observations made by Engels regarding the relation between the 
economic basis and political superstructure. To give an example, some 
draw on the distinction he makes between ‘essential legal relations’, that is 
to say, those essential legal conceptions that are central to a capitalist eco-
nomic order, such as property, contract, credit, and, on the other end, the 
law (or judicial practice) (Stone 1985, p. 49).

Capital-property and militarism are two analytical categories useful for 
our understanding of the contemporary capitalist trajectory. In a context 
of productive accumulation slowdown, ascending capital-property signifies 
a considerable increase of value appropriation through rents. Property 
rights, as the ‘legal form’ of capitalist relations, have to be enforced, 
protected and militarily defended. Evidence for this is provided not only 
by recent history, but also in the present (see the United States’ involvement 
in the Middle East and Latin America and France’s military interventions 
in Africa; for the intertwining of economic, political and military involve-
ment in the sub-Saharan region, see Serfati 2020, “Frankreichs mil-
itärischer Machthebel und die ‘europäische Verteidigung’”, published by 
the Rosa Luxemburg Stiftung). Ever since Luxemburg wrote The 
Accumulation of Capital, powerful military-industrial systems have been 
embedded in the economic and political setting of advanced industrial 
countries. In the context of the ‘2008 moment’, marked by a rise in chaos 
in some regions (e.g. the sub-Saharan area), the tighter linkage of eco-
nomic and geopolitical relations in the agenda of major powers is fuelling 
military spending at an unprecedented level. The interactions between the 
extension of finance capital under the control of capital-property and mili-
tarism merit further attention in research informed by Marx.

notes

1. In his presentation of the concept of rent, Marx establishes a distinction 
between absolute and monopoly rent as far as their relation to the formation 
of surplus value and their magnitude compared to production prices are 
concerned (Marx [1894] 1993, p.  910). The underlying privilege to 
accumulate a rent based on exclusive property rights is still common to both.

2. With money, ‘each individual […] carries his social power, as also his con-
nection with society, in his pocket’ (Marx, [1857–58] 1986, p. 94).

3. This view was already criticised when the book was published in 1910. Julian 
Marchlewski, in a review of the book published in the SPD’s left-wing 
Leipziger Volkszeitung, expressed disagreement regarding the notion that 
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cartels and trusts bring about a peaceful competition, arguing that even 
among monopoly associations, ‘a frantic struggle also rages among the 
members’ (2012, p. 438).

4. There is a certain irony in the fact that Luxemburg, while criticised in 
Marxist literature ad nauseam for focusing on realisation of value issues, 
carefully analyses the ongoing process of primitive accumulation, hence 
value creation, while Hilferding, whose book was hailed by most Marxists of 
his time, explicitly neglects the value creation process.

5. “Limitation Of Employment Of Force For Recovery Of Contract Debts 
(Hague, II)”, Convention signed at The Hague, 18 October 1907.

6. Marx’s hypothesis in devising the schemas is to ‘treat the whole world as one 
nation, and assume that capitalist production is everywhere established and 
has possessed itself of every branch of industry’.

7. According to Kowalik, Hilferding, Kautsky and Bukharin treated the eco-
nomics of the new phase of capitalism and the politics of this phase as two 
separate issues and distinct categories. Lenin understood imperialism as a 
unity of the economics and politics of this new phase of capitalism (see 
Kowalik 2014, p. 148).

8. ‘With that we have passed beyond the stage of primitive accumulation; this 
process is still going on’ (Luxemburg [1913] 2003, p. 350).
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At present a renewed interest in Hilferding’s masterwork, Finance 
Capital,1 is, for obvious reasons, motivated especially by a concern with 
the increasingly prominent role of finance in economic life. However, the 
notes which follow depart a little from that extremely topical theme to 
focus on another, closely related, aspect of Hilferding’s analysis, his pre-
scient account of the giant enterprise. It will be suggested that many of his 
findings remain valid today. However, although the classical Marxist 
objective of social control over large-scale industry is as relevant as ever, it 
is necessary to acknowledge that the means of achieving this are unclear 
since the central Marxist programme of the past—comprehensive state 
ownership with central economic planning—is no longer plausible.

The Dominance of Large-ScaLe BuSineSS

Although other key works in the era of the second international, notably 
Luxemburg’s Accumulation of Capital and Lenin’s Imperialism, provide 
comparable analyses of the new phase of capitalism, a feature of Hilferding’s 

J. Grahl (*) 
University of Middlesex, London, UK
e-mail: J.Grahl@mdx.ac.uk

http://crossmark.crossref.org/dialog/?doi=10.1007/978-3-030-47344-0_9&domain=pdf
https://doi.org/10.1007/978-3-030-47344-0_9#DOI
mailto:J.Grahl@mdx.ac.uk


220

work is its detailed account of the structural change in the key agents 
behind the economic transformation which was taking place, that is, 
towards large-scale business enterprises (including, of course, banks). 
Hilferding quotes with approval Marx’s famous aphorism that the advent 
of the joint-stock enterprise is ‘the abolition of capital as private property 
within the boundaries of capitalist production itself.’2 In place of that intu-
ition, however, he develops a full account of the emerging form of enter-
prise and an assessment of the radical shift in production relations which it 
brings about. Four aspects will be emphasised here:

• The separation of ownership and control. The divorce of the legal 
proprietors of corporations, reduced—as Hilferding puts it—to the 
status of simple ‘money capitalists,’ from the active managers of pro-
duction and circulation, was subsequently to become a central issue 
in both heterodox and mainstream economic thought. Marxists 
tended to see the divorce as preparing the way for full socialisation 
since the capitalists as owners had rendered themselves functionally 
redundant and therefore with no strong defence against expropria-
tion. Mainstream economic analysts either sought to revise standard 
propositions and theorems in the light of the new realities3 or to save 
the vision of a ‘market economy’ by increasingly arcane conceptual 
devices. The latter tendency in the end led to a programme for the 
reunification of the divorced parties, either by replacing dispersed 
shareholders by active venture capitalists with concentrated owner-
ship stakes financed through the bond market or by thorough 
reforms to corporate governance meant to put the previously passive 
shareholders back in the saddle. This utopian conception bears no 
small responsibility for the financial debacles which opened the pres-
ent century.

• The extension of conscious co-ordination. Hilferding, more than 
other scholars, realised the extent to which conscious social control 
over production was linked to the rise of cartels, monopolies and 
bank-controlled industrial groups. In particular he considers a deep 
change in the process by which rates of profit tend to be equalised 
across different sectors. (He takes such equalisation, not unreason-
ably, as a criterion for rationality in the allocation of capital resources.) 
While the growth of individual monopolies, with their capital increas-
ingly immobilised in plant and equipment, tends to impair allocative 
efficiency by blocking the mobility of competing capitals across sec-
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tors, the further growth of concentration and the development of 
bank-industry linkages restores it in a higher form by aggregating 
the profits of major groups in a form amenable to their planned rein-
vestment across wider and wider regions of the economy as a whole. 
The allocative outcome no longer results from ‘the subjective desire 
for maximum profit which animates all individual capitalists’4 but 
from a conscious centralised appreciation of its objective necessity. 
More generally, there takes place a reversal of relations between mar-
kets and business forms. Where earlier market forces dictated the 
shape of the competitive firm, now the giant firm shapes and reshapes 
the market itself. In the face of the growing and quite observable 
autonomy of corporations, the insistence by ‘free market’ apologists 
on the sovereignty of the individual household as suppliers of labour 
and ‘savings’ and as consumers of goods and services becomes 
increasingly formalist.

• Institutionalisation and political power. The small-scale firm of 
Marx’s day, often with an individual owner-manager, was institution-
alised to a minimal extent. Indeed, hostility to established institu-
tions was a central political stance.

The great problems which agitated the bourgeoisie were essentially consti-
tutional questions, such as the establishment of a modern constitutional 
state; problems, that is to say, which affected all citizens alike, uniting them 
in a common struggle against reaction and the vestiges of feudal and 
absolutist- bureaucratic rule.5

The joint-stock company, on the other hand, is necessarily institution-
alised, since the limited liability which is necessary because the finance of 
giant firms by large numbers of shareholders with little or no knowledge 
of the specific production process required a legal sanction. At first 
restricted to undertakings for state-promoted purposes, such as trade with 
a specific region or the launch of a new industry, the corporate form 
required state approval on a case-by-case basis. In the course of the nine-
teenth century, corporate form was banalised, with little or no supervision 
of the projects involved or of the individuals concerned.6 The economic 
and social power of the large corporations and the ease with which they 
could combine to advance their interests gave them immense politi-
cal power:
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Cartelisation, by unifying political power, increases its political effectiveness. 
At the same time, it coordinates the political interests of capital and enables 
the whole weight of economic power to be exerted directly on the state.7

In principle, the interests of the cartels are opposed to those of every class 
in society. In practice all these classes depend on the big corporations as 
the dominant agents of economic development.

• The class domination of monopoly capital. The political power referred 
to, exercised frequently in the support of imperialist policies, accompanies a 
class domination more complete than that of the bourgeoisie in the era of 
competitive capitalism. A key factor in this domination is the co-option and 
subordination of the landed proprietors who had previously been in conflict 
with the industrial bourgeoisie. Smaller capitalists, increasingly dependent 
on their relations with large-scale business, lose their political autonomy in 
a similar way:

[T]he old conflict of interest between the bourgeoisie and the petty bour-
geoisie is disappearing, and the latter becomes a praetorian guard of big 
business.8

Likewise, a stratum of technically qualified employees benefits from the 
increased mechanisation which renders many less skilled workers redun-
dant. They become ‘most fervent supporters of large-scale capitalist devel-
opment.’9 Hilferding anticipates a key social development then at a very 
early stage:

The development of the joint-stock system has a similar effect. It separates 
management from ownership and makes management a special function of 
more highly paid wage earners and salaried employees. At the same time the 
higher posts become very influential and well-paid positions into which all 
employees apparently have the opportunity to rise. The interest in a career, 
the drive for advancement which develops in every hierarchy, is thus kindled 
in every individual employee and triumphs over his feelings of solidarity.10

The combined effect of these developments is a much more highly 
socialised economy, albeit one with sharp, but largely latent, class antago-
nisms, and still exposed to crises.
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manageriaL capiTaLiSm

The empirical basis for Hilferding’s study was of course the German econ-
omy. However, to pursue the developing analysis of the large-scale enter-
prise, it is useful to switch the focus to the US. (Hilferding himself 
recognised parallels between the German and American cases, both of 
which can be contrasted with the British experience, central in the work of 
Marx himself.)

The remarkable study of Berle and Means11 is in some respects continu-
ous with that of Hilferding in its exploration of the separation of owner-
ship and control. (Berle and Means both served in Roosevelt’s New Deal 
administration. They drew on the institutionalist approach to economics 
which was for a time dominant in the US but subsequently eclipsed by the 
formalism of the neoclassical school. Although neither of them was 
Marxist, they can be seen as exploring the increasing socialisation of eco-
nomic relations within US capitalism.)

The work combines detailed empirical surveys of both the economic 
and the legal status of large corporations. The divorce of managers and 
owners was by no means complete, but there were strong trends in that 
direction. Of the 200 largest non-financial corporations in 1929, 88 were 
identified as under management control, as against 22 either controlled by 
a sole owner or one with a majority equity stake, 41 controlled by a domi-
nant minority shareholder and 47 controlled through some legal device 
concentrating effective ownership in the hands of an individual or small 
group. A later edition was able to confirm the postulated trend: in 1963 
managerial control extended to no fewer than 169 out of the 200 largest 
firms.12

Berle and Means confirm Hilferding’s view of the small shareholder as 
reduced to the status of a mere money capitalist. With the development of 
an organised stock market, ‘he has, in fact, exchanged control for liquidity. 
It is thus plain that the concept of a share of stock must now be vigorously 
changed. Tersely, the shareholder has a piece of paper with an open market 
value, and as holder of this paper may receive from time to time, at the 
pleasure of the management, periodic distributions …. This idea does not 
accord either with the popular or the legal concept of a shareholder. 
Economically, however, it seems inescapable.’13

The legal side of The Modern Corporation considers the legal position 
of management-controlled firms through the examination of many cases 
(this part of Berle and Means’ study is complicated by the fact that 
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corporate law in the US differs from state to state). The courts, in general, 
found it impractical to enforce shareholder interests in any complete, 
absolute sense. Although the protection of property and freedom of enter-
prise are both necessary in the capitalist economy, there is an unavoidable 
tension between the two principles once ownership and control diverge: 
rigorous enforcement of shareholder interests may obstruct the efficient 
management of the enterprise as a whole and judges tended to define the 
obligation on managers as being not to shareholders as such, but to the 
enterprise itself—a consequence of the legal personality necessarily 
accorded to joint-stock companies.

The three main rules of conduct which the law has developed are: (1) a 
decent amount of attention to business; (2) fidelity to the interests of the 
corporation; (3) at least reasonable business prudence.14

After a strictly factual and objective account of the economic and legal 
status of the corporation, the work closes with some brief but compelling 
programmatic remarks. The issue is a problem of irresponsible power. If 
corporations are not required to serve the interests of shareholders, how 
should they be managed and towards what objectives? The view is

apparently held by the great corporate lawyers and by certain students in the 
field, that corporate development has created a new set of relationships, giv-
ing to the groups in control powers which are absolute and not limited by 
any implied obligation with respect to their use. This logic leads to drastic 
conclusions. For instance, if by reason of these new relationships the men in 
control of a corporation can operate it in their own interests, and can divert 
a portion of the asset fund of income stream to their own uses, such is their 
privilege.15

A reassertion of shareholder interests

would appear to be the lesser of two evils …. A third possibility exists, how-
ever …. The control groups have …. cleared the way for the claims of a 
group far wider than either the owners or the control. They have placed the 
community in a position to demand that the modern corporation serve not 
alone the owners or the control but all society.16

Berle and Means identify a struggle over the exercise of power comparable 
to that involved in the reformation of the church.
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The rise of the modern corporation has brought a concentration of eco-
nomic power which can compete on equal terms with the modern state … 
The future may see the economic organism, now typified by the corpora-
tion, not only on an equal plane with the state, but possibly even supersed-
ing it as the dominant form of social organisation. The law of corporations, 
accordingly, might well be considered as a potential constitutional law for 
the new economic state, while business practice is increasingly assuming the 
aspect of economic statesmanship.17

Responding to the challenge of the modern corporation, a vast body of 
social research in the US has explored the changes in social organisation 
linked to the development of the large-scale enterprise. In general, the 
notion of managerial capitalism was accepted by most of the contributors 
to this literature. Only two of these will be mentioned here. In the view of 
William Lazonick, ‘the most important scholarly work for understanding 
the evolution of the modern managerial enterprise, particularly in the US 
context, is that of Alfred D. Chandler, Jr.’18

Chandler argued that when a corporation undertakes an investment strategy 
to expand into new regional or national markets or to diversify into new 
product lines, it must also put in place an organisational structure that is 
capable of administering the more complex set of business activities in which 
it has invested … The key features of the multidivisional structure are (1) 
centralised control by the firm’s chief executives over strategic decision- 
making concerning investment in new markets and products and (2) the 
delegation of operational decision making to divisions to be monitored as 
profit centres.19

It does not seem exaggerated to see this finding as that adumbrated in 
Hilferding’s account of profit rate equalisation: economic activities can be 
grouped together not only to increase market power or productive effi-
ciency but also to reinforce control over the allocation of new investments.

A wealth of social research elaborated and corrected the emerging 
account of managerial capitalism, including influential critiques such as 
Vance Packard’s Hidden Persuaders (1957) or William H.  Whyte’s 
Organization Man (1956). One should mention here also James March 
and Herbert Simon’s Organizations (1958), methodologically departing 
from the strong rationality premise of much formal economic theory in 
order to build more empirically grounded accounts of the large-scale firm.
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Such intellectual developments had a specific political character. 
Recognising the widespread erosion of market forces and the increasingly 
socialised nature of the economy, they tended to promote stronger regula-
tion of corporations in order to avoid what might otherwise become the 
abuse of irresponsible corporate power. One aspect of this, troubling to 
orthodox proponents of the ‘free market,’ was the implicit or explicit sup-
port that could be derived for notions of a gradual convergence of capital-
ist and state socialist systems. Alternatively, the growth of giant firms could 
strengthen the anti-trust tradition in US thinking, leading to demands to 
break up concentrations of economic power or for the introduction of 
price or profit restraints.20 The reaction, from the defenders of the suppos-
edly market-based economy, had its centre in the Economics Department 
of the University of Chicago. The economic difficulties (‘stagflation’) 
encountered in the 1970s by the post-war economic model gave them 
their opportunity.

neo-LiBeraLS anD The Large-ScaLe enTerpriSe

The starting point for neo-liberal analysis of the business enterprise is the 
seminal paper by Ronald Coase, of Chicago University on ‘The Nature of 
the Firm.’21 Coase identified a key lacuna in standard microeconomic the-
ory—its lack of any account of the firm as an institution. In the textbooks 
the firm is reduced to a production function which specifies the technical 
terms on which factor inputs can be transformed into outputs of goods or 
services. Questions such as ‘why in most firms does the possessor of capital 
hire labour and not the other way around?,’ ‘why do we see firms employ-
ing workers rather than agreements among self-employed individuals?’ or 
‘what determines the boundaries of the firm?’ go unanswered and indeed 
unasked. Coase addressed this issue by invoking transaction costs, the 
costs of using the market.22 Where these costs exceed those arising from 
the use of administrative procedures within the firm, the activity con-
cerned will be brought in house. From similar considerations, workers 
might be hired on general terms permitting their transfer from one func-
tion to another in response to unpredictable changes in markets, thus 
avoiding complex renegotiations in response to every change. If it is the 
supplier of capital who bears the key risks facing the enterprise, it is logical 
for the capitalist to employ workers, rather than the reverse. There is no 
denying the fertility of Coase’s analysis. The recognition of transactions 
costs, together with related concepts of asymmetric information and 
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principal- agent relations, made for more realistic accounts of market 
exchange. Note, however, that this is a theory of the firm as such, not of 
the giant firm in particular.

Coase’s paper stimulated further conceptual work on the nature of the 
enterprise, but, among analysts committed to a free market interpretation 
of economic reality, there was a certain reluctance to accept it in full. Coase 
saw firms as hierarchical structures, as, in the words he borrowed from 
D. H. Robertson, ‘islands of conscious power in this ocean of unconscious 
cooperation.’23 Thoroughgoing economic liberals, such as Armen Alchian, 
rejected the notion of privately exercised power as incompatible with the 
freedom reigning throughout the market system. Coase had written as 
though market co-ordination and the co-ordination through authoritarian 
planning which he found inside and outside the firm, respectively, were in 
some sense on a par—the choice between them was a practical one. This 
was unacceptable, Alchian and Harold Demsetz24 wrote:

It is common to see the firm characterized by the power to settle issues by 
fiat, by authority, or by disciplinary action superior to that available in the 
conventional market. This is delusion. The firm does not own all its inputs. 
It has no power of fiat, no authority, no disciplinary action any different in 
the slightest degree from ordinary contracting between any two people.

The alternative was to see the firm not as a hierarchy of power but as ‘a 
nexus of contracts’ and it was this notion that prevailed among neo-liberal 
economists.

Against Alchian, one could ask who, in reality, is deluded. The absence 
of power relations in the market economy is not an empirical finding but 
merely an ontological premise. Alternative premises are possible, for 
instance, that of the feminists, ‘the personal is political.’ One might take 
from this the notion that power, the political, pervades all social relations, 
and especially those between employers and workers, landlords and ten-
ants and so on, as well as those between men and women. Beyond the 
important legal outlawing of chattel slavery (not, as we are aware, per-
fectly enforced), there is no substantive reason to claim that power is 
absent from the capitalist economy.25 The major contribution of neo- 
liberal theorists to our understanding of business organisation is impaired 
by their dogmatic treatment of the price system as necessarily the ideal 
form of co-ordination. In his critique of this literature, Lazonick points 
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not only to its meagre empirical basis, but to its vitiating omission of the 
key attribute of the modern corporation—economic dynamism.

Ultimately, the need is for a theory of capitalist development that compre-
hends the dynamic interaction of social institutions and economic outcomes 
to enable us to understand their reciprocal and cumulative impacts.26

For all its sophistication in the analysis of transactions and contracts, the 
neo-liberal account continues to see the firm as essentially adaptive just as 
in textbook microeconomics. The innovative character of the corporation 
is neglected. It is Hamlet without the Prince of Denmark.

Indeed the concentration on contracts and transactions seems to result 
from the extreme individualism of liberal thought as such. It must repeat-
edly, and never with full success, strive to conjure society and social rela-
tions from the interactions of asocial individuals—as far back as the origins 
of liberalism itself one finds the same dilemma and the serial failure to 
square this circle.27 Once the social nature of every agent involved in the 
enterprise (however sharp their conflicts with each other) is recognised, it 
becomes possible to refocus on the productive logic which actually drives 
corporate development even as that development is subordinated to the 
drive for accumulation.

Neo-liberal enterprise theory tended, as we have seen, to explain and 
justify actual market outcomes and actual business practices. In the work 
of Michael Jensen, however, it became highly programmatic, putting for-
ward proposals for business reorganisation which were, for 20 years, 
extremely influential, and which continue to affect the strategies of busi-
ness leaders. The context for this initiative was the rising challenge to 
American industrial dominance from such rivals as Germany and Japan. 
Jensen identified, very correctly, an unmet need for major restructuring. 
His own version of neo-liberal enterprise theory28 emphasised the role of 
incentives on corporate leaderships; he argued that incentives to improve 
the efficiency of production had become too weak, because market pro-
cesses were impaired. In his take on the separation of ownership and con-
trol, he suggested that managements without significant ownership stakes, 
because their emoluments were related to turnover or other measures of 
scale, were incentivised to expand the business rather than to make the 
most profitable use of the resources at their disposal. Product markets 
were not always competitive enough to correct this situation in firms with 
some market power. For example, a major oil company might invest in a 
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new oil field even though the return on such an investment was very low. 
Provided that the returns were not actually negative, the management 
might expect to benefit from the increased turnover of the firm, while 
dispersed shareholders, losing by these decisions, were powerless to chal-
lenge them.

Jensen’s literally reactionary prescription for successful restructuring 
was to reunite ownership and control. As his doctrines permeated business 
thinking, the 1980s became the era of the leveraged buy-out. Buccaneering 
venture capitalists, financed by the issue of junk bonds on a stupendous 
scale, threatened incumbent, and perhaps somnolent, corporate leader-
ships, sometimes forcing them to disgorge large sums in the repurchase of 
their own stock (‘greenmail’), to cut back on vanity projects and invest-
ments, to outsource and off-shore ‘non-core’ activities. In sum, however, 
the impact on powerful corporations was limited. There was a great deal 
of sharp practice and even corruption in the junk bond market. The social 
costs in plant closures and abandoned communities were so high as to 
incline legislatures and judiciaries to reinstall checks and controls on merg-
ers and takeovers which they had happily removed a few years earlier.

A second and more limited version of the Jensen agenda took the form 
of a drive for shareholder value. Governance reforms might work to align 
corporate strategies more closely on shareholder interests. Policies might 
liberalise mergers and acquisitions in the so-called market for corporate 
control.

It is hardly necessary at this date to describe in detail the debacle to 
which all this led. Only one point will be made: the shareholder strategy 
assumes that financial markets are both powerful and efficient, efficient 
enough to detect and assess sub-optimal corporate performance and then 
powerful enough to correct it. That both assumptions are invalid was 
ironically recognised by Jensen himself. An LBO might displace an inef-
fective management and enhance the value of an enterprise. But what can 
one do about an enterprise massively overvalued on the stock market? 
Jensen wryly concedes, ‘It is difficult, to say the least, to buy up an over-
valued company, eliminate its overvaluation and make a profit.’29 Of 
course, contrarian investors might short the company, but as Andrei 
Shleifer’s analysis30 (and Michael Lewis’s book and the subsequent movie) 
shows, that takes deep pockets, nerves of steel and some residual faith in 
market valuations: if the company is overvalued today, what is to stop it 
being even more overvalued tomorrow?
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The balance sheet of the neo-liberal challenge to our understanding of 
the enterprise is surely in heavy deficit. The raiders embarrassed and some-
times disturbed corporate boardrooms; they never came near overthrow-
ing incumbent corporate hierarchies. The basic question remains: how, 
and in whose interests, is the immense power of the modern corporation 
to be exercised? What form can effective social control take? The neo- 
liberal answer was that control can be exercised by the markets, especially 
the financial markets. Although social control via competitive markets 
retains some validity for small business, when we come to large-scale 
enterprises, that answer fails both in theory and in practice.

SociaL conTroL anD The Large-ScaLe BuSineSS

Hilferding saw the future of large-scale enterprise in the same way as Marx. 
The increasingly social nature of capitalist production would simplify the 
issue of social control:

If we now pose the question as to the real limits of cartelisation, the answer 
must be that there are no absolute limits …. The ultimate outcome …. 
would be the formation of a general cartel. The whole of capitalist produc-
tion would then be consciously regulated by a single body …. Price deter-
mination would become a purely nominal matter …. The illusion of the 
objective value of the commodity would disappear along with the anarchy of 
production and money itself would cease to exist … This would be a con-
sciously regulated society but in an antagonistic form. Thus the specific 
nature of capital is obliterated in finance capital. Capital now appears as a 
unitary power which exercises sovereign sway over the life process of society; 
a power which arises directly from the ownership of the means of produc-
tion, of natural resources, and of the whole accumulated labour of the past, 
and from command over living labour as a direct consequence of property 
relations …. The problem of property relations thus attains its clearest, most 
unequivocal and sharpest expression at the same time as the development of 
finance capital itself is resolving more successfully the problem of the organ-
isation of the social economy.31

For those unconvinced by this chiliastic vision—those, that is, for whom 
Marxist theory is something other than a cult, history can no longer be 
expected, in Prufrock’s words, to squeeze the universe into a ball and roll 
it towards an overwhelming question. We are confronted not with such a 
simplification but rather with proliferating complexity. In semi-retreat 
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from the hope of a single decisive expropriation, there is the more practical 
notion of the ‘commanding heights’: the view that social ownership of a 
few, strategically selected, enterprises could be the basis for an assertion of 
democratic priorities in economic development. If such a programme 
remains plausible, it must be on a scale wider than a single country such as 
France where the nationalised giants turned out to be obstacles to the 
implementation of the common programme rather than levers of control. 
They were supposed to expand employment and substitute for imports. 
Their situational logic impelled them to shed labour and internationalise. 
The outcome was a vast and general waste of red ink.

The same consideration applies to the certainly necessary reinforcement 
of regulation in the corporate sphere. Issues such as environmental protec-
tion and clean-up, enforcement of social and environmental standards 
across globalised supply chains, an increase by an order of magnitude in 
the tax contributions of MNCs and, of great material and symbolic impor-
tance, the suppression of absurd managerial salaries can be addressed 
effectively only on a wide transnational basis.

Turning to debates and practices in the mainstream, one can deal 
quickly with the vogue of ‘corporate social responsibility,’ the vacuity of 
which is demonstrated by the simultaneous pursuit of ‘shareholder value’ 
by the enterprises concerned. Baran and Sweezy anticipated the whole 
phenomenon. They quote Carl Kaysen, ‘The modern corporation is a 
soulful corporation.’ They comment:

According to this view, which is certainly very widespread nowadays, the 
maximisation of profits has ceased to be the guiding principle of business 
enterprise. Corporate managements, being self-appointed and responsible 
to no outside group, are free to choose their aims and in the typical case are 
assumed to subordinate the old-fashioned hunt for profits to a variety of 
other, quantitatively less precise but qualitatively more worthy, objectives …. 
The implications of this doctrine of the ‘soulful corporation’ are far- reaching. 
The truth is that if it is accepted, the whole corpus of traditional economic 
theory must be abandoned and the time-honoured justification of the exist-
ing social order in terms of economic efficiency, justice etc., simply falls to 
the ground.32

There are, however, more serious contributions. The ‘variety of capital-
ism’ literature emphasises the rather different conduct and governance 
structures of US corporations on the one hand and those of Japan and 
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Western European countries on the other.33 A difficulty is the rapidity and 
facility with which some of the supposedly established European features, 
for instance, the German financial system, were Americanised.34 However, 
the promotion and reinforcement of stakeholder interests (those of 
employees, suppliers and customers, communities, environmental protec-
tion agencies, perhaps others) is certainly a necessary component of any 
programme for social control.

The role of limited liability perhaps represents an important theme in 
legal reform. It is a privilege and an extremely valuable one, as sharehold-
ers in the banks and other corporations which failed in the global financial 
crisis—owing billions of dollars—could testify. The privilege could be 
made the quid pro quo for corresponding duties on those who benefit 
from it, while limited liability could be denied to investors in socially 
regressive projects.

Certain mainstream economists have presented critical accounts of the 
contemporary business enterprise and developed proposals for reform. 
Colin Mayer relates his proposals for change to the historical use of the 
corporate form to achieve specific purposes recognised by the state. He 
proposes a regime where corporations could commit to specific purposes, 
rather than simply maximising returns to shareholders. He writes, perhaps 
optimistically,

This simple step of incorporating corporate purpose in company articles of 
association transforms the whole of the corporate and institutional sector 
and, if effectively implemented, provides the answer to how we can escape 
from the seemingly irresolvable systemic failure we have created.35

No comprehensive answer to the challenge of social control can be offered 
here, largely because the writer is unaware of any such programme. In its 
absence, reform proposals should draw on all the approaches dis-
cussed above.

Instead of a programmatic conclusion, one can return to the separation 
of ownership and control of which Hilferding offered an early but 
extremely prescient account and which, as we have seen, the neo-liberal 
era has failed to reverse. In this context we can mention two conjectures 
of analytical interest. The first derives from Hilferding’s observation that 
the separation involves the replacement of the industrial capitalist by a paid 
manager. Clearly the latter, although formally a wage-earner, is not a pro-
letarian; we see today the senior management of large corporations 
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extracting massive sums in what is essentially a form of situational rent. 
But neither is he a bourgeois—his wealth does not derive from his prop-
erty but on the contrary—he becomes a proprietor as an expression of his 
success as a corporate functionary in the same way that successful bour-
geois used to turn themselves into landowners. Do we live in a bourgeois 
society? Does not the concept of a bourgeoisie imply the union of owner-
ship and control which has now disappeared? Michel Aglietta and Anton 
Brender dared to think so.36 The social analysis on which they base their 
programmatic proposals starts from the prevalent status of wage or salary 
earner. One is confronted not by a simple opposition—owner/non- 
owner—but by a continuous spectrum from those on the minimum wage 
to the fat cats at the top of the hierarchy. Certain convergences of ethos 
and ambition follow, as Hilferding recognised, from that continuity. The 
corporate elites derive their most certainly exploitative incomes not from 
ownership but as situational rents based on their control.37 Meanwhile the 
trillions of dollars of securities held by middle and higher strata, through 
their pension funds and other fund managers, offer only meagre returns 
where these indeed remain positive and the rapidity with which they are 
traded undermines any notion of control. The Faustian pact of the ‘money 
capitalist’—control abandoned in return for liquidity—is ever more clearly 
sealed. Is this still bourgeois society? One can read about that in the pages 
of Proust or Galsworthy, but does it still exist?

With equal daring, Gérard Duménil and Dominique Lévy draw out the 
implications of a managerial order that has been somewhat disturbed but 
in no wise undermined by the neo-liberal assault. Is this still capitalism? 
They postulate a transition to a mode of production, still riven by class 
conflicts, but where these are of a different nature from those observed in 
the era of classical Marxism:

Managers play a central role in …. two respects, class dominations and soci-
ality: simultaneously as a social class and for being the main agents of sociali-
sation. Managers will be the upper class of managerialism as a new mode of 
production.38

In an era when industrial capitalism as such was still novel and alarming, 
Hilferding registered, analysed (and frequently anticipated) the profound 
forces transforming that system. Today the theoretical and practical chal-
lenges facing us are just as great.
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Kalecki went on:

Exactly the reverse attitude is represented by one of his eminent pupils, Rosa 
Luxemburg. In her Accumulation of Capital she stressed the point that, if 
capitalists are saving, their profits can be “realised” only if a corresponding 
amount is spent by them on investment. She, however, considered impos-
sible the persistence of net investment (at least in the long run) in a closed 
capitalist economy; thus, according to her, it is only the existence of exports 
to the non-capitalist countries which allows for the expansion of the capital-
ist system. The theory cannot be accepted as a whole, but the necessity of 
covering the “gap of saving” by home investment or exports was outlined 
by her perhaps more clearly than anywhere else before the publication of Mr. 
Keynes’s General Theory.’ (Kalecki 1939, pp. 45–46)

Years later, Kalecki admitted to having been influenced in his early intel-
lectual development by another Marxist economist, Mikhail Tugan- 
Baranovsky (Kowalik 1964, p.  1). Here his interest arose from the 
consideration of the same question that drew his attention to Rosa 
Luxemburg, namely the issue of how the surplus or profits of capitalists 
can be realised in a capitalist economy. In his later years, as he reflected 
upon the origin of his ideas in the work of Marx and his followers, Kalecki 
summarised his views on both Marxists in a paper titled ‘The Problem of 
Effective Demand with Tugan-Baranovsky and Rosa Luxemburg’, which 
first appeared in Polish in 1967 (Kalecki 1967).

KalecKi on Hilferding

It was not until the end of Kalecki’s life that Rudolf Hilferding for the first 
time was explicitly referenced in the Polish economist’s writings. Kalecki’s 
editor observed that ‘In the 1920s’ Kalecki ‘ probably read R. Hilferding’s 
Finance Capital and Rosa Luxemburg’s The Accumulation of Capital, 
among others, but he certainly did not study them at that time’ (Osiatyński 
1990, p. 425). However, in a final article written with Tadeusz Kowalik, 
‘Observations on the “Crucial Reform”’, published after Kalecki’s death, 
Kalecki examined the legacy of Rudolf Hilferding with regard to the pos-
sibility of economic stabilisation of capitalism (Kalecki and Kowalik 1971). 
Kalecki’s comments were rather general, since the detailed remarks on 
Hilferding in that paper were undoubtedly written by Kowalik, rather than 
Kalecki himself: In a subsequent note, Kowalik described their respective 
parts in writing the article as follows:
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Ultimately, my contribution was limited to presenting the great hypotheses 
of R. Hilferding, R. Luxemburg, L. Krzywicki and others. In the remaining 
part of the article my role was distinctly limited. Anyway, even in the first 
part, Kalecki had a well-formed opinion. He knew well all those hypotheses, 
except perhaps for Krzywicki’s. But he did not want to go back again to the 
sources in order to check his recollection of them. (Kowalik 1980, p. 634)

Kowalik’s summary of Hilferding’s views on the question of economic 
stabilisation, that he compiled for Kalecki, was prefaced by a brief discus-
sion of the difference between what Kalecki and Kowalik meant by ‘crucial 
reform’ and the reformism of the German political economist Eduard 
Bernstein. Kalecki and Kowalik defined ‘crucial reform’ as occurring when 
‘ the strong pressure of the masses leads to such a radical reform of the 
system, in spite of the opposition of the ruling class, that, without abolish-
ing existing relations of production, a new valve is opened for the develop-
ment of the forces of production. There will then be a paradoxical situation: 
a “crucial reform” imposed on the ruling class may stabilize the system, 
temporarily at least’ (Kalecki and Kowalik 1971, p.  467).1 Kalecki and 
Kowalik summarised their interpretation of Hilferding as follows:

Superficially, it might appear that Hilferding’s views did not differ so very 
much from Bernstein’s. Hilferding also attributed crises to the dispropor-
tional development of particular branches of industry. He allowed for the 
possibility of eliminating crises by “organising” capitalism… Anarchy and 
economic crises could be eliminated only by a “general cartel” in which 
production would be consciously controlled by a central institution and 
prices would be only a formal instrument for distributing [total output]. 
(Kalecki and Kowalik 1971, pp. 468–469)

However, whereas Bernstein thought that capitalism would be trans-
formed in a natural, evolutionary process, the Polish authors quoted 
Hilferding in arguing that such a transformation was far more 
revolutionary:

Planned production and anarchic production are not quantitative opposites 
such that, by taking on more and more “planning”, conscious organization 
will emerge out of anarchy… to expect the abolition of crises from individ-
ual cartels simply shows a lack of insight into the causes of crises and the 
structure of the capitalist system. (Kalecki and Kowalik 1971, p. 268, quot-
ing Hilferding [1910] 1981, pp. 296–97)
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According to the two Polish authors, Hilferding underscored this view by 
stating that any attempt to enforce a ‘general cartel’ would fail in the face 
of opposition from particular industrial cartels and interests, imperialist 
conflicts between different national cartels, and social class divisions. Yet at 
the time they were writing (in 1969) the possibility of a general cartel did 
in fact exist in the United States where, they argued, ‘a huge military- 
industrial complex has emerged which, now with space exploration, plays 
a predominant part in the ensemble of social and economic relations’ 
(Kalecki and Kowalik 1971, pp. 473–474).

Hilferding and tHe Business cycle

In their reflections on Hilferding, Kalecki and Kowalik clearly addressed 
the political controversies that had preoccupied Hilferding during his 
work on Finance Capital, namely the question of imperialism and the 
reformist political strategy of Bernstein and later Karl Kautsky regarding 
the possibility of socialism without revolution. Kalecki and Kowalik cor-
rectly identified Hilferding as an opponent to this reformist strategy. In 
particular, they were not concerned with Hilferding’s own contribution to 
economic theory in general, and the theory of business cycles in particular. 
This aspect of Hilferding’s work has been sadly neglected. Schumpeter 
found his monetary theory ‘old-fashioned’ and considered the bulk of his 
work to merely provide ‘a hasty generalization from a phase of German 
developments’, however ‘interesting and original’ (Schumpeter 1954 
p. 181).2 Schumpeter had in mind Hilferding’s omission of bank credit as 
means of payment and the proliferation and circulation of such credit in 
capital market-based financial systems. Most monetary theorists have fol-
lowed Schumpeter in overlooking Hilferding’s work, or at least regarding 
it as a comment on specific circumstances in Central European banking 
(Ellis 1934, pp. 99–103), whereas Marxists, with the notable exception of 
the American Monthly Review school led by Paul Sweezy, have not been 
able to come to terms with Hilferding’s acceptance, in line with Marx’s 
Volume III of Capital, that prices do not reflect the value of labour inputs 
into production (Hilferding [1910] 1981, p.  228; King 2010; Sweezy 
1942, pp. 270–71). As a result, Hilferding’s important, albeit unsystem-
atic, initiation of business cycle theory around the question of markets and 
the modern corporation has been ignored by virtually all commentators.
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Hilferding at least managed to identify a key mechanism of industrial 
fluctuations. His construction thereof derived from the effect of monopo-
lies on the price system and the respective profit margins of cartelised or 
monopoly businesses, and those of non-cartelised businesses, whose profit 
margins are subject to competition in their respective markets. The result 
is that monopolies or cartelised businesses take the lion’s share of profits 
in a boom, while protecting their margins at the expense of competitive 
businesses in a recession. Hilferding believed that the concentration of 
banking prevents monetary crises. But the distortions introduced into the 
price system by monopolies and cartels exacerbate the business cycle. Just 
a few pages after Kalecki’s and Kowalik’s reference to Hilferding, cited in 
the last paragraph of the previous section, Hilferding wrote:

Cartels… do not eliminate the effects of crises. They modify them only to 
the extent that they can divert the main burden of a crisis to the non- 
cartelized industries. The difference in the rate of profit between cartelized 
and non-cartelized industries, which on average is greater the stronger the 
cartel and the more secure its monopoly, diminishes during times of pros-
perity [with increased demand for all production – JT] and increases during 
a depression. In the initial period of a crisis and depression the cartel may 
also be in a position to maintain high profits for longer than the indepen-
dent industries, thus exacerbating the effects of the crisis for the latter. 
(Hilferding [1910] 1981, p. 298)

At this point, Hilferding crucially abstained from drawing conclusions 
about this new business cycle for employment and output, since he was 
more concerned in that particular chapter about the ownership structure 
of industry and the factors driving businesses to join cartels. His actual 
conclusion was:

[It] is precisely during a crisis and its immediate aftermath that the situation 
of industrialists is most difficult and their independence most threatened. 
The fact that just at this time cartel policy denies them any relief in the form 
of reductions in the price of their raw materials etc., is an important factor 
in worsening the situation of the non-cartelized industries and accelerating 
the process of concentration. (Ibid.)
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‘Managed capitalisM’ and tHe Business cycle

In his later years, Hilferding’s scepticism concerning the possibilities of 
managing capitalism through state coordination of business activities 
receded as he progressed towards his position of Finance Minister in the 
Weimar Republic. Proceeding from his notion of a ‘general cartel’, German 
and Austrian Marxists discussed the possibilities of stabilising capitalism.

Among those Marxists, Emil Lederer stands out, and not just because 
Schumpeter deemed him to be ‘the leading academic socialist of Germany 
in the 1920s’ (Schumpeter 1954, p. 884) who went into exile, when the 
Nazis seized power, and ended up teaching at the New School in New York. 
In 1925 he published a paper on the business cycle, under the title 
‘Konjunktur und Krisen’ [‘Business Cycles and Crises’] (Lederer 1925). 
In this paper he used the Marxian schemes of reproduction, dividing up 
the economy into sectors representing wage goods, luxury goods, and 
investment goods, to examine the factors determining the stability (or 
instability) of the capitalist economy. He argued that the consumption of 
government employees and rentiers tends to be more or less constant and, 
therefore, to stabilise economic activity. However, cartels and monopolies 
tend to make the system more unstable because cartelised businesses typi-
cally overinvest during the boom, while during the recession wages tend 
to decline faster than the prices of wage goods, thereby squeezing con-
sumption (1925). Lederer’s theory therefore combines elements of the 
standard ‘Austrian’ business cycle theory of Hayek and Mises, who argued 
that economic booms were driven by excessive investment, with the the-
ory of underconsumption that Marx bequeathed to his followers.

Seven years later, in 1932, Kalecki addressed exactly the same question 
as Lederer in an article titled ‘The Influence of Cartelization on the 
Business Cycle’ for a business weekly (Kalecki 1932). Poland had been hit 
particularly hard by the economic crisis that followed the Great Crash of 
1929, and there was a considerable industrial lobby, as was the case in 
Germany and the United States, favouring cartels as a means of preventing 
price deflation.

Kalecki began by dismissing the notion of a general cartel (he called it 
a ‘universal cartel’) which he thought was impractical, because

cartels “succeed” only in industries that show a marked degree of concentra-
tion and mass-produced standardised articles. In industries where produc-
tion is highly fragmented or the output of particular factories covers a wide 
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range of different products, the fixing of prices and quotas is virtually impos-
sible. Cartels in such industries either cannot be organised or cannot achieve 
the required coherence. (Kalecki 1932)

One of the key arguments in favour of cartels is that they stabilise prices 
either through government regulation or by agreement among producers 
in cartels. But Kalecki argued that this does not stabilise output, because 
cartelised producers either supply non-cartelised industries, or produce 
goods that are consumed by workers and capitalists in those industries. If 
one assumes that profit margins remain the same for all producers, then 
the effect of partial cartelisation is to reduce fluctuations in investment. 
But this occurs at the cost of increased fluctuations in workers’ incomes 
and, hence, reductions in consumption during the recession and increased 
consumption in the boom, both of which represent consequences of price- 
fixing agreements in cartels. Assuming that more stable profits in the car-
telised sector result in more stable investment, it is possible to infer that 
partial cartelisation neither increases nor decreases fluctuations in output 
but instead causes shifts in the capacity utilisation of particular industries 
and in the incomes of workers. However, this suggests that more stable 
profits in cartels result in a more stable flow of investments. Kalecki 
pointed out two other considerations that would apply. First of all, because 
of price-fixing, cartelised businesses will have lower profit margins during 
boom periods. If those businesses nevertheless invest on the same scale 
that they would in a competitive system, then this will cause prices and 
profit margins in the non-cartelised sector to rise, inducing increased out-
put in that sector. In a recession, the reverse happens: cartelised businesses 
have higher profit margins than they would have in a competitive system, 
but still invest at the same lower level that they would have done in a com-
petitive system. Prices as well as profit margins in the non-cartelised sector 
decline, causing a drop in output by independent businesses.

Kalecki’s argument is somewhat tortuous in this part of his article, but 
essentially it states that even under the assumption that cartelised firms 
maintain the same levels of investment as they would in a system of free 
competition, ‘the more extreme fluctuations of profits in the non- cartelised 
industries result in more extreme fluctuations in their production, and 
hence in total output’ (Kalecki 1932).

He reinforced this argument by suggesting one additional reason why 
cartelisation would lead to more extreme business cycles: cartels control 
prices by means of production quotas, which are usually determined by 
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productive capacity. In the struggle for markets (or market shares), firms 
in a cartel would therefore tend to overinvest in a boom phase to obtain 
higher production quotas. In a recession, cartels would protect their firms’ 
profit margins from being squeezed by lower demand at the cost of a 
lower capacity utilisation: rather than eliminate their excess capacity, firms 
will prefer to sell capacities (and the attached quota) to another firm in the 
cartel (Kalecki 1932). This failure to eliminate excess capacity and the 
related disincentive for further investment then became the foundation of 
Josef Steindl’s later theory of industrial maturity and stagnation 
(Steindl 1952).

Kalecki concluded that ‘in a partially-cartelised system, business cycles 
will be more extreme than in a system of free competition. In particular, 
cartels aggravate the course of a crisis, not primarily because of rigid prices, 
but because their higher profits than in other industries at this time are not 
accompanied by correspondingly greater investment’ (Kalecki 1932, empha-
ses in the original).

In one other respect, Kalecki followed a parallel path to that of 
Hilferding. Both of them based their analysis on Marx’s ‘schemes of repro-
duction’, demonstrating how profits are realised as money (Kalecki 
1968/1984; Hilferding 1910/1981, pp.  248–256; see also Kowalik 
2014, Appendix 1 and chapter 9). As a result, both Kalecki and Hilferding 
took the total mass of profits or surplus as given, rather than determined 
by profit margins or some ‘productivity’ of capital, and assigned the price 
system the function of distributing those profits around capitalist enter-
prises. But it was Kalecki who was able to work out what determines that 
mass of profits, and, more precisely, how that mass is then distributed 
between monopolists, cartels, and independent businesses to exacerbate 
the business cycle.

A year after publishing his article on cartelisation, Kalecki published his 
famous essay on the theory of business cycles that was to establish him as 
one of the co-founders of the Keynesian Revolution in economic theory. 
At the end of the original version of this essay, he devoted a section to the 
question of cartels, using arguments that resembled those contained in his 
earlier article. However, he now considered the situation in a wholly car-
telised economy in the sense of Hilferding’s ‘general cartel’. In this sys-
tem, profits are equally determined by investment and remain unchanged. 
Hence, capitalists cannot increase their profits by increasing prices or 
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depressing wages. All that they can do, by increasing prices or lowering 
wages, is to reduce workers’ incomes and their consumption in a similar 
way as occurs in a partially cartelised economy (Kalecki 1933). However, 
he dropped this section from subsequent editions of his essay, and the sec-
tion, together with the earlier article on cartelisation, was only included in 
the publication of the English edition of Kalecki’s Collected Works in the 
1990s (Osiatyński 1990).

conclusion

It is tempting to see Lederer as the ‘missing link’ between Kalecki and 
Hilferding, as suggested by Dickler (1981, p. 296). However, Lederer’s 
business cycle theory did not make the leap from Marx’s schemes of repro-
duction to modern national income accounts, as Kalecki was able to do on 
the basis of his work with Ludwik Landau on Poland’s national income 
data. Furthermore, there is no evidence that Kalecki was familiar with 
Lederer’s work. The Austrian/German/American is not mentioned in any 
of Kalecki’s writings, nor did he refer to him in discussions with his closer 
circle, although Lederer’s business cycle theory was known in Poland prior 
to World War II.  The case for Kalecki’s understanding of Hilferding’s 
Finance Capital is much stronger. Kalecki adopted and reinforced 
Hilferding’s early critique of monopoly capitalism by showing how it 
destabilises capitalism. In his business cycle theory, Kalecki assumed that 
he was addressing the unfinished ideas of Marx and Rosa Luxemburg. In 
truth he was addressing the political economy of Rudolf Hilferding.

notes

1. Kalecki and Kowalik continued: ‘As we argue below, we have to do with just 
such a situation in contemporary capitalism’. In view of subsequent eco-
nomic and political developments in the main capitalist countries, this con-
clusion is perhaps a misjudgement. But since the chapter here is concerned 
with the place of Hilferding’s ideas in Kalecki’s analysis, we may leave aside 
Kalecki and Kowalik’s political predictions.

2. Schumpeter had greater regard for Hilferding’s skills as finance minister 
(Schumpeter 1939, p. 715).
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IntroductIon

Rudolf Hilferding’s 1941 death in Gestapo captivity barely captured any 
international notice, a strange fate for a man who at one point was hailed 
as both a top intellectual and politician within Marxist and socialist circles 
for nearly two decades (Smaldone 1998, p. 3). Indeed, Hilferding’s repu-
tation, like the Austro-Marxists and Social Democratic parties in the 1920s 
and 1930s to which he contributed, has suffered historically, variously 
condemned as straying too far from Marxism (Zoninsein 1990), too 
orthodox (Gates 1974), advocating ambiguous and incoherent political 
practices (Blum 1985; Leser 1976), and responsible for the collapse of the 
Weimer Republic and the rise of National Socialism (James 1981; 
Bottomore and Goode 1978). Hilferding, as finance minister and adviser 
to several different coalition cabinets, prominent politician, and 
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prominent party intellectual has received much blame especially for the 
latter (Winkler 1990; Gourevitch 1984; Breitman 1976; Gates 1974).

Hilferding’s main accomplishment, Finance Capital, was hailed by 
Otto Bauer and Karl Kautsky as a ‘Fourth Volume’ of Marx’s Capital itself 
(Coakley 2000; Zoninsein 1990) and cemented his place as a leading 
socialist politician in the Second International (Smaldone 1998, p. 40). 
Even Lenin was influenced by his ideas,1 though with the success of the 
radical Soviet revolution in Russia, Lenin denounced Hilferding as an 
‘ideologically bankrupt leader of the Second International’ and as part of 
the ‘miserable petty-bourgeois, who were dependent on the philistine 
prejudices of the most backward part of the proletariat’ (quoted in 
Smaldone 1998, p.  81), and as an ‘ex-Marxist’ (Coakley 2000). Stalin 
denounced the Austro-Marxists in 1913 as ‘fellow travelers of the bour-
geoisie’, expelling them from the Second International (Johnston [1972] 
1976, p. 99). Trotsky himself wrote the stinging criticism that Hilferding 
‘remained a literary official in the service of the German party—and noth-
ing more’ and that his character was ‘furthest from that of a revolutionary’ 
(quoted in Smaldone 1998, p. 57). Thus, critics of Hilferding attacked 
both his theory as well as his practice, and he has the unique distinction of 
being simultaneously exhorted as a champion and master of Marxist the-
ory and accused as a vanguard of the bourgeois classes within one decade 
of his life!

Recently, there has been something of a rehabilitation of Hilferding, 
the Austro-Marxists, as well as the various failed attempts to re-establish 
social democracy in the German-speaking world during the 1930s. 
Hilferding and others are now understood to have done the best they 
could in a chaotic situation (Smaldone 1988; Wagner 1996). Even 
Wilhelm Röpke, one of the pioneers of neoliberalism, tentatively defended 
the German Marxists, conceding that some of the earliest critics of 
National Socialism were the Marxists, even if they mistakenly viewed it as 
another form of capitalism (Röpke 1935, p.  88). This was due to the 
unique Austro-Marxist conception of the state, which was not simply 
reducible to class and therefore to economic power, but was independent 
from the economy as a separate, theoretically neutral sphere of contention 
(Bottomore and Goode 1978; Hilferding [1940] 2010, [1910] 1981; 
Bauer [1927] 1978; Adler [1933] 1978). The renewed interest in Austro- 
Marxism is not just due to historical revisionism, however, as Hilferding’s 
analyses of the separation of ownership and management, the interlocking 
of bank capital and financial capital, and the internationalisation of capital 
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and capitalism’s ability to stabilise itself by spreading crises deserve deeper 
consideration in a world of austerity and ‘too big to fail’.

While these concerns still linger today, these themes were particularly 
important for the first half of the twentieth century and were very much 
‘in the air’ on both sides of the Atlantic. Hilferding was a direct contribu-
tor to the intellectual milieu of his time particularly from 1910 to 1935. 
One of the most surprising of his contributions was to the emergence of 
early German neoliberalism as one of the many ‘third ways’ that tried to 
navigate between Marxism (i.e. strong socialism) and laissez faire (i.e. 
strong capitalism). He contributed in two aspects: historically and ide-
ationally. In terms of the former, albeit occasionally discarded in the litera-
ture as a minor point, Hilferding expressed some interest in attending the 
August 1938 Colloque Walter Lippmann in Paris, but he was rejected due 
to his status as a ‘politician’ (Denord 2009, p. 47). The second aspect is 
that many of his ideas of gentle, parliamentary evolutionary socialism, 
rather than hard, militarist revolutionary or dictatorial socialism, were also 
quite close to emerging conceptions of the ‘Third Way’, albeit from 
the left.

Both aspects will be examined via the theoretical metaphor of the syn-
copated note, which deviates rhythmically from a musical piece’s main 
theme and serves to accent it by way of contrast.

SyncopatIon aS HIStorIcal and conceptual MetapHor

Syncopation is one of the most ‘familiar and widely used concepts in dis-
course about rhythm, but is difficult to define precisely’ (Temperley 2010, 
p. 371), and it is still a vague and contested term. However, its one impor-
tant feature is that ‘syncopation and emphasis’ depend on ‘unambiguous 
differentiation’ from the natural flow of the music. Historically, it has been 
treated as beginning with a weak beat and ending with a stronger one 
(Gatty 1912, p.  369), though modern music theory approaches have 
examined the phenomenon more deeply. Generally, the trend is to move 
away from the more precise definition of types of beats or emphasis and 
explore how syncopation helps define the overall feeling or structure of 
a piece.

One of these approaches seeks to group the temporal sequence of 
notes, that is, rhythm, by ‘family’, or to group types of rhythm according 
to broad characteristics, such as whether they reinforce the overall flow of 
the piece, disturb the beat, or cause breaks in the flow of the piece, for 
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example, rests or ties. This second category, syncopation, ‘anticipates the 
beat and lasts throughout its onset and therefore disturbs the meter’ (Cao 
et al. 2014, pp. 444, 450, 465). Similarly, it is also ‘defined as the contra-
diction, though not overturning, of a dominant metric structure by rhyth-
mic stresses’ (Leong 2011, p. 111), in the sense that a ‘syncopated note has 
an onset on a metrical unit of lesser importance than one that occurs prior 
to the onset of the next note, and so it tends to disturb the meter for the 
moment’ (Cao et al. 2014, p. 447). Finally, it is also considered as a form 
of displacement, rather than disagreeing or suppressing. In this manner, 
‘syncopation features stresses, events, or pulses in unexpected locations, 
often coupled with their absence from expected locations’ (Leong 2011, 
p. 123).

Synthesising these varying definitions, albeit closer to the modern 
understanding, syncopation is understood here as that which anticipates 
the beat and lasts throughout the meter but highlights it more strongly 
through general contrast than interference or outright contradiction 
would. Translating this into historiographical terms, a syncopated idea, 
person, or event is that which helps to shape a subsequent event by way of 
anticipation and contradistinction, but is also historically simultaneous to 
it. In this sense, it is similar to a critique in that it opposes an idea and, 
through its opposition, clarifies it; yet it is different in that it also helps 
contribute to its emergence, if only indirectly. Syncopation is thus a judg-
ment of contribution to milieu. In other words, a person, idea, or event 
that is syncopated to a second person, idea, or event may be an element 
from a totally separate intellectual tradition that briefly intersects with the 
second phenomena at a stage in its development, someone whose work 
contributes to a minor or secondary point of a theme but not its overall 
movement, someone whose earlier analysis or description of a phenome-
non was intended for one use but co-opted for another, or someone who 
may have been a founding father of a movement, but who quickly diverged 
from it.

HIlferdIng’S evolutIonary SocIalISM aS Syncopated 
note to neolIberalISM

The metaphor of Hilferding’s evolutionary socialism as syncopated note 
to the emergence of early German neoliberalism is relevant on two levels: 
the purely historical and the ideational level. As mentioned earlier, 
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Hilferding sought to participate in the Colloque Walter Lippmann, which 
was a gathering of German, French, and Austrian, but also some American 
and British economists, businessmen, and philosophers in August 1938 
with the stated purpose of reinvigorating liberalism in light of the Great 
Depression as well as the dark cloud of totalitarianism that was descending 
upon Europe. In terms of syncopation, Hilferding’s explicit rejection by 
the organisers of the conference because he was a ‘politician’ sheds light 
on the emerging neoliberal movement. Their use of supposedly neutral 
policy or economic terminology aside, there are clear political principles, 
especially anti-socialist in character. This seems curious, given the diversity 
of intellectual and methodological participants who attended the Colloque, 
many of whom were politically active before, during, or after the War, and 
many of whom had socialist leanings or positions that were at least sympa-
thetic towards it, and many of the attendants did not join the core of the 
growing neoliberal movement and the Mont Pèlerin Society (Reinhoudt 
and Audier 2018, pp. 53–78). Hilferding’s historical involvement with the 
neoliberals vis-à-vis the Colloque meets the criteria of syncopation in that 
he was excluded yet did not turn against the movement as such, at least 
not explicitly. There seems to be no concrete evidence that Hilferding was 
particularly aware of the attempts to reinvent liberalism by threading the 
needle between laissez faire and collectivism, and if there was any opposi-
tion to such attempts it would have rather originated from a general rejec-
tion of liberalism as bourgeois ideology than specific opposition to any 
particular ideas, persons, or movements. Hilferding was more concerned 
with his own personal safety than with any deeper theoretical reflection on 
the history of European political economy in the last few years of his life.

However, Hilferding as syncopated note to the emergence of German 
neoliberalism also occurred ideationally, as a leftist version of the ‘Third 
Way’. This will be elaborated below, after a few clarifying comments on 
the nature of neoliberalism as a third way.

tHe tHIrd Way: tHe Walter lIppMann colloquIuM 
to gerMan neolIberalISM

In his lectures on biopolitics and governmentality, Foucault (1994) was 
one of the first to extensively discuss the August 1938 Colloque Walter 
Lippmann in Paris and it has remained an item of interest in the neoliberal 
scholarship as its possible birthplace ever since (Mirowski and Plehwe 
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2009). The occasion was to celebrate and discuss American journalist 
Walter Lippmann’s recent book, The Good Society, which presented cri-
tiques of both laissez faire and a totalitarian collectivist economy and was 
concerned with issues such as the separation of ownership versus manage-
ment, large-scale industrial planning (economic calculation), the impor-
tance of a legal framework to manage the economy, and appropriate versus 
inappropriate forms of government intervention in the market economy 
(Lippmann [1937] 2005). Over the five days of the conference, the par-
ticipants discussed a variety of topics, from the causes of the decline of 
liberalism (limitations imposed by imperialism, demographic growth), the 
nature and causes of crises under liberalism (to what extent they were 
politically tolerable, whether they were inevitable or could be managed, 
whether their causes were structural or exogenous), the nature of liberal-
ism, its history, and whether it could be revived. Throughout the confer-
ence, there was a vague consensus that the project of liberalism had utterly 
failed and needed to be completely re-examined, although there was dis-
agreement as to why it had failed: Lippmann, Rüstow, and Röpke believed 
that the problem was rooted in laissez faire itself and that there were nec-
essary interventions for the state to pursue in order to protect the market, 
whereas Ludwig von Mises contended that political interventions had pre-
vented any genuine laissez faire from truly evolving, and these interven-
tions had crippled liberalism, causing it to fail (Reinhoudt and Audier 2018).

These tensions remained throughout the neoliberal group, with the 
Germans developing the model of a social, political, and legal order that 
reinforced, restrained, and complemented the market, whereas the Mont 
Pèlerin Society and American libertarian movements followed Mises’ cri-
tiques (Burgin 2012). The German movement, sometimes referred to as 
ordoliberalism, was centred around the work of Röpke, Rüstow, Walter 
Eucken, and others, and many of them had been ardent anti-Nazis, return-
ing to Germany after World War II where they became strong contribu-
tors to the political and economic scene over the next two decades. Röpke 
shared and developed Rüstow’s and Lippmann’s criticism of laissez faire 
into what he referred to as the ‘Third Way’, which explicitly rejected both 
socialism and capitalism (ibid., pp. 81, 143; Röpke [1942] 1992). This 
approach was suspicious of the concentration of economic power as well 
as political power, and explicitly sought to offset them against each other, 
simultaneously constituting the first reference to ‘neoliberalism’ (or neo- 
liberalism) in the literature (Gerber 1994; Megay 1970; Oliver 1960; 
Friedrich 1955). Characteristically, Röpke distinguishes ‘capitalism’ from 
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the ‘market’, the latter of which must be embedded in an ‘extra-economic’, 
that is to say, social, political, legal, and moral order in its own right, in 
order to thrive (Röpke 1960, pp. 87–129).

Röpke represents two important shifts: a suspicion of capitalism and a 
desire to embed and constrain it as part of a greater social order, and an 
acceptance of active, democratic politics to maintain such an order. These 
two points—a rejection of the antagonism between the social and the eco-
nomic, as well as the active role of the political in reconciling these two, 
will be points where Hilferding’s evolutionary socialism converges as a 
leftist third way, and which the rest of the paper will be dedicated to elabo-
rating more explicitly.

trouble breWIng In vIenna: HIlferdIng’S 
Intellectual envIronMent

Hilferding was born to a Polish Jewish bourgeois family that had immi-
grated to Vienna and considered themselves to be liberals, secular, and 
German. Vienna, a diverse and culturally rich, tumultuous capital city of 
an equally diverse and tumultuous Austro-Hungarian Empire, was increas-
ingly divided due to class divisions, nationalism, and rising anti-Semitism. 
In his youth, Hilferding chose to become a social democrat, rejecting aes-
thetic escapism and Zionism to focus on practical matters. He entered the 
University of Vienna, where he was drawn to economics, studying under 
many influential thinkers of his time, including Eugen von Philippovich as 
well as the founders of the Austrian School Friedrich von Wieser and 
Eugen Böhm-Bawerk. He also studied under Carl Grünberg, one of the 
most prominent Marxists at the University, as well as Ernest Mach, a lead-
ing positivist philosopher (Smaldone 1998; Wagner 1996). Many of his 
fellow students would also become prominent Austrian scholars in politics 
and economics: Ludwig von Mises, Otto Bauer, and Josef Schumpeter 
(Michaelides et al. 2007; Mises 1978). A particularly formative event for 
many of these students was the famous 1905 seminar held by Böhm- 
Bawerk, in which he strongly criticised Marxism. Otto Bauer was Marx’s 
principle defender and drew admiration from both sides of the debate for 
his intellect (Shulak and Unterköfler 2011; Michaelides et  al. 2007; 
Caldwell 2004; Mises 1978).

At the time, university reforms were being implemented, with the 
Austro-Hungarian Empire adopting the German university system, giving 
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professors greater freedom (Mises 1969). During this time, neo- 
Kantianism as well as critiques of the German Historical School (Köhnke 
1991; Wiley 1978; Mises 1969) were undermining traditional, orthodox 
‘Hegelian’ Marxism, such as that preached by Karl Kautsky, the so-called 
pope of Marxism (Steele 1992), and other German orthodox Marxists 
(Bottomore and Goode 1978). In short, this volatile mix of cultural, 
political, and intellectual diversity created the ideal conditions for a 
rethinking of Marxism, the breeding ground of Austro-Marxism.

tHe gauntlet IS tHroWn: tHe 1905 böHM-baWerk 
SeMInar, HIlferdIng’S antIcrItIque, 

and tHe ‘auStrIanISatIon’ of MarxISt capItal tHeory

The closing decades of the nineteenth century saw Marxist theorists bat-
tling with many difficult theoretical and practical problems, the most sig-
nificant of which were the theory of capital and economic crises, as well as 
the labour theory of value. The success of the marginalist revolution and 
its subjective theory of value as well as the inconsistencies in Marx’s own 
thought revealed by the publication of the third volume of Capital (1894) 
(Howard and King 1989, p. 108) forced many Marxists to re-evaluate the 
social labour theory of value as well as the theory of capitalist crises; 
money  also became a topic of heated debate (Michaelides et  al. 2007; 
Evans 1997, Milios 1994). Marx had argued that crises resulted from the 
contradictions inherent in the anarchic nature of capitalist production, 
particularly the social production of commodities versus their private con-
sumption (Smaldone 1988). However, how crises arose was not entirely 
clear, and three models were present in the Marxist literature: crises due to 
over-accumulation of capital, underconsumption of capital, or the decline 
of profits (Milios 1994). Ukrainian socialist economist Mikhail Tugan- 
Baranovsky remained committed to Marxism for ethical reasons, but rec-
ognised that Marxist economics had to be reworked, admitting that the 
marginal-utility and labour-production economic theories were opposites, 
and sought a way to make them compatible with each other (Howard and 
King 1989, pp. 109–10; Nove 1970).

Tugan-Baranovsky attempted to resolve both issues by injecting subjec-
tivism as well as an organic theory of capital into Marxism. In order to 
understand how multiple sectors in a capitalist economy were connected, 
he advanced theories of cyclical growth based on the proportionality of 
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investment/malinvestment of capital depending on which industries 
proved the most profitable. He contended that crises occurred when the 
equilibrating process among sectors was disrupted (Howard and King 
1989, pp. 102–3) and that both the under- and over-production theories 
were thus incorrect, as the real issue was that the market in capitalism 
continuously expanded and restructured itself (Milios 1994; Nove 1970). 
This theory is quite similar to the Austrian School’s understanding of capi-
tal, value, and economic crises as malinvestment of capital, which, as it 
were, represented the strongest influence on his thinking (Howard and 
King 1989, p. 109).

Tugan-Baranovsky’s work was known to revisionist German socialists in 
the 1890s, and after his work was translated from Russian after 1900 it was 
taken very seriously in the German-speaking world indeed (ibid., p. 96). 
Tugan-Baranovsky was to become perhaps the largest influence on 
Hilferding’s own theory of finance capital, and in 1902 he wrote a review 
of Böhm-Bawerk’s Karl Marx and the Close of His System (1896) (Smaldone 
1998, p. 27), but Hilferding was also able to drink from the river at its 
source, so to speak, and participated in Böhm-Bawerk’s seminar in 1905. 
The experience of writing his ‘anticritique’ of Böhm-Bawerk and attend-
ing the seminar surely provided much of the material for his Finance 
Capital (1910).

Böhm-Bawerk’s critique of the Marxist labour theory of value is still 
regarded as one of the strongest challenges to Marxism,2 and much of 
Mises’ (Steele 1992) and Hayek’s (1931a, b) own critiques are simply 
elaborations or qualifications of it. The gist of his argument was that there 
is a fundamental contradiction at the heart of Marxism: that labour as the 
source of all value directly contradicted the idea that the unique composi-
tion of capital per industry created different profit rates.

Böhm-Bawerk argued that either goods sell at prices in direct propor-
tion to their labour values and that in this case rates of profit will perma-
nently differ based on the capital or labour intensity of the productive 
process, or that rates of profits are equalised by competition and thus 
prices never converge with labour values (Steele 1992, p.  138; Böhm- 
Bawerk [1949] 1896, p. 28). In short, the equalisation of profit rates from 
capital within the capitalist economy indicated that it had to be more than 
just the quantity of labour, that contributed to the production of value, for 
example competition and scarcity. The process of the adjustment of profits 
within a capitalist system can only occur through competition, and only in 
non-capitalist societies where the workers control their own means of 
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production is price solely determined by value. He concluded that Marx 
could no longer maintain that labour was the sole determinant of value 
after he began his third volume and that he was left with the option to 
either sacrifice the consistency of his system or its logic, and that Marx 
chose the former, seeking to mitigate its contradictions by exploring com-
petition. However, Marx did his best to belittle or avoid competition and 
instead employed a static model in which competition was merely the ref-
erence to the movements of supply and demand in the long run and that 
prices reach their ‘true value’ only in competition (ibid.).

Hilferding’s response to Böhm-Bawerk followed Tugan-Baranovsky in 
absorbing some elements of the Austrian school, both in thought and in 
practice (Darity and Horn 1985; James 1981). Sweezy contends that it 
was not so much a defence of Capital as it was an ‘anticritique’, that is, a 
retaliation against Böhm-Bawerk’s attack (Sweezy 1949, p. xxiii). This 
demonstrates that although Hilferding rejected the Austrian School, 
which he referred to as a ‘psychological’ school of economics (Hilferding 
[1920] 1949), he was clearly prepared to go beyond orthodox Marxism.

Hilferding first engages Böhm-Bawerk on a philosophical level: his crit-
icism of Marx is invalid, Hilferding argues, because the subjectivist school 
proceeds from the individual and the individual’s subjective understand-
ing of value, whereas Marxism departs from the point of society (Hilferding 
[1920] 1949). As society exists as a whole, it does not simply exchange 
commodities, and thus the true basis of value in society is labour which 
reflects the social structure and relationships (ibid.). Economics must be a 
historical and a social science that concerns itself with the transition of 
goods to commodities, that is, when the economic system becomes a sys-
tem based on exchange. Consequently, the purpose of Marxist economics 
is to uncover the ‘laws’ which govern the motion of capitalist society, that 
is, how the exchange of labour value and commodities in society is pro-
duced by and reproduces the social relationships in that society (ibid.).

Fundamentally, Marxist economics approaches the economy from a 
totally different angle than the Austrian subjectivist school, which from its 
very founding philosophy seeks out precisely ahistorical laws of econom-
ics, whether under Menger’s Aristotelianism or Mises’ apriorism (White 
2003). As such, Austrian economics and Marxist economics ultimately 
hailed from paradigms so divergent that, if one attempted to transpose 
one into the other, a contradiction ultimately emerges (Lavoie 1985).3 
Therefore, Böhm-Bawerk asks the wrong question when he makes the 
argument that skilled labour cannot be understood as a single 
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multiplication of unskilled labour, for it is the society which determines 
value, rather than purely economic processes. It was Böhm-Bawerk’s con-
fusion of price with value, due to his Austrian economic theory, that drove 
him to mistakenly view Marxism as contradictory (Hilferding [1920] 1949).

In his criticism of Böhm-Bawerk, Hilferding repeatedly emphasises the 
importance of social relationships, and while Hilferding thought he 
remained within the Marxist tradition (James 1981) and that he was 
merely expanding Marx’s work on monopolies (Arestis and Sawyer 1994; 
Hilferding [1910] 1981), he diverged from Marx in the theory of money 
and competition (Zoninsein 1990). Hilferding, as Tugan-Baranovsky, had 
converged with Austrian models of money, particularly Menger’s view of 
money as a socio-historical creation (1892), as well as Böhm-Bawerk and 
Mises’ understanding of capital as heterogeneous (Boettke 2008; Böhm- 
Bawerk [1884] 1890; Mises [1912] 1981).

While much of Hilferding’s treatment of financial economics was 
shaped by the Austrian understanding of money, he was also profoundly 
influenced by neoclassical economics’ conception of perfect competition. 
This also significantly broke with the orthodox Marxist belief that compe-
tition would eventually result in monopolisation and concentration (Steele 
1992, pp. 272–74). Zoninsein (1990) claims that Hilferding’s theoretical 
work on ‘monopoly capitalism’ was due to replacing Marxist understand-
ing of competition with the neoclassical one, which, in agreement with the 
Austrian School, contended that monopolies were aberrations of the mar-
ket system that occurred due to state interference (Reinhoudt and Audier 
2018; Lippmann [1937] 2005; Gerber 1994; Darity and Horn 1985; 
Mises [1929] 1979; Megay 1970).

Hilferding’s position in his anticritique of Böhm-Bawerk represents a 
synthesis of these approaches. He wrote:

For society is the only accountant competent to calculate the height of 
prices, and the method which society employs to this end is the method of 
competition […] it is society which first shows to what degree this concrete 
labor has actually collaborated in the formation of value, and fixes the price 
accordingly […] This is the conception in accordance with which the theory 
of value is regarded, not as a means “for detecting the law of motion of 
contemporary society” but as a means of securing a price list that shall be as 
stable and as just as possible. (Hilferding [1904] 1949, p. 147)
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In other words, a simple labour theory of value is not enough, and 
Hilferding essentially transforms Marxism from a labour theory of value, 
to a social theory of value, where society itself is the mechanism by which 
prices are determined, rather than the market. The Marxist economist was 
to determine what proper balance of social arrangements, that is, ‘compe-
tition’, created ‘stable and just’ conditions, that is, a ‘price list’. He had 
reached the conclusion that understanding the economy as a self-enclosed 
historical product was insufficient, and that more emphasis was needed on 
the interrelation between contemporary political and economic practice 
(Daly 2004, p. 6). This challenged orthodox Marxism in that the state was 
not purely a phenomenon that passively acted according to laws as if fol-
lowing a schedule of historical development, but that it could play an 
active role. If the political was aligned with society as the ‘accountant’ that 
was competent enough to create a just order, then the economic sphere 
would naturally follow suit.

Hilferding’s interpretation of Tugan-Baranovsky and his response to 
Böhm-Bawerk thus anticipated the rise of neoliberalism as well as the mar-
ket socialist position, as both challenged the idea that the state and society 
were simply reflections of the system of production. Neoliberalism was 
explicitly opposed to laissez faire, and market socialists and revisionists 
were opposed to orthodoxy for the same reason: the state was assumed to 
play a passive role vis-à-vis natural, historical, or economic forces, and thus 
neither classical liberalism nor orthodox Marxism created a positive politi-
cal theory of the state.4 Walter Lippmann called for a new, positive theory 
of the state because he felt that in an era of economic depression and 
uncertain, rapid industrialisation and urbanisation and tensions within the 
Western political system (both the instability of colonialism as well as the 
post-Versailles peace) liberalism needed to supply it or else it would be 
swept away by more radical ideologies, that is, totalitarianism. Although 
Hilferding could not have anticipated the rise of totalitarianism, he cer-
tainly addressed many of the same issues that Lippmann reflected upon 
some 25 years later, such as the increasing problems of industrial capital-
ism, the rise of nationalism, and the decline of the Austro-Hungarian Empire.

As a syncopated note, Hilferding not only helped prepare the milieu for 
later thinkers’ critiques of capitalism and imperialism5 but also sustained 
his own vision through his personal pragmatic politics as a member of the 
Social Democratic Party. In his life as a politician, his evolutionary and 
parliamentary socialism converged with the general feeling of searching 
for a third way. However, his parliamentary politics emerged from his 
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mature economic thinking, presented in Finance Capital (1910) as well as 
from the political theories of Max Adler in the 1920s and 1930s. Both will 
be briefly addressed in the following.

fInance capItal

Finance Capital was hailed by Otto Bauer and Karl Kautsky as something 
of a fourth volume of Capital, which confirmed Marx’s prediction of the 
concentration of capital, but asserted that it leads to a qualitative change 
in the nature of capitalism itself, as a new phase. However, it also demon-
strates Hilferding’s mature thinking about money (Trevor 1997) where 
his anti-critique of Böhm-Bawerk inspired him to reinvent Marx’s theory 
of value as a ‘critical social theory’. This reframed the labour theory of 
value and the ‘laws of motion’ of capitalism as social, rather than natural 
laws (Wagner 1996, pp. 28, 32). This allowed for a Marxist theory that 
was more subtle and flexible than doctrinaire orthodoxy, but also made it 
vulnerable to being diluted by broader theories and approaches. Another 
consequence was that the political and economic systems were more 
autonomous and their relationship more complex. He asserted that the 
defence of the labour theory of value was no longer essential to the labour 
movement, and that much of the technical economic theory was a distrac-
tion from working, political solutions (ibid., pp. 37–39). He was also con-
cerned that capitalism was no longer simply capitalist versus worker, but 
that competition also existed among capitalists (Smaldone 1998, p. 24). 
In this sense, Hilferding moved away from the traditional Marxist under-
standing of competition as anarchic, closer to what the Austrian School 
would consider as rivalrous, that is, that competition is not a detriment to 
markets, but rather that it constitutes markets and is something natural 
rather than an aberration.6

The introduction of competition among capitalists required the devel-
opment of new economic phenomena in order to reconstruct capitalism, 
both analytically and as in practice. This latest phase of capitalism produces 
a new form of capital, finance capital, which unites banking capital with 
industrial capital, though banks are superior in the relationship (Arestis 
and Sawyer 1994; Lachmann 1944). This is due to the control that banks 
exercise over the flow and quantity of money. As the means of production 
become increasingly complex and specialised, more and more exchange is 
needed, but the medium of exchange needs to become more and more 
general, until a universal form is reached: money. Finance Capital thus 
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comports with the theory of the origin of money hypothesised by Menger 
(1892), but Hilferding goes further and agrees with Ernest Mach that 
money has effectively become the ego of society, to which all other things 
can be reduced and fetishised. Money is now the symbol of society itself, 
and the state’s primary function is henceforth that of the guarantor of 
money (Hilferding [1910] 1981, p. 31).

As Tugan-Baranovsky, Hilferding was convinced by ‘bourgeois’ eco-
nomics’ description of modern capitalism, though he continued to dis-
agree with it normatively. Though the Austrians had a more neutral 
outlook on money, Hilferding contends that it has several negative conse-
quences: it separates use value from exchange value and facilitates the 
equalisation of profit rates through the shifting of the base of society from 
labour to monetary and industrial capital. This further conceals the 
inequality of labour. Hilferding believed that the theory of labour was no 
longer a fixed concept, but more of a general approach to economic his-
tory and that the process of equalisation of profit rates was the true driver 
of capitalism. The anarchic and competitive nature of capitalism, along 
with necessary human error, led to uncertainty, which was compensated 
for by holding large portions of money or capital in reserve in order to 
compensate for delays in commodity circulation, that is, necessity of liquid 
reserves while waiting for payment (Hilferding [1910] 1981).

Taking his cue from Böhm-Bawerk’s work on the heterogeneity of cap-
ital ([1884]1890), Hilferding recognises that not only is there an uneven 
distribution of the spread of capital throughout various sectors in the 
economy, but that there are both qualitative and quantitative changes in 
the capital structure (Blumen 2008). Furthermore, the Austrians points 
out that the process of production itself also requires the use of capital as 
an intermediate good (Hayek 1931a, b). The speculative nature of capital-
ism, which locks capital out of circulation as an emergency reserve, the 
usage of capital as an intermediate good, and the heterogeneous nature of 
capital combine to create economic crises that are due to disproportional-
ity in the capital structure, and hence in prices (Michaelides et al. 2007; 
James 1981). However, Hilferding’s understanding of credit money trans-
forms this whole argument, wherein banks, which do not suffer from the 
same problems regarding the circulation and production of their capital, 
are in a unique position to effectively smooth out capitalist crises by pro-
viding a more efficient reserve of money capital, freeing up capital and 
increasing circulation (Hilferding [1910] 1981).
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Banks therefore stabilise and expand the amount of capital in circula-
tion, activate idle capital, and, due to the unique nature of banking capital, 
they are able to absorb money and interest capital from all segments of 
society, further increasing the power of capitalists (ibid.), and to reach 
across international borders. Along with the increasing power of banks 
and banking capital, Hilferding believes that the rise of modern corpora-
tions goes beyond the original scope of Marx’s analysis (ibid., pp. 114–16) 
and that stock capital is ‘fictitious capital’ which does nothing else but 
increase the profits and power of its shareholders. Hilferding notes that 
corporations allow for a disproportionate expansion of the power of capi-
talists, for under a normal firm one would have to have complete owner-
ship to exercise sovereignty over the capital, but under a corporate format 
one must only be a majority shareholder.

As such, stock capital allows for a maximisation of external capital for 
the minimum of one’s own capital, which allows for interlocking corpo-
rate director boards. Banks, therefore, have greater security in corporate 
investments as they translate into stock, which grants ownership. 
Furthermore, given that corporations are legal entities and independent of 
the size of individual shares of capital that compose them, it is much easier 
for a corporation to expand than an individual enterprise. In its capacity to 
assemble capital, the corporation is thus similar to banks, except that it 
employs fictitious capital instead of shares, rather than money capital 
(ibid., pp. 118–22).

In the modern era of capitalism, banks are thus the driving force of the 
economy, and Hilferding argued that they would continue to accelerate 
the concentration of capital in an ever-decreasing number of individuals 
through a process of cartelisation (Smaldone 1998, p. 44). Cartelisation 
also does not stop the anarchy of production or crises, but rather shifts the 
burden of the crises on to smaller firms, which furthers cartelisation as 
larger firms continuously absorb smaller firms until a giant grand cartel 
forms, where a central bank controls the entire economy (Hilferding 
[1910] 1981). Against this backdrop, Hilferding believed that the very 
nature of capitalism had changed: finance capital and shareholder ano-
nymity had displaced the capitalist entrepreneur, and the merging of banks 
with industrial capital had eliminated free competition through market 
organisation (Botz 1976). Hilferding also thought that technology would 
facilitate a new restructuring of capitalism, allowing cartels to produce 
more profit, and that capitalism would not fail due to the reduction of 
socially necessary labour time given the rise of machines (Michaelides 
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et al. 2007), thus breaking with the Marxian assertion that labour is the 
sole source of value (Darity and Horn 1985).

Hilferding’s conclusion broke with the Marxist view of crises, believing 
that perhaps a breakdown of capitalism was not inevitable, but that a gen-
eral cartel would be able to remove the anarchy inherent in the capitalist 
system and that this would allow for a transition directly into socialism 
(Smaldone 1998; Wagner 1996; Hilferding [1910] 1981). Hilferding 
believed that cartelisation of the banking industry effectively colonised the 
state and produced imperialism,7 a scenario in which the state would work 
to continuously increase the economic sphere of influence to facilitate fur-
ther capital concentration and production (Smaldone 1988). However, 
Hilferding believed at the same time that the worker movement would not 
benefit from warfare and thus sought how to organise ‘for the revolution’ 
rather than organise ‘the revolution’ (ibid.). There was thus a significant 
tension within Hilferding’s thought: while he believed that there was an 
increasing tendency towards warfare due to finance capital, he deemed this 
unnecessary and instead supported parliamentarian practices.

This new understanding of money, capital, and competition broke 
down the notion of monolithic, antagonistic social groups and cleared the 
way for conceptualising a political sphere distinct from both the social and 
the economic. Furthermore, the understanding of money as a social prod-
uct guaranteed by the political, rather than as a reflex of the economic 
system, also cleared the path for an active state and an active monetary 
policy. Finally, Hilferding’s concern with cartelisation and the damaging 
effects of unrestrained ‘economic’ phenomena, for example, the fetishisa-
tion of money, created the impetus for the distinction and demarcation of 
the economic from the political and from the social. Other contemporary 
groups, such as the Fabians and the Georgists were also concerned with 
such issues. Lippmann, Röpke, Hayek, and Mises were all sympathetic to 
socialism in their youth, and even though they all ultimately abandoned it, 
they recognised that unbridled capitalism could be destructive.8 Finally, all 
of them—albeit to varying degrees—argued against a pure laissez faire 
system as had developed in the nineteenth century, paving the way for an 
active state. One major difference remained: none of the neoliberals them-
selves were active politicians. To complete this comparison, it is therefore 
necessary to return to the reason why Hilferding was supposedly banned 
from attending the Colloque Walter Lippmann: his political practice.
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Marx WItHout Hegel: auStro-MarxISM aS neW 
polItIcS and neW praxIS

From its very inception, Austro-Marxism was a political programme that 
was multidisciplinary and pragmatic; the trinity of Karl Renner, Max Adler, 
and Hilferding met at the Fabian circle Zukunft and shared a commitment 
to democratic socialism but also their opposition to both Kautsky’s ortho-
doxy and Bernstein’s revisionism (Bottomore and Goode 1978; Leser 
1976). Max Adler, the chief philosopher of the group, attempted to revise 
Marxism with neo-Kantian ideas and transform it into an ethic of socialised 
humanity (Adler [1925] 1978, [1478] 1978) as well as a ‘sociology of 
revolution’. These positions nicely dovetailed Hilferding’s separation of 
the political, the social, and the economic (Wagner 1996; Hilferding 
[1910] 1981, [1904] 1949; Sweezy 1949; Adler [1973] 1978), clearing 
the way for parliamentary Marxism instead of the revolt of the proletariat. 
It was quite close to the Marburg German Social Democrats who advo-
cated creating a ‘foundation for evolutionary socialism and parliamentary 
democracy’, with a corresponding political strategy of gradualism (Wiley 
1978, p. 174). He concluded that ‘The Marxist as theorist does not stand 
in contradiction with the Marxist as politician [sic]’ (Adler [1928] 1978, 
p. 138). Adler wanted to avoid both a violent revolution and bourgeois 
parliamentarianism by distinguishing political from social revolution: the 
job of the Marxist was to educate the population and help it develop a 
desire for revolution, which would lead to the social reorganisation of the 
means of production, through a strong Social Democratic Party.

The other major philosophical influences on Hilferding were his profes-
sors Ernst Mach and Carl Grünberg, who took positivism in different 
directions. Mach divorced the ethical strands in neo-Kantianism from 
positivism to establish a foundation for critical science (Bottomore and 
Goode 1978, pp. 15–16). Grünberg disentangled historical materialism 
from philosophical materialism and was also active in the workers’ move-
ment and championed attempts to create a truly scientific Marxism to 
defeat bourgeois economics (Wagner 1996). On the other hand, Grünberg 
did not believe in meta-historical laws of motion, but that every historical 
period moved by unique historical laws that had to be discovered (Held 
1980), thus sharing the socio-historical relativism of Mach except for his 
‘evolutionary’ emphasis.

Thus, to Hilferding, Marxism was more of an orientation to the world—
a critical historical-materialist model for social science—and not a dogma 
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to be followed, while he personally cited Marx’s own opposition to ‘the 
planting of a dogmatic flag’. Hilferding believed that ‘the effective power 
of Marx’s thought stemmed not from any particular claim that he had 
made, but from the spirit in which he had worked’ (Smaldone 1998, 
p. 17). This flexible perspective is the key to understanding Hilferding’s 
pragmatic, parliamentary politics in which he would have to accept ‘non- 
socialist fiscal policies’ for which he is so often blamed (Smaldone 1998; 
Winkler 1990; Gourevitch 1984; Breitman 1976; Gates 1974).

HIlferdIng’S evolutIonary SocIalISM aS pragMatIc 
polItIcal praxIS

The final point of reflection on Hilferding’s syncopation to early neoliber-
alism is that he did not want to overthrow the political system of his time 
but rather sought its reformation, namely by reinventing both the political 
doctrine and the institutions to support it. While neoliberalism would go 
on to reshape the world via a series of international think tanks and policy 
research centres, in its beginnings it was supported by Walter Lippmann, 
who was no stranger to the political elite, as well as many economists and 
politicians who helped rebuild West Germany’s political and economic 
system after the war. The Austro-Marxists and Social Democrats whom 
Hilferding supported pursued an approach that was not too dissimilar, 
maintaining a network of newspapers, party schools, labour unions, and 
political parties. That neoliberalism succeeded while moderate socialism 
failed is not a reflection on the socialists’ lack of effort. With the rise of 
National Socialism in Germany and Austria, the Great Depression, and the 
continued economic strain due to punishing war reparations, the moder-
ate socialists in central Europe simply found themselves in an impossible 
situation. It is nonetheless worthwhile to examine how Hilferding 
attempted to pragmatically navigate the increasingly difficult situation he 
found himself in, as a kind of ‘stress test’ for the feasibility of democratic 
and parliamentary socialism, with lessons still relevant today.

The Austro-Marxists argued that the breakup of the old monarchies 
after World War I had brought about a balance of class power and that 
hence the state was now neutral (Leser 1976). Accordingly, much of their 
efforts became focused on trying to educate the masses in order to estab-
lish a working-class consciousness for the revolution rather than organise 
the revolution (Smaldone 1998). By 1906 Hilferding was known for being 
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a sound theorist of Marxism and took a position as a teacher at the German 
Social Democratic (SPD) Party School, giving up his life as a physician and 
fully committing himself to politics. At the time, the SPD was undergoing 
a difficult period of internal debates, with Bernstein adopting a revisionist 
position, Kautsky taking the more orthodox stance, and Rosa Luxembourg 
advocating for a more revolutionary approach, and Hilferding’s talents as 
a public speaker, public intellectual, and commitments to pragmatic poli-
tics and parliamentarianism allowed him to become something of a mod-
erating force among the factions (Smaldone 1998; Wagner 1996). 
Hilferding’s first major political contribution was his work on the general 
strike which he sought to incorporate as part of the socialist political par-
liamentary repertoire derived from the position of the working class in 
society, rather than as an extra-parliamentary tactic. In his view, the strike 
should be used to uphold and protect the suffrage of the workers and the 
legality of the workers’ movement itself. However, using it carelessly or 
too frequently would only unite the other parliamentary factions against 
labour (Smaldone 1998, pp. 25–6; Wagner 1996, p. 53).

Hilferding’s advocacy of the general strike was complementary to his 
view of parliamentary democracy, for, while the capitalist classes rule but 
do not necessarily govern, the parliament is still an overall reflection of the 
capitalist structure itself (Wagner 1996, p. 52). Hilferding recognised that 
parliamentary democracy had the potential to achieve parity of all class and 
social democracy, but did not guarantee this and that there was a growing 
paradox in Austria and Germany in the sense that there was a concentra-
tion of both state and economic power as well as parliamentarianism, 
which meant that whichever class or political party governed had increased 
power (Hilferding 1905). Thus, it was possible for social democracy to 
grow in numbers but actually lose power because of governing coalitions 
of liberal or reactionary anti-proletarian parties, and Hilferding conse-
quently declared that the general strike had to be used based on the spe-
cific political context and that, while it should always be used to retain the 
gains made by the workers’ movement, its use depended on the concrete 
social context of the country. Due to the differing composition of political 
and class interests in Austria and Germany, there could be no single uni-
versal blueprint for the general strike (ibid.).

Hilferding’s position on the general strike was in effect a political com-
promise with forces within and outside of the social democratic movement 
and demonstrated his commitment to socialist democracy as the voice of 
parliamentary politics on behalf of the international workers’ movement 
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in addition to his view for pragmatic politics. Hilferding did not believe 
that the labour unions were acting as a cartel for labour as a commodity 
and that the labour movement could enter into parliament and transform 
bourgeois parliamentarianism into social democratic parliamentarianism 
(James 1981). Within the social democratic movement, there was unease 
concerning the question of the strike, with revisionists fearing that overuse 
of the strike would impede any attempts at coalition building, while the 
orthodox feared that the usage of the general strike at the wrong time or 
too often would endanger the gradual transition from liberal capitalism to 
social democracy and thus should only be a defensive tactic. The bolshe-
vists and radicals, for their part, were willing to use the strike as a means of 
breaking down the capitalist social order and ignite the revolution 
(Smaldone 1998; Wagner 1996).

The themes of commitment to working class unity, social democratic 
parliamentarianism, the balance of class forces, gradualist economic and 
social revolution, and willingness to compromise would comprise 
Hilferding’s view of politics, his role as a Social Democratic politician, and 
in his multiple terms as finance minister. His adoption—or at least tolera-
tion—of marginalist, non-Marxist economic analysis would actually con-
verge with several of the ‘orthodox’ economic policies of his time and 
would lead the Social Democratic Party into several failed coalitions that 
tried to shore up failing democracy in Germany and Austria (Smaldone 
1998; Wagner 1996; Breitman 1976), while he favoured deflationary or at 
least anti-inflationary economic policies as well as supporting the gold 
standard (Darity and Horn 1985; Gourevitch 1984; Gates 1974).

The difficulty that Social Democrats faced was trying to balance what 
was politically feasible versus what was economically sustainable for their 
gradualist vision of social, economic, and political change. They believed 
that if they were unable to retain their position in parliament, then they 
could not ensure that there was progress towards socialism. However, in 
order to maintain their position in parliament, they had to make compro-
mises or were vulnerable to crises and the capricious whims of public opin-
ion, which made them—more often than not—reinforcers of the 
status quo.

Breitman contends that Hilferding

had a tendency to oppose limited correctives for the problems of the busi-
ness cycle. In theory, they preferred more far-reaching plans for changes in 
the relationship between the state and the private sector, which were 

 J. P. HIGGINS



269

 supposed to reduce the competitive friction and waste they saw as inherent 
in capitalism. Since their own approach was usually politically unfeasible, 
they contented themselves with the observation that greater economic con-
centration at least seemed to be preparing the way for a socialist economy. 
Anything that resembled a gift to business, or any policy that threatened to 
unleash another inflation was suspect. Therefore, the socialist economists 
offered few positivist proposals. (1976, p. 375)

The opposition towards the adoption of demand-stimulus or deficit- 
financing models, such as Keynesianism, in a world of increasing economic 
desperation and shifting public debate and electoral fortune, would be a 
parallel Hilferding shared with the neoliberals, as before Lippmann con-
verted to a strong advocate of Keynesianism, he was also suspicious of 
debt-financing and retaining the gold standard (Goodwin 2014). Röpke 
(1933, 1937) and Hayek (1931a, 1932a, b) also advocated for the impor-
tance of sound monetary policy, particularly the gold standard, and were 
especially suspicious of doctrines of ‘forced savings’ or any other effort by 
the government to impact the value of money and credit, and hence the 
business cycle. With the onset of the Great Depression, those who argued 
for more conservative, traditional monetary policy lost the public debate, 
and Hilferding’s position as finance minister in coalition governments was 
never stable or long-lasting. Similarly, with the exception of German 
reconstruction, the neoliberals were often left out in the cold and on the 
margins of academia for the next quarter of a century until the Keynesian 
consensus in mainstream economic thought began to break down in 
the 1970s.

While the neoliberals found themselves in the political wilderness, the 
situation in Germany and Austria would soon become a question of life or 
death for the moderate socialists. The SPD found itself in a period when 
there were a variety of ‘socialist’ parties and ideologies, especially within 
Germany. One of the most devastating legacies of World War I was the 
division of the international labour movement into Christian centrist 
socialism, National Socialism, democratic socialism, communism, 
Bolshevism, anarcho-socialism, and others. The split between Hilferding 
and Lenin simply exemplifies how Hayek’s view in The Road to Serfdom 
([1944] 2007)—that socialism is better at breaking down the old liberal 
order than defending against fascism—seems to be on the whole true, at 
least in the case of Germany and Austria. His argument was that socialism 
had effectively become a victim of its own success, that there were so many 
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different varieties of socialism that none of its representatives could hold 
power or stabilise for long (ibid., p. 146). The SDP and Austro-Marxists 
found themselves in the impossible position of being too embedded in the 
state and locked in a tight competition for labour and working-class votes 
to effectively react to the rising National Socialist threat. Ironically, 
Hilferding’s political strategy of gradual electoral coalition building, edu-
cating and building political consciousness among the working classes, 
and pursuing stable monetary policy had left them perfectly vulnerable to 
an external, extra-parliamentary threat.

The rise of totalitarianism concerned both the neoliberals and the mod-
erate socialists, though the neoliberals, by and large, escaped unscathed, 
with Röpke and Rüstow fleeing into exile in Turkey or Geneva, Hayek and 
Mises fleeing to Great Britain and the United States, and Eucken remain-
ing in hiding in Freiburg for the entire duration of the war. Hilferding 
never had a chance to see the rise of moderate, parliamentary social 
democracy flourish in Europe, briefly fleeing to Paris only to be caught, 
dying in Gestapo captivity in 1941. 

concluSIon

Rudolf Hilferding’s ideas anticipated many of those harboured by the 
early neoliberals, especially those in Germany. His concerns about carteli-
sation and the dangers of unbound competition were resolved by a 
rethinking of Marxist theories of money, competition, economic crises, 
and pragmatic, parliamentary politics. His belief in the neutrality of the 
state and the separation of the economic, political, and the social spheres 
created an active and pragmatic, albeit somewhat conservative and vague, 
theory of Marxist politics that tried to balance theoretical updating with 
the issues and needs of its time and an effective political practice. This 
anticipates and parallels the early neoliberals’ search for a way to update 
liberalism to overcome its contemporary crises, and to develop political 
theories and corresponding practices for an active state, rather than laissez 
faire. Indeed, if not in substance nor in form, but in general orientation 
towards the social world, there are many parallels between Hilferding and 
the early neoliberals as co-seekers of an elusive Third Way that are worth 
exploring.
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noteS

1. The influence of Hilferding on Lenin’s thought it well-documented in aca-
demic literature. Lenin himself makes the admission, on the first page of 
Imperialism, where he references Hilferding’s magnum opus, Finance 
Capital as ‘[a] very valuable theoretical analysis of “the latest phase of capi-
talist development” as the subtitle of Hilferding’s book reads’ (Lenin 1916, 
p. 1). For other sources of Hilferding and Lenin’s relationship, see Zarembka 
(2003), Coakley (2000), Smaldone (1998), Zoninsein (1990), James 
(1981), and Sweezy (1949).

2. The power of his critique is still considered by contemporary Marxist 
thought. In his introduction to Hilferding’s response, titled Böhm-Bawerk’s 
Criticism of Marx, Sweezy acknowledges that it was a major impetus for the 
energy of reformist socialism at the turn of the twentieth century. One stu-
dent of the history of the debates recounted in 1939 that:

Böhm-Bawerk anticipated nearly all the attacks on Marxism from the 
viewpoint of those who hold political economy to center on a subjective 
theory of value. On the whole, little has been added to his case by other 
critics; their important contributions are outside the theories he chose to 
contest. (Sweezy 1949, p. x)

3. Lavoie (1985) argues that this was one of the strongest elements in the 
complex and confusing ‘socialist calculation debates’ that occurred in the 
1920s. Neither party was able to fully understand each other, and as such 
the debate essentially was never completed, but merely faded into the back-
ground as more important political and economic concerns, for example, 
fascism, emerged and that this impasse to a very real extent has defined the 
course of modern economics.

4. This is, essentially, Foucault’s entire thesis in his lectures on neoliberalism as 
the political technology that enables the rise of biopolitics: that the govern-
ment was not merely a reflex of the economic system, and, while its possibili-
ties were shaped by the material constraints of the time, they were also 
shaped by the ideological space as well, that is, that it was the rise of political 
economy as a science which enabled the formation of governmental reason 
with regard to the economic space (Foucault 1994).

5. It was Hilferding’s conjunction of neoclassical and marginalist economics 
that would make Finance Capital so penetrating and important. Caldwell 
(2004) and Foucault (1994) posit that the debates of the neoliberals with 
socialists, Marxists, and fascists—which the neoliberals broadly referred to as 
collectivists, statists, or interventionists—proved to be the ‘road to 
Damascus’ necessary for their full maturation, and Kirzner (1988) and 
Lavoie (1985) describe the dialogue as one reason for an increased 
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 self- understanding on the part of both the Austrians and the socialists. 
Furthermore, Hilferding’s analysis reveals two tensions within the neoliberal 
cadre: that of competition and of markets (Izzo and Olga 1997).

6. Much of Böhm-Bawerk’s criticism of Marx is clarified by Lavoie’s (1985) 
explanation that a major difference between socialist and Marxist econom-
ics, as variants of classical economics, and the Austrian School is that the 
Austrians view competition as rivalrous, that is, that market interactions are 
fundamentally a clash of human practices in continuous disequilibrium. The 
market system thus does not always stabilise in a manner beneficial to soci-
ety—if at all—and it actually may be quite disruptive in the long run. The 
Marxists establish a long-term equilibrium, and from this point, they view 
rivalry and competition as anarchistic and detrimental to society, rather than 
as inherent to complex production (ibid., pp. 22–7). As such, competition 
and its role are only grudgingly acknowledged by Marx where ‘anarchism’ 
rather means dis-coordination than total chaos; thus, while Marx acknowl-
edges competition, he views it as an outgrowth of the capitalist system that 
is necessarily alienating and detrimental (ibid., pp. 36–9).

7. This line of thought was a significant influence on Lenin’s own Imperialism 
([1919] 2010), but Lenin took it further, reasoning that banks used finan-
cial capital to control industries through direct manipulation of credit and 
interest rates in addition to ownership of stock ventures (Lachmann 1944).

8. A key point of ordoliberalism/German neoliberalism is the tension emerg-
ing from the view that the foundation of the market system was competi-
tion, whereas society thrives on unity and the elimination of competition 
(Hartwich 2009; Boarman 2000; O’Leary 1979; Röpke [1942] 1992). As 
such, several of the neoliberals were concerned with the construction of 
liberalism and the construction of a good society, which extended far beyond 
the simple economic relations that Mises concerns himself with, and in their 
humanist critiques (Boarman 2000; Friedrich 1955), they share many points 
with socialists and Marxists. However, unlike Marxists, they believe that this 
tension is a question of balancing the social and economic spheres or putting 
them in their proper order, for example, the Ordnungsökonomik, rather than 
something that is fundamentally fatal to the political and economic system.
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Gesellschaft/society, which Tönnies used to address economic questions in 
a narrower sense (Lichtblau 2000, p. 426), run through Hilferding’s arti-
cles. For Hilferding, these questions regarding the ‘social order’ (soziale 
Ordnung) are at the heart of theoretical economics (Hilferding 1904, 
p. 108).

Tönnies (1887, pp. 17, 233) separated the natural and organic connec-
tion between humans in a Gemeinschaft/community and the mechanical 
connection in a Gesellschaft/society. ‘The theory of Gemeinschaft is based 
on the idea that in the original or natural state there is a complete unity of 
human wills’ (Tönnies 1887, p. 22).

The theory of Gesellschaft takes as its starting point a group of people who, 
as in Gemeinschaft, live peacefully alongside one another, but in this case 
without being essentially united – indeed, on the contrary, they are here 
essentially detached. [ …] Nothing happens in Gesellschaft that is more 
important for the individual’s wider group than it is for himself. On the 
contrary, everyone is out for himself alone and living in a state of tension 
against everyone. […] Nobody wants to do anything for anyone else, 
nobody wants to yield or give anything unless he gets something in return 
that he regards as at least an equal trade off. (Tönnies 1887, p. 52; these 
sentences are quoted in Hilferding, 1904, p. 106 and explained p. 105f)

The law that regulates the exchanges of goods is also the law of motion in 
a society (Hilferding 1904, p. 107). As exchange becomes the paradigm 
of society, Tönnies follows Marx and connects this idea to a value theory 
based on work (Tönnies 1887, p. 54ff). Hilferding describes a society by 
the production of exchange value, while in a community the use value is 
the focal point (Hilferding 1904, p. 111). Behind Tönnies’ construction 
lies a dialectical argument, in which the era of community was followed by 
an era of society. Tönnies’ projected end of society is not followed by bar-
barism, but instead by a ‘new community’ with the labour movement as 
its driving force (Rudolph 1991, p. 309). In 1919, Tönnies states that the 
goal of the labour movement is to restore the community (ibid.). For 
Tönnies, communism means common property, whereas socialism means 
that the state owns the property. Communism is community-based, while 
socialism is a kind of society (Kozyr-Kowalski 1991, p. 329). Hilferding’s 
idea of a consciously organised society (first defined by Hilferding in this 
essay, 1904, p. 109) is shaped by Tönnies’ definition:
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In a more perfect version of Gesellschaft, every commodity would be pro-
duced in the correct amounts and sold at its proper value by one single uni-
fied capitalistic concern which had complete foreknowledge of normal 
demand (Tönnies 1887, p. 79).

Finance Capital was translated into English only once. This honour-
able task was done by Morris Watnick and Sam Gordon in 1981 and deter-
mined how the book was viewed by all non-German-speaking readers. 
The first paragraph is the following:

Die menschliche Produktionsgemeinschaft kann prinzipiell auf zweierlei Art 
konstituiert sein. Sie kann einmal bewußt geregelt sein. Die Gesellschaft – mag 
nun ihr Kreis die selbstwirtschaftende patriarchalische Familie, den kommu-
nistischen Stamm oder die sozialistische Gesellschaft umschließen – schafft sich 
die Organe, welche als Vertreter des gesellschaftlichen Bewußtseins das Ausmaß 
und die Art der Produktion festsetzen und das gewonnene Gesellschaftsprodukt 
unter die Mitglieder verteilen. (Hilferding 1910, p. 2)

The translation by Watnick and Gordon states:

In principle the human productive community may be constituted in either 
of two ways. First, it may be consciously regulated. Whether its scale is that 
of a self-sufficient patriarchal family, a communistic tribe, or a socialist soci-
ety, it creates the organs which, acting as the agents of social consciousness, 
fix the extent and methods of production and distribute the social product 
thus obtained among the members. (Hilferding 1981, p. 27)

Already in the first two sentences, Tönnies’ terms Gemeinschaft/community 
(here presented as ‘production community’, which the translators call 
‘productive community’) and Gesellschaft/society appear. These terms give 
the entire book its framework; the ‘latest phase of capitalism’, as the sub-
title of Finance Capital is, moves between these two poles. Unfortunately, 
the term Gesellschaft/society is left out in the translation, and thus the cen-
tral dialectic approach, the driving force in Hilferding’s book, is missing.

The translators were unaware of the significance of Tönnies and his 
terms for Hilferding’s work, so that in their translation, the terms com-
munity and society, were not retained strictly. Probably, these terms were 
understood by the translators as a matter of group size, as the word ‘scale’ 
shows in the preceding translation where Hilferding lists several types of 
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community. Based on this translation, the intended meaning is hard 
to detect.

The idea of a conscious regulation, which Hilferding would later call an 
(conscious) organisation in the concept of Organized Capitalism (1927), 
is also introduced in the first sentences.

The paragraph proceeds:

Wie, wo, wieviel, mit welchen Mitteln aus den vorhandenen natürlichen und 
künstlichen Produktionsbedingungen neue Produkte hergestellt werden, ents-
cheidet der Pater familias oder die kommunalen, Landes- oder 
Nationalkommissäre der sozialistischen Gesellschaft, die, sei es aus persönlicher 
Erfahrung die Bedürfnisse und Hilfsquellen der Familie kennend, sei es mit 
allen Mitteln einer organisierten Produktions- und Konsumtionsstatistik die 
gesellschaftlichen Erfordernisse erfassend, in bewußter Voraussicht das ganze 
Wirtschaftsleben nach den Bedürfnissen ihrer in ihnen bewußt vertretenen und 
durch sie bewußt geleiteten Gemeinschaften gestalten. (Hilferding 1910, p. 2)

The translation by Watnick and Gordon is as follows:

Given the material and man-made conditions of production, all decisions as 
to method, place, quantity and available tools involved in the production of 
new goods are made by the pater familias [accentuation missing in 
Hilferding 1910], or by the local regional or national commissars of the 
socialist society. The personal experience of the former gives him a knowl-
edge of the needs and productive resources of his family; the latter can 
acquire a like knowledge of the requirements of their society by means of 
comprehensively organized statistics of production and consumption. They 
can thus shape, with conscious foresight, the whole economic life of the 
communities of which they are the appointed representatives and leaders in 
accordance with the needs of the members. (Hilferding 1981, p. 27)

This is a description of the Gemeinschaft/community in Tönnies’ sense, 
where the term sozialistische Gesellschaft (socialist society) stands out. Only 
communism is again a (production) community, while there is a transi-
tional phase—a socialist society—which is a conscious organisation of a 
societal economy (see also Hilferding 1904, pp.  106f). Here together 
with the subtitle, one finds clearly at the beginning of the text that 
Hilferding wants to describe a process, a development.

The paragraph proceeds:
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Die Menschen einer so organisierten Gemeinschaft beziehen sich in ihrer 
Produktion bewußt aufeinander als Teile einer Produktionsgemeinschaft 
[accentuation by Hilferding is missing in translation]. Ihre Arbeitsordnung 
und die Verteilung ihrer Produkte unterstehen der zentralen Kontrolle. Die 
Produktionsverhältnisse erscheinen als unmittelbar gesellschaftliche 
Verhältnisse, die Beziehungen der einzelnen, soweit sie das Wirtschaftsleben 
betreffen, als von der gesellschaftlichen Ordnung bestimmte, ihrem Privatwollen 
entrückte gesellschaftliche Beziehungen. Das Produktionsverhältnis selbst wird 
unmittelbar verstanden als von der Gesamtheit bewußt gesetztes und gewolltes. 
(Hilferding 1910, pp. 2f)

The translation by Watnick and Gordon is as follows:

The individual members of such a community consciously regulate their 
productive activity as members of a productive community. Their labour 
process and the distribution of their products are subject to central control. 
Their relations of production are directly manifest as social relations, and the 
economic relations between individuals can be seen as being determined by 
the social order, by social arrangements rather than by private inclination. 
Relations of production are accepted as those which are established and 
desired by the whole community. (Hilferding 1981, p. 27)

The description of this transitional phase is continued. A zentrale Kontrolle 
(central control) is introduced. It is this role which, in the further course 
of the book, will be played by the forces of finance capital, the amalgama-
tion of bank and industrial power. Hilferding speaks of gesellschaftliche 
Ordnung, which is translated as ‘social order’. A more precise term in the 
sense of Tönnies and Hilferding would be ‘societal order’, as Hilferding 
defines the socialist society as a society that has the conscious production 
of use values as its goal (Hilferding 1904, p. 111 footnote).

The second paragraph of Finance Capital starts with a precise defini-
tion of Gesellschaft/society as interpreted by Tönnies:

Anders die Gesellschaft, die dieser bewußten Organization entbehrt. Sie ist auf-
gelöst in voneinander unabhängige Personen, deren Produktion nicht mehr als 
Gesellschafts-, sondern als ihre Privatsache erscheint. Sie sind so 
Privateigentümer, die durch die Entwicklung der Arbeitsteilung gezwungen 
sind, miteinander in Beziehung zu treten; der Akt, in dem sie dies tun, ist der 
Austausch ihrer Produkte. Erst durch diesen Akt wird hier, in der durch 
Privateigentum und Arbeitsteilung in ihre Atome zerschlagenen Gesellschaft 
Zusammenhang hergestellt. (Hilferding 1910, p. 3)
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This paragraph is translated by Watnick and Gordon as follows:

Matters are different in a society which lacks this conscious organization. 
Such a society is dissolved into a large number of mutually independent 
individuals for whom production is a private matter rather than a social con-
cern. In other words, its members are individual proprietors who are com-
pelled by the development of the division of labour to do business with one 
another. The act by which this is accomplished is the exchange of commodi-
ties. It is only this act which establishes connections in a society otherwise 
dismembered into disparate units by private property and the division of 
labour. (Hilferding 1981, p. 27)

Apart from Tönnies, Hilferding, with his focus on financial economics, 
can also rely on a tradition of German-speaking economists such as Adam 
Müller, Karl Knies, or his Viennese contemporary Johann von Komorzynski, 
who all describe money as the way to reunite the divided Gesellschaft/
society for production (Greitens 2019, pp. 135f, 261ff, 269ff). Valentin 
Wagner called this tradition the sozialrechtliche Kredittheorie (Wagner 
1937, pp. 51ff), which means credit as a social and judicial instrument. In 
this sense, Hilferding concludes the second paragraph: ‘Denn erst durch 
ihn geschieht die Verbindung der durch die Arbeitsteilung und das 
Privateigentum zerlegten Gesellschaft zu einem Ganzen’ (Hilferding 1910, 
p. 3), which is translated by Watnick and Gordon as follows:

A productive community must express itself in such acts of exchange because 
only in this way can the unity of society, dissolved by private property and 
the division of labour, be restored. (Hilferding 1981, p. 28)

The reunification of the individuals is only necessary in a Gesellschaft/soci-
ety. Unfortunately, the translators use both terms, ‘community’ and ‘soci-
ety’, in their cumbersome translation of this sentence. This makes it 
impossible to figure out the intended meaning.

In the same paragraph, Hilferding defines the phase of the sozialistische 
Gesellschaft (socialist society) whose emergence he wants to describe in 
his book:

Nur als Vermittler des gesellschaftlichen Zusammenhanges bildet aber der 
Austausch den Gegenstand theoretisch-ökonomischer Analyse. Denn auch in 
einer sozialistischen Gesellschaft mag Austausch statthaben. Aber es ist ein 
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Austausch nach stattgefundener, von der Gesellschaft irgendwie mit Willen 
und Bewußtsein normierter Zuteilung. (Hilferding 1910, p. 3)

This paragraph is translated by Watnick and Gordon as follows:

Exchange is the subject matter of theoretical economics only because, and 
to the extent that, it performs this mediating function in the social structure. 
It is of course true that exchange may also take place in a socialist society, 
but that would be a type of exchange occurring only after the product had 
already been distributed according to a socially desired norm. (Hilferding 
1981, p. 27f)

The translators left out the words mit Willen und Bewußtsein (with will 
and consciousness), which is the central role of finance capital in the trans-
formation of capitalism.

the development of capitaliSm in finance capital

In the first two paragraphs of Finance Capital, Hilferding clarifies what he 
wants to do in his book: to describe and explain the development from a 
society of capitalist anarchy to a society of a consciously organised capital-
ist economy by the forces of finance capital. Then, in a political overthrow, 
the society becomes a consciously organised socialist economy, that is, a 
socialist society. The further transformation to a communist community is 
not described in Finance Capital. For Hilferding, communism is not ‘sub-
ject of theoretical economics’ (Hilferding 1904, p. 107).

In this framework, Hilferding implicitly uses a step model. In the begin-
ning, capitalism prevails against the previous, feudal economic order 
(Greitens 2017, p. 153ff; Greitens 2018, p. 181ff). This early competitive 
capitalism was already analysed and explained by Karl Marx. Before the 
socialist society can begin, capitalism enters a second phase in which the 
system modifies itself. This idea is at the centre of Finance Capital and can 
be divided into five steps.

Step 1: Capitalism of free competition

• Competitive capitalism exists, as described by Marx.
• Marx’s theory of value applies in this anarchic, capitalist economy.
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• The economy is not highly concentrated, and the financial system 
consists of Geldhandlungskapital (money-handling capital), which 
refers to bills of exchange.

Step 2: Financial system development

• The formation of limited-liability companies, such as joint-stock 
companies, enables larger investments and mobilises capital through 
the fungibility of the fictitious capital at the stock exchanges.

• A financial system gradually develops to meet the growing demand 
for capital.

• The concentration and centralisation of capital in the industry begins.

Step 3: Concentration in the economy

• Due to economies of scale and scope, concentration and centralisa-
tion in the industry continues.

• With the increasing liquidity needs of the companies, banks play a 
central role as the provider of this liquidity.

• The banks promote monopolisation in the industry to hedge their 
investments.

• The capital needs of the industry and those within the promoter’s 
business cause banks to concentrate on fulfilling these demands.

• The importance of the stock exchanges decreases, and a bank-based 
financial system emerges because this type of financial system allows 
a stricter control of the bank clients.

• The concentration and centralisation in the industry rise up to a gen-
eral cartel.

• The applicability of Marxian value theory weakens: ‘It seems that the 
monopolistic combine, while it confirms Marx’s theory of concen-
tration, at the same time tends to undermine his theory of value’ 
(Hilferding 1981, p. 228).

Step 4: Emergence of finance capital

• Banks merge into one monopolistic bank. Thereafter, finance capital 
emerges as a centralised power over the entire economy.

• The rule of the capital magnates takes central control over 
the economy.
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• Value theory is no longer relevant.
• The economy is consciously organised but in antagonistic form by 

the capitalists.
• ‘The tendency of finance capital is to establish social control of pro-

duction, but it is an antagonistic form of socialization, since the con-
trol of social production remains vested in an oligarchy’ (Hilferding 
1981, p. 367).

Step 5: Overthrow of capitalism towards a socialist society

• A political revolution changes ownership and puts the conscious 
organisation in the hands of the proletariat.

• ‘Finance capital, in its maturity, is the highest stage of the concentra-
tion of economic and political power in the hands of the capitalist 
oligarchy. It is the climax of the dictatorship of the magnates of capi-
tal. […] it makes […] the internal domination of capital increasingly 
irreconcilable with the interests of the mass of the people, exploited 
by finance capital but also summoned into battle against it. In the 
violent clash of these hostile interests the dictatorship of the mag-
nates of capital will finally be transformed into the dictatorship of the 
proletariat’ (Hilferding 1981, p. 370).

The driving forces in this process are the following transformations:
(1) Monetary and financial system development;
(2) Concentration and centralisation in the industry.
Regarding the monetary and financial system, Hilferding describes the 

evolution of a bank-based financial system, which not only includes the 
institutions of the financial sector itself but is based on a broad under-
standing of financial systems. Hilferding begins with a monetary theory 
that money is of fundamental importance in the organisation of an econ-
omy. Additionally, he stresses the importance of new types of enterprises, 
joint-stock companies, and their corporate governance structures 
(Hilferding 1910, p. 120ff). Market liquidity at the stock exchanges is the 
prerequisite for the liquidity of fictitious capital and thus for the mobilisa-
tion of capital. Nevertheless, these market-based institutions are not as 
dominant in Germany as they are in England. In particular, the stock 
exchanges initially developed in a complementary manner to banks, but 
they lose their relevance when the banks become dominant. With the 
development of the bank-based financial system, the settlement of all 
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financial transactions and the provision of liquidity are monopolised by 
banks until they ultimately control the entire economy.

Regarding concentration and centralisation in the economy, in com-
petitive capitalism, the capitalists are subjected to the pressure of competi-
tion. The concentration and centralisation of capital, especially with the 
new joint-stock companies, lead to greater freedom of action for the capi-
talist. The businessman is reduced to the role of owner and the managers 
lead the large companies (Hilferding 1910, p. 154).

In the term ‘finance capital’, the two transformations come together. 
The tendency to establish a general cartel and the tendency to form a 
monopolised bank coincide, and their amalgamation leads to the power of 
finance capital (Hilferding 1910, p. 319). Hilferding provides the follow-
ing definition:

I call bank capital, that is, capital in money form which is actually trans-
formed in this way into industrial capital, finance capital. So far as its owners 
are concerned, it always retains the money form; it is invested by them in the 
form of money capital, interest-bearing capital, and can always be withdrawn 
by them as money capital. But in reality the greater part of the capital thus 
invested with the banks is transformed into industrial, productive capital 
(means of production and labour power) and is invested in the productive 
process. An ever-increasing proportion of the capital used in industry is 
finance capital, capital at the disposition of the banks which is used by the 
industrialists. (Hilferding 1981, p. 225)

Hilferding describes many reasons why the banks wield so much power 
over the industry. Two groups of arguments are central. First, the banks 
control the liquidity of the companies, supply of credit money, and higher 
liquidity of bank assets (equities, loans, and others) compared with the less 
liquid industrial assets such as machinery. Second, the construction of cor-
porations is considered as a tool to obtain power over companies with a 
relatively small amount of their own capital (Hilferding 1910, p. 138ff).

Hilferding does not want to destroy the complex institutional net-
work of the organised economy under the rule of finance capital but 
wants to change the ownership to transform the economy into an organ-
ised economy in the form of a socialist society. According to Finance 
Capital (1910), this change of ownership is to occur by means of a 
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political overthrow. Later, during the democratic Weimar Republic, 
Hilferding wanted to reach this goal with ‘economic democracy’ (e.g., 
Hilferding 1927).

Hilferding is acknowledged for having scientifically investigated the 
widespread term ‘finance capital’ to describe the power of banks and for-
mation of huge industrial conglomerates. He was the first to identify the 
fundamental aspects of a bank-based financial system in contrast to market- 
based forms. Particularly striking is his broad analysis, which begins with a 
monetary theory and extends the argumentation stringently to the finan-
cial system. His analysis also includes factors outside a narrow economic 
perspective, similar to the ‘varieties of capitalism’ approach applied today 
(e.g., with reference to Hilferding by Mettenheim 2011). In this respect, 
finance capital for Hilferding means the description of an economic style 
with the banks as central actors, which had a long historical continuity and 
existed until 20 years ago, for example, under the term ‘Deutschland AG’ 
(Greitens, 2017, p. 153ff).

promoter’S profit in light of hilferding’S 
contemporary SourceS

Hilferding’s Private Library

In 1956, Hilferding’s second wife Rose bequeathed his private library to 
the Seminar für Politische Wissenschaften of the University of Cologne, 
whose director at the time was Heinrich Brüning, with whom Hilferding 
had worked closely during his chancellorship. In a letter of thanks dated 
October 15, 1956, to Rose Hilferding, Hermann Josef Unland from the 
Seminar states that seven boxes weighing 637 kg had arrived in Cologne 
on October 12, 1956 (Archiv der sozialen Demokratie, 1/ RHAB 1/2).

In 1957, an inventory was published in a brochure by Unland. The list 
includes 609 titles (Hilferding 1957). For a long time, the collection was 
accessible in its entirety at the Seminar für Politische Wissenschaften. It 
was later incorporated into the central library of the university, where the 
collection lost its coherence. Since 2018, Hilferding’s private library has 
been made available again at the University and City Library of Cologne 
(https://www.ub.uni- koeln.de/sammlungen/hilferding/index_
ger.html).
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The database of the library today contains 698 titles from the collec-
tion. The difference results from various ways of counting (e.g., in 1957, 
the 19 volumes of the book series Internationale Bibliothek were summed 
up in one position). Furthermore, 68 publications from the 1957 list are 
missing. These are mostly books (by authors such as Marx, Sombart, 
Oppenheimer, Luxemburg, and Kautsky) that were presumably available 
in several editions at the library and were therefore sorted out. Among 
them was Hilferding’s edition of Bruno Buchwald’s textbook Die Technik 
des Bankbetriebs (1904), which is elementary for Hilferding’s understand-
ing of the banking business (Greitens, 2018, p.  386f). However, nine 
works that were not on the list in 1957 have now been added.

Before 1910, 167 of these books were published. This does not mean 
that Hilferding possessed them before that year, let alone read them. 
However, 22 works quoted in Finanzkapital can be found in the library in 
exactly the edition cited. In 1904, Hilferding wrote a review of Luigi 
Cossa’s ‘Die ersten Elemente der Wirtschaftslehre’ in Die Neue Zeit (XXII, 
Vol. 2, p.  703–704). In the book in the private library (signature 
HILF388), exactly those passages are highlighted, which Hilferding 
quoted literally in the review (esp. p. 9). In the writings of Hobson (sig-
nature HILF248), Greene (signature HILF156), Meade (signature 
HILF200), and Liefmann (signature HILF389) are the same blue and 
grey underscores that can be found in the relevant passages in Finance 
Capital. This fact once again proves the high relevance of these authors 
for Hilferding’s Finance Capital and the continuity of the library can be 
concluded up to Hilferding’s early Viennese period.

Further on, the example of the promoter’s profit, which can be regarded 
as his most famous discovery (Schefold 2000, p. 15), will be used to show 
the extent to which Hilferding’s personal library can contribute to clarify-
ing his ideas.

The Concept of Promoter’s Profit

One central driving force behind the rapid expansion of joint-stock com-
panies is the opportunity to quickly earn high profits, that is, Gründergewinn 
(promoter’s profits). The shareholder is only a money capitalist and can 
get his capital back at any time.
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The shareholder, on the other hand, if we consider him only as a money 
capitalist, will make his capital available to anyone so long as he gets interest 
on it. (Hilferding 1981, p. 108f)

Therefore, competition for money capital exists between the two forms of 
investment in equity (shares) and debt (bonds), thereby leading to price 
convergence.

Liquid money capital competes, as interest-bearing capital, for investment in 
shares, in the same way as it competes in its real function as loan capital for 
investment in fixed interest loans. The competition for these various invest-
ment opportunities brings the price of shares closer to the price of invest-
ments with a fixed interest, and reduces the shareholders’ yield from the 
level of industrial profit to that of interest. (Hilferding 1981, p. 109)

Hilferding does not elaborate on this development but speaks of a ‘histori-
cal process’ that goes hand in hand with the development of joint-stock 
companies and stock exchanges. As long as this process is not complete, 
the dividend still includes interest and profits.

The competition for these various investment opportunities brings the price 
of shares closer to the price of investments with a fixed interest, and reduces 
the shareholders’ yield from the level of industrial profit to that of interest. 
This reduction of the share yield to the level of the rate of interest is a his-
torical process which accompanies the development of stocks and the stock 
exchange. When the joint-stock company is not the dominant form, and the 
negotiability of shares is not fully developed, dividends will include an ele-
ment of entrepreneurial profit [Unternehmergewinn] as well as interest. 
(Hilferding 1981, p. 109)

For joint-stock companies, this condition means that they only have to 
earn the average rate of interest for their shareholders and not the average 
profit because shareholders only expect dividends as high as interests.

To the extent that the corporation is prevalent, industry is now operated 
with money capital which, when converted into industrial capital, need not 
yield the average rate of profit, but only the average rate of interest. 
(Hilferding 1981, p. 109)
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As under normal circumstances the average profit is earned, an additional 
profit remains in the company. This profit is capitalised and distributed 
through the promoter’s profit to the company founders. It is

the difference between capital which earns the average rate of profit and 
capital which earns the average rate of interest. This is the difference which 
appears as ‘promoter’s profit,’ a source of gain which arises only from the 
conversion of profit-bearing into interest-bearing capital. (Hilferding 
1981, p. 112)

The issued equity is chosen as large as possible when going public to 
achieve the largest possible promoter’s profit. The foreseeable profit must 
be sufficient to pay dividends on the rate as interest for the entire issued 
capital in shares.

The shares are issued; that is, sold for money. One part of this money con-
stitutes the promoter’s profit, accrues to the promoter (say, the issuing 
bank) and drops out of circulation in this cycle. The other part is converted 
into productive capital and enters the cycle of industrial capital. (Hilferding 
1981, p. 113)

Hilferding (1981, p. 112) describes the promoter’s profit as a separate 
category, an economic category sui generis; this is a formulation that Marx 
had previously applied to money as interest-bearing capital. ‘Promoter’s 
profit, or the profit from issuing shares, is neither a profit, in the strict 
sense [phrase in the translation cannot be found in Hilferding 1910], nor 
interest, but capitalized entrepreneurial revenue [Unternehmergewinn, 
earlier translated as “entrepreneurial profit”, which is clearer]’ (Hilferding 
1981, p. 174). The promoter’s profit can be realised in all capital transac-
tions in which the income on the capital is higher than the interest, that is, 
in conversions into joint-stock companies and capital increases.

[The bank] merely supplies the market with a certain amount of money 
capital in the form of fictitious capital, which can then be transformed into 
industrial capital. The fictitious capital is sold on the market and the bank 
realizes the promoter’s profit which arises from the conversion of the indus-
trial capital into fictitious capital. (Hilferding 1981, p. 128)
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Discussions on Promoter’s Profit

The weakness in Hilferding’s argument is obvious:

he simply takes the difference between the rate of interest and the rate of 
profit for granted, and offers no explanation of its origin or persistence. 
(Howard and King 1989, p. 96)

Hilferding has merely taken from Marx the fundamental separation 
between profit and interest. However, the question remains how Hilferding 
imagined the historical process of reducing the dividend to the interest 
rate, which he does not explain any further.

Many ideas about this process have been expressed, and the following 
approaches can be distinguished:

• Speculation: The promoter’s profit is often described as simple finan-
cial speculation. The background for Hilferding should have been 
the bubble of 1873 (e.g., Kim 1999, p. 108). However, Hilferding 
(1981, p. 112) explicitly rejects this interpretation and considers the 
speculative phase of capitalism to be over after the panic of 1873: 
The mass psychoses which speculation generated at the beginning of 
the capitalist era, in those blessed times when every speculator felt 
like a god who creates a world out of nothing, seem to be gone for 
ever. (Hilferding 1981, p. 294). Since then, the market has become 
unemotional: ‘prose has vanquished the poetry of gain’ (Hilferding 
1981, p. 294).

• Risk premium: Another interpretation concerns the question of risk. 
In the neoclassical tradition of Miller and Modigliani (1958), the 
promoter’s profit is described as a premium for the higher risks 
involved in equity investments (e.g., Boyer des Roches 2015 or 
Streissler 2000, p. 60). Hilferding mentions a risk premium in his 
definition of promoter’s profit but rejects a greater significance 
(1981, p. 127).

• Goodwill: Another line of argumentation refers to the existence of 
goodwill. Under the act of 1896, companies listed on the stock 
exchange must exist for at least one year. In the period between the 
formation of the company and its public offering, goodwill can 
therefore be acquired, which can be distributed to the founders dur-
ing the issuance of the shares (e.g., Fritsch 1968, p. 158 or Morioka 
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1985, p. 99f). Dieudonné (2016, p. 14) sees the idea of goodwill as 
the basis for the promoter’s profit based on the work of Thorstein 
Veblen (there is no evidence for this; e.g., Veblen is not in  Hilferding’s 
library). To explain the promoter’s profit in an above-average market 
success before a company’s public offering would ignore Hilferding’s 
claim to describe a normal and average phenomenon.

• Monopoly position of the banks: Pietranera sees the concentration of 
the banks as the cause of the promoter’s profit because this concen-
tration allows charging monopoly prices for the shares (Pietranera 
1974, p. 46). The reduction of dividends to the level of the interest 
rates is due to the influence of monopoly capital (ibid., pp. 57f). The 
connection of the promoter’s profit with the monopolistic position 
of the banks can be found in Finance Capital (Hilferding 1981, 
p. 128): ‘The more powerful the banks become, the more successful 
they are in reducing dividends to the level of interest and in appro-
priating the promoter’s profit’. This condition explains who gets the 
promoter’s profit but not their existence.

• Liquidity: The different liquidity of fixed capital compared to shares 
must result in different valuations, that is, the capital market is not 
homogeneous. The shareholder must be satisfied with the interest 
rate as the price for higher liquidity of his investment. Hilferding is 
not looking for mechanisms that could lead to an equilibrium. 
Instead, he describes an institutional development resulting from 
this imbalance in the form of the promoter’s profit and the inter-
twining of industrial and bank capital (Schefold 2000, pp. 15, 20).

Hilferding’s Sources Behind the Promoter’s Profit

Hilferding’s library astonishingly contains several American textbooks 
about corporate finance. In his book Modern Business Corporations (1906, 
signature HILF58), William Wood writes in the chapter ‘Promoters’ 
Profits’:

The promoter has to create value to entitle him to profit. He provides a new 
or original means of making money, and makes the means productive 
through the development of a “going” concern for the utilization of that 
means. His profit, though large, is legitimate profit. It is arrived at usually as 
follows. From the figures of the technical expert on the proposition, the 
promoter arrives at a conclusion as to the total net profits of the business 
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when it has been developed. If he is a conservative man, he capitalizes his 
business on the basis of its average earning capacity with only enough 
“water” to provide for increased earnings. If the proposition was one worth 
his efforts, it was a proposition which could be capitalized at a figure greatly 
in excess of what he paid for it in its undeveloped condition, and also in 
excess of this cost price and the development cost combined. The difference 
between these costs and the sum which he receives for the stock represents 
his profit. […] The association of individuals in the promoter’s corporation 
is not fortuitous, but is the result of the work of a trained business agent, the 
promoter, who is working for his own profit, and is earning his profit by 
assembling the business proposition and by securing the incorporators and 
other investors. (Wood 1906, p. 16)

This passage is marked by Hilferding in the copy in his library and describes 
the mechanism of receiving capitalised profits by issuing a larger number 
of shares.

Thomas L.  Greene, who is cited by Hilferding in Finance Capital, 
wrote in the same year in his book Corporate Finance (signature HILF200):

The unwillingness of the average investor, individual or institutional, to put 
his money at any business hazard, is one of the main causes for the contin-
ued fall in the average rate of interest. Capital competes with capital for safe 
investments. The demand for security in loans gives the business firm or 
corporation its opportunity. If perfectly sound in condition and manage-
ment, it can borrow its outside capital at a low rate, and so increase its own 
profits. (Greene 1906, p. 3)

Here, Hilferding’s argument of decreasing earnings on shares to the level 
of interest is described (Greitens, 2013, p. 31f).

Also, a copy of Edward S.  Meade’s Trust Finance (1907) is in 
Hilferding’s library and, as we can see from his marks, he read the book in 
detail. It combines the question of concentration in the economy with 
financial questions, as later done in Hilferding’s Finance Capital. 
Furthermore, the book covers some basic rules of calculation, for exam-
ple, ‘The value of a security is the capitalization of the income which the 
security produces’ (Meade 1907, p. 116).

In considering Hilferding’s reference to Meade’s work, we can infer 
that the former must have seen in the latter’s book a fundamental empiri-
cal confirmation of his theory. This American example illustrates the 
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processes of concentration and the financial sides of this development, 
such as the low dividends and the promoter’s profits (e.g., p. 122).

Meade’s approach is also theoretical, and in these sections many pages 
are marked by Hilferding as well. In Meade’s discussion of the promoter’s 
profits, the essential principles of the promoting business, which generates 
the promoter’s profit, are

the sale of the certificates of this capitalization to the investor either directly 
or through the agency of middlemen for a sum of money exceeding the 
amount necessary to purchase and develop the resource which it is intended 
to exploit. The difference represents the promoter’s profit, a characteristic 
feature of corporation financiering. What has the promoter done to entitle 
him to this large profit? He has produced no coal; that is done by the com-
pany to which he turns over his options. Nor has he risked an amount of 
money in any way comparable to the profit which he has made. […] Judged 
by the canons of what is generally considered to be legitimate money- 
making, the promoter has done nothing […]. And yet the profits of the 
promoter are as legitimate as are the profits of any of the more familiar 
professions. The promoter is a creator of value. He brings into existence a 
means of producing wealth which did not before exist. (Meade 1907, p. 56)

Meade (ibid., p. 57) adds:

What is the justification for the promoter’s profit? The answer to these ques-
tions lies in the nature of the transaction. Neither the owner nor the investor 
can do the work of the promoter, and they have, therefore, no claim to 
his profits.

In addition to the general approach to the promoter’s profit (the issuance 
of more shares than necessary), the legitimacy of the promoter’s profit, as 
a means of enabling future profits, is emphasised.

The value of each of the plants which it was proposed to include in the new 
trust was based upon its earning power. That earning power […] was greatly 
reduced by competition. The promoter expected to option each plant at a 
figure which should represent its past earnings, organize a company with a 
capitalization which should represent the increased earning power of these 
plants when competition had been eliminated, and sell the stock of this cor-
poration to the public. […] By combining a large number of small holdings 
under one ownership, and properly equipping the property for large opera-
tions, the value of coal-land can be increased from $20 to $100 per acre. 
Out of the securities, representing this valuation, even at a discount of 
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50 per cent, the promoter can equip the property and have a large profit 
remaining. […] This, then, was the advantage which the trust promoter 
sought to obtain—to capitalize the economies of combination, sell the 
 certificates of the capital, and obtain a share of the proceeds as his own 
profit’. (Meade 1907, pp. 63–64)

Meade describes the promoter’s profit very clearly as monopoly profits, as 
whose organisers the promoters are paid.

Hilferding had intensively studied the contemporary literature on 
American corporate finance. This literature describes in detail the develop-
ments that Hilferding discusses in Finance Capital: corporate mergers, 
intensive promoting business with high profits, and low returns as an 
investor on the stock exchange. In these works, the promoter’s profit 
turns out to be monopoly profit resulting from high concentration, which 
is capitalised and handed out to the promoters. Hilferding’s achievement 
consists in his ability to integrate this corporate finance literature into his 
Marxian theory of profits and interest.

The idea of a new, innovative, and small company, which is today asso-
ciated with the term Gründer/promoter, is not the understanding 
Hilferding had. In his description of a mature and consciously organised 
economy, promoting means above all the merging of existing companies. 
The promoter’s profit is the yield received for forming a trust.

concluSion

Hilferding was not an orthodox Marxist but an eclectic. He wanted to 
take up new ideas and interpret them within a Marxist framework, as he 
had explained in the foreword of the first volume of the Marx-Studien 
(Adler and Hilferding 1904, p. VI ff). This was proven by two examples: 
first, the terms Gemeinschaft/community and Gesellschaft/society from 
Tönnies, which Hilferding used as the basis for his description of the 
development of capitalism, and, second, the literature on American corpo-
rate finance, which Hilferding used as the basis for his definition of pro-
moter’s profit. Evidently, for Hilferding, this profit is primarily capitalised 
monopoly profit in the concentration process.

The analysis of Hilferding’s personal library is helpful in exploring these 
backgrounds. Unfortunately, the library has only received limited atten-
tion in the research done on Hilferding. In addition, as honourable as the 
translation of Hilferding into English is in principle, the translation is not 
always as precise as necessary to make these connections visible.
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arrive at a scientific understanding of the economic characteristics of the lat-
est phase of capitalist development. In other words, the object is to bring 
these characters within the theoretical system of classical political economy 
which begins with William Petty and finds its supreme expression in Marx. 
(Hilferding [1910b] 1981, p. 21)

Under these ‘characteristics’, Hilferding was referring to ‘those pro-
cesses of concentration which, on the one hand, “eliminate free competi-
tion” through the formation of cartels and trusts, and on the other, bring 
bank and industrial capital into an ever more intimate relationship’ (ibid.). 
He wanted to investigate to what extent ‘the legal forms in which indus-
trial enterprises are established have a specific economic significance; and 
this is a problem which the economic theory of the joint stock company 
may perhaps contribute in finding a solution’ (ibid.). Hilferding is widely 
regarded as the pioneer of a new theory of the joint-stock company (e.g. 
Kurata 2009, p.  26), based in particular on chapter 7 of his Finance 
Capital. The aim of my chapter in the previous volume was to illustrate 
how exactly Hilferding proceeded from the Marxian categories of joint- 
stock company and share capital and analytically distilled ‘the economic 
characteristics of the latest phase of capitalist development’. On the one 
hand, this served to find out more about the way Hilferding formed his 
thoughts and proceeded in his work, and what lessons can be learned from 
this. This accounts for various passages in the following pages, which do 
not concern the joint-stock company/share capital directly, but rather 
focus on Hilferding’s methodical approach. A second objective was to 
critically examine, through scrutiny of the supposedly ‘Marxist’ social 
analysis in Hilferding’s texts, the emancipatory substance of these texts. 
This endeavour is essentially linked to the search for the causes of the 
structural weakness of emancipatory-solidary actors today and ways to 
overcome it. The initial finding was already quite striking: Hilferding only 
very vaguely traced the contexts in which Marx developed the categories 
of ‘join-stock capital’ and ‘share capital’ and the question of how and why, 
nor did he ascertain the consequences this had for Marx’s subsequent 
work. A number of problems with Hilferding’s texts arise from his 
approach to analysing and reflecting social and particularly economic 
developments. It raises the question as to why the doctor Hilferding failed 
to develop an adequate sensitivity for environmental problems and their 
consequences for socialist politics, despite an ongoing critical public dis-
cussion on these matters even during his day.

The first central thesis of this chapter reads as follows: Hilferding’s 
greatest strength is his exquisite knowledge of the actions of banks and 
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other enterprises as well as his ability to grasp and logically develop specific 
economic processes. His main shortcomings, on the other hand, are a 
number of erroneous conclusions resulting mainly from his failure to criti-
cally appropriate Marx’s scientific legacy—despite his in-depth study of 
selected Marxian writings and his numerous references to these works. 
The attribute ‘critical’ aside, this criticism may appear somewhat shallow 
and dogmatic, but it nevertheless points to a problem which large sections 
of the left have in common with Hilferding: the approaches to thought 
and theoretical work are based on a certain conception of Marx (regarding 
Hilferding: see Gottschalch 1962, p. 249) which has not been radically 
and (self-) critically challenged. Frequently, the argument goes, there is 
not enough time to trace Marx’s category development during his work 
on the critique of political economy, because, after all, ‘one must proceed 
to the real problems of today’ as fast as they develop. Yet even though the 
problem of an adequate reception of the development of categories in 
Capital may appear factually irresolvable, it must at least be considered 
and reflected in one’s own work. The second central thesis is therefore 
that the categories of ‘joint-stock company’ and ‘share capital’ in 
Hilferding’s work must be discussed and criticised in the context of a radi-
cal critique of previous and current modes of socialisation.

This chapter proceeds from a brief focused reflection of the book chap-
ter mentioned at the beginning (Dellheim 2018, pp.  265–98). This is 
followed by a discussion of Hilferding’s passages that are relevant for sub-
stantiating the central theses in the temporal order of their conception. At 
the heart of this study lies Hilferding’s Finance Capital. The deliberations 
then culminate in a few answers to the question formulated in the head-
ing: towards a critique of Hilferding’s categories of ‘joint-stock company/
share capital’ as well as other questions raised below.

A Brief reflection of ‘“Joint-Stock compAny” 
And “ShAre cApitAl” AS economic cAtegorieS 

of criticAl politicAl economy’
The work on this chapter led to, or, rather, reinforced, the following 
insights:

 1. Marx’s interest in the joint-stock company dates back as early as to 
the 1840s, beginning with his efforts to prove that the possibility for 
the emancipation of the exploited, disenfranchised, downtrodden 
and aggrieved arises within the contradictory processes of socialisa-
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tion. He considers their solidary organisation in the struggle against 
the existing social conditions the basic premise for such emancipa-
tion. This includes, in particular, the competition among the ‘bour-
geois’ who drive that socialisation forward while obstructing the 
solidary organisation of the oppressed, especially of workers. 
Socialisation always implies the development of inter-human rela-
tions in their metabolism with nature, as well, in the course of which 
the spaces expand in which people relate to and depend on one 
another. Socialisation occurs mainly via the continuous social divi-
sion of labour and the resulting processes of exchange of labour 
products. This includes processes of the concentration of the means 
of production as well as the formation and disintegration of monop-
olies, setting social relations of power in motion.

 2. The joint-stock company served the ruling elites’ collective resource 
mobilisation for the conquest of new territories, the robbery of prop-
erty and natural resources, slavery and private enrichment. It repre-
sented the economic precondition for the thriving of manufacture 
and was accompanied by the development of the debt and credit 
system as well as speculation—that is to say, the so-called primitive 
accumulation of capital, or, in other words, the enforcement of the 
capital relation. Joint-stock companies were initiated by state actors 
and have served, ever since their inception, ‘[as] powerful levers for 
the concentration of capital’ (Marx [1867] 1976, p. 918), or for cap-
ital accumulation. The latter entails violence against people and 
nature and is based on two functions: the mobilisation of resources 
for surplus value production and the realisation of surplus value 
through dispossession, the use of money, or money capital, and the 
production of this very surplus value by workers and the appropria-
tion thereof by the capitalist. Capital accumulation, or the socialisa-
tion of labour in a capitalist form, or, in other words, the development 
of the capitalist mode of production, above all changes the actors and 
sites of surplus value production and capital accumulation as well as 
the relation vis-à-vis ‘the state’. New markets emerge and expand 
and destroy the previous systems of exchange. Over the course of the 
development of joint-stock or capital companies, their sources of 
accumulation, or financing, change (Toporowski 2018, pp. 420–1).

 3. The joint-stock or capital company evolves into a form of enterprise 
held by owners of capital, or as a form of enterprise which realises 
both functions of capital accumulation and for that purpose moves 
share capital—as associated fictitious interest-bearing capital. Its 
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progress is accompanied by expanded commodity production and 
circulation as well as the socialisation of labour, during the course of 
which the capital relation continues to evolve. Mutually interlocked 
with this is the contrary development of the qualification of the 
labour forces, the development of the means of labour and produc-
tion as well as technologies and new forms of labour organisation, 
the division and centralisation of management and administrative 
tasks. The socialisation of labour occurs in an interplay between the 
concentration and centralisation of production, or capital, and their 
counter-tendencies, with a simultaneously ongoing change in and 
expansion of relations of competition and monopoly, as well as the 
combined effect of primary exploitation (production and appropria-
tion of surplus value) and secondary exploitation (different forms of 
redistribution benefiting the exploiters and their partners and a 
simultaneous interplay between the distinct social hierarchies).

 4. The development of the joint-stock company marks the transforma-
tion of the industrial capitalist’s function as entrepreneur into that of 
money capitalist. Here, and particularly in the cooperative enterprise 
(taken over and managed by workers), workers have acquired capa-
bilities—over the course of the progress in and interplay of the fac-
tory and credit system—which makes capitalists redundant for the 
organisation of social production. The economic preconditions for 
starting to build a new society—of the free and equal living together 
in solidarity in an intact natural environment—are now given. The 
emancipated actors, or classes, could organise a plan-based, solidary 
and ecological mode of socialisation and profoundly transform the 
social mode of production and life.

 5. Along with capital accumulation, certain tendencies evolve simulta-
neously which block the realisation of the depicted ideal society: 
wage earners are unable to develop a spontaneous solidarity of inter-
ests, let alone living in solidarity with the colonised. Capital accumu-
lation ties wage earners to capital in increasingly more complex 
ways; they are unwilling or unable to escape their adjustment to 
functions related to the production and realisation of surplus value. 
The members of bourgeois society are incapable of conceiving of a 
realistic societal alternative in their complex everyday life, or they are 
unable to imagine that they themselves might be capable of realising 
such an alternative. The emancipatory possibilities, for workers and 
for society as a whole, for the preservation and improvement of nat-
ural conditions of life are progressively destroyed.
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This raises—at least—this one question: in what way and to what extent 
does the study of Hilferding’s literary legacy help us answer the following 
questions?

 – Why does the society of the free and equal living together in solidar-
ity and in an intact natural environment, which Marx envisioned, 
continue to be impossible or is increasingly made impossible?

 – How is this fact linked to a generalisation and refinement of the 
joint-stock company/share capital corporation as a form of collec-
tive enterprise of capital owners?

Finally, proceeding from these questions, the conclusions arising from 
these findings are discussed.

ShAre cApitAl/Joint-Stock compAny in hilferding: 
A refinement of the critique of politicAl economy?

In order to answer these questions, and against the backdrop of the pre-
ceding deliberations, it is particularly Hilferding’s treatment of three 
problems raised by Marx that appears relevant in this context. They include 
the following problems:

 a. the thesis of the separation of capital ownership and capital function 
in the joint-stock company as the crucial result of capitalist produc-
tion in its highest development is a necessary point of transition 
towards the transformation of capital back into the property of the 
producers, but no longer as the private property of individual pro-
ducers, but rather as their property as associated producers, as directly 
social property. It is furthermore a point of transition towards the 
transformation of all functions formerly bound up with capital own-
ership in the reproduction process into simple functions of the associ-
ated producers, into social functions. (Marx, [1864/1865] 
2016, p. 537);

 b. the orientation regarding the necessary future emergence and repro-
duction of ‘associated producers’, and indeed their socialisation of 
social production and reproduction, thereby introducing a new mode 
of socialisation;
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 c. the organisation of solidarity among and on the part of wage earners 
in the struggle for emancipation and the equality of all. Another 
question demanding an answer would thus be whether and how 
Hilferding discusses the fact that the capitalist mode of production 
continues to progress, despite the separation of capital ownership and 
function; that the mode of socialisation of the ‘associated producers’ 
would no longer function according to the basic principle of the con-
centration of the means of production and expanding production 
sites; that the formation of solidarity among wage earners, the 
oppressed and the exploited is the precondition for social progress.

Furthermore, we should ask, if and to what extent does Hilferding 
engage with Marx’s understanding of society (cf. above, Greitens) and his 
method of research and presentation?

On the Path to ‘Finance Capital’

Towards the end of the nineteenth century, German Social Democracy 
debated a potential collapse of the capitalist mode of production. Eduard 
Bernstein rejected this possibility (Bernstein [1899/1921] 1984, p. 5). 
He sought to examine whether Marx’s theory accounted for historical 
development and the present at the turn of the nineteenth/twentieth 
century in a way that was sufficient to justify any engagement with it and 
thereby heighten political efficacy (ibid., pp. 28–30). This debate is 
important for an understanding of Hilferding’s scientific and political 
work. He was rather oblivious to the fact that Bernstein had not under-
stood Marx’s critique of Hegelian philosophy: social contradictions can 
only be resolved if the actors and their interests—moving in and with 
those contradictions—change qualitatively, so that new relations emerge 
among them. These interests are crucially related to the aim and mode of 
organisation of societal labour—and to the appropriation and distribu-
tion of its products. Bernstein accuses Marx of having ‘abandoned’ the 
counter-tendencies to the concentration and centralisation of capital he 
himself discerned, ‘so that the social effect of the antagonisms appears 
much stronger and direct than it is in reality’ (Bernstein [1899] 1993, 
p.  57). According to Bernstein, ‘By virtue of its form the joint-stock 
company tends to be a very significant counterweight to the centralisa-
tion of wealth through the centralisation of business enterprises. It per-
mits an extensive division of already concentrated capital and makes it 
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unnecessary for individual magnates to appropriate capital for the pur-
pose of concentrating business enterprises’ (ibid., p. 58). Bernstein con-
cluded that it was therefore not the task of social democrats to fight the 
magnates, seeing as they were bound to perish in the objective economic 
processes. Initiating a socialist socialisation of production through a rev-
olutionary rupture of the capital relation, he argued, did not constitute 
a subject of meaningful political debate at the time (Bernstein 
[1899/1921] 1984, pp. 216–17). This motivated Hilferding, too, to 
prove that, despite, or precisely because of, the development of the joint- 
stock company, the concentration and centralisation of production and 
capital ultimately become a dominant feature. Hence, the discussion 
concerning the joint-stock company assumed a programmatic and strate-
gic dimension in the tremendously active Social Democrat Hilferding 
from the very outset, which accounts for his deliberations that go beyond 
the joint-stock company/share capital as such. ‘The bourgeoisie only 
holds political power insofar as it is able to gain control over the state 
organisation by virtue of its economic influence’ (Hilferding [1903], 
p. 17, translation amended). From this perspective, state organisation is 
neutral, and the opponents of the bourgeoisie thus have to orientate 
their thought and action primarily towards the state. However, the state, 
as the administrative entity organising complex, contradictory social 
contexts, has an interest of its own: it has to harmonise the conflicting 
interests of its components according to the respective areas of responsi-
bility, territories and administrative levels, which in turn engage more or 
less directly with highly diverse actors. Furthermore, it must persuade 
the ruling elites, which engage in infighting among and between them-
selves, to reach an understanding with regard to their costs and the appli-
cable coercive apparatus for the preservation or modification of social 
normality. There are conflicts of interests in which the specific economic 
interests, political views and favoured social theories, ideologies and val-
ues of involved actors indeed clash with one another. In Great Britain 
and France, the bourgeoisie managed to take over political control after 
they previously succeeded in developing economic and political power 
outside the state structure. Hilferding does not see this, arguing instead:

The parliament … firstly, renders the economic power of the individual 
bourgeois commensurable, directly comparable to one another … Secondly, 
it brings to bear this power in a uniform manner as organised class power 
and becomes the tool through which the bourgeoisie transforms its eco-
nomic power directly into political power. And yet, it does not suspend … 
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the peculiar separation of political and economic power, which results exclu-
sively from modern development. And it is precisely this separation that 
makes it possible to change the nature of parliamentarism itself, to transform 
bourgeois parliamentarism, the bourgeoisie’s device for dominating the 
state, into a device for the dictatorship of the proletariat. (ibid., p. 18–19, 
translation amended)

This contradicts historical experience. In April 1869, the cavalry and 
gendarmerie attacked legally striking workers at the Cockerill Ironworks 
Company in Seraing, Belgium, killing many people.

When these days of horror had passed away, it became bruited about that 
Mr. Kamp, the mayor of Seraing, was an agent of the Cockerill Joint Stock 
Company, that the Belgian Home Minister, a certain Mr. Pirmez, was the 
largest shareholder in a neighbouring colliery also on strike, and that His 
Royal Highness the Prince of Flanders had invested 1,500,000 francs in the 
Cockerill concern  [i.e. group—J.D.]. Hence people jump to the truly 
strange conclusion that the Seraing massacre was a sort of joint stock com-
pany coup d’état, quietly plotted between the firm Cockerill and the Belgian 
Home Minister, for the simple purpose of striking terror unto their disaf-
fected subjects. This calumny, however, was soon after victoriously refuted 
by the later events occurring in Le Borinage, a colliery district where the 
Belgian Home Minister, the said Mr. Pirmez, seems not to be a leading capi-
talist. (Marx [1869] 1985, p. 47)

The example illustrates that there is no total separation of powers 
between the state, parliament and the power of capital owners. Why 
should the owners of capital heed a parliamentary decision and do some-
thing which they are not inclined to do because of their personal interests 
and are not obliged to do because of their powerful social position? 
Hilferding remarks on the approximation of the interests between the 
Junkers (country squires) and major industrialists:

They have joined forces for the common robbery of the public ever since the 
stock system allowed for the increasing participation of agrarian capitalists in 
industrial interests and the cartel organisations began to render the 
 protectionist tariff desirable even for the most advanced export industries … 
This union has been strengthened by the common interest in the state’s 
politics of power, which includes militarism, marine militarism and colonial 
expansion.’ (Hilferding [1904a, b/1905], pp.  809–10, translation 
amended) and by the hatred towards the socialist workers’ movement.
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This, however, would actually constitute an argument to convince 
Hilferding to revise his stance on the general strike—‘the general strike is 
to be applied only as a defensive means to protect against violence which 
would make a peaceful development impossible’ (Hilferding [1903], 
p. 23, translation amended)—so as to also, and particularly, apply it in the 
struggle to force those in power to abandon their imperialist colonial poli-
tics. The dominant forces driving forward the latter, according to 
Hilferding, are ‘Bank capital and heavy industry – especially the electricity, 
arms and iron industry – which in Germany are so closely intertwined’ 
(Hilferding [1907], p. 36, translation amended). The German workers’ 
movement retorted to this with ‘the free self-determination of the people 
in domestic politics, democracy in legislature and administration. This 
struggle for democracy, however, is condensed … in the question of equal 
suffrage in Prussia’ (ibid., p. 42, translation amended). Hilferding wants 
to oppose the coalition of Junkers, industrialists and bankers primarily by 
use of bourgeois democracy’s toolkit. His main aim is not the struggle of 
the labour movement for these tools in order to use them in more pro-
found conflicts to overcome existing relations of domination, precisely 
because, in his view, political struggles ought to be confined to parliamen-
tary contestation and legislation.

On ‘Finance Capital’

Hilferding considers finance capital, which is linked to the joint-stock 
company, to be the ‘most mature form of the same relationship that can 
be discerned in the more elementary forms of money and productive capi-
tal. Thus there emerges the problem of the nature and function of credit, 
which in turn can be dealt with only after the role of money has been clari-
fied. This task was all the more important because, since the formulation 
of the Marxian theory of money, many important problems have 
emerged … which monetary theory up to now has apparently been inca-
pable of resolving’ (Hilferding [1910b] 1981, p. 21–2). The first aspect 
about this passage that is striking is that changes in production as a result 
of scientific discoveries and technological innovations in the context of the 
accelerated exploitation of labour forces and the destruction of their natu-
ral conditions of life are not mentioned. Secondly, the two questions and 
problems formulated here are not reflected on by Hilferding. To Marx, 
the activities of socially heterogeneous labour forces who are related to 
one another via the social division of labour and the corresponding pro-
cesses of exchange on the market represent a crucial starting point for his 
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analysis of value. The constitution of the labour forces, the form (Gestalt) 
of the means of production, and the combination and organisation of 
specific labour processes all determine the quantum of social labour which 
a collective, or an ‘organ’ in the system of the social division of labour, 
expends on average for the production of a commodity. This organ may 
well be a monopolistic corporation in the form of a joint-stock company. 
It produces a specific commodity within a certain amount of time, which 
is then offered on the market. Here, the tendency of the exchange of 
equivalent quanta of social labour expended on average, and thus its social 
recognition takes effect. That said, in the capitalist mode of production, 
these are not quanta of labour which the labour collectives expend that 
receive social recognition on the market. It is the labour quanta which are 
required on average for the valorisation of the invested specific capitals. 
The way that the capitalist or their manager reflect ‘the market’ and the 
(average) social demand for specific commodities and organise their pro-
duction accordingly certainly has to do with market processes and the 
weight of monopolies in the social reproductive process. The fewer 
monopolists exist, the more the competition among the largely equally 
powerful producers and buyers determines the exact configuration of the 
mass and structure of the average required capital for profit realisation and 
the realisation of expended capital. Money serves both as the measure for 
capital consumption and capital valorisation and as means of commodity 
exchange, the organisation and realisation of capital accumulation. It is 
able to fulfil this function because it ‘moves’ along with the socialisation of 
labour; because it represents a specific autonomous expression of processes 
of value transfer, value formation and value realisation ongoing within the 
production and circulation of commodities. Money, with its functions and 
its value substance, constitutes a specific commodity itself. The concentra-
tion on the abstraction present in the value relations, however, does not 
eliminate the other social relations and processes which take effect in the 
formation and circulation of quanta of objectified social labour. Money is 
therefore the expression of the totality of social power relations which take 
effect in the targeted expenditure of social labour, its recognition as socially 
necessary labour and the circulation of its products. Historically, gold and 
silver emerged as money commodities, while gold ultimately triumphed—
and (still) remained the actual money commodity at the time that Finance 
Capital was written. To Hilferding, however, the existing mass of com-
modities appears as measure of value and determinant of the value of paper 
money, the latter of which, when issued at a particular value, he then 
declares to be the value measure of commodities:
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And as before, money [as paper money, J.D.] continues to serve as a “mea-
sure of value”. But the magnitude of its value is no longer determined by the 
value of the constituent commodity, gold, or silver, or paper. Instead, its 
“value” is really determined by the total value of commodities in circulation, 
assuming the velocity of circulation to be constant. The real measure of 
value is not money. On the contrary, the “value” of money is determined by 
what I would call the socially necessary value in circulation. (ibid., p. 47)

Kautsky, in his critique of Hilferding’s passage on money (Kautsky 
[1911b] 2000), referred to it as an ‘academic whim’ (Kautsky ibid.). He 
would later notice his mistake.1 He was also mistaken in his assessment 
that ‘the whim’ ‘has no effect upon him, either theoretically or practically’ 
(Kautsky ibid.). Hence, the explanation of the emergence of credit from 
within ‘commodity circulation itself, from the change in the function of 
money, and its transformation into a means of payment after being a 
medium of circulation’ (Hilferding [1910b] 1981, p. 69)] is hardly con-
vincing. After all, the commodities need to be produced and the produc-
ers require means of circulation. Hilferding develops his argument as 
follows: the banks collect money from all members of society in order to 
provide it to certain suitable individuals for a given period of time. When 
these individuals are productive capitalists, the money becomes money 
capital serving the movement of productive capital. Depending on whether 
it is constant or variable, fixed or circulating capital, refluxes of money 
occur. The deposits are moved as interest-bearing capital and function as 
assets or items in the books. The bank acts as intermediary of monetary 
transactions, which it expands while simultaneously depressing the mini-
mum level of money capital needed for the circulation of corporate capital, 
or joint stock.

When it invests its capital in a capitalist enterprise, the bank becomes a par-
ticipant in the fortunes of the enterprise; and this participation is all the 
more intimate the more the bank capital is used as fixed capital. (ibid., p. 91)

At the same time, the bank will spread its investment risks. Overall,

the bank’s influence over the enterprise increases … It is the bank’s control 
of money capital which gives it a dominant position in its dealings with 
enterprises whose capital is tied up in production or in commodities. 
(ibid., p. 95)
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The actual practice could have demonstrated to Hilferding that indus-
trial enterprises pursue risk diversification too. Take, for example, the 
Siemens & Halske Corporation, which had 1900 different businesses 
including 11 different banks (Baudis, H.  Nussbaum 1978, p.  90). 
Furthermore, the situation of credit banks in Germany worsened signifi-
cantly during the 1920s because business enterprises kept their reserves 
inside their own enterprises to a large extent. They had a major demand 
for operating resources and sought to strengthen their position vis-à-vis 
the banks. Correspondingly, the banks were largely excluded from the 
administration of the businesses’ primary and operating reserves. The lat-
ter consolidated their self-financing, set up financial departments of their 
own and often created their own corporate banks, such as the Krupp 
Corporation’s AG für Unternehmungen der Eisen- und Stahlindustrie and 
the IG Farben conglomerate’s Deutsche Länderbank (M. Nussbaum 1978, 
p. 312). It is not the banks that are relevant in the mobilisation of resources 
of surplus value production and its realisation, but rather the actors of 
money capital involved, which include more than just banks, such as insur-
ance companies. In 1906, there was a total of 5060 joint-stock companies 
and limited joint-stock partnerships (Rahlf 2015, p.  254). Hilferding 
speaks exclusively of the joint-stock company, the starting point of which is 
the bank, which is not accurate historically (more on this below). The 
industrial capitalists, who became creditors or money capitalists with the 
rise of the joint-stock company, receive interests for their invested capital. 
They are shareholders who decide over the amount of capital they invest 
and are liable only for this capital. The realisation of profit, at least the 
prevailing rate of average profit, represents the original motivation for the 
foundation of the joint-stock company (Hilferding [1910b] 1981, 
pp. 107–8). The premium for the shareholder is generated because the 
supply of available money capital for the investment in shares, according to 
Hilferding, is lower than that for the fixed-interest investment. The greater 
(in-)security in his view constitutes the reason for a greater or lesser avail-
ability of money capital. From the diversity of this relation between supply 
and demand, then a variation in interest revenue results (ibid., p. 108). It 
should be added, however, that interest earnings in the capitalist mode of 
production are ultimately linked to the creation and regulation of surplus 
value. But back to Hilferding, the expected share revenue, he continues, is 
determined, under otherwise stable conditions, by the average rate of 
profit. The shareholder is entitled to an aliquot part of the revenue and 
must be granted the right to retrieve their capital in the form of money 
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capital at any point in time. This is possible through the sale of shares or 
their entitlement to the joint-stock company’s profit via the stock exchange. 
The share’s price is the capitalised share of profit, and it depends on the 
volume of expected entrepreneurial earnings and the applicable or expect-
able rate of interest.

When profit is capitalised and determines the price of the share, ficti-
tious capital enters the equation: in contrast to industrial capital and its 
profit, ‘fictitious capital’ exists only in an accounting sense and is treated 
as ‘share capital’. It is the sum price of an expected revenue. Share trade is 
thus a trade with titles to income. The sum of the ‘share capital’ as the 
aggregate price of capitalised revenue or titles to income need not coin-
cide with the sum of the money capital previously converted into indus-
trial capital (ibid., pp. 110–11).

[T]he difference which appears as ‘promoter’s profit’, a source of gain which 
arises only from the conversion of profit-bearing into interest-bearing capi-
tal… is neither a swindle, nor some kind of indemnity or wage. It is an 
economic category sui generis. (ibid., p. 112)

This may require a more precise explanation [cf. above the contributions 
by Krätke, Serfati, Greitens and others]: a significant part of the money 
represented in differing form—as the totality of social power relations that 
take effect in the expenditure of average social labour for capital accumula-
tion, or the use of capital which is invested for the purchase of shares—is 
already the result of the appropriation of surplus value. Henceforth, it is 
supposed to mobilise surplus labour and in fact realises surplus value 
through the purchase of means of production. When workers purchase 
shares, they finance renewed primary and secondary exploitation, fre-
quently in other regions of the world, together with their exploiters—the 
capitalists and Junkers. Share profit and the promoter’s profit are related to 
real primary exploitation in the past and present, to be expanded in the 
future, which is complemented by secondary exploitation and subsequently 
expanded once again. As this movement of surplus value takes place on the 
basis of real production and circulation, production increases, circulation 
expands, new concentration of the means of production occurs, and the 
turnover of energy, materials and transport, including the corresponding 
impact on people’s natural conditions of life, is further increased. More and 
more people are involved in the social division of labour, drawn into specific 
social contexts in order to be exploited and to grow accustomed to it, and 
to participate in the exploitation of others. The kind of large enterprises in 
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production and circulation relevant for these expansion processes histori-
cally emerged and evolved as joint-stock companies. Hilferding’s focus of 
interest remains on the circulation of fictitious capital, and he establishes: 
shares (S) are issued and sold for money (M). The amount of money is then 
divided into the promoter’s profit (m1), which is withdrawn from circula-
tion, while the other part of the money (M1) is converted into productive 
capital and enters the cycle of industrial capital. A renewed circulation of 
the shares sold requires additional money as medium of circulation (M3). 
The movement S-M3-S takes place on the stock exchange. Correspondingly, 
Hilferding presents the following ‘scheme of circulation’

S<
M1

m1

– C<
Mp

L
.... P .... C1 – M2

|

M3

|

S

(ibid., p. 113).2

The trade with shares, as with fictitious capital, requires new cash and 
credit money, new bills of exchange. These are now covered by the capital 
value of the shares. The ‘capital value’ in turn depends on the yield, that 
is, on the sale of the commodity the joint-stock company produces and 
sells at production prices (cost price plus average profit). Credit money is 
indirectly covered by the commodity value. While the volume of payments 
in trade are determined by the value of commodities, the latter is in turn 
covered by the amount of profit. The required money as real means of 
circulation is limited through the movement of shares (ibid., pp. 113–4).

Hence, the formula for the promoter’s profit (P) is as follows (ibid., 
p. 114):
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p
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In this, p stands for average profit, d for dividend— the capital enter-
prise’s profit distributed to the shareholders—and Y for the yield of the 
enterprise. Administrative costs of the enterprise then need to be deducted 
from the initial Y, resulting in (Y-e). Or, to put it more precisely:

 P Y e d Y p= −( )  − [ ]: :x x100 100  

The promoter’s profit can be obtained during each capital increase in 
already existing joint-stock companies, given that the yield exceeds the 
average interest (ibid., p. 128). In his summary, and, moreover, his answer 
to and explanation of the question of discretionary power over the joint- 
stock company, Hilferding provides the following definition:

The corporation is an association of capitalists. It is formed by each capitalist 
contributing his share of capital, and the extent of his participation, his vot-
ing rights, and the degree of his influence, are determined by the amount of 
capital he contributes. (ibid., p. 118)

Exercising control over the joint-stock company requires a maximum 
of half its capital, which doubles the power of major capitalists. [cf. the 
debate on monopolies in Serfati and Greitens.] The discretionary power 
over outside capital is thus crucial for exercising control over the corpora-
tion. Each capital in its own right is therefore—as a result of the develop-
ment of the credit system—simultaneously per se an exponent of borrowed 
capital belonging to others. The capital of the major shareholder is thus 
such an exponent in two senses: their capital controls that of the other 
shareholders and the overall capital draws the capital of others, loan capital 
for the enterprise. If an even farther-reaching system of interdependent 
joint-stock companies is then created, the financial power is exponentially 
increased:

With the development of the joint-stock system there emerges a distinctive 
financial technique, the aim of which is to ensure control over the largest 
possible amount of outside capital with the smallest possible amount of 
one’s own capital. (ibid., p. 119)

Hence, the number of major capitalists who have invested their capital 
in joint-stock companies grows. As a member of the supervisory board, 
the major shareholder receives a share of the profits via bonuses and is able 
to influence the company’s management and use the knowledge about 
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what goes on inside the company for future transactions. A select circle 
emerges whose members are represented in a large number of supervisory 
boards of joint-stock companies—either through their own capital power 
or as representatives of the concentrated power of the capital of others 
(bank directors).

There develops a kind of personal union, on one side among the various 
corporations themselves, and on the other, between the corporations and 
the bank; and the common ownership interest which is thus formed among 
the various companies must necessarily exert a powerful influence upon 
their policies. (ibid., pp. 119–20)

In a footnote on the ‘personal union’, Hilferding remarks:

A personal union is the starting point or culmination of combinations 
among companies which, for external reasons, must remain organizationally 
and institutionally separate, but can attain their full effectiveness only by 
combining their forces in a single top management … The combination of 
the political and economic organizations of the working class through a uni-
fied leadership at the top reinforces the strength of both types of organiza-
tion. (ibid., Footnote #16 on p. 119, see p. 398)

Hilferding’s conclusion regarding the desirable personal union between 
the leadership of the workers’ party, its parliamentary group and the trade 
union leadership is essentially linked to his understanding of politics—and 
it raises the question whether a reactive approach to opponents based on 
their respective power structures and logic can lead to sustainable success 
for emancipatory-solidary actors. What are the implications for any strat-
egy that is subordinated to the given reality? Furthermore, it should be 
added that the agents of capital accumulation seek to eliminate competi-
tion whenever they see fit, while they tend to promote it when they can 
benefit from it. This occurs, on the one hand, through the pursuit of 
major projects such as shipbuilding to engage in conquests and, secondly, 
via the development of new business fields, for example, in the context of 
financing and using these major projects, or via the privatisation of public 
services and the alteration of economic framework conditions (economic 
laws, free trade agreements, etc.). The functionaries of capital seek to 
realise maximum planning and ensure the necessary proportions in pro-
duction and operational procedures in the enterprises they control, but 
they also want to disrupt or prevent the planning and stability of their 
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competition without any harm to themselves as far as possible. They con-
centrate and centralise capital when beneficial to them—and they break up 
capital, destroy and decentralise it whenever this seems even more benefi-
cial and they are able to do so. They call for ‘the state’ when they want 
resources to be redistributed, developed and secured in their favour, but 
they call for ‘freedom from the state’s patronising’ when advantageous to 
them. This pragmatism can intensify conflicts of interest between capital 
elites, but also facilitate coalitions of common interest. Yet Hilferding—in 
utter negation of real history and dialectics—develops the joint-stock 
company without any reference to the state, but instead always via the 
activities of the bank which constantly appeals to the money market and 
engages in stock trading.

It is the transferability and negotiability of these capital certificates, consti-
tuting the very essence of the joint-stock company, which makes it possible 
for the banks to “promote”, and finally gain control of, the corporation. 
(ibid., p. 120)

The best way to guarantee this, according to Hilferding, is through the 
direct presence of bank directors in the supervisory boards of joint-stock 
companies:

In fact the corporations – especially the most important, profitable and pio-
neering ones – are governed by an oligarchy, or by a single big capitalist (or 
bank) who are, in reality, vitally interested in their operations and quite 
independent of the mass of small shareholders. Furthermore, the managers 
who are at the top of the industrial bureaucracy have a stake in the  enterprise, 
not only because of the bonuses they earn, but, still more important, because 
of their generally substantial shareholdings. (ibid., pp. 121–2)

Yet the joint-stock company can take advantage of the fact that it can 
organise money capital itself and exhibits clear advantages compared to 
the individual enterprise: it can source and accumulate capital more easily, 
it is more likely to be granted credit, and it is more robust economically 
and in a more favourable position with regard to technological develop-
ments, price competition and efficient business management (ibid., 
pp. 122–5). However, these advantages are only harnessed for the benefit 
of a small minority: the owners of the respective dominant share package 
(ibid., p. 127). And, according to Hilferding, these are above all the bank 
capitalists:
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As intermediaries in the circulation of bills and notes, the banks substitute 
their own bank credit for commercial credit, and as intermediaries in the 
conversion of idle funds into money capital, they furnish new capital to pro-
ducers. They also perform a third function in supplying productive capi-
tal … by converting money capital into industrial capital and fictitious 
capital … the bank … supplies the market with a certain amount of money 
capital in the form of fictitious capital which can then be transformed into 
industrial capital. The fictitious capital is sold on the market and the bank 
realizes the promoter’s profit which arises from the conversion of the indus-
trial capital into fictitious capital … This function of the bank, to carry out 
the mobilization of capital, arises from its disposal over the whole money 
stock of society, although at the same time it requires that the bank should 
have a substantial capital of its own. Fictitious capital, a certificate of indebt-
edness, is a commodity sui generis which can only be reconverted into 
money by being sold. But a certain period of circulation is required before 
this can happen, during which the bank’s capital is tied up in this commod-
ity. Furthermore, the commodity cannot always be sold at a particular time, 
whereas the bank must always be prepared to meet its obligations in money. 
Hence it must always have capital of its own, not committed elsewhere, 
available for such transactions. Moreover, the bank is compelled to increase 
its own capital … The more powerful the banks become, the more success-
ful they are in reducing dividends to the level of interest and in appropriat-
ing the promoter’s profit. (ibid., pp. 127–8)

Although Hilferding is entirely fixated on banks, there are other major 
financial market actors as well.

It is proven that, in the long term, the banking sector, or money capital, 
grew faster than the real economy between 1850 and 1937—except for 
the war-related slump (Rahlf 2015, p.  216). The proportion of credit 
banks and savings banks in bank lending to non-banking enterprises rose 
substantially—from around 34 to 74 per cent. Over the same period, bank 
lending to non-banking enterprises increased almost tenfold overall (cal-
culation by Rahlf 2015, p. 218). Furthermore, concentration and centrali-
sation processes as well as the personal union of actors in both industry 
and banking can also be statistically confirmed (Windolf 2006, p. 213). 
That said, statistical evidence for the following statement of Hilferding’s is 
rather more difficult to provide:

An every-increasing part of the capital of industry does not belong to the 
industrialists who use it. They are able to dispose over capital only through 
the banks, which represent the owners. (Hilferding [1910b] 1981, p. 225)
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Comprehensive studies of the financing of major corporations in the 
German chemical and electrotechnical industry prior to World War I 
(Feldenkirchen 1985) provide a quite diverse picture: overall, the relation 
between banks and industry differed significantly depending on the indus-
trial branch and economic position of the respective enterprises. While the 
banks’ influence in the electronics industry was greater, at least by ten-
dency, it was only weak in the chemical industry.

Generally, a comprehensive dependency of industrial enterprises on banks 
cannot be confirmed, but rather a mutual dependency, in which, however, 
cause and effect cannot be isolated. What Hilferding asserted as a supposed 
fact in 1910, namely the dependency of industrial enterprises on banks, at 
any rate was no longer tenable at the moment of publication. (ibid., p. 118, 
translation amended)3

By contrast, it can be corroborated that the number, share capital and 
average capital stock of joint-stock companies and limited joint-stock part-
nerships grew between 1896 and 1929 and that crises, processes of con-
centration and World War I caused discontinuities. Likewise, we may note 
that the number of limited liability companies increased dramatically 
between 1913 and 1925, only to decrease just as dramatically after 1933. 
Both processes could be related to the low requirements regarding the 
disclosure of the books, which certainly appeared appealing to many at 
first, but was hardly in the interest of the Nazis (Table 1).

In 1926, German firms’ share capital dominated the banking sector, 
the energy and raw materials sector, transport and industry more generally 
(percentage of total capital of each industry sector):

Mining 93 %
Iron mining and extractive metallurgy 80 %
Iron, steel and metalware production 26 %
Electronics industry 87 %
Chemical industry 83 %
Textile industry 37 %
Wood/Woodworking industry 6 %
Food and beverage industry 41 %
Garment industry 11 %
Banking 74 %
Total 65 %
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 Of that,
 – Raw materials industry 89 %
 – Manufacturing industry 57 %
 – Trade and transport 58 %

(see H. Nussbaum 1978, p. 258)

It can be said that the cooperation between owners of money and 
industrial capital for the valorisation of capital had a decisive impact on the 
economic and particularly the industrial development in Germany. 
Moreover, we can show that these owners of capital had highly concen-
trated and centralised capital at their disposal: the German capital market 
was dominated by six major banks—the ‘Berlin High Street Banks’ 
[Berliner Großbanken] (M.  Nussbaum 1978, p.  268). Numerically, the 
Deutsche Bank’s share of these major Berlin-based banks was around one 
quarter. Following its merger with the Disconto-Gesellschaft in 1929, this 
share rose to about 40 per cent (Lehmann 1996, p. 11). The highly con-
centrated and centralised capital which is formed and used in the coopera-
tion between owners of capital or, rather, for the valorisation or the 
accumulation of capital, can by all means be referred to as ‘finance capital’. 
This cooperation as a whole accomplishes the two functions of capital and 

Table 1 Joint-stock companies (including limited joint-stock partnerships) and 
limited liability companies (LLC) in Germany between 1886 and 1939 (in euros)

Joint-stock companies (including limited 
joint-stock partnerships)

LLC

Number Capital stock Number Share capital

Million 
euros

Average in 
thousand euros

Million 
euros

Average in 
thousand euros

1886 2143 2493 1163 – – –
1896 3712 3500 943 – – –
1906 5060 7081 1399 – – –
1913 5486 8874 1618 26,790 2422  90
1919 5345 10,371 1940 32,670 2931  90
1925 15,171 9913 653 64,398 – –
1929 11,545 12,307 1066 43,600 – –
1933 9292 10,811 1163 41,076 – –
1939 5357 10,399 1941 23,505 2381 101

Source: Rahlf (2015, p. 254), author’s own rendering
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may also be brought to bear in a corporation organised as joint-stock com-
pany with its own financial department or its own bank. The main actors 
in this cooperation—the capital owners and their managers—can, further-
more, be regarded as the nucleus of a capital oligarchy, for they determine, 
proceeding from their interests, economic and social development. 
However, there are also always contradictory relations between this 
nucleus and certain actors within the state (which itself may be a share-
holder), namely ‘in politics’, seeing as the dimension of the major under-
takings which motivated the formation of the joint-stock companies in the 
first place is relevant for the social everyday life at the distinct administra-
tive levels. All involved actors can be shareholders. Major projects in many 
ways affect the interests of ruling elites, tax and budgetary policies, eco-
nomic law, the regulation of labour relations as well as international poli-
tics. How else would Germany have been able to prepare and wage two 
criminal World Wars, restore its ‘economy’ after World War I and ‘cope’ 
with the consequences of the world financial crisis? This did not by any 
means necessarily have to involve the disappearance or even receding of 
competitive relations. The totality of competition is far richer than, say, 
the competition between the producers of identical or similar commodi-
ties. It also always entails the rivalry over spaces and resources, state coop-
eration, for what is at stake is profit, wherever it may be made. These facts 
(as well as other aspects related to social analysis substantiated by these 
facts) represent a strong argument against such merely formal- logical con-
clusions as the following:

Once finance capital has brought the most important branches of produc-
tion under its control, it is enough for society, through its conscious execu-
tive organ  – the state conquered by the working class  – to seize finance 
capital in order to gain immediate control of these branches of production. 
(Hilferding [1910b] 1981, p. 367)

After ‘Finance Capital’

This hope expressed in 1910 had not materialised ten years later, and 
Hilferding presumed that a development had set in, because

the capital masses can increasingly no longer be commanded by large anony-
mous corporations, joint-stock companies or banks. Instead, in capitalism, 
an ever more sharply pronounced personal dominance of individual capital 
magnates becomes manifest. (Hilferding [1920], p.  115, transla-
tion amended)
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The real novelty about this was the presence of such magnates inside 
the government (M.  Nussbaum 1978, p.  6). Yet the representation of 
economic relations by specific individuals and impersonal capital power do 
in fact constitute a real contradiction which manifests itself in commodity 
and money fetish or the ‘power of financial markets’. Furthermore, capital 
competition certainly persists, and it can even increase especially with the 
magnates being part of the government. Hilferding identified the second 
half of the 1890s as the beginning of a new phase of industrialisation, an 
‘extraordinary structural transformation of European capitalism’ 
(Hilferding [1931], p.  240, translation amended). This included ‘the 
emergence of the joint-stock company’ in reaction to the international 
competition (ibid.). The statistics alone show that ‘the emergence’ is inac-
curate. World economic history also contradicts Hilferding’s statement, 
according to which the formation of joint-stock companies required the 
prior existence of banks: long before 1870, joint-stock banks emerged in 
Germany, while joint-stock companies in the industrial sector were 
founded without an initiative from banks. The expansion of the joint-
stock company as a form of enterprise in Germany after 1871 is explained 
by the literature on economic history as, firstly, emerging from those needs 
of specific capital elites who may be faced with international competition. 
Secondly, changes in economic law in the course of German unification 
are listed: the cancellation of the obligation to hold a licence for joint- 
stock companies, free enterprise and the freedom of movement, and 
favourable conditions for the development of the credit system (see also 
Baudis, H. Nussbaum, 1978, p. 95), all of which increased and intensified 
the constraints of competition. ‘Capitalist competition in the early days of 
capitalism was characterised by the circumstance that one major capitalist 
wiped out many small capitalists’ (Hilferding [1931], p. 241, translation 
amended), which, however, was now no longer valid.

Given that competition becomes so costly, … the question arises whether 
capitalist competition cannot be replaced by the organisation of the entire 
branch of production by an understanding between the former competitors. 
And this understanding occurs when the individual large enterprises are able 
to agree on their respective market share, and this agreement then manifests 
itself through the formation of large capitalist monopolies … This ten-
dency … is now greatly promoted by the interest of the banks … They 
are … opposed to that mutually competitive underbidding, which may 
endanger their customers, poses a threat to their credits and inhibits their 
business opportunities. (ibid., pp. 241–2, translation amended)
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Hilferding conceives competition too narrowly—because he associates 
it only with specific industries—and has no interest in thoroughly explor-
ing the contradictory movement of competition and monopoly. He shows 
how capital or investment credits tie up bank capital and cause technical 
and economic concentration and productivity increases in production.

The struggle over the investment of capital compels capital to pursue an ever- 
increasing influence on state power, and to strengthen this state power in 
order to harness the invigorated state power for its own economic interest. 
(ibid., p. 243, translation amended)

To Hilferding, the state continues to be neutral—regardless of its dra-
matic history. That is the reason why he does not consider state actors to be 
primary members of the capital oligarchy. The conflict between the govern-
ment and the Rhenish-Westphalian Coal Syndicate in 1902–1904 alone 
could have shown Hilferding that ‘the state’ can by all means pursue its 
own interests (Baudis, H.  Nussbaum 1978, pp.  142–59). In Germany, 
prior to World War I and in the context of its immediate preparation, the 
competition between two main groups of capitalist economic elites, or cap-
italist oligarchies, and antagonistic groups in the government and state 
became tangible (ibid., p. 256). After World War I, the Prussian state and 
the Reich government intensely intervened in ‘the economy’. The 
Reichsbank also intervened—increasingly against the interests of the local 
municipalities, the German states and the credit banks. The latter were first 
shaken up by inflation, subsequently suffered from the corporations’ strat-
egy of self-financing and, once they were in a weakened position, were 
struck by the global financial and economic crisis. In his reaction, Hilferding 
asserted

that the capitalists are unable to protect their own credit organism even in 
the slightest from senseless and privately dictated claims, even though they 
thereby paralyse it entirely. They have not done it even though they hold in 
their hands the means to do so. Because … the money economy and, con-
sequently, and retroactively, the credit economy … is regulated by the state 
almost from the outset, in a deliberate dependency on the central bank. 
(ibid., p. 258, translation amended)

According to Hilferding, the state had been hijacked by the capitalists, 
but he goes on to conclude that the crisis had now definitely weakened
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to a certain extent the fighting capacity of the working class, and weakens its 
influence in several countries, while the obvious failure of capitalism, the 
crisis of capitalist production, on the other hand, intensifies those tendencies 
that lead to a greater degree of planning, supervision and the strengthening 
of state influence. (ibid., p. 264, translation amended)

Hilferding does not enquire into the mistakes and shortcomings on the 
part of labour, which, of course, had to react to the ‘failure of capitalism’, 
yet which could have taken advantage of the situation in order to change 
the social balance of forces. In September 1931, a Reich Commissioner 
for the Banking Sector was appointed who was granted the power to issue 
directives to banks and inspect their books. In Hilferding’s view, this was 
a positive measure that reflected progress in the law on stock companies 
and antitrust legislation (Hilferding [1931], p.  265). He was in fact 
involved in imposing it, and he suggested control and regulation laws for 
share commerce (Pünder [1931]). The law on stock companies banned 
joint-stock companies from owning more than 10 per cent of their own 
share capital. Subsidiaries were not allowed to acquire shares of their own 
parent corporation. In order to regulate the competition among banks, a 
regulation of the interest rates for bonds and partial debentures was 
decreed. The government now also started intervening in the banks’ staff-
ing decisions. The corresponding government meetings over the summer 
of 1931 saw the participation of IG Farben’s finance manager Schmitz, 
who was simultaneously a member of the Deutsche Bank supervisory 
board and the Reich Credit Society [Reichskreditgesellschaft]. This rede-
ployment of staff strengthened the role of the Deutsche Bank 
(M. Nussbaum 1978, pp. 319–20). In 1931, the Reich granted guaran-
tees for large credits and frequently became a major shareholder of ailing 
enterprises. Finance Minister Dietrich and Reich Chancellor Brüning had 
close ties to IG Farben and were advised by Schmitz at all times. The latter 
served as chairman of the IG Farben—the company which was involved in 
the production of the poison gas Cyclon B for killing humans by gas show-
ers and supplied it to the death camps—from 1935 to 1945. The members 
of the capital oligarchies initially had no trouble cooperating with the 
Nazis, and many became Nazis themselves. Monopoly companies that had 
been nationalised under Brüning, such as the mining corporation 
Gelsenkirchener Bergwerks Aktiengesellschaft (GBAG), were re- privatised. 
Hilferding’s hopes were shattered. At first, he had been unable to imagine 
a fascist regime in Germany, then he thought it would not last, and finally 
he despaired.
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Some concluSionS

The joint-stock company and share capital accelerate the concentration 
and particularly the centralisation of capital, capital accumulation, the 
socialisation of labour, production, exploitation, speculation, the use of 
violence against people and, not least, the destruction of the biosphere. 
Those active in the immediate production process are increasingly deprived 
of the tangible connection with others who are involved in the creation 
and realisation of the final product. The competition between wage earn-
ers within the system of the social division of labour is often complemented 
by the competition for the transformation of their monetary income and 
assets into an interest-bearing money. The exploited in fact compete for 
the biggest possible share of the primary and secondary exploitation of 
those who are even weaker than themselves. The ownership of shares, 
especially of one’s own employer company, further ties workers to capital. 
At the same time, the fetishisation of social relations and processes con-
stantly progresses. Those suffering from the increasing difficulty of 
expressing solidarity—while competition is further aggravated, in both its 
breadth and its depth—are hit the hardest: those who are unable to par-
take in the game of competition, the poorest in all societies, those who 
depend most on solidarity. While reading Finance Capital, Rosa 
Luxemburg expressed her impression that Hilferding was ‘only writing 
around the problem in a supposedly Marxist manner, but has failed to find 
the solution’ (Luxemburg [1911] 2011, p. 297). The question is, who 
identified which problems when and why. Although the words solidarity 
and solidary appear 14 times in Finance Capital, they are not once related 
to workers or the colonised. The problems he describes by reference to 
Marx apparently are ultimately of little interest to Hilferding. Luxemburg’s 
confidant Paul Levi certainly already summed up the character of 
Hilferding’s theory of ‘organised capitalism’ in the formula of ‘Bernstein- 
Hilferding’ (Levi [1927], p. 1049). We may expand this to include their 
common weakness of failing to proceed in a more dialectical fashion and 
being self-critical. And yet we can certainly agree with Gottschalch (1962), 
King (2010), Kurata (2009), Schefold (2001),  Smaldone (1998) and 
many other critics of Hilferding in that his economic writings are indis-
pensable for modern critical political economy. Hilferding’s thinking was 
certainly accurate when he concluded: ‘My analysis of the economics of 
the corporation goes considerably beyond that provided by Marx’ 
(Hilferding [1910b] 1981, p. 114). This also applies to the explanation of 
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the functional mode of banks, the shareholder and stock system and joint- 
stock company, as well as a number of links between the credit system, 
joint-stock companies, share capital, the formation of monopolies and 
finance capital. Hilferding’s knowledge of the business processes and eco-
nomic context is impressive. The differences shown between the individ-
ual enterprise and the far more independent joint-stock company, 
generalisations of economic laws according to Marx with the inclusion of 
the joint-stock company, the perspectives and role of the shareholder, the 
explanation of stocks/shares, dividend, founder’s profit and their move-
ments, the orientation on the role of the personal union (ibid., pp. 119–20) 
all underscore the extent of Hilferding’s contribution to the critique of 
political economy. In other words, we may just as well list the tasks that 
remain to be resolved:

 – The critique of Hilferding’s literary legacy regarding the explanation 
and overcoming of socialisation processes in the evolution of capital 
relations—which are intertwined with other relations of domina-
tion—in their metabolism with the natural world.

 – The critique of the movement of value and money separated from 
social labour, of the joint-stock company as specific unit of two func-
tions of capital accumulation—the organisation of accumulation 
sources for surplus value production and the realisation of the sur-
plus value, on the one hand, and surplus value production, on the 
other hand—and of the role of share capital in that process.

 – The critique of a mode of socialisation that concentrates means of 
production and engenders structures of dominance, production, dis-
tribution, and consumption which obstruct the conditions for a self-
determined life within an intact natural environment.

This list comprises that which Hilferding himself never consequently 
addressed. What prevented him from doing so were his understanding of 
society and his reductionist reference to the Marxian legacy, his consis-
tently selective use of statistics and historical literature for the purpose of 
supporting his own assumptions, his insufficient reflection of social devel-
opments in his own lifeworld and his own views on this, his mechanicism 
that ignored or circumscribed real contradictions and—not least—his 
ignorance vis-à-vis Luxemburg and other opponents.

The question whether Hilferding accomplished a refinement of catego-
ries in the critique of political economy raised in the title of this chapter 
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therefore needs to be answered with a ‘not yet’, which simultaneously 
poses the challenge of presenting a more comprehensive definition: to 
begin with, the joint-stock company represents a form of enterprise under 
economic law behind which we find a collectively organised unit pursuing 
the realisation of the two functions of capital accumulation (mobilisation 
of accumulation sources and the production and appropriation of surplus 
value). It is thus an organisation for the pursuit of primary and secondary 
exploitation. It is both the result and a moment of capital centralisation 
and marked by the fact that (a) the ownership of capital is separated from 
the function of capital, that (b) the members of the collective as share-
holders are money capitalists and (c) that an enterprise is ‘founded’ for the 
increase of stock capital and that way the ‘promoter’s profit’ is realised. 
This is essentially the expected capitalised entrepreneurial profit. The 
joint-stock company in this sense circulates fictitious capital while real 
capital is valorised (including within the enterprise itself). Decision-
making powers and the distribution of the dividend are determined in 
accordance with the money capital contributed to the company and the 
corresponding proportion of share capital. In the course of the competi-
tion among the shareholders, those who command the most capital assert 
themselves, although they do not necessarily have to be majority share-
holders. They are always linked to a financial institution, which in turn can 
also be independent. From this position, they control the corporation. 
Moreover, they act as initiators of a new ‘creation’, or increase in share 
capital, and appropriate the largest part of the promoter’s profit. The cor-
porate activity is decisively mediated via the expanding money functions, 
above all credit, and has an altering effect on the money substance as the 
totality of social relations, especially power relations. Over the course of a 
few decades, a de-monetisation of the commodity of money has also taken 
place. Left scholars in particular have to address the fact that large parts of 
the left in Germany and Western Europe—even in the case of a clearly 
articulated rejection of ‘organised capitalism’ and anti-communism, 
of Stalinist defamation of Luxemburg, and despite an explicit adherence 
to Marx—are generally much closer to Hilferding in their intellectual 
approaches than to Marx or Luxemburg. Many on the left have not 
internalised an understanding of progress guided by real socialisation, 
proceeding from people who act independently, in solidarity, and in an 
ecologically sustainable manner. The change of direction needed in this 
respect would simultaneously entail a heightened awareness for the inter-
play of concentration, centralisation and decentralisation of resources and 
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decision-making, which, when adhering to the primacy of decentralisa-
tion, would allow for a maximum of freedom and equality of individuals, 
a maximum resource efficiency and a minimum impact on the natural 
conditions of life.

The critique of political economy faces the challenge of determining 
which actors and tendencies have a constructive and destructive impact on 
the realisation of this ideal. Hence, the task at hand is the development of 
a category system which explains the movement of socialisation in the 
capitalist mode of production and the tendencies towards a kind of alter-
native socialisation that must be enabled and realised. The critique of 
political economy would thus provide scientific insights for policies which 
would place the question of the substance of work on the same level as the 
remuneration and conditions of work, whose actors would embrace ongo-
ing struggles in solidarity and stand by the side of those whose brutal 
exclusion prevents them from taking up the fight in the first place. The 
critique of political economy, with a focus on the natural conditions of life 
and the commons, may thus help activate and mobilise against all efforts 
aimed at advancing the two functions of capital accumulation. These func-
tions and share capital—and especially capital relations more generally—
would ultimately have to be driven back in structural terms and eventually 
be overcome.

noteS

1. Kautsky in his criticism of Hilferding (Kautsky [1912a, b]).
2. L = Labour; C = Commodity.
3. Bernstein had accused Hilferding of an inaccurate use of statistics in Finance 

Capital (Bernstein 1911, pp. 947–55).
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Hilferding’s Impressive Failure. A Reading 
of His Last Major Text

Frieder Otto Wolf

There is a postulate in the tradition of hermeneutics—as a specifically 
theological-philosophical approach going back to Philon of Alexandria 
and the ‘church father’ Origines1—that the influential German 
Heideggerian philosopher Hans-Georg Gadamer2 aptly summarised as the 
‘anticipation of perfection’. This is, without any doubt, unacceptable 
within a sober, materialist theory of interpretation. And yet, the effort to 
look out not only for what a text—especially a philosophical one—effec-
tively achieves, but also for what it begins to make visible, but then masks 
again by a sudden turn in its course of argument, is a task a materialist 
reading should not avoid.

Hilferding’s last theoretical text, The historical problem (Das historische 
Problem) written in 1940,3 does indeed merit such a critically construc-
tive treatment: it outlines a critique of the notion of ‘historical materi-
alism’ dominant within the Marxist tradition to which he himself had 
belonged (p. 303); it provides a first formulation of the problematic of 
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‘implementation’ (Umsetzung)4 (p. 299), which became a central category 
in later social democracy; it sketches a radical notion of ‘the total state’ 
(pp. 300ff.) that goes beyond current constructions of historical ‘phases of 
capitalism’; it raises, addresses and ultimately fails in solving the problem 
of addressing historical singularities in the Marxist tradition (pp. 300f.); 
and it quite pertinently raises the real problem of theoretically analysing 
acting subjectivity (p.  302)—that is, in Althusserian terms, of ideology 
in the singular,5 again, only to relapse into some kind of common-sen-
sical ‘psychology’: ‘The result seems to be that in place of a connection 
[Zusammenhang], [which is], at least to some degree, objectively given, a 
purely psychological problem [should be addressed]’ (p. 302).

The ‘MaTerialisT ConCepTion of hisTory’
Hilferding’s most general point about the ‘materialist conception of his-
tory’ ought not to be simply brushed aside and interpreted as a sure sign 
of his ‘revisionism’: at least since Mehring’s introduction of the term ‘his-
torical materialism’, which was taken up and, as it were, officialised, by the 
old Engels,6 a strong leaning towards the kinds of reductionist materialism 
criticised by Marx, for example, in his Theses7 on Feuerbach,8 has exerted a 
patently problematic influence within the Marxist tradition,9 indeed giving 
rise to ‘recurrent misunderstandings and infertile polemics’ (p.  30310). 
Hilferding’s proposal, however, to replace even the much more cautious 
formulation of a ‘materialist conception of history’, which was a real part 
of Marx’s own self-reflection, does not do justice to the problems involved.

As he himself is eager to make explicit, this amounts to systematically 
neglecting the breakthrough Marx achieved in conceiving a ‘science of 
history’, against which the ‘sociology’ of Max Weber’s (and others) mili-
tated as a ‘bourgeois alternative’—alongside the new economics of the 
‘neo-classics’ and the new politics of the ‘general theory of the state’ 
(emerging in Germany11): although Hilferding is able to see that ‘materi-
alistic’ could take on a new meaning, going beyond Marx’s earlier pro-
grammatic notions of ‘naturalism’ and ‘humanism’ (p. 306) and describing 
‘in a newly circumscribed sense a kind of synthesis of both notions’ (ibid.), 
he sides with Max Weber against some seemingly ‘deterministic’ formula-
tions of Marx, which do indeed deserve some clarification,12 in claiming 
that ‘knowledge [Erkenntnis] of the conformity to laws [Gesetzmäßigkeit] 
within history comes to its boundaries [auf Schranken stößt] [due to the 
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occurrence of ‘violence’ [Gewalt], so that we cannot talk about necessity 
in the sense of Marx, but only about chance in the sense of Max Weber’.

I am convinced that it will be helpful to think that Hilferding here—in 
exile and with little access to books—was using the name of Marx to 
denote the dominant kind of Marxism, that is, a strongly economistic 
reading of Marx (in which he himself had been an active participant13). 
Marx’s own, and publicised, position on historical determinism was clearly 
different14—without, however, arriving at the kind of indifferentism and 
subjectivism defended by Max Weber.15

Hilferding is clearly referring back to a reading of Marx’s theory in a 
perspective of economic reductionism, devoid of any reference to the role 
of violence in history,16 let alone of class struggle within theory.17 And he 
seems to anticipate later attempts to throw out the baby of Marx’s theory 
of the domination of the capitalist mode of production in modern bour-
geois societies with the bathwater of economic determinism, as in 
Giddens 1983.

However, this reading is not just a figment of his imagination. It is an 
important historical reality, and his essay deserves closer scrutiny. In doing 
so, we have to keep in mind that it was written at the very midnight of the 
twentieth century, when it was not yet possible to foresee the eventual 
defeat of the German Nazi bid for world power with any degree of realistic 
certainty, and when the historical crisis of Marxism was at its peak—unable 
to find an adequate response.18

a new phase of hisTory Under The iMpaCT of war

Hilferding starts impressively by referring to the ‘historico-political experi-
ence’ (p.  298) of his own generation, stressing the ‘uniquely singular 
nature’ of the events it witnessed (ibid.). By comparing these events to the 
‘downfall of the Roman world’ (ibid.) and to ‘the discovery of America 
and the maritime way to India’ (p. 299) he hints at least at the need for a 
discussion of deep historical transitions19—which he then  immediately 
cuts short, however, by switching to the ‘decisive’ role of violence [Gewalt] 
(ibid.). He adds a radical critique of economism:

And the relation [supposedly between violence and economic exchange] is 
by no means of such a kind that the economy determines the content, the 
aim and the result of violence; the result of the violent decision, from its 
side, determines the economy. (ibid.)
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He goes on to sketch a theoretical conception of violence as a force of 
radical historical contingency: ‘Violence, however, is blind, its results can-
not be foreseen’ (ibid.). And this is why, then, as already quoted, he con-
siders it justified to side with Weber against Marx.

Let us return to his central thesis about the new ‘phase which changes 
the very foundations historical life has had so far’ (p. 299): ‘with the war 
of 1914 humanity entered into such a phase’ (ibid.), while the outbreak of 
the war still ‘followed the old conformity with the law [alte Gesetzmäßigkeit] 
[of historical development] – and can, accordingly, be analysed with regard 
to its causes’ (ibid.). Such an analysis can expose the relevant ‘capitalist 
developments’ which define the ‘sociological conditions …, within which 
military conflict [kriegerische Auseinandersetzung] becomes possible and is 
determined in its content and in its extent’ (ibid.).

The issUe of ‘iMpleMenTaTion’
According to Hilferding’s new analysis, however, an important change has 
to take place at this very point of the historical process: ‘For the economic 
relations [Verhältnisse] need a transposition [Umsetzung] into the politi-
cal’ (ibid.). And Hilferding goes on to stress the irreducible specificity of 
this process of ‘transposition into the political’—which in subsequent 
Marxist debates has been discussed under the heading of the ‘relative 
autonomy of the political’20: ‘This transposition is a process by which the 
immediately economic interests and motives undergo a transformation 
[Umwandlung]’ (p. 299). Against reductionist notions, Hilferding stresses 
that the ‘political superstructure of society is a power in itself ’ (ibid.), and 
he refers back to the history of European modernity in which ‘the devel-
opment of state power has taken place at the same time’ as ‘the develop-
ment of modern economy’—and, as he adds, more importantly, that the 
‘steady increase of state-power’ in this historical process is easily over-
looked because of ‘the restriction of an arbitrary exercise of power’ that 
took place in this process (ibid.). In other words, as Hilferding sum-
marises, ‘state power even in the heydays of liberalism has been objectively 
stronger than in times of absolutism’ (ibid.).

For his own day, the interwar years, Hilferding ventures a diagnosis of 
its central ‘political problem’ (p. 299) applying his argument to the new 
historical conjuncture, which consists, in his view, in ‘the change of the 
relation of state power to society’ (ibid.): by means of what he conceives 
as ‘a subjection of the economy to the discretionary power 
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[Verfügungsgewalt] of the state’, the very state ‘becomes a totalitarian 
state’ (ibid.).

Hilferding goes on to discuss a widely used analogy between the 
pre-1914 era of ‘neo-mercantilism’ and the classical mercantilism (p. 300) 
of early modernity21: whereas these models of politics by state action have 
created conditions for the ‘unfolding’ of the ‘autonomy of economic 
development’ (ibid.), the ‘total state subjects the economy to its own 
needs’ (ibid.)— and thereby ‘replaces the economic aims of the individual 
agents of production with its own purpose as a state [Staatszweck]’. In 
discussing his own analysis of ‘why this has come about and where it leads’ 
(ibid.), he applies it directly to the problematic of social consciousness: 
‘Societal consciousness only exists in its political form, as a consciousness 
of the leading instance of the state [Staatsleitung]’. And as ‘a unitary and 
purposive consciousness’ it ‘has the organic means at its disposal, [i.e.] the 
ever-growing state apparatus, required for making its will effective’ (ibid.).

According to Hilferding’s analysis, ‘the development since 1914 is 
characterised by the rapid degeneration [Entartung] of this state power’ 
(p. 300). Here the text seems to be slightly elliptic: in the supposed pro-
cess of an ‘autonomisation of its intrinsic self-interests [Eigeninteressen] 
and tendencies vis-à-vis society’ (ibid.), also characterised as an ‘extension 
of its [i.e. state power’s] competencies to areas hitherto wholly or partly 
free from the state [staatsfrei]’ (ibid.), ‘to the point of a submission 
[Unterwerfung] of the domain of the economy and of economic agents 
which had so far been regulated autonomously’ (ibid.), a ‘subordination 
[Unterordnung] of the hitherto [existing] socially unconscious [gesell-
schaftlich Unbewussten] to the state’s consciousness [Staatsbewußtsein]’ 
(ibid.), an ‘elevation [Erhebung] of state consciousness to dominating 
society’ (ibid.). In conclusion, Hilferding sums up these findings in a the-
sis marking his distance from a kind of Marxism for which almost every-
thing is explicable in terms of ‘laws of development’: ‘It is a singular 
phenomenon in a singular situation [as it has] emerged from the impact of 
the violence of war [kriegerische Gewalteinwirkung]’.

This notion of implementation is taken up and discussed again—with 
steady reference to Marx—in the main part of Hilferding’s text: against 
the danger of ‘substituting’ the (objectively defined) ‘interests’ ‘far too 
directly and far too exclusively as the historically efficient causes’ (p. 316), 
Hilferding takes up an undeveloped distinction to be found in Marx’s 
preface to his Contribution to the Critique of Political Economy of 
1859—‘between the material transformation [Umwälzung, which also 
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translates as revolution] of the economic conditions of production, which 
can be determined with the precision of natural science’, on the one hand, 
and ‘the legal, political, religious, artistic or philosophic – in short, ideo-
logical forms in which men become conscious of this conflict and fight it 
out’, on the other,22 to further develop his conception of implementation 
as a specific task of translating the ‘objective revolutions in the relations of 
production into motives for action’ (p. 316).

The Underlying probleM of Theory

In the ensuing part of his essay, ‘The Theoretical Problem’ (pp. 301–4), 
Hilferding articulates his central theoretical thesis around the notion of a 
‘sublation [Aufhebung] of the societal domain, as it had hitherto been an 
area free from state intervention [staatliche Einwirkung], regulated by 
autonomous laws’ (p. 301). He defends the thesis that in the new phase of 
history, ushered in by the historical break of 1914, the ‘self-regulation of 
the economy is abolished’ (ibid.), and thereby its ‘sphere of autonomy’ 
(ibid.)—with the effect of ‘sublating the autonomy of the economic sphere 
of society’—and with it also the ‘rights of persons [persönliche Rechte]’. 
Here, Hilferding seems to be unaware of the class domination permeating 
modern bourgeois societies in spite of their superficial realm of ‘Freedom, 
Equality, Property, and Bentham’ (Marx [1867] (1976), p. 280)—and yet 
he has a real point here: the relation between the legal order and state 
power has changed profoundly in the development of the ‘capitalist state’, 
as indeed occurred during the twentieth century,23 ‘completely changing 
the foundation upon which societal relations have so far been shaped 
[gestaltet]’ (ibid.): ‘Their functional dependencies turn into totally differ-
ent ones, and thereby the entire complex of historico-societal laws is 
changing, as it has determined the course of historical events’ (ibid.).

In other words, Hilferding goes very clearly beyond the theses of a 
transition to a modified form of the domination of modern bourgeois 
society by the capitalist mode of production, as they had been developed, 
more or less simultaneously, in the form of a theory of ‘state monopoly 
capitalism’ (Eugen Varga) or of ‘organized capitalism’ (James Burnham): 
he sees a transition towards a radically new historical situation in which 
‘the absolutisation [Verabsolutierung] and autonomisation 
[Verselbständigung] of state power modifies or abolishes in any case the 
causal connexions in the form in which they have existed so far’ (p. 301). 
And he draws the radical conclusion that ‘the object of inquiry ceases to 
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be the relation of the economy – in its widest possible meaning – to poli-
tics, their mutual conditionality and their acting upon each other’, stating 
positively that ‘state power has subdued the economy, determines its 
movement, has become its master’. Hilferding explicitly rejects any idea of 
interaction here: ‘It [state-power] alone determines its behaviour in rela-
tion to the economy it has subjugated, and the economy does not deter-
mine the will of the state’ (ibid.). He goes on to reject the objection that 
state power at any rate remains bound by the ‘extent of the available 
[vorhandenen] means of production’ (ibid.): such ‘technical limitations’ 
will, without any doubt, always exist. They may, however, become the 
‘object [Inhalt] of state politics’ (ibid.), supposedly with the aim of chang-
ing them. Most importantly, Hilferding stresses once again, ‘the auton-
omy, the socio-economic independence of this important, hitherto 
fundamental sphere of society has ceased to exist’ (p. 301 f.)—with the 
important effect that this is also true of ‘the regular [gesetzmäßig] influ-
ence it has exercised on the conscious sphere of society thus far, i.e. the 
[sphere of the] state’ (p. 302).

This, according to Hilferding, brings about a profound epistemologi-
cal change:

The place of the problematic [Fragestellung] of the science of history [pur-
sued] so far is taken by a new one, resulting from the change of the causal 
nexus of society [gesellschaftlichen Kausalzusammenhangs]. (p. 302)

This new problematic is formulated by the question, bluntly formulated, 
of ‘what actually determines the substance of state politics’ (ibid.).

obliqUely addressing The probleMaTiCs 
of singUlariTy and of sUbjeCTiviTy

The question raised by Hilferding with regard to the new historical con-
juncture he sees rising since 1914 is evidently of more general relevance: 
if, as Marx had indeed underlined, the critique of political economy means 
dealing with the structures, processes and trends of the domination of the 
capitalist mode of production ‘in its ideal average’, the question of how to 
grasp what Lenin called the ‘concrete analysis of the concrete situation’ 
requires a type of inquiry that goes well beyond this kind of general the-
ory. The issue of singularity Hilferding regarded as central to the new 
period of history diagnosed by his theoretical intervention in 1940 would 
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therefore have already been required in the analytical work that went into 
making Marx’s critique of political economy effectively relevant for criti-
cal, let alone revolutionary politics.

Hilferding, however, seems to avoid drawing such conclusions—simply 
by falsely historicising the matter: in the past, an economistic version of 
Marxism is declared to have been pertinent, while in the new age, ushered 
in by the first Great War of the twentieth century, Marxist analyses of class 
struggle are put aside in favour of an analysis of violent domination 
and wars.

A similar category mistake hindered his second major intuition from 
bearing fruit: Hilferding rightfully stresses that there is a problem in the 
Marxist tradition concerning the analysis or the dealing with the subjective 
conditions of critical or revolutionary practice—but he does not take long 
to shift from addressing these problematics of subjectivity to embracing 
‘psychology’—forty years after the publication of Freud’s seminal work on 
the ‘interpretation of dreams’, and although he refers to him (p. 317 n. 7), 
Hilferding, resorting to the subterfuge of simply using ‘psychology’ as a 
‘historian’ (ibid.), comparable to ‘great artists’ like Zola (p. 318, n. 7), still 
adheres to the common-sense idea of a science of the human soul as it 
emerged with European modernity.24 Nor does he refer to the still recent 
attempts within the Marxist tradition to develop a notion of ‘class con-
sciousness’ and the ways it is constituted25—starting with Lukács’s reflec-
tions on the idea of an ‘imputed consciousness’.26

This lends his problematisation an impressively radical character: in 
principle, he seeks nothing less than an adequate understanding of the 
ways in which acting (individual or collective) subjectivities react to the 
singular conjunctures in which they find themselves—and refuses, rather 
convincingly, to find an answer in general theories about ‘class conscious-
ness’. Instead, he proposes to focus on the problematics of the relation of 
what he calls ‘class interest’—that is, objectively predefined interests of 
social categories, especially of classes27—and ‘class consciousness’, based 
on the transformation of this particular interest in a universal claim on and 
for society (p. 323). In so doing, he underlines the important role of the 
state (p. 323f.) and the function of intellectuals (p. 325) in what he con-
ceptualises as a ‘process of transformation’ with ‘two components’ 
(p. 324):

The immediate (material) interest of the social group … assumes a funda-
mental role, the assertion [Durchsetzung] of which constitutes the aim of 
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the social and political action of the group, which the construction of a new 
ideational edifice is supposed to serve

—with a tendency towards completeness and systematicity:

this will then constitute, according to this aim, a comprehensive and com-
plete system of a societal new order, in which the consciousness of interest 
then dissolves. (p. 325)

Unfortunately, Hilferding did not have time to critically pursue the alleys 
of thinking considered and developed thus far in the concluding parts of 
his essay. And the dominant forms of scientific common sense—a some-
what mechanistic dichotomy between causal determination and indeter-
minacy and a relegation of the task of understanding acting political 
subjectivities to the well-trodden, but ineffective paths of ‘psychology’—
were not addressed by him as such, let alone overcome. A certain fragmen-
tation of Hilferding’s specialised efforts in political economy which, at the 
end of the day, remain within mechanistic horizons, his personal training 
as a medical doctor and his broad experience as a social democratic politi-
cian (both of which should contribute towards adopting a broader and 
more complex approach) seems to present a considerable challenge to 
further research. Still, his last text remains an important testimony to the 
historical crisis which has held Marxism in its grip since the new age of 
global history, which Hilferding at least tried to understand.

noTes

1. Most impressively represented and summarised by the late Paul 
Ricoeur (2016).

2. On his ideological career as a pupil of Martin Heidegger actively involved 
with German fascism, as well as flirting with Stalinism after the war, see 
Orozco (1995).

3. The following refers to Hilferding (1940), in the form published by Cora 
Stephan in 1982. Translations are my own.

4. In the 1970s, this notion of ‘Umsetzung’ became central to an important 
phase of social democratic reformism in the Federal Republic of Germany 
(see Pöhler and Peter 1982; Peter 2003).

5. Which traditional Marxism had attempted to address under the somewhat 
obsolete category of ‘consciousness’, with a first high point in György 
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Lukacs’s theory of ‘imputed consciousness’ (see the overview in 
Milner 2019).

6. Who then had a hard time combating the reductionism of the ‘Young 
Ones’ in his letters of the 1890s (see Wolf 2009).

7. The promotion of these notes to ‘theses’ by Engels is part of a problematic 
history of reception (see Wolf 2006).

8. See Labica (1984, 1998).
9. This was exemplified by Plekhanov—and not overcome by Lenin’s mainly 

political criticism of his kind of Marxism. On the contrary, this tendency 
strongly helped to shape the Stalinist tendency Hilferding was con-
fronted with.

10. In the following text, all quotations from Hilferding’s essay ‘Das histo-
rische Problem’—in my own translation—will be referred to by simple 
page numbers in brackets. The edition by Cora Stephan—see <https://
www.cora- stephan.de/home/>—seems to be trustworthy, even though 
the entire book seems to deserve the distancing note formulated by 
Hilferding’s heir on the last page (p. 336), with an almost non-sensical 
title, affirming the incompatibility of theory and practice, and mentioning 
Hilferding’s name only in the subtitle, and with some dubious commen-
tary by Stephan who has no understanding at all for Hilferding’s claims to 
scientific analysis, nor for his notion of Marxist social democratic politics.

11. In the United States, the beginnings of ‘political science’ in the ‘progres-
sive era’ can be analysed as an alternative and parallel development which 
was to become hegemonic in the course of the twentieth century, whereas 
in France the current of ‘institutionalism’, as elaborated by Maurice 
Hauriou, should be seen as another parallel development.

12. For a deeper discussion, see, for example, Jossa (2018).
13. In this sense, Stephan’s proposal to read this last text by Hilferding as an 

exercise in self-critique (p. 297) is justified.
14. A helpful analytical summary of an old debate can be found, for example, 

in Sherman (1981).
15. The degree to which Weber’s radically subjective approach has left readers 

puzzled can be gauged by comparing the readings of his epistemology by 
Kolko (1959) and Wolin (1981). Still helpful for getting a clearer perspec-
tive is a systematic comparison of the theories of ‘modern society’ as elabo-
rated by Marx and Engels and realised within West-Berlin Marxism, see 
Bader et  al. (1976). A rather dazzling complexity of the much needed 
debate has been constructed by Greisman and Ritzer (1981).

16. As it was classically discussed by Engels as early as in 1887 (https://marx-
ists.catbull.com/archive/marx/works/1887/role- force/ch01.htm)—
with a misleading translation of ‘Gewalt’ by ‘force’ instead of violence in 
the very title.
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17. As discussed by Althusser (1971, pp. 11 ff).
18. Horkheimer and Adorno’s sketch of the dialectic of enlightenment origi-

nates in the same ‘night of the century’—and likewise fails to directly 
address, let alone overcome, the historical crisis of Marxism.

19. As was realised, to my mind, by Balibar and Wallerstein (1991).
20. See Albo and Jenson (1989).
21. I have not been able to identify the specific debate Hilferding was referring 

to here. The term is still actively in use today. For a historical background 
overview, see O’Brien and Clesse (2002).

22. https://www.marxists.org/archive/marx/works/1859/critique- pol- 
economy/preface.htm

23. This even became the ratio essendi of a specialised journal: ‘Capitalistate’, 
published in the 1980s—and now apparently vanished from all libraries 
and catalogues.

24. It seems that he even refused to take notice of the ‘Grundlagenstreit’ 
between radically different approaches to psychology as a science that has 
been ravaging the emerging discipline since the end of the nineteenth cen-
tury (see the more recent examples of Holzkamp 1972 and 1973; Gröben 
and Westmeyer 1981).

25. See the recent overview in Milner (2019).
26. See Lukács 1923; cf. the comprehensive study by Bewes and Hall (2011).
27. He quite convincingly proposes to distinguish between Marx’s reconstruc-

tion of the fundamental classes of modern bourgeois society (incomplete in 
Capital) and Marx’s exercises in class analysis in his later political writings 
(p. 322).
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