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ON THE NATURAL ECONOMIC ORDER OF
SILVIO GESELL

Cem SOMEL*

In his General Theory Keynes expressed a high opinion of the
German social reformer Silvio Gesell and his stamped money
scheme. Besides championing the abolition of property in land in
order to do away with rent, Gesell devised a monetary reform that
aimed at eliminating interest income. economic crises and uncmploy-
ment. He preceded Keynes with his theory that fluctuations in the
demand for idle money balances cause unemployment and in-
stability in income. Gesell's thinking as expounded in his main work
is presented here and assessed.

Keynes devoted a section of five pages in the General Theory to Silvio
Gesell, whom he introduced as ... the strange, unduly ncglected prophet...
whose work contains flashes of decp insight and who only just failed to
reach down to the essence of the matter” (Keynes, 1976: 353). Reading
through Gesell’s main work Die natiirliche Wirtschaftsordnung (The
Natural Economic Order), one cannot help noticing the conspicuous
similarity between Gesell and Keynes in economic analysis and even in out-
look on social issues. Although Keynes wrote that, owing to certain defects
in Gesell’'s argument, he initially failed to discover the merits in Gesell’s
work, and that he (Keynes) reached his (Keynes’s) conclusions in his own
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way, this reader for one strongly fecls that Gesell’s work must have had a
profoundly suggestive influence on Keynes, even when Keynes regarded
Gesell’s strivings "as being no better than those of a crank". The interaction
in creative work betwcen the accumulation of inspiring, suggestive
influences in the subconscious on the one hand and conscious reasoning on
the other is a complex phenomenon. Whatever Gesell’s influence may have
been, Keynes for his part can be said to have given Gesell his due in the
General Theory.1

In this paper we will try to introduce the principle ideas of Silvio
Gesell as expounded in his main work Die natiirliche Wirtschaftsordnung
(hereafter abbreviated as the NWQO).

1. A Short Biography

But first, who was this strange, unduly neglected prophct? An attempt
to establish biographical data reveals that he is on the border of obscurity,
Keynes’s comment notwithstanding. There is no mention of him in the fif-
teenth edition of the Encyclopaedia Britannica. We find his name in Ger-
man-language encyclopaedias, but there is no item to his name in the com-
prehensive Neue Deutsche Biographie. An odd treatment of a man who
created and led an international movement which in 1925 claimed forty
thousand adherents in Germany alonc, and under the influence of which
monetary reforms in Austria and Switzcrland were undertaken.

We learn from Popescu (1962) that Silvio Gesell was born in 1862, the
seventh son of a German civil servant. Gesell was forced to discontinue his
education in the first year of gymnasium because of his father’s illness, and
he engaged in trade. In 1887 he settled in Argentina, where he prospered in
his commercial business. The business cycles of the Argentine economy in
the 1890’s drew his attention to economic questions. In the period 1891-
1900 he published a number of papers on economics in German and
Spanish. In 1900 he gave up the management of his business to his brother,
settled in Switzerland and devoted himself to propagating his ideas.
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In 1916 he published his main work Die natiirliche Wirtschafts-
ordnung durch Freiland und Freigeld (latcr reprintcd under the shorter
title Die natiirliche Wirtschaftsordnung) which was a culmination of his ear-
lier writings. He established an association, the Freiwirtschaftsbund, to
promote his cause. The movement slowly spread, first in Germany and Swit-
zerland, then in other European countrics. After 1929 it spread to the
Americas.

In 1919 Gescll became the finance minister of the abortive soviet
republic of Bavaria. Keynes informs us that Gesell was court- martialled for
this involvement, whereafter he settled in Berlin. In 1927 he moved to Swit-
zerland again, where he remained until his dcath in 1930.

2. Gesell’s Social Philosophy

In the NWO Gesell reveals a strong personal involvement in the social
ills of his age - destitution,uncmployment,war. His aim is to bring about a
social order wherein cach individual can fully develop his or her capabilities
and achieve self-fulfillment (NWOQ: VII). For this to be possible, the in-
dividual must be freed of every lctter -spiritual and matcrial- that would
hinder him in his striving for individual betterment. Thus Gesell is against
Christian ascetism (NWO: IX). He is also against inheritance of property
and other privileges that underminc the basis of equal opportunities on
which individuals can realize their potentials in society. Having created con-
ditions of equal opportunity for all, Gesell would let individuals competc in
their striving for self-fulfillment. The outcome of this competition would
determine the distribution of wealth and influence. Acts of generosity and
self-sacrifice for lofty ideals are possible only for people who are materially
satisfied (NWQ: IX). And it is a ’natural economic order’ that would create
a materially satisfied society.

Gesell does not ascribe the term ’natural’ to any economic
phenomenon per se, as is the inhercnt tendency of neoclassical economists
(cf. ’the natural rate of interest’, ’the natural rate of unemployment’). For
Gesell, every economic system is man-made, and is a "conscious and
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deliberate act" (NWQ: VII). A natural economic order is one which allows
individuals, equipped with nothing but their innate talents,to reach self- ful-
fillment through work in a compctitive environment. Unlike neoclassical
economists, Gesell sees in competition not so much a means to enhance ef-
ficiency and production but rather a stimulating environment for individual
self- realization (NWQ: VII).

Gesell does not cspouse communism. He is certain that in a social or-
ganization where the means of production are publicly owned the free-rider
problem will prevail in production, i.c. people will shirk. As to the distribu-
tion of the fruits of labor, he belicves that simple egalitarianism will not
work, being contrary to human naturc; and he pointedly asks why advocates
of egalitarian distribution do not practice their professed ideal amongst
themselves, as it is very easy to put into practice (NWO: XVIII-XIX). The
corollary is that we have to create and mete out equal opportunities for all
individuals, unleash their creative and productive energy in competition and
thereafter let markets work out prices and distribution.

But Gesell will not allow markets to work out distribution under
capitalism as we know it. For one thing, he belicves that the produce of a
society should rightfully accrue to those who labor for it. Therefore he is
against income from land rent and interest on moral grounds. The remain-
ing part of national product (national product minus rent and interest) he
regards as the income of labor. So commercial and industrial profits (the
remuncration of cntrepreneurship) arc also the rewards of labor - as re-
spectable as wages (NWO: 12). Conscquently, if rent and interest incomcs
are eradicated, all of the national product will accrue to labor. This will ex-
tinguish the motive to bequeath property, because everyone will be able to
earn a decent living by his or her own labor (NWQ: 374). Moreover, apart
from the moral aspect, the extermination of interest will produce another
beneficial result: it will put an end to cconomic fluctuations, crises and un-
employment. So, the abolition of rent incomes and interest will create condi-
tions where all the produce will be appropriated by labor, and where the in-
heritance of property (a major obstacle to fair competition) will be done
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away with.

Then the problem becomes one of finding the most cxpedient way to
abolish rent incomes and interest. These matters are treated separately in
the NWO. We take them up in turn.

3. The Land Program

Gesell presents a theory of land rent which reflects the extensive im-
migration at the turn of the century. Rent is the residual of product after
deduction of intercst on capital and wages. However avcrage wages are
strongly influenced by the earnings of settlers in the unpopulated areas of
America, Oceania etc. This influence depends on the psychological and so-
cial difficulties and costs of migrating and scttling in a strange land. "The
more the citizens fecl bliss in their state and nation, the higher is the price
demanded by land rent for this bliss. The farewell tears of migrants are
golden pearls for land rent" (NWQ: 25). Gescll examines the rent extracted
by landowners from farmers, mincrs, city dwcllers etc. and analyses the
various factors that influence it. Rent decreases the earnings of farmers, in-
creases the prices of mining products, and extorts all the benefits of ur-
banization. Private property in land taints the political life of society by turn-
ing politics into a struggle between the landowners and their opponents.
Private property in land is also the cause of strife between nations, because
nations behave as landowners, ever poised to seize territories from each
other.

In Gescll’s view, all people as inhabitants of this planct have a right to
all the land on the globe: "The carth belongs to man, it constitutes an or-
ganic part of him" (NWO: 102-3). No man can live a hcalthy life if he is
penned in an enclosure and deprived of the manifold blessings of diverse
climates. So nations have no legitimate right to claim land, to demarcate
borders, to restrict travel and trade, or to levy customs dutics.

In order to do away with all these detrimental consequences of private
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property in land, Gesell advocates, as a first step, the nationalization of all
land in each country, fully compensating the former owners. The state
would then divide the land into tracts of various sizes, make available all the
relevant information concerning the natural, climatic, economic etc. charac-
teristics of each tract, and lease the tracts to individuals, families or com-
munities on a contractual basis. The allotment can be made by public auc-
tions, open to all people. The rent of the leased lands that flows into the
state treasury will be distributed to mothers according to the number of
their children. Why mothers? Becausc it is they who, by increasing the den-
sity of population, create the conditions for land rent (NWO: XVI, 91-2).
Gesell claborates the stipulations of contracts for agricultural land, mines,
urban land, transportation facilities ctc. The stipulations arc designed so as
to help the tenants’ entreprises thrive and to motivate the tcnants to protect
and maintain the natural and man-madc environment.

Gesell’s land reform would create Freiland ("Free Land" or "Open
Land"), a term which represents his whole land program. The concept also
entails free trade and the freedom to immigrate and settle anywhere.

Although Gesell expresses a firm belief in the benevolent outcome of
his Freiland program, he does not pretend that it will solve all social
problems, He explicitly says that Freiland will not abolish interest, nor will
it end economic fluctuations and uncmployment. These can be dealt with
only by a monetary reform, which is cpitomized in the word Freigeld ("Frce

Money").

4. The Theory of Money and Interest

Three quarters of the NWO is devoted to the problem of interest and
monetary reform. A few of the discussions in this part arc only of historical
interest. Before introducing his proposal for monetary rcform, Gesell had
to defend the viability of paper money not backed by precious metals, inas-
much as the value of paper currency was in his time widcly believed to
derive from its convertibility into precious metals.He begins with the ad-

vantages of specialization in production, explains the need for a "medium of
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exchange’, and concludes that people will use paper currency readily
whether it is convertible or not, if it is once established as the means of ex-
change.

In Gesell’s view, moncy was originally invented as a means of exchange
(or means of payment, as we now prefer to put it) and using moncey to store
wealth is a gross abuse of money, a perversion from its original intended
purpose. This perversion is made possible by the fact that money can be
stored without its losing value (we must remember that in 1916 inflation as
a policy was considered a highly exceptional expedient) whereas the storage
of nearly every kind of good cntails some cost. In Keynesian terms, the car-
rying-cost of money is ncarly nil, whilc that of other kinds of goods is posi-
tive, which makes money attractive as a store of wealth. And when people
usc moncey as a store of wealth they withdraw money from circulation, there-
by interrupting the chain of purchases which cannot be transacted without
it. Moncy-holders thus  force sellers to lower the prices of their unsold
goods, and they demand intcrest to give up their money hoards and make
money available for its primordial usc - exchange (NWO:301).

Gesell calls these money-holders who pervert its function, capitalists.
'Capitalism is the economic situation where the demand for loans and real
capital exceeds the supply and thus nccessitates intercst” (NWQ: 213 foot-
note). Now, consumers and producers are not per se capitalists (NWQO:
343). A consumcr as such is forced by his or her physical needs to use
money for transactions. The explanation for producers is not clear, but
presumably they are not by nature capitalists because they have to use their
liquid working capital to continue the turnover. The villain that withholds
money from circulation turns out to be the merchant, the man of com-
merce. It is he who holds moncy capital and who is in no way pressed to ex-
pend it.

But what about physical asscts? These too are a kind of capital, inas-
much as they draw interest in the distribution of income. But Gesell argues
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that it is the money rate of interest that gives physical asscts the nature of
capital. Were it not for the positive rate of money interest, society could
devote much more of its resources (o the production of physical assets, so
that their yicld (in Keyncsian terms the marginal cfficicncy of capital)
would eventually diminish to zero (NWO: 303).

Economic crises and unemployment are the result of interruptions in
the circulation of money causcd by money savings. So to do away, once and
for all, with crises, it is imperative Lo be able to control the circulation of
money.

5. The Plan for Monetary Reform

Gesell calls the product of the quantity of money with the velocity of
circulation (M.V) the moncy supply. It follows that the value of produccd
goods and services within a period is the demand for moncy. So Gesell’'s
concept of money supply, which is a measure of the circulation of the
means of exchange, is truly a flow variable in contradistinction to our usual
concept of money ’supply’ (NWO: 175-8).

The problem is that the money supply (in Gesell’s scnse) is not under
control, because the velocity of the circulation of money is Icft to the whims
of capitalists (NWQO: 312). In order to rid the money supply of its erratic
fluctuations, and to keep the whole of the quantity of money (M) in use as a
means of exchange, we have to deprive money of its trait that makes it a su-
perior store of value compared to other goods. This trait is its advantage in

having no or a negligiblc carrying-cost.

Gesell proposes to introduce a new kind of paper currency, Freigeld,
which, in regular intervals, would lose a predetermined small fraction of its
purchasing power, thus imposing a positive carrying-cost on the holders of
Freigeld. The application would be as follows: small stamps, to be bought
from the monctary authority, would have to be stuck rcgularly (e.g. once a
month) on each Freigeld notc in order to retain the notc’s validity as legal
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tender. Once a year the Freigeld notes would be renewed (NWO: 243-4).

According to Gesell, this scheme will make money unattractive as an
instrument to hold wealth. Thus all money will be restored to its primordial
function of means of payment. The velocity of circulation will rise to its max-
imum value determined by the specd of transportation, efficiency of com-
mercial activitics, the extent of tradc credit etc. (NWO: 186). With the
stability of the velocity of circulation cnsured, the state will now be in full
control of the money supply. The price of the money stamps issued regular-
ly can be adjusted to decrease or increase the nominal stock of money
(NWO:249). The state should exercisc its control over the money supply to
maintain the stability of the general level of prices (NWO: 249).

With Freigeld thc hoarding of moncy will disappcar, and the holders
of moncy savings (if there be any) will be in no position to demand intercst
for loans. Gescll carcfully distinguishes between pure interest (Urzins), risk
premium and what he calls boom-premium (the component of market inter-
est attributable to expected price changes) (NWQ: 396). It is pure interest
that will cease (o be.

But what will become of savings under the Freigeld rcgime? People
will either save in kind, or else they will move into financial assets. Even if
financial assets were to yicld zero pure interest they would still be more
profitable than wealth in kind or savings in Freigeld. E.g. in conditions of
price stability a risk-free bond would give a zero yield, but such a bond
would be preferable to savings in kind or in Freigeld because the bond
would retain its initial value (principal) without incurring any carrying-cost.
So under a Freigeld regime (with zero pure interest) savers would be more

than willing to lend their savings.

But would people save at all? Gesell strongly believes that the motive
to provide for contingencics and for old age always compels people to save.
He reminds us that pcople in primitive societies accumulate provisions,
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though they have not invented interest. What is more, undcer the Freigeld
regime labor income will risc by the amount of interest income that has dis-
appeared, a circumstance which may very well increase the rate of saving
(NWO: 371). Moreover, as the rate of interest [alls, capitalists accustomed
to the life-style that living off interest sceures would be pressed (o increase
their savings. Savings and investment could increase as a result (NWO: 365-
6).

The benelits of the Freigeld rcform can be recapitulated as follows:
the cessation of crises duc to decmand deficicncy, the abolition of uncarned
income in the form of intcrest, a conscquent increase in labor incomes, and
a surge in the rate of capital formation until the yield (marginal efficiency)
thereof diminishes to zero. The disappearance of depressions and the in-
crease in the capital stock will do away with uncmployment.

6. Gesell’s Relation To Marxism And Neoclassical Economics

The introductory chapter of NWQ begins: "The abolition of unearned
income, of the so-called surplus-value, also called interest and rent, is the
immediate economic aim of all socialist aspirations” and then continues with
a critique of Marxism (NWQ: 3 I.). Although the NWO docs not claim to
be a socialist program, Gesell obviously sees his endeavour as an alternative
to Marxism for the same desideratum, for he goes to some length to com-

pare his views with Marx’s and to criticisc Marx’s analysis.

Gescll finds communism in production and distribution impractical
and not in accordance with human nature, as mentioncd above. From a
theoretical standpoint, he criticises Marx for rcgarding moncy as a neutral
medium of exchange "as we have reccived it from the ancient Babylonians
and Israelites, the Greeks and the Romans” (NWO: 340). Marx’s view that
in the market equal values are exchanged is sharply rejected by Gesell
(NWO: 341-4). For Gesell, the origin of exploitation is not in producton,
but in exchange. The relation between worker and entreprencur is thus: the
catreprencur provides the tools, raw materials cte. and "lends’ them to the

worker. From the procecds of the product, the entreprencur deducts rent,
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interest and his own wage (which is determined by competition). The
residue is the worker’s wage. The cntrepreneur does not buy the worker’s
labor, nor docs he hire the worker’s labor-power. According to Gesell, he
simply buys the product from the worker at a price that allows for the
aforesaid deductions.

"What arc wages? Wages arc the price that the purchaser
(enterprencur, merchant, factory-owner) pays for the goods delivered to
him by the producer (worker). Just like the prices of all goods, this price is
dctermincd by the expected sclling-price. Sclling-price minus land-rent and
interest on capital is the so-called wages. The law of wages is therefore con-
tained in the laws of land-rent and capital-interest” (NWO: 317). Gesell
rejects Marx’s view that "in contradistinction thercfore to the case of other
commodities, there cnters into the determination of the value of labour-
power a historical and moral clement” (NWQ: 393, Marx, 1977: 168) by
pointing out that the frequent changes observed in wages cannot be ex-
plained by historical or moral cvolution (NWQ: 394). Morcover, "a genuine
iron’ wage does not fluctuate” (NWO: 52, footnote).

Thus the market price of a commodity, determined by supply and
demand in the market, has to cover wages plus rent plus interest. When
rent and interest disappcear, price will cqual wages (NWQ: 357 footnote, 377-
8).

Gesell’s description of production may be pertinent o small- scale
agricultural production or to manufacturc with piccework payment of
wages, but hc presents it as the description of production in a modern
economy. This destroys the basis for any theory of surplus- value extraction
in production, and exposcs a weak spot to Marxist criticism. From a Mar-
xian standpoint, Gesell’s trcatment of profit as a kind of labor-income is
probably enough to place him in the caiegory of bourgeois economists.
Gesell, for his part, cxplains the strength and dissemination of Marxism
with the cynical argument that Marxism is respectablc in the eyes of






