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Chapter 29: Banking Capital’s Component Parts 
I  The components of banking capital (I)1

Banking capital consist of (1) cash, in the form of gold or notes; and (2) securities; in turn further divided into bills 
of exchange (‘commercial paper’

 

2) and other securities (government bonds, treasury bills, stocks of all kinds, 
mortgages – ‘in short interest-bearing paper’3

Banking capital may also be conceived of being divided into the banker’s own capital, and depositors’ deposits 
(i.e. other people’s capital).

). 
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II  Interest-bearing capital and the apparent conversion of incomes into capital-value incomes 

Given the existence of interest-bearing capital in general, ‘any definite and regular monetary revenue appear[s] as 
the interest on a capital, whether it actually derives from a capital or not.’5

Imagine an average rate of interest of 5 % . £500, transformed into interest-bearing capital, would bring in an 
annual £25. Hence every fixed annual income of £25 can be seen as the interest on a capital of £500. This is of 
course in most cases illusory. 

 

Take the following case. The state borrows money, for which it pays its creditors interest (interest which comes 
out of taxation). But then the state spends the money, which means that the creditor cannot reclaim her money. 
She is left with (1) a promissory note issued by the state; (2) the claim, which the note represents, on the state’s 
annual tax revenue (to a certain proportion of taxation); (3) the right to sell this note. This she should be able to 
do, for the note’s value (the sum lent), if the rate of interest received from the state is the same as the general 
rate of interest, since for the buyer of the note it is the same to receive the interest on the note as it is to lend the 
her money at interest. But if we see the return on the note as a return on capital, the capital, having been spent, 
no longer exits. It is fictitious: 

[T]he capital from which the state’s payment is taken as deriving, as interest, is illusory and fictitious. It is not 
only that the sum that was lent to the state no longer has any kind of existence. It was never designed to be 
spent as capital, to be invested, and yet only by being invested as capital could it have been made into a self-
maintaining value. As far as the original creditor […] is  concerned, the share of the annual taxation he 
receives represents interest on his capital, just as does the share of the wealth of the spendthrift that accrues 
to the money-lender, but in neither case has the sum of money lent been laid out as capital. The possibility of 
selling the state’s promissory note represents […] [a] potential return of […] [the] principal. As far […] [the 
buyer of the note] is concerned, from his own private standpoint his capital is then invested as interest-
bearing capital. In actual fact, he has simply […] bought […] [a] claim on the state. No matter how these 
transactions are multiplied, the capital of the national debt remains purely fictitious, and the moment these 
promissory notes become unsaleable, the illusion of this capital disappears.6

This formation of fictitious capital Marx calls ‘capitalisation’, by which he means the conversion, either in fact or 
appearance, of a revenue into the income on a capital value. 

 

                                                 
1 Where I insert my own subheads they appear, as here, in sans serif type. 
2 Karl Marx, Capital volume 3 (Harmondsworth, 1981) [hereafter C3], p. 594. 
3 C3, p. 594. 
4 ‘It is clear enough that the actual components of banker’s capital – money, bills of exchange and interest-bearing paper – 
are not affected by whether these various elements represent his own capital, or deposits, the capital of other people. The 
subdivisions remain the same whether he pursues his business simply with his own capital or whether he conducts it 
entirely with capital which has been deposited with him.’ C3, pp. 594-5. 
5 C3, p. 595 (italicisation added). 
6 C3, pp. 595-6 (italicisation added). 
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In this way, through ‘capitalisation’, any regular income can be imagined as the interest on an imaginary sum of 
capital: an annual income of £100, with a prevailing rate of interest of 5 % , can be taken as the interest on a 
capital value of £2,000. The ownership of the title of this income may of course be bought and sold, and, for the 
buyer, does indeed represent the conversion of the capital invested into interest. ‘In this way, all connection with 
the actual process of capital valorisation is lost, [...] confirming the notion that capital is automatically valorised 
by its own powers.’7

 

 

III  The illusory nature of capital-value revenues 

In the case of the claim on future tax revenue (government debt), we saw that the return was a return on capital 
that does not exist. But even when the capital does exist, the capital value of the security in question is still 
illusory. When companies issue shares, these shares represent real capital, either capital invested and functioning, 
or the money advanced by the shareholders to be spent as capital. But, argues Marx, ‘the capital does not exist 
twice over, once as the capital value of the ownership titles, the shares, and then again as the capital actually 
invested or to be invested in the enterprises in question. It exists only in the latter form, and the share is nothing 
but an ownership title, pro rata, to the surplus-value which this capital is to realise.’8

 

 

IV  The market value of interest-bearing securities 

Trade in financial claims of this type turns them into commodities. What then determines their ‘market value’ 
(i.e. their price) as commodities? 

First, with regard to the income they generate: ‘[i]f the nominal value of a share, i.e. the sum advanced which the 
share originally represents, is £100, and the enterprise yields 10 per cent instead of 5 per cent, its market value 
rises, other circumstances being equal, since, when capitalised at 5 per cent, it now represents a fictitious capital 
of £200. Someone who buys it for £200 gets a revenue of 5 per cent on his capital investment.’9

In the case in which the valorisation (i.e. rate of return) on the capital is constant, or in cases where there is no 
capital (the case of national debt, in which the yield is fixed by law), the market value of securities rises and falls 
in inverse proportion to the rate of interest. ‘If the interest rate rises from 5 per cent to 10 per cent, a security 
that ensures a yield of £5 now represents a capital of only £50. If the interest rate falls to 2 per cent, the same 
security represents a capital of £200. Its value is always [...] the capitalised yield, i.e. the yield as reckoned on an 
illusory capital at the existing rate of interest.’

 The opposite is 
also true. 

10

In addition, the market value of securities also depends on the forces of supply and demand in the securities 
market. 

 

In a monetary crisis, the price of securities will fall, (1) because interest rates rise, and, (2), because they are put 
up for sale in greater than normal quantities. Once the crisis has passed, all else being equal, the price is 
stabilised. This ‘depreciation in a crisis is a powerful means of centralising money wealth.’11

What these securities represent is ‘accumulated claims, legal titles, to future production.’

 
12

                                                 
7 C3, p. 597. 

 Either their capital 
value does not represent capital at all (in the case of state debt, for example), or it is determined independently 
of the real capital value they represent. Insofar as interest-bearing capital exists in this form, its accumulation 
represents the accumulation of the market price of these claims, i.e. of their illusory capital value. 

8 And which of course might not in fact be realised. 
9 C3, p. 598. 
10 C3, p. 598 (italicisation added). 
11 C3, p. 599. 
12 C3, p. 599. 
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V  The components of banking capital (II) 

One part of banking capital consists of interest-bearing securities, which function as reserve capital and do not 
enter into the banking business proper. 

The most important part of banking capital consists of bills of exchange – ‘promises to pay’ sold by industrial 
capitalists or merchants. For the buyer, these bills are interest-bearing paper: on purchase, interest is deducted 
from the face value of the bill for the period until their due date (‘discounting’), a deduction which depends on 
the obtaining rate of interest. 

The remaining part of banking capital consists of the money reserve in the form of gold or notes. This reserve 
fund expresses the average composition of hoarded money: a part of it thus consists of paper, ‘mere drafts on 
gold’, which have no value of their own.  

Thus, the greater part of banking capital is purely fictitious, consisting of claims on future payment (bills of 
exchange) and shares (drafts on future revenues). The money value of this capital, as represented by the papers in 
the bankers’ safes, is thus effectively fictitious: even if it is composed of drafts on guaranteed income (government 
securities) or ownership titles to real capital (shares), their money value is determined in ways different to those 
that determine the value of the actual capital they represent. When this capital represents only a claim to revenue 
(rather than capital as such), the claim to this revenue expresses itself in the form of constantly changing 
fictitious money capital. 

But this fictitious banking capital really represents not the capital of the banker, but that of her depositors: deposits 
– made either in the form of money (gold or notes) or in that of drafts on money – remain the property of the 
depositors. But the deposits do not sit in the bankers’ safes; rather they are lent out as interest-bearing capital. A 
claim on future income exists in two forms: as the income itself, and the claim. This latter can then in turn be 
traded. In this way, ‘[w]ith the development of interest-bearing capital and the credit system, all capital seems to 
be duplicated, and at some points triplicated, by the various ways in which the same capital, or even the same 
claim, appears in various hands in different guises.’13

                                                 
13 C3, p. 601. ‘Unlike an investment in real capital, [...] means of production and labour power, an investment in a security 
is just the purchase of a legal title. The legal title gives its owner a claim on a stream of income, but doesn’t itself produce 
any income. The income is produced elsewhere. Furthermore, this legal title can be resold on a secondary market. So for 
example, a shareholder might sell his share to a third party. When he does this no money passes through the hands of the 
enterprise that originally issued the share of stock. The same thing can be done with a bond or a mortgage-backed security. 
No new loan or capital investment is made by these subsequent transactions; there is only a transfer of a claim on income 
to a new person. But because others are willing to pay for these claims on streams of income, they continue to circulate on 
the market long after their issuers have actually received their capital or their loans.’ (Michael Egoavil, ‘Fictitious Capital and 
the New-Fangled Schemes of Public Credit’, 

 But the great bulk of ‘money capital’ is fictitious: ‘[w]ith the 
exception of the reserve fund, deposits are never more than credits with the banker, and never exist as real 
deposits. In so far as they are used in clearing-house transactions, they function as capital for the bankers, after 

http://www.marxisthumanistinitiative.org/economiccrisis/fictitiouscapitalandthenewfangledschemesofpubliccredit.html) 
Engels adds the following footnote (C3, p. 601, n. 3): ‘This duplication and triplication of capital has been taken very much 
further in recent years, e.g. through the financial trusts, which already require a column of their own in the London stock-
market reports. A company is formed for the purpose of purchasing a certain class of interest-bearing paper, for instance 
securities issued by foreign governments, English municipal loans, American public bonds, railway stocks, etc. The capital 
involved, say £2 million, is obtained by a share issue; the directors of the company buy up the values in question, or 
speculate in them more or less actively, and they distribute the annual interest received among the shareholders as 
dividends, after deducting expenses. In certain joint-stock companies, moreover, the custom has developed of dividing 
ordinary shares into two classes, ‘preferred’ and ‘deferred’. Preferred shares receive a fixed interest payment, say 5 per cent, 
on condition that the overall profit permits this; if something remains over, this goes to the holders of the deferred shares. 
In this way, the more ‘solid’ capital investment in preferred shares is more or less separated from actual speculation, in 
deferred [shares]. Since certain large undertakings do not want to avail themselves of this new method, companies have 
come to be formed which invest a million pounds, say, or even a few million, in the shares of these firms, subsequently 
issuing new shares for the nominal value of the shares bought, but with one half preferred and the other deferred. In these 
cases the original shares are duplicated, by serving as the basis for a new share issue.’ 

http://www.marxisthumanistinitiative.org/economiccrisis/fictitiouscapitalandthenewfangledschemesofpubliccredit.html�
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these latter have lent them out. The bankers pay one another reciprocal drafts on these non-existent deposits by 
balancing these credits against each other.’14

 

 

VI  The illusory nature of banking reserves 

A single piece of money can mediate various sales. A may buy commodity c from B with money m. B may use 
this money to buy commodity d from C, who in turn may use it to buy commodity e from D, and so on. 
Whether these purchases represent workers or capitalists buying means of subsistence or capitalists buying 
means of production the commodities purchased, insofar as they are products of capitalist production, are 
capital in commodity form. In a sequence of sales and purchases, then, one piece of money will represent one 
piece of capital each time it is displaced from buyer to seller. 

A loan, on the other hand, is a transfer of money from one person (or entity) to another not mediated by a sale: 
if A lends money to B, and B to C, the same money does not represent three capitals, but only one. This is also 
true of money deposited in the banks. A deposit is ‘simply a particular name for loans that the public make to 
the bankers.’15 A  may deposit a sum of money in bank X, who may then lend in out to B, who then deposits it 
in bank Y, who may then lend it out to C, and so on. ‘Just as everything in this credit system appears in duplicate 
and triplicate, and is transformed into a mere phantom of the mind, so this also happens to the “reserve fund” 
[of the Bank of England], where one might finally expect to lay hold of something solid.’16

As to the reserve of notes and the influential part it plays in the London money market, it is necessary to 
refer briefly to Sir Robert Peel’s Bank act of 1844 [...]. Sir Robert Peel [...] proposed by his act to put into 
practice a self-acting principle for the circulation of paper money, according to which the latter would exactly 
conform in its movements of expansion and contraction to the laws of a purely metallic circulation [...]. The 
Bank of England is divided into two departments – the issuing department and the banking department; the 
former being a simple manufactory of notes and the latter the real bank. The issuing department is by law 
empowered to issue notes to the amount of fourteen millions sterling, a sum [...] the security for which is 
found in the debt due by the British Government to the Bank. Beyond these fourteen millions, no note can 
be issued which is not represented in the vaults of the issuing department by bullion to the same amount. 
The aggregate mass of notes thus limited is made over to the banking department, which throws them into 
circulation. Consequently, if the bullion reserve in the vaults of the issuing department amounts to ten 
millions, it can issue notes to the amount of twenty-four millions, which are made over to the banking 
department. If the actual circulation amounts to twenty millions only, the four millions remaining in the till of 
the banking department forms its reserve of notes, which, in fact, constitutes the only security for the 
deposits confided [...] to the banking department. 

 But this too is 
illusion. The reserve fund of the Bank of England (at the time Marx was writing) was the sum of the cash 
(banknotes) not in circulation. The total cash in existence was £14 million (collateralised by the public debt) plus 
an amount equal to the Bank’s bullion stock. The reserve was this sum less that actually in circulation. Earlier, 
Marx had explained the anomaly that this led to. 

Suppose now that a drain of bullion [effectively a national balance of payments deficit] sets in, and 
successively abstracts various quantities of bullion from the issuing department, withdrawing, for instance, 
the amount of four millions of gold. In this case four millions of notes will be cancelled; the amount of notes 
issued by the issuing department will then exactly equal the amount of notes in circulation, and the reserve of 
disposable notes in the till of the banking department will have altogether disappeared. The banking 
department, therefore, will not have a single farthing left to meet the claims of its depositors, and 
consequently will be compelled to declare itself insolvent; an act affecting its public as well as its private 
deposits, and therefore involving the suspension of the payment of the quarterly dividends due to the holders 

                                                 
14 .C3, p. 601. 
15 C3, p. 603. 
16 C3, p. 603. 
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of public funds. The banking department might thus become bankrupt, while six millions of bullion were still 
heaped up in the vaults of the issuing department.17

                                                 
17 Karl Marx, ‘[The Bank Act of 1844 and the Monetary Crisis in England]’, Collected Works, volume 15, pp. 379-8. 
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