
Readable bites 

 

1. Do we believe in magic money trees? 
 
‘There isn’t a magic money tree’ scoffed Theresa May at the last election. ‘Labour 
spending plans will dangerously increase government debt’. 
 
‘Its investing money in the right way that matters’ responded Labour supporters, 
‘not how much we spend, but how wisely’.  
 
Labour politicians argued that productive investment is what the country needs, on a 
scale only governments can offer. Investing in major infrastructure projects (homes, 
railways, and green energy for example) leads to more and more employment as 
people in real jobs on fair wages spend money that is earned (not borrowed) on 
goods and services produced by more and more people who would otherwise be un 
or underemployed.  
 
‘No’ Tories respond ‘governments are hopeless at spending money wisely, 
entrepreneurs and business people competing in a market, rewarded for their 
success , bring a different energy, creativity and expertise. Government crowds out 
private sector investment because the price of money becomes unaffordably high. 
What’s more, the debt mountain incurred by such government borrowing is a 
burden that will continue to be bore by our children’s children. This is irresponsible’. 
 
Who to believe? 
Exactly similar arguments have been taking place since the 1600s and the beginnings 
of the banking system. They have their root in very different beliefs about what 
money is, how it works, and what part banks and bankers play in this. If we want to 
know who to believe when we’re choosing who to vote for we need to understand 
the history of those arguments. 
 
The founders of the Bank of England (in 1694) were responding to the frustration  
and envy of English merchants as they watched their Dutch counterparts able to 
borrow money cheaply (much more cheaply than the rate charged by English money 
lenders) and invest it in productive activities. They saw Dutch traders invest in the 
ships and arms needed to exploit countries around the globe, increasing the wealth 
and prestige of their country as well as themselves. English traders not only wished 
to do the same, but also invest in the emerging possibilities of the Industrial 
Revolution.  
 
In other words: the Bank of England was set up in order to lend money cheaply (i.e. 
at a low rate of interest) for productive investment, thus increasing the overall 
wealth  of the country (its capacity to produce goods and services for the benefit of 
all) as well as of the merchants themselves. Its establishment was as important to 
the Industrial Revolution as the invention of steam locomotion. 
 



Others have seen the role of banks rather differently. David Ricardo, 120 years later, 
(a financier now most well-known for his ‘gains of trade’ argument), argued that it is 
not banks who set the interest rate for loans, but a competitive market in money. 
Banks were essential intermediaries between the different market players, 
borrowers and lenders, but they implemented interest rates set by that market, not 
by themselves. 
 
In these two arguments we see two very different beliefs about what money is.  
 
One: that it is a finite resource. A resource that is transferred from one person to 
another, so that if one person is to have more money another has to have less. A 
resource that can only grow by people finding novel ways of mixing labour and 
capital and carbon (this combination being what the Industrial Revolution was all 
about).  
If this is what money is, then the role of the banks is to be the intermediary between 
people who have money and those who have a project that needs money.  
The expertise in finding and putting suitable lenders together with borrowers who 
could make their money grow justifies a significant bankers fee (decided by the 
bankers), in addition to the interest rate that is set by the market.  
 
‘Ah’, others argue, ‘but bankers have never relied entirely on finding savers before 
making loans to borrowers. Money is not a finite resource’. 
Indeed, banks have always issued credit based on an assessment of the overall risks 
of all the projects they were financing. In other words they have extended credit 
based on their confidence in the scheme they are lending to. Thus, in this second 
viewpoint, there is not a market, and the interest rate is not set by one. It is set by 
the banker after their assessment of its risk, reward and benefits, at a level that 
enables the enterprise to succeed.  
 
So, is money a tangible, finite commodity for which there is a market? Or is it 
something very different, not finite and tangible, but a set of records existing largely 
in our heads, on paper in ledgers, in cyberspace?  
Or, in other words, are amounts of money the results of people doing business, or 
are they the necessary means by which business can be done.  
 
If it is the former (the result of business being done) then there are valid arguments 
for markets to be allowed to run as efficiently as possible, focusing only on trade 
being as smooth and easy as it can be. Here, any resulting undesirable effects 
(poverty, inequality, ill health, differences in life expectancy, ...) should be met 
through charitable or government means.  
 
If it is the latter (not the result of  business being done but the means by which this 
happens), the State has a vital role to play in ensuring that money is used for the 
benefit of society as a whole and not only in the interests of some parts of it. Here 
society as a whole, through active involvement of its government, finds ways of 
enhancing the economy by ensuring investments not only yield profits for the 
owners but achieve other socially useful things like fulfilling, well paid work for 



employees, training for apprentices so that the skill base of the country is 
maintained and enhanced etc.  
 
And these are the different beliefs behind ‘no magic money tree’ and ‘its where you 
invest it that matters’. For us to support one of those arguments or the other we 
really do need to be clear about what we believe about the very nature of money. 
Economists are divided on this, and have been for centuries, so we can’t look to 
them, we have to make up our own minds.  
 
 
Read more about this here: 

Ann Pettifor: The Production of Money 
Richard Murphy: The Joy of Tax 
Marianna Mazzucato and Michael Jacobs: Rethinking Capitalism 

             Mark Blyth: Austerity - History of a dangerous idea. 
 
 
 
 

2. Is government debt a problem? 
 

While ignoring many other statistics relating to our economy and society 
newspapers and journalists frequently cite figures about national debt and often 
accompany those with statements of concern about this being a ‘burden on future 
generations’. Margaret Thatcher’s comparison of a government with a housewife 
and the importance of balancing a budget are often not far behind. 
 
But is government debt a problem? Does it have to be? Are there times and 
situations when it is valuable and others when it is damaging? 
 
After all, debt is an arrangement between lenders and borrowers, for every level of 
debt there must be an equal level of loans. Is it a problem if more people want to 
lend money to the government? Perhaps we need to think about this side of the 
equation: who does this lending and why?  
 
Typically people lend money for one of two reasons: 1. to place their savings 
somewhere safe where they can accrue modest interest and at least hold their value 
until they are needed, or 2. To speculate, to use their money in order to make more 
money, taking greater risks than the first group in the hope of greater rewards.  
 
The savings and pensions industry therefore depends on sufficient amounts of safe, 
low risk debt being available, alongside higher risk ventures in the corporate sector, 
to be able to offer portfolios meeting a range of appetites for risk. Government 
bonds are therefore popular and indeed are a necessary part of any sound monetary 
system.  
 



Thus government debt needn’t be seen as a burden on our children as much as a 
service to us all.  
 
But suppose the government is profligate with the money it raises in this way? And 
doesn’t too much government spending lead to inflation?  
 
Certainly what the government spends this money on matters.  
 
Governments can, for example, invest in the Research and Development that will 
lead to the technological developments over the next 30-50 years that will not only 
power our economy but help us deal with societal problems such as climate change. 
And no, they will not crowd out private sector investment: these are areas and 
issues that only governments can tackle, as they need a longer time horizon than 
industry can countenance, and carry a level of risk that companies cannot. This is 
because government risk is shared by all taxpayers over several generations.  
 
Money spent in this way is not only valuable but essential – and investments through 
the ‘40s, ‘50s and ‘60s have led to the transformational information and electronic 
technologies we are seeing today. The private sector have been an important part of 
this too of course, but they came on board much later in the day, and in many cases, 
with early government support.  
 
Let’s say that again: without large-scale government funding our current information  
technology revolution could not have happened. Only governments can invest with 
the scale, long-term horizon, and concern for society that yields benefits at the scale 
needed. 
 
Similarly government spending on education and social services that enable 
everyone to contribute their full potential to society is an excellent investment if we 
care about a harmonious, safe, societies in which people live life to the full.  
 
What are the reasons that people object to government spending? The fear often 
expressed is of inflation. So in what circumstances  does inflation occur?  
If there is an imbalance between  

• the money available to invest or spend and  

• worthwhile projects to invest in and goods to buy that enrich our lives.  
Then spenders compete with each other for those available and prices rise with no 
underlying increase in value.  
 
So governments do need to issue debt judiciously. 
 
But governments are not the only issuers of debt: banks issue far more than 
governments do. In the years preceding the GFC (Great Financial Crash of 2007/8) 
some banks were especially predatory lenders, seducing borrowers into taking out 
loans they could not sustain on assets whose prices were bid up by this lending 
spree. Governments therefore have another role: in sensitively setting the rules 
under which banks can lend.  



 
So the government has a number of roles in relation to debt: 

• Ensuring it is investing in R and D today to solve the problems of tomorrow 
and in the process offering safe, steady investments for pensions etc 

• Ensuring credit is available, for productive investment at cheap rates, from 
the financial sector, to businesses and enterprises that are credit worthy 

• Policing the banks (including the shadow banks) to prevent their hunger for 
profit from diminishing national productivity. 

 
In other words debt is a government responsibility, or we could say that ‘debt is a 
government problem’. If it is taking its responsibilities seriously what we cannot 
say is that ‘government debt is a problem’.  
 
 
Further reading: 

Marianna Mazzucato: The Entrepreneurial State 
Marianna Mazzucato and Michael Jacobs: Rethinking Capitalism 
....... 
....... 
 
 

3. Who looks after the health of our money??? 
 

No, not how much of it we have, but whether money is able to do what we need it 
to do. Is our system of money delivering what it needs to? And who is responsible for 
ensuring it does? 
 
To be able to answer that we first need to consider what we, as a society, need 
money for: what can we do, now that money exists, that we couldn’t do before it 
did? 
 
Most obviously it enables us to easily buy and sell things and to be paid for our 
labour. It’s a myth that money replaced a system of bartering (there’s no historical 
evidence that barter, the simultaneous exchange of goods or services ever took 
place), but it did supercede a system based on promises – from which the term 
‘credit’ derives. So one of its roles today is as a ‘medium of exchange’.  
 
That’s an important role but not its only one, what were the others? 
 
We all work for some of our lives but not all. In childhood, sickness and old age we 
rely on money we (or our parents) have put by in times when we earned more than 
we spent. Our money therefore needs to be kept safe for quite long periods of time 
when we’re not using it. One of the functions of money is there described as a ‘store 
of value’.  
 
We can see a third role for money when we observe that, as the Industrial 
Revolution took place, projects emerged that required upfront investment for longer 



term (not always predictable) returns. This offers people who have money they are 
not using the opportunity to lend it to others in the hope of generating more of it. 
We can call this its speculation role 
 
A system of money that fulfilled these three roles emerged first in Florence in the 
1400s, spread to Holland, and came to the UK with the ‘Glorious Revolution’ of 1688. 
This new system, manifest in the establishment of the Bank of England in 1694, was 
a major contributor to English global supremacy in the two centuries that followed, a 
major cause of the Industrial Revolution and British Imperialism.  
 
So a country’s money system needs to fulfill these important three roles.  
Who is best placed to oversee such a system? A nation’s government? A nation’s 
central bank? The commercial banking system? A mixture of all three? What sort of 
decisions need to be taken? What sort of information would decision makers need 
and seek? 
 
If there is more money in circulation than there are goods to buy or productive 
projects to invest in, then inflation results. i.e. people effectively bid up the price of 
things without the underlying value rising. This hurts those on fixed incomes 
(although not anyone else), for them money has become an unreliable store of 
value. In times of hyper inflation its role as a store of value disappears altogether. 
 
So governments and banks making decisions about investments need to assess the 
capacity of the economy to absorb additional revenues, as well as the likely financial 
return on those investments and other benefits such as jobs, and goods and services 
that add value to people’s lives.  
 
Almost all governments are concerned about inflation and have made controlling 
this the mandate of their central bank, even though there are respectable arguments 
that at levels up to approx. 20% little damage is caused and that can be remedied by 
other government policies.  And given that money is only useful when it is working, 
(when it is being exchanged for goods and services, being invested in sound long 
term projects that guard its value against inflation, or being invested in projects 
which are riskier and need to offer higher returns to attract the funds they need) we 
can see that it may be wiser to err on the side of putting a little too much money 
into the economy than too little.  
 
We also need to remember that one person’s saving (investment in a safe financial 
vehicle) is another’s borrowing. So when we say that the government is borrowing 
too much money we are also saying that ‘too many’ people are investing in 
government enterprises by buying government bonds. Why would people do that? 
Because they are looking for safe, sustainable, returns on their money. To be 
confident of this they need to see a government investing in a wide range of long 
term projects which will increase the wealth and wellbeing of the country in ways 
that only government can: spreading the risk over a wider range of projects, and 
borne by the whole tax payers base. If people don’t have access to this kind of 
investment they will fuel asset price booms by investing in things like property or 



gold. So if its nonsense to say that too many people want to lend to the State its 
equally nonsensical to say that the government is borrowing too much money. There 
is never an issue about how much is being borrowed – only about what it is being 
invested in.  
 
To be effective, lending needs to be tightly controlled and cheap. Tightly controlled: 
only lent for projects that can yield results valued by society, i.e. for high quality 
investment and not for day to day spending. Cheap: at interest rates low enough for 
people with high quality projects to be able to bring them into being.  
 
If we look at our system of credit today, we see that credit is urged upon all of us, in 
every department store we visit, in TV ads, approaches from banks etc. In the words 
of Prof Tim Jackson  we are being actively encouraged to ‘spend money we don't  
have, on things we don’t need, to create impressions that don’t last, on people we 
don’t care about’. And as we do so we contribute to asset price booms that pit 
sections of society against each other as some benefit from rising prices and others 
lose all hope of the basics of a good life. 
 
This is a money system that is not run for the benefit of the country as a whole but 
that of its financial sector. The two global financial crashes of the 20th century both 
took place when governments left the financial system too much freedom and it 
looked after its own interests rather than that of the country. Without destroying 
the valuable and value creating work of banks we need governments to reassert 
their own proper role, a role that includes: 

• insisting that credit is tightly controlled and cheap,  

• ensuring that between the government, their central bank and commercial 
banks, savers  are offered a full range of investment  opportunities at 
different levels of risk and return.  

• making inflation only one of a number of targets for their Central bank, along 
with others that together enable a vibrant, supportive community of savers, 
borrowers, investors; employers, workers, pensioners; in other words that 
considers and supports ALL parts of a flourishing economy. 

 
As we do this we must celebrate the ability of businesses and banks to achieve 
whatever targets they are set. Currently in the UK their only target is looking after 
shareholders and they are doing this excellently. It happens to be at the expense of 
everyone else, but if that is the goal they have been set we cannot blame them but 
the goal setters for that. If businesses in the Anglosphere  are currently failing to 
meet the needs of our societies it is because governments are failing to require of 
them their proper role in a healthy money system. 
 
There are all sorts of other things we could ask of them, for example: 

• reducing carbon emissions 

• increasing employment  

• ensuring rates of pay at or above a meaningful living wage  

•  increasing skills levels 

• increasing genuine productivity 



• reducing inequality. 
They would undoubtedly achieve these creatively and determinedly, they certainly 
have the skills and energy to do so. And then both they and the government would 
be playing their own critical part in ensuring the health of our money system. 
 
Further  reading: 
Tim Jackson: Prosperity without growth 
Ann Pettifor: The production of money 
Kate Raworth: Doughnut economics  
Marianna Mazzucato and Michael Jacobs: Rethinking Capitalism 
David Graeber: Debt- The first 5000 years 


