REFORMING CAPITALISM:

principles & steps for transformation

Credit crunch, global economic crisis, meltdown or the end of capitalism as we know it! Take your pick – it doesn’t look good.

If I told you a year or so ago that your local taxes and maybe your savings as well would be lost in Iceland and that hundreds of billions of pounds of your central taxes would be used to bail out the banks that have been squeezing you for years with unreasonable interest rates on overdrafts/loans and other charges you would think I was mad!

Yet here we all are!  And what are we going to do about it?  Well there may be solutions, but you better be prepared to listen and to think, because they may not be what you would expect…

Capitalism today:

The film ‘Wall Street’ captures the essence of capitalism as it has worked out from its inception by Adam Smith in 1776 to today’s modern global economy.  Here is how Gordon Gekko, an infamously wealthy stock broker, describes his understanding of capitalism.  His protégé, Bud, has just discovered that he has been double-crossed by Gekko:
Bud:  ‘So tell me Gordon, when does it all end?  …..   How much is enough?’

Gekko: ‘It’s not a question of enough kid, it’s a zero sum game: somebody wins, somebody loses.  Money itself isn’t lost or made, its simply transferred from one perception to another, like magic!  Like this painting I bought 10 years ago for $60,000, I could sell today for $600,000. The illusion has become real and the more real it becomes the more desperate they want it: capitalism at its finest!’

Bud: ‘How much is enough Gordon?’

Gekko:  ‘The richest 1% of this country [USA] owns half our country’s wealth: 5 trillion dollars.  1/3 comes from hard work, 2/3’s from inheritance, interest on interest accumulating to widows and idiot’s sons, and what I do: stock and real estate speculation.  Its bullshit!!  You got 90% of the American public out there with little or no net worth.  I - create nothing - I own!  We make the rules pal: the news, war, peace, famine, upheaval, the price you pay for a paper clip.  We pick that rabbit out of a hat whilst everyone else sits there wondering how the hell we did it.  Now you’re not naïve enough to think we’re living in a democracy are you Buddy?  It’s the free market – and you’re part of it.  Yeah, you got that killer instinct!  Stick around pal, I still got a lot to teach ya!’

Now the banks are failing, ordinary people are losing their savings, UK’s local taxes have been lost, the ‘rich’ are strangely quite about their ‘savings’ and assets but everyone knows something major is happening and the government’s remedies are not really working.  But do we want to make the kind of shift required to make a real difference?  If the answer is yes… read on!
Principles:

Three fundamental principles could provide the basis for the transformation of capitalism from that based upon ‘winners and losers’ (leading rapidly towards total collapse) to a ‘fair’ playing field (or justice, equity and sustainability).   Firstly, irrespective of anything else, environmental protection based upon values such as the Precautionary Principle needs to be incorporated into law in order to be more effective at protecting the environment.  Secondly land reform requires attention in order to reward effort rather than ownership, which can be attained through a shift in taxation.  Thirdly monetary reform is essential.  The reasons for which will be explained below.
Laws to protect the environment can in principle be implemented at any time at all levels – international, national and local.  But when it comes to land reform (which involves a shift in taxation) and the money supply, like the chicken and the egg, which comes first?  Land or monetary reform?  
In answer to this question the Biblical understanding of the relationship between land and money is useful.  The Jubilee was a reflection of a 49 year cycle in which it was advised that the land should be returned to the original families (or owners) every 49 years and debts  forgiven every 7 years.  As it says in the Lord’s prayer (St James Bible):  ‘Our father which art in heaven…. forgive us our debts, as we forgive others….’  Also from the Bible ‘thou shalt not lend upon usury’.  It is no coincidence that it was with the moneylenders that Jesus got so very angry.  The nature of privately provided debt based money claiming interest (currently 97% of the UK’s money supply) means that the economy has to continually grow in order to pay the interest, and this interest is paid to private banks.    However there is another way to provide the money supply through a public agency which would negate the need for such unhealthy growth, which is explained by other commentators (see Money Reform Party –  www.moneyreformparty.org.uk – ‘The Credit Crunch Explained’, ’The Solution to the 21st Century’  & DVD ‘Money as Debt’ for example).   Outright ownership of land & natural resources drives the surplus wealth derived from benefits of natural resources and community created values into private hands, and the more wealth they have the more land/natural resources they can obtain, and so it goes on.  So, it is clear from this that land is of more fundamental importance, yet the problem of privately provided debt based money requires addressing more often, since the build up of interest claimed on money debt is mathematical not physical (see below) and therefore no ‘effort’ is involved, and it occurs swiftly.
This Biblical understanding does seem to fit with the modern situation and it implies that the land issue needs to be understood as fundamental since there is only one planet Earth to live on and the resources, inert and living, are limited to various degrees, whether they are finite (like land itself & resources such as oil) or renewable (like wood).  Moreover it needs to be cared for.   Claimed ownership to land areas which includes agricultural land, developed & development land (for housing etc), mineral deposits, water ways etc currently drives the surplus value (which swiftly overtakes any purchase price paid for such land) into the hands of those owners, and in so doing denies it to others.  Land tenure, however, is an important necessity for any kind of human activity, and is not in question here.  However the distribution of the wealth derived from the finite and ‘free’ gifts of nature is a different matter and the nature of this distribution will determine whether a society is just and equitable or unfair and conducive to human vice.  In other words the ‘shared’ nature of the Earth’s resources needs to be understood – and accepted (at least by a ‘critical mass’).  

The present ‘credit crunch’, which some are calling a ‘meltdown’, has been triggered due to problems ensuing from a money supply mainly provided through privately created debt (in the UK 97% as mentioned) with the associated claim to interest by banks.  Even in spite of the deregulations which seem to have led to banks greedily seeking and subsequently hiding ‘toxic sludge’ (sub-prime debts), it has come as no great surprise to those that understand both the land and money issues, since something would have failed at some point anyway.  
Hence the modern money supply system needs radical reform in order for the community to benefit, not just private banks.  As Herman Daly puts it (in Beyond Growth, 1996):
‘The fundamental error of economics is the confusion of wealth, a magnitude with an irreducible physical dimension, with debt, a purely mathematical or imaginary quantity.  The positive physical quantity, two pigs, represents wealth and can be seen and touched.  But minus two pigs, debt, is an imaginary magnitude with no physical dimension.’
He goes on to say:  ‘The ruling passion of our age is to convert wealth into debt in order to derive a permanent future income from it – to convert wealth that perishes into debt that endures, debt that does not rot, costs nothing to maintain, and brings in perennial interest.’
Also from Daley’s book:   ‘…In the abstract, it is absurd and monstrous for society to pay the commercial banking system ‘interest’ for multiplying several fold the quantity of medium of exchange when (a) a public agency could do it at negligible cost, (b) there is no sense in having it done at all, since the effect is simply to raise the price level, and (c) important evils result, notably the frightful instability of the whole economic system.’ [Knight].
It is clear therefore that both land reform (through a shift in taxation – see below) and monetary reform are necessary if justice, equity and sustainability are to be our aims, yet it is helpful to also understand the relationship between the two.  If monetary reform is undertaken ignoring the land issue it will not prevent wealth being driven into the hands of private owners of land and natural resources, and if land/tax reform were implemented without monetary reform banks may still make an illegitimate claim to unreasonable rates of interest.
The theory of capitalism:

At this point it may be worth revisiting the fundamental basis of capitalist economics. This was initiated by Adam Smith in 1776 (The Wealth of Nations) and developed by other classical economists, such as Ricardo and Mill.   Capitalism concerns wealth creation through the division of the ‘factors of production’ into land/natural resources, labour and capital (wealth used to create more wealth), with the associated division of the product – wealth (ie goods & services) – as rent from land/natural resources, wages for labour and capital due a ‘return’.   At the time (unquestioned by Smith) owners of land & natural resources simply received the ‘rent’ (today ‘super-profits’ include this ‘rent’ since accounting methods do not separate them) and the owners of capital received a ‘return to capital’ so that wages were driven down to ‘the least a man will accept and consent to reproduce’ (an extremely limited version of what would naturally be a ‘full’ reward for effort)   Land being of different qualities naturally yields annually different amounts of ‘rent’, dependent not upon the labour applied but on the fertility of the soil or surrounding community (depending upon what the land is used for – agriculture or commerce).   Hence some owners receive more income than others and those that don’t own receive nothing.  Capital, forming the basis of our current system – capitalism – was afforded a greater emphasis than seems reasonable.  Capital is ‘wealth used to create more wealth’ and it was claimed by the classical economists that it is ‘due a return’ based on the ‘risk’ of ‘saving’ wealth to use it for further production (yet those that had capital to ‘save’ and use for further production were those that collected the ‘rent’ from ownership of land and natural resources).  This claim can be refuted since capital requires maintenance but does not take part in the production of wealth in a manner which would justify a claim to a ‘return’.  It may make production more efficient and in that respect produces its own reward (or ‘return’).  Furthermore it is this claim in capitalist theory which may have helped to lead to the current claim by banks to interest on money loans (debt based money) when debt is not even wealth used to create more wealth but merely a mathematical facility.
Henry George writing in 1889 (Progress & Poverty) understood the nature of the capitalist system and suggested a radical shift in distribution in practice – that ‘rent’ should be used as a source for public revenue (today rather than taxing labour and production).  Labour then would receive not a ‘minimum’ but the full reward for effort, since it would be relieved of the burden of taxation.  In principle this could provide the basis for a just and equitable economic system.  It would require that people understood with a genuine open heart that everyone is entitled to the same or similar access to the free gifts of nature (the human birth-right) in principle.  Henry George provided a theory which can be drawn on and developed to put such ideals into practice and this can be done through Land Value Taxation (LVT).  There are systems available that could set about this reform right away.  This is not a communist approach.  The communist governments by contrast took over ownership of all resources and then paid wages.  There was no balance between the individual and the state. It is said that power corrupts and it seems that communism failed relatively quickly due to the corruption that ensued from a flawed and unbalanced system.  Under reformed capitalism (using say Land Value Taxation to capture some of the ‘rent’ for the community) there is still a balance between the individual and the state, as there is to an extent under present capitalism, but that balance has swayed heavily towards private interests, particularly large corporations & banks, as is graphically illustrated in the recent words of Henry Waxman (Chairman, US Committee on Oversight and Government Reform) speaking about the current financial crisis and the failures of regulators ‘Over and over again, ideology trumped governance. Our regulators became enablers rather than enforcers. Their trust in the wisdom of the markets was infinite. The mantra became: government regulation is wrong and the market is infallible.’  It is becoming increasingly apparent that the market requires both reformed principles and regulation.
Redistribution of wealth:

The premise for redistribution of wealth based on the aims of justice, equity and sustainability is to shift the division of wealth in terms of its recipients.  So that:
1. Rent/super-profits: shift from private to public = source for public revenue (taxation).  Taxation applied in order to reward effort rather than ownership (of land and natural resources).  Shift from taxation on employment (PAYE & NI) & production (including VAT & normal profits) to (currently) super-profits or ‘rent’ (in the longer term).  ‘Rent’ (or some of it), today included in super-profits, instead of going into the hands of private owners of land and natural resources would go to the public purse (public revenue) which would also be much easier to collect locally so local areas would not be drained of their income – which occurs through employment taxes etc going directly to central government under current taxation. 
2. Capital, money loans & credit: require maintenance &/or service charge, but not ‘usurious’ interest rates.  Shift from privately created debt based money claiming interest to publicly created money supply (legal tender) and trust based credit (based upon time requirement for enterprise to become established & develop) at negligible cost.   Capital, as wealth used to create more wealth, rather than being due a ‘return’ only requires maintenance.  The cost of maintenance is derived from the ‘normal’ profits of a business enterprise.  Capital understood today as (privately created) money loans (ie debt issued by private banks) used to set up and develop a business enterprise, requires a different understanding - the notion of credit as opposed to debt.  Credit is fundamentally based upon trust and the fact that there is a lead in time from starting the production process to receiving the proceeds of sales in an economic activity.   Credit becomes part of the process of production.  It is useful but not ultimately essential (since human effort applied to natural resources can produce a result without loans or capital) and claims to unreasonable rates of interest have no justification in either theory or practice for either credit or money as debt.   The so-called ‘risk’ factor is mainly a result of the current system’s need for growth due to the interest charges themselves which leads to some firms constantly going out of production. 
3. Wages:  from minimum to full reward for effort or rise to what the employer is prepared to pay and self employment much more of an option.  Wages for labour freed of taxation would rise to the most an employer is prepared to pay (but this would not be inflationary since inflation would be driven out of the system through the reforms/redistribution wealth).   Furthermore, currently capital investment is offset against taxation whereas (including employment & indirect taxes) an employer must pay approximately double the nett pay in taxes for any employee before breakeven.  This means that with such a shift labour would be so much cheaper, the incentive to capitalise would diminish.  Since capital intensive activities are mainly the cause of environmental degradation and pollution this would lead to positive feedback for sustainability also.  Furthermore since both large and small businesses have to pay employment taxes before breakeven all firms would benefit.  Attempts to move super-profits abroad would have to be dealt with by government law (however, LVT benefits from any such shifts of revenue abroad being impossible).  Crucially also, conditions would allow people to chose between self-employment or employment by other firms.
Effects:
Under conditions where labour and small business is freed to a great extent from the burden of taxation and money/credit has lost its sting (unreasonable interest rates) people would be able to develop small businesses and more creative activities (music, art etc), instead of being forced to support the mass consumerism model.  Unemployment could become a thing of the past (as it should be) as free from taxation labour would be in great demand.  With full employment government costs would reduce significantly.  With secure economic conditions and foundations for freedom of expression in business etc banks would be falling over themselves to lend at low/negligible interest rates (since they only provide a mathematical input not a physical one it requires little work and therefore little return).  Corporations would also be falling over themselves to hire people paying a much fairer wage, as there would be an alternative – self-employment.  Furthermore families would be free to choose if both parents would work, in particular if mothers wished to take care of their children whilst maybe at the same time set up ‘family friendly’ enterprises the conditions would support that choice. 
Three steps to transformation:

All this requires change – not very radical change but certainly more change than the government and the rest of us are used to.  In order to prevent shocks to the system which could make things worse for everyone, this would have to be done in steps.

1 Shift taxation off employment - particularly the low paid - and onto super-profits.  Say from NI first since both employer and employee would benefit.  The number crunching would have to be done of course but the negative to positive spiral of effects needs to be taken into account here as the cheaper employment is the more people will be employed and therefore more taxes (and less benefits required for unemployed), so shifting off employment will not necessarily lead to less total receipts.
2 Shift money supply from private to public up to at least 50% each, as it was in the 1930’s, from currently 97% & 3% respectively, and keep going to 100% public incrementally (bank lending would have to be backed with legal tender).

3 Prepare the groundwork for implementation of a Land Value Tax in due course to take over from taxes on super-profits, which would not be subtle enough for the longer term.

Losers?

You would think there would be losers wouldn’t you?   Currently as described so vividly in the film Wall Street there are ‘winners and losers’ – in a ‘zero sum game’.   Yet moving out of a negative spiral into a positive one will mean that everyone will benefit.  Well almost everyone!  Only the most unreasonable claims to real wealth for no effort whatsoever will be eradicated.  In fact creativity would be encouraged whilst ostentatious, luxurious and sumptuous lifestyles which are not sustainable will have to diminish – but they know that anyway – it’s short lived, the lucky lotto mentality of the poor pitted against the vested interest and determined greed of the rich.  And its time the majority took control from the few.
Claims:
The present capitalist system is so full of unreasonable claims that it is bound to fail.  Not only tax on labour, but privatisation of ‘rent’ to owners of natural resources, privatisation of interest to banks.  These push the simple fact that all wealth has to be produced from human creativity and effort applied to the resources of the planet.  Our labour has to feed everyone and meet all the other needs as well.  When further claims from the city and shareholders – which (after the initial investment) are purely gambling with mathematical probabilities – are introduced, prices increase due to more demand for what is being produced.  It is simply not possible for those that really do the work to meet all the demands.  Capitalism as we know it has to fall – or be reformed – sometime.
A more beautiful song:
In his book ‘The post-corporate world’, David Korten describes the story of Orpheus who vanquished the deadly sirens by singing a more beautiful song.  He suggested that ‘a more beautiful song’ than capitalism is needed to provide a vision to aim towards.  So what would life be like under conditions of economic justice & equity and environmental sustainability?  Fairness and stability are the key here – a more even spread of wealth (income) & power, and the development of human potential as opposed to a consumerism led tread mill of existence based on the constant need for growth to feed the claims of ownership and interest etc.

If we consider an average family they require a home and work or an income.  Children need to be nurtured and educated and it is helpful if the extended family are not too distant and older generations may require looking after.   The quality of life everyone prefers is comfortable, yet not mundane, with opportunities for human development whether that be through creativity or spirituality or both, as well of course as to have some fun!    

Employment & self-employment:  wages free of taxation would encourage employment leading to competition for employees so that wages would rise to a level based upon healthy competition.  At the same time lower costs of setting up in business would encourage more people to be self-employed.   Capital investment would be more appropriately applied – when labour did not meet the need.   Creativity and variety would be encouraged in ordinary consumer goods as well as more sustainable processes, freed of the need for capital inputs.  

House prices:  would level out over time and become a more reasonable multiple of income (as they used to be) since speculation in land and real estate prices would diminish as Land Value Taxation would be charged on any locations with planning permission for some kind of use and tends to prevent land being held out of use pending a rise in the speculative value.  

Education:  with conditions conducive to new enterprises and labour free of taxation, the private education system could flourish and reduce the demand for public education.  This would reduce government expenditure at the same time as providing educational variety to suit the needs of modern society and raising the standard considerably.

Government expenditure:  could reduce due to less unemployment, private education, arguably better health due to improved conditions and reduced stress generally, reduced cost of tax collection, eradication of the national debt and shocks to the system such as the current financial crisis etc which all lead to stability.  The spiral of positive effects could be transformative in the socio-economy.

Human development/meaning:  The improved conditions and movement towards justice, equity and sustainability would support human development both in the realm of creativity and spirituality.

If not now then when?

The current crisis is a golden opportunity to make some (fairly) radical changes for the better.

Leonie Humphreys, November 2008
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