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ABSTRACT
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“Whereas modern theory serves as a simulacrum of the economy — stylised and abstract to be sure — Keynes
theory is a diagnostic instrument in the service of Doctor Keynes, consulting economic physician” (Hoover
2006, p. 78)

“l also want to emphasise strongly the point about economics being a moral science. [A science that]...deals
with introspection and with values [...] with motives, expectations, psychological uncertainties ” (Keynes
1938, CW 14, p. 400)

“The love of money is the root of all evils” (1 Timothy 6:10)

Introduction

“The fact is — a fact not yet recognised by the great public — that we are now in the depth of
a very sever international slump, a slump which will take its place in history amongst the most
acute ever experienced. It will require not merely passive movements of bank rates to lift us out of
the depression of this order, but a very active determined policy”. These words, an accurate
description of present times, were written by John Maynard Keynes eighty years ago on 10 May
1930 in The Nation (Harrod 1972, p. 469).

As the world economy spirals into a deep recession, Keynesian economics has once more
become fashionable (Farmer 2009a). The debate on Keynes and the crisis has been largely focused
on anti-cyclical policy measures, on their short and long-run consequences, on exit strategies and on
international transmission mechanisms (e.g. Krugman 2008, Ferguson 2009, Steil 2009, Farmer
2009b). Considerably less attention has been paid to diagnosis, especially in the academic literature,
with some recent notable exceltpions (Leijonhufvud 2009a, Bateman et al. 2010).

Prevailing interpretations of the current crisis see it as the consequence of exogenous factors
including (1) anomalous financial conditions (extraordinarily low real and nominal interest rates, a
global savings glut, very low expected and realized volatility), (2) rapid innovation in financial
instruments that made credit-risk trading easier, (3) regulation failures, (4) fundamental flaws in the
rating agencies' business model, (5) the procyclical behaviour of leverage in much of the financial
system and of the Basel capital adequacy requirements, (6) privately rational but socially inefficient
disintermediation, and competitive international de-regulation (Buiter (2007, Greenspan 2008,
Blundell-Wignall et al. 2008, Geithner 2008, Sharma 2008 among many others). According to this
school of thought

Financial crises and deep depressions arise from one of the following: non-essential institutional
flaws which prevent the market from working its wonders, the system of intervention contains
openings which allow some dirty rotten scoundrels to operate or external shocks dislodge the

economy”. (Minsky 1991, p. 5)



Similar interpretations leave little room for psychological factors and for the idea that

The natural laws of development of capitalist economies lead to the emergence of conditions
conducive to financial instability. Law and policymakers need to be aware of institutional
evolution and to develop instruments to contain the potential for both inflationary surges and

deflationary disruptions. Potential instability is a basic system characteristic.(Minsky 1991, p.6).

Building on this intuition, shared by the author of this paper, Minskian interpretations of the
current crisis see it as the latest manifestation of recurrent financial instability (Rochon 2003, Wray
2009). De Antoni (2009), adopting a strictly Keynesian perspective, argues that the current crisis
comes from the US and from the exhaustion of investment opportunities compensated by lending to
households rather than from an externally financed rise in investment leading to euphoria and
fragility in the sense of Minsky. Both Minskian and Keynesian interpretations agree on the
relevance of psychological endogenous factors. Most investigations of the psychological
determinants of the current crisis come from the field of behavioural finance. Dow (2009) explores
the role for psychology within Minsky’s financial instability hypothesis moving away from
behavioural models. This paper adopts yet a different approach within the same strand of literature,
focusing on the Keynesian concept of ‘love of money’.

Keynes thought that ‘love of money’, love for the unlimited accumulation of liquidity as
mark of personal success and shield against uncertainty and fear, was an essential driver of
capitalism. Love of money is a specific form of greed,? greed for liquidity, for purchasing power
and for social recognition in a competitive and uncertain world. It is one of those psychological
forces which Akerlof and Shiller (2009), possibly perpetrating a solecism (King 2010), have
recently labelled animal spirits.

As both ‘love of money’ and (endogenous) crises characterise modern finance-based
capitalism (Hein and Truger 2001), the goal of this paper is to investigate possible connections
between these two phenomena.® Focusing on the current crisis, the main conclusion of the paper is
the main connections are related to bonus-based compensation mechanisms and hedge funds.
Aggressive competition on financial markets, the adoption of dubious and fraudulent practices, the
huge amount of resources spent to fend off all attempts at changing bonus-based compensation
mechanisms in the banking and financial sector are all related to the ‘love of money’ motive and to

its potential disruptive effects.

% The claim that human greed may cause over-lending and financial crisis is a recognised fact by Keynesian scholars. In
A Short History of Financial Euphoria (1993), for example, John Kenneth Galbraith shows how human greed was
behind all the financial bubbles. Mason (2009) identifies greed as the qualifying element of the current crisis.

® On money and capitalism see among others Lau and Smithin (2002).



The structure of the paper is as follows. Section 1 recalls the key facts of the crisis. Section 2
discusses Keynes’s view of capitalism and ‘love of money’. Section 3 explores ‘love of money’ in
connection with the present crisis. Section 4 discusses why recognition of the disruptive impact of

‘love of money’ is impossible within mainstream economics. Section 5 concludes.
1. The facts of the crisis

At the start of the 21st century central banks inundated the world financial system with liquid
reserves in response to a series of potentially destabilising events: the *millennium bug’ (Kelly
1998), the looming recession, the events of 9/11, the second war in Irag; a monetary policy for a
time of war as De Cecco (2007) defines it.*

The policy succeeded and banks, their fears receding, embarked on a lending spree, mostly
directed to household sectors, especially in the US (De Antoni 2009). Bank loans were then turned
into liquid and (apparently) safe securities through securitisation.” Trading volumes of mortgage
and asset-backed securities increased supported by optimistic ratings and financial innovation
(CDOs, CDS). Lending encouraged economic recovery. The wealth-owning classes obtained huge
windfall gains thanks to booming stock-exchanges and fast rising house prices. These were either
spent or reinvested (e.g. through the home equity mechanism). Income distribution became
increasingly iniquitous and polarised throughout the western world (Palma 2009) .

In 2004 central banks responded to mounting inflationary pressures by gradually restricting
monetary conditions. Marginal debtors were the first to be affected. Doubts on the value and
liquidity of asset-backed securities spread. Mortgage delinquencies and foreclosures rose sharply
after U.S. house prices peaked and began to fall in early 2007. Banks and other financial
intermediaries started registering large losses on their holdings of non-prime residential mortgages
and mortgage-backed securities (Blundell-Wignall 2008).

As Leijonhfvud (2009a) recalls “August 7, 2007 has become the date generally accepted as the
day the crisis hit. It was not the day that problems first began to reveal themselves. There had been
trouble in American housing and mortgage markets going back to the previous autumn. But on
August 7, the interbank market froze. The banks would not lend to each other. This was virtually
unprecedented, something that market participants had not experienced before”. Banks tightened

their lending standards, which reduced the availability of loans and increased their cost.

* Before this time monetary expansion had been the policy chosen both by the central bank of Japan and the US Federal
Reserve, in response to the intrinsic fragility of the US financial system (De Cecco 2001).

®> On securitisation and its role in the crisis see Gonzéalez-Paramo 2008. On the relationship between securitisation,
financial fragility and instability see Kregel (2007). For a reconstruction of the current crisis see Krugman (2009)
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Tensions in money markets came in several waves. Money market tensions intensified again in
early March 2008, as the financial turmoil showed signs of worsening and spreading. (BIS 2008, p.
3-4) As investors retreated to the safety of government bonds, yields on risky assets were driven up.
Investor concerns intensified during 2008 as financial losses continued to mount. The crisis peaked
in September 2008 when the bankruptcy of Lehman Brothers and near-bankruptcy of American

International Group (AIG).° Risks of a new recession emerged. As BIS (2008) recalls

What had started as a problem specific to the US subprime mortgage market became a source of
outsize losses for financial firms worldwide on their holdings of related securities. Uncertainty
about the size and distribution of losses was exacerbated by the complexity of the new
structures used in the securitisation process. Retrenchment from risk-taking led to illiquidity,
exposing weaknesses in the funding arrangements of many financial firms. Indeed, the situation
was punctuated by the near failure of sizeable financial firms, prompting intervention by the

public sector to avert potential systemic repercussions from a disorderly collapse. (BIS 2008)

The rapidity and severity with which the crisis of the US sub-prime mortgage market spread to
the rest of the world depended on the high degree of coupling’ and complexity® of the international
banking and financial system, the result of many years of financial deregulation inspired by a
laissez-faire approach to finance (Dowd 1996) often encouraged by monetary and regulatory
authorities especially in the U.S. (e.g. Greenspan 1998) . The liquidation of the Glass-Steagall act,
the adoption of the originate-to-distribute model by many banks in lieu of the traditional originate-
to-hold model, the diffusion of derivative products and financial innovation engendering the false
belief that risk diversification meant risk elimination form part of this process (on this see Davidson
2008). As recently noted in a report by UNCTAD,

Financial deregulation driven by an ideological belief in the virtues of the market has allowed
“innovation” of financial instruments that are completely detached from productive activities in
the real sector of the economy. Such instruments favour speculative activities that build on
apparently convincing information, which in reality is nothing other than an extrapolation of
trends into the future” (UNCTAD 2009).

® Source http://timeline.stlouisfed.org/

" Tight coupling is where every component of a certain process is tightly linked, with little room for error. With tight
coupling, each action of the system immediately triggers the next. (Source http://www.futureblind.com/2009/01/the-
real-causes-of-the-financial-crisis/).

8 Interactive complexity is when a system is not only complex, but has components that can interact in unexpected or
varied ways. There are non-linear interactions and feedback loops that occur within the process. As long as the system
isn’t tightly coupled, the problem can eventually be fixed because there is the time and flexibility to solve it. (Source
http://www.futureblind.com/2009/01/the-real-causes-of-the-financial-crisis/).



Lack of accounting transparency and the use of statistical models often tested on incomplete and
insufficient data, exacerbated the problem. As Truman (2009) recalls starting in the summer of
2007, the monetary authorities generally acted quickly to adopt measures responding to the demand
by financial institutions for increased access to central bank liquidity. As part of the containment
phase of the crisis, a few central banks have embraced so-called unconventional monetary policies
with respect to what they buy, on what terms, and whether they worry about the consequences for
the liability sides of their balance sheets. It was not until the second year of the crisis, starting in late
2008, that discretionary fiscal policy came to be widely used by those countries with scope to do so.

BIS (2010) documents the partial success of these interventions at a global level.

2. Keynes, capitalism and love of money

As Backhouse and Bateman (2009) note, Keynes believed that capitalism was not an end in
itself but an essential mean to attain material prosperity and to preserve individual freedom. As a
mean however it was fragile and, especially after World War I, in need of regulation and repair. The
adjective he most frequently used to qualify pre-war capitalism was “individualistic”; a term
referring both to businessmen and to the institutions preserving private enterprise and related to
capitalism being founded on individual saving and private accumulation of wealth. Wealth
accumulation in turn depended on distributive inequality, on people accepting to live frugal lives,
on perceived fairness in rewards, on the stability of the value of money. If one or more elements
failed, as they had done at the end of World War I, the delicate and complex machine of capitalism
would cease to function.

While accepting it as a necessity, Keynes raised technical, moral and aesthetic objections
against capitalism (Moggridge 2005). Technically, capitalism was prone to instability, stagnation
and distributional inequality (Keynes 1936, Ch. 24). On aesthetic grounds its main defect was its
disregard for valuable things that paid no money: art, friendship, the contemplation of beauty and
the free pursuit of knowledge, things which Keynes, with his Cambridge and Bloomsbury

background, valued most (Dostaler 2007).

The same rule of self-destructive financial calculation governs every walk of life. We destroy
the beauty of the countryside because the unappropriated splendours of nature have no
economic valur. We are capable of shutting off the sun and the stars because they pay no
dividend. (Keynes 1933 p. 242).



This view was the utilitarian and economic — one might almost say financial — ideal, as the sole,
respectable purpose of the community as a whole; the most dreadful heresy, perhaps, which has
ever gained the ear of a civilized people. Bread and nothing but bread, and not even bread, and

bread accumulating at compound interest until it has turned into stone (Keynes 1936 p. 242)

On the moral side, it was ‘love of money’ that Keynes found most detestable in capitalism.

As Backhouse and Bateman (2010) recall, in the second half of the 1920s Keynes thought of
writing a book titled An Examination of Capitalism. In the end he gave up the project leaving
behind two outlines of what he intended to cover. Interestingly, the starting point was ‘the love of
money’ and the idea that capitalism was a device through which “greedy instincts” could be
mobilized to promote “technical improvements, hard work, and saving”.

According to Dostaler (2007), the reflection on the fragility of possessing monetary wealth
and the expression of contempt for the love of money appear in many of Keynes writings, starting
with the first papers he read in front of the Apostles. Keynes believed that ‘love of money’, the
basis of capitalism, was an instinct whose neurotic dimension seemed obvious to him, an idea he

shared with Freud. In his 1925 Short view of Russia Keynes argued that

It seems clearer every day that the moral problem of our age is concerned with the love of
money, with the habitual appeal to the money motive in the nine-tenths of the activities of life
with the universal striving after individual economic security as the prime object of endeavour,
with the social approbation of money as the measure of constructive success, and with the social
appeal to the hoarding instinct as the foundation of the necessary provision for the family and
the future”. (Keynes, 1925 pp.268-9)

In 1926 in the End of Laissez faire Keynes noted that

Capitalism depends upon an intense appeal to the money-making and money-loving instincts of
individuals as the main motive force of the economic machine’ and ‘love of money’ ,“one of the
most powerful of human motives’ which ‘is harnessed to the task of distributing economic
resources in the way best calculated to increase wealth [...Jacting through the pursuit of profit,
as an adjutant to natural selection, to bring about the production on the greatest possible scale of

what is most strongly desired as measured by exchange value’ (Keynes 1926).

In 1930 in the Economic Possibilities for our Grandchildren , describing a future world free

of economic care defined, Keynes wrote



The love of money as a possession - as distinguished from the love of money as a means to the
enjoyments and realities of life - will be recognised for what it is, a somewhat disgusting
morbidity, one of those semi-criminal, semi-pathological propensities which one hands over
with a shudder to the specialists in mental diseases”. Love of money is related to intense,
unsatisfied purposiveness to blidly pursue wealth in the attempt to secure a spurious and

delusive immortality. (Keynes 1926)

Dostaler (2009), focusing on the psychological dimension of the love of money, explains that

Keynes came to believe that the irrational love of money was the very motor of capitalism. The
majority of human beings desire money for itself, and some prove themselves willing to
transgress all moral boundaries to acquire it. [...] To enrich oneself becomes to accumulate
without end. There is no limit to the amount of money one can possess. The mark of success, of

power, of notoriety, becomes a sum of money. We are “worth” the sum”.

Like Freud, Keynes saw the pursuit of money as a means of channelling aggressive impulses

Dangerous human proclivities can be canalised into comparatively harmless channels by the
existence of opportunities for money-making and private wealth, which if they cannot be
satisfied in this way, may find their outlet in cruelty, the reckless pursuit of personal power and
authority, and other forms of self-aggrandissement. It is better that a man should tyrannise over
his bank balance than over his fellow-citizens; and whilst the former is sometimes denounced as

being but a means to the latter, sometimes at least is an alternative. (Keynes 1936, p. 374)

and, money the ‘subtle device for linking the present to the future’ (Keynes 1936, p. 294), also
as a shield against fear of uncertainty and death.’

Our desire to hold money as a store of wealth is a barometer of the degree of our distrust of our
calculations and conventions concerning the future. Even though this feeling about money is
tself conventional or instinctive, it operates, so to speak at a deeper level of our motivation. It
takes charge at the moments when the higher more precarious conventions have weakened. The

possession of actual money lulls our disquietude”. [Keynes 1937, pp. 116]

° Runde (1994) confirms that Keynes's reference to uncertainty in the context of the liquidity preference theory is
essentially about the uncertainty which originates from the shattering of the state of confidence, the conventional basis
on which rests the trust we put in our probabilistic calculations Runde is here referring to Keynes's two-tier theory of
belief where probability is, at the first level, a measure of the belief in some conclusion relative to some specific body of
evidence. Weight is at the second level, a measure of the completeness of the evidence on which that belief is based.



3. Love of money and the current crisis: bonuses and hedge funds

Leijonhufvud (2009b) description of the climate in the imminence of the crisis, is an

excellent starting point to investigate connections between ‘love of money’ and the current crisis.

When leverage is rising all around with everyone buying on credit, everyone is also merrily
making money. The profits thus made reinforce the process. Meanwhile, securitisation of loans
and credit default swaps serve to obscure rising risk. Competition forces even those firms and
individuals who realise that risk is rising to follow along or else be pushed out of the game
altogether. A loan officer who does not lend, a risk manager who does not go along, a manager
whose bank branch does not grow will all be under threat to lose their positions. The pressure to
run with the herd becomes hard to resist. In this stage of the process, opposition to government
interference with .free enterprise will be fierce and almost universal. But risk is constantly
increasing and the financial system as a whole becomes steadily more fragile until eventually it
is so fragile that when it finally breaks it can be difficult to identify what exactly made it
happen”. [Leijonhufvud 2009, p. 5]

Loan officers, risk managers and bankers were induced to over-lend and to take advantage of
securitisation, often resorting to dubious and fraudulent practices (e.g. predatory lending), because
competition forced them to do so with bonuses as the prize to win. The increasingly enormous size
of monetary bonuses paid in recent years the financial industry is the first connection between ‘love
of money’ and the current crisis. As Friedman and Friedman (2009) recall

Richard Fuld, CEO of Lehman Brothers, earned approximately half-a-billion dollars between
1993 and 2007. Kristof (2008) observes that Fuld earned about $17,000 an hour to destroy a
solid, 158-year old company. A.l.G. Financial Products, a 377-person office based in London,
nearly destroyed the mother company, a trillion-dollar firm with approximately 116,000
employees. This small office found a way to make money selling credit default swaps to
financial institutions holding very risky collateralized debt obligations. A.l.G. Financial
Products made sure that its employees did very well financially; they earned $3.56 billion in the
last seven years (Morgenson, 2008b). One of the big problems at many Wall Street firms was
how compensation was determined. Bonuses made up a huge part of how people were
compensated. One individual at Merrill Lynch received $350,000 as salary but $35,000,000 as
bonus pay. Bonuses were based on short-term profits; this distorted the way incentives work.
Employees were encouraged to take huge risks. since they were interested in the bonus.

Bonuses were based on the earnings for that year. Thus, billions in bonuses were handed out by



Merrill Lynch in 2006 when profits hit $7.5 billion. Of course, those profits were only an
illusion as they were based on toxic mortgages. After that, the company lost triple that amount;

yet the bonuses were not rescinded (Story, 2008). (Friedman and Friedman 2009, p 11).

Sinclair et al. (2008) conclude their discussion on the economics of bonuses claiming that this
form of compensation can bring large benefits but also be harmful. In the financial sector, this is
especially true, above all when bonuses are related to noisy indicators of performance over brief
periods. Burtless (2009) confirms that, in the current crisis, many of the decisions about asset
purchases and extensions of credit were made by senior managers who had financial interests that
differed substantially from the long-term interests of the shareholders for whom they supposedly
worked. Kirkpatrick (2009), in his discussion of corporate governance lessons from the financial
crisis, confirms that remuneration and incentive systems have played a key role, causing the
development of unsustainable balance sheet positions and that remuneration problems also exist at
the sales and trading function level. Friedman and Friedman (2009), in their broad and documented
analysis of the consequences of unethical behaviour in the context of the present crisis, conclude
that this debacle could not have occurred if the parties involved had been socially responsible and
not motivated by greed. Conflicts of interest and the way CEQOs are compensated are at the heart of
this financial catastrophe. Erkens et al. (2009) find that firms that used CEO compensation contracts
with a heavier emphasis on annual bonuses (as opposed to equity-based compensation) experienced
larger losses during the crisis and took more risks before the crisis. Taleb (2009) argues the
mismatch between the bonus payment frequency (typically, one year) and the time to blow up
(about five to 20 years) is the cause of the accumulation of positions that hide risk by betting
massively against small odds.

A second connection between ‘love of money” and the present crisis is related to the existence
of hedge funds. As Stromqvist (2009) recalls, "Hedge fund” is a collective term for different types
of investment fund. A common feature of these funds is that they have absolute earnings targets,
irrespective of market developments. Hedge funds are primarily intended for institutional investors
and financially-strong private individuals. Over the last ten years, the hedge fund market has grown
dramatically. In 1996, the approximately 2 000 hedge funds around the world managed a total of
approximately USD 135 billion.

Slightly stretching the concept, ‘love of money, the endless pursuit of liquid wealth per se as
mark of success and shield against uncertainty is indeed the distinguishing feature of hedge funds.
First, possession of huge liquid wealth is a pre-requisite to enter into a hedge fund. Second, ‘love of
money’ and bonus-based compensation mechanisms affect the way hedge funds are managed and

create powerful incentives to speculate an risk. Third, Many hedge funds protect their investments
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against losses (so-called hedging) although this does not apply to all funds. As Crotty (2009) notes,
partners in hedge and private equity funds typically charge 2 percent of assets managed plus 20
percent of profits. Since high returns both raise profit and help increase the size of assets under
management, there are strong reasons to take risk in pursuit of high returns in a boom. Partners do
not have to return their boom-induced fortune in the downturn. Fourth, mutual fund managers’ pay
also rises with the size of assets under their control, and assets are maximized in a boom by earning
the high returns associated with risky investments. This is an industry susceptible to herd behavior.
Hedge funds are seen by many as contributing to financial crises including the present one.
The criticism mainly relates to the possibility that hedge funds have a strong negative impact on
asset prices by launching speculative attacks on certain companies, sectors or currencies, through
short-selling. This effect may be reinforced if the speculative manoeuvre generates herd behaviour
among investors. Hedge funds have also been accused of contributing to the development of
financial bubbles and manipulating asset prices. Lo (2008) concludes his discussion on hedge funds,
systemic risk, and the financial crisis of 2007-2008 , recognising the role of fear and greed, the
main determinants of ‘love of money’ as also determining the way hedge funds are usually

managed.

3. Mainstream blindness to ‘love of money’

As Chick and Tily (2004) note, in mainstream economics Keynes is dead. Standard
macroeconomics is now classical economics, even though it may appear to be constructed from
Keynesian components. Over the past three decades, economists have largely developed and come
to rely on models that disregard key factors—including fundamental uncertainty, heterogeneity of
decision rules, revisions of forecasting strategies, and changes in the social context—that drive
outcomes in asset and other markets. The current academic agenda has largely crowded out research
on the inherent causes of financial crises (Colander et al. 2009)

Leijonhufvud (2008) explains the theoretical blindness of the economic profession vis a vis
Keynesian interpretations of the current crisis to mainstream reliance on the market efficiency
hypothesis, rational expectations and the representative agents (Malkiel 2003). Wray and Teymogne
(2008) remind us that “the efficient market hypothesis, like all approaches derived from the old
neoclassical theory, relegates money and finance to the sidelines.” As Davidson (2008b) points out,
underlying the efficient market hypothesis is a fundamental axiom, the ergodic axiom. This axiom
presumes that there exists an unchanged probability distribution governing past, present, and future
events. In a world of efficient financial markets, holders of market-traded assets can readily
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liquidate their position at a price close to the previously announced market price whenever any
holder wishes to reduce his/her position in that asset. Keynes’s liquidity preference theory on the
other hand presumes that the economic future is uncertain. Consequently, the classical ergodic
axiom is not applicable. In a nonergodic world, current or past probability distribution functions are
not reliable guides to the probability of future outcomes.

If a deep rooted belief in the efficient market hypothesis and ergodicity rendered many in the
economic profession blind to the risks posed by the financial deregulation this is all the more true in
the case of the psychological factors including the ‘love of money’ . A recent book, collecting the
comments of twelve renowned economists on Keynes’s Economic possibilities for our
Grandchildren (Pecchi, Piga 2009) provides an excellent occasion to test the distance between
mainstream Keynesian views of capitalism and ‘love of money’.

Keynes’s contempt for the money motive and the strenuous “purposeful money-makers
(who) may carry all of us along with them into the lap of economic abundance” is generally
dismissed as the confused and elitist expression of moralistic prejudice and the perfect example of a
unscientific approach to economics. Boldrin and Levine (2009), for example, attack Keynes for
confusing real and monetary factors. Phelps (2009) sees Keynes disdainful attitude towards the
quest for wealth as unusual for an economist, emblematic of anti-materialism and blind to the
intellectual satisfactions in business life. Ohanian (2009) describes Keynes’ attitude as that of a
judgemental and critical social commentator who uses his economist’s pulpit to make a rather
puritan-based vision of the future. Fitoussi (2009), recognises that Keynes’ rejection of capitalism,
with its greediness and egoistic behaviour, is not so badly founded but labels Keynes’ attitude Elite
Communism and pities Keynes’ contempt for the wealthy classes.

For mainstream economics, as represented by these comments, Keynes’s criticism of love of
money is either pointless or wrong for at least four reasons. First, rational economic agents, free
from money illusion, are interested in maximising utility and profit functions rather than money
balances. Second, under normal conditions, nominal money holdings are kept to a minimum in
favour of yield-bearing assets and appropriate risk-hedging strategies. Money is a medium of
exchange and only transitorily a store of value. The concept of ‘love of money’ itself, with its
moralistic and puritan tinge, is incompatible with the status of economics as a deductive science and
with neutrality on moral and aesthetic issues. Fourth, if ‘love of money’ conduces to higher saving
and wealth, to the competitive selection of the best CEOs and the most profitable investment
strategies by aggressive risk-taking hedge funds it should be welcomed rather than decried as an

example of Adam Smith’s “invisible hand’ at work.
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Fundamental uncertainty answers the first two criticisms. In response to the third criticism

we may use Meltzer’s words in his review of Pecchi and Piga (2009)

None of the essaysts mention that Keynes’s beliefs about material wealth, money, avarice, and
greed were standard beliefs based to a considerable extent on what he learned from the
philosopher G. E. Moore during his student years at Cambridge. [...] [For Keynes] the objects
of life were, or should be, love, truth, beauty, timeless contemplation, and the pursuit of
knowledge. [...] He rejected the Benthamite utilitarian calculation, with its emphasis on gains
and losses in utility. (Meltzer 2009, p. 761)

And Keynes’ own words when he writes

I also want to emphasise strongly the point about economics being a moral science. | mentioned
before that it deals with introspection and with values. | might add that it deals with motives,
expectations, psychological uncertainties. One has to be constantly on guard against treating the

material as constant and homogeneous. (Keynes 1938)

In response to the last criticism, Friedman and Friedman (2009) recall that Joan Robinson
made the point more than 30 years ago that the pursuit of self-interest may be harmful to society
and that Adam Smith should not be associated with this doctrine.™ In actuality, Smith believed that
society cannot subsist among those who are at all times ready to hurt and injure one another.” Raw
self-interest without a foundation of morality is not what Adam Smith is all about. Robinson ended
a commencement address with the following warning: “l hope ... that you will find that the
doctrines of Adam Smith are not to be taken in the form in which your professors are explaining
them to you” (Robinson, 2007).

4. Concluding remarks

The tree of the current crisis has many roots, some superficial, others reaching deep into the
social and economic fabric of our societies. ‘Love of money’ belongs to the latter group. Following
Keynes’ views on capitalism and the money-motive, this paper defines ‘love of money’ as love for
the unlimited accumulation of liquidity as mark of material success and shield against uncertainty.
It is a concept related to greed but greed of a special kind, greed for liquidity and for social

recognition and greed mixed with fear of uncertainty and death.

19 On this see also Roncaglia (2005) p. 145, footnote 56.
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As both ‘love of money’ and (endogenous) financial crises characterise finance-based
capitalism, the goal of this paper has been to investigate possible connections between the two
phenomena. Focusing on the current crisis, two main connections have been established: bonus-
based compensation mechanisms and hedge funds. Both these mechanisms revolve around huge
flows of money motivating economic agents to adopt high-risk strategies which certainly enhance
the possibility of a crisis. Aggressive competition on financial markets, the adoption of dubious and
fraudulent practices, the huge amount of resources spent to fend off all attempts at regulating bonus-
based compensation mechanisms are all related to the ‘love of money’ motive and to its potential
disruptive effects.

Expansionary measures in response to the crisis may be useful in the short run but are
unlikely to provide definitive to the problems posed by ‘love of money’ . On the contrary, by
postponing / avoiding structural adjustment and by validating moral hazard and excessive risk-
taking, standard Keynesian policies may be actually setting the stage for the next crisis.

Assuming that little can be done about ‘love of money’ in the short to medium run, the only
policy prescription against the havoc it wreaks is to seriously regulate bonuses and compensation
practices in the banking and financial industry especially in the hedge fund sector, whose
destabilising potential through leverage-based speculation is the highest. This should be part of a
broader regulatory reform plan aimed which should be inspired by two guiding principles. First,
robust barriers will have to be re-established to prevent the spreading of financial contagion when it
occurs in some part of the system barriers similar to those much that were established in the USA
and in the rest of the world during the 1930s and 1940s. Second, a “keep it simple” approach should
be adopted both in regulation and in financial contract drafting in order to reduce the overall level
of complexity which far to often breeds uncertainty and fraud. In the long run, however, solving the
problems posed by ‘love of money’, including its potential to generate financial crises, will require

a new economic philosophy and a constant effort of persuasion.
Reference

Akerlof G.A., and Shiller, R.J. 2009 Animal Spirits, Princeton University Press, Princeton

Backhouse, R.E., And Bateman B.W. 2009. ‘Keynes And Capitalism’, History Of Political
Economy, Vol. 41, No. 4, 645-671

Bateman, B., Hirai, T., and Marcuzzo, C. 2010 The Return to Keynes, Belknap Harvard, Cambridge
(MA) and London

BIS, 2008 A, Annual Report, Bank For International Settlements, Basel

14



BIS, 2008b, “Central Bank Operations In Response To The Financial Turmoil” Report Submitted
By A Study Group Established By The Committee On The Global Financial System This Study
Group Was Chaired By Francesco Papadia Of The European Central Bank, CGFS Papers No 31

Blundell-Wignall A., 2008. ‘The Subprime Crisis: Size, Deleveraging And Some Policy Options’,
Financial Market Trends , OECD 2008

Blundell-Wignall A., P. Atkinson S. Hoon Lee 2008 ‘The Current Financial Crisis: Causes And
Policy Issues’, Financial Market Trends , OECD 2008

Boldrin, M., and Levine, D.K. 2009 “All the Interesting Questions, Almost All the Wrong Reasons’,
contained in Pecchi and Piga (2009), Ch. 12, pp. 161-78

Buiter W.H., 2007 “Lessons From The 2007 Financial Crisis” , CEPR Discussion Paper No.
DP6596, December

Burtless G., 2009, “The Financial Crisis And A Flaw In Corporate Capitalism” , The National
Journal, Brookings, 17 March 2009 Available At
Http://Www.Brookings.Edu/Opinions/2009/0317_Capitalism_Burtless.Aspx

Chick V., G. Tily, 2004, ‘Transfiguration And Death: Keynes’s Monetary Theory’ Available At
Www.Uwe.Ac.Uk/Bbs/Aheconference/Papers/Chick-Tily.Doc

Colander D., et al. 2009, “The Financial Crisis And The Systemic Failure Of Academic
Economics” , University Of Copenhagen Dept. Of Economics Discussion Paper, No. 09-03

Crotty, J. 2009 *Structural Causes of the Global Financial Crisis: A Critical Assessment of the ‘New
Financial Architecture’, Cambridge Journal of Economics, vol. 33, no. 4, ???

Davidson, P. 2008a “Securitization, Liquidity,And Market Failure” ”, Challange , Vol. 51, P. 43-
56, May/June

, 2008b “How To Solve The U.S. Housing Problem And Avoid A Recession: A Revived
HOLC And RTC .” Schwartz Center For Economic Policy Analysis, New School, New York,
January 2008a (Available At Http://Mpra.Ub.Uni-Muenchen.De/7427/1/MPRA _ Paper_7427.Pdf)
——, 2009, John Maynard Keynes, Palgrave Macmillan
De Antoni, E. 2009. “Minsky, Keynes and Financial instability: the recent subprime crisis”, mimeo
De Cecco M., 1999 ‘The Lender Of Last Resort’, Economic Notes, 1

, 2007 Gli Anni Dell’incertezza, Introduzione, Editori Laterza, Bari

Dostaler G. 1999. ‘Keynes And Economics: The Early Stages’, UQAM Economics Department,
Working Paper Series No. 9901, January

, 2007 Keynes And His Battles, Edward Elgar, Cheltenham

, 2009 “‘Keynes and the love of money. The Freudian Connection’, paper presented at the
36™ Annual Conference of the History of Economics Society, June 26-29, University of Colorado,
Denver

15



Dow, S. 2009. “‘Market Sentiment and Minskian Financial Crisis: a Keynesian/agency structure /
psychology analysis”, paper presented to the *World Economy in Crisis — the Return of
Keynesianism?” Conference, Berlin, 30-31 October 2009

Dowd K., 1996 “The Case For Financial Laissez-Faire”, The Economic Journal, VVol. 106, No. 436
(May, 1996), Pp. 679-687

Erkens, D., Hung, M., and Matos, P. 2009. ‘Corporate Governance in the 2007-2008 Financial
Crisis: Evidence from Financial Institutions Worldwide’, ECGI Finance Working Paper, 249/2009

Farmer R., 2009a “Confidence, Crashes And Animal Spirits”, NBER Working Paper Series,

——, 2009b “Why Keynes Was Right And Wrong And Why It Matters”, Financial Times,
May 27, 2009

Ferguson N., 2009. ‘A History Lesson For Economists In Thrall Of Keynes’, Financial Times, May
30, 2009

Fitoussi, J.-P. 2009 ‘The End of (Economic) History’, contained in Pecchi and Piga (2009), Ch. 11,
pp. 151-60

Friedman H.H., and Friedman, L.W. 2009. ‘The Global Financial Crisis of 2008: What Went
Wrong?’, Working paper, available at http://ssrn.com/abstract=1356193

Gonzalez-Paramo, J.M. 2008 ‘Financial Turmoil, Securitisation And Liquidity’ , Speech By José
Manuel Gonzéalez-Paramo Global ABS Conference 2008, Cannes, 1 June 2008

Geithner, T., (2008), ‘The Current Financial Challenges: Policy And Regulatory Implications?’
Testimony Of Timothy Geithner, President And Chief Executive Officer, Federal Resrve Bank Of
New York

Greenspan, A., 1998 ‘The Regulation Of OTC Derivatives’ Testimony Of Chairman Alan
Greenspan Before The Committee On Banking And Financial Services, U.S. House Of
Representatives, July 24, 1998

, 2008 Testimony Of Dr. Alan Greenspan Before The Committee Of Government
Oversight And Reform, October 23, 2008

Harrod F. R. 1972, The Life Of John Maynard Keynes, Macmillan, London

Hein E., and Truger, A. 2010. ‘Finance-dominated Capitalism in Crisis — the Case for a Global
Keynesian New Deal’, Institute for International Political Economy, WP 06/2010, Berlin

Hoover K., 2006 ‘Doctor Keynes: Economic Theory In A Diagnostic Science’, Contained In
R.E.Backhouse And B.W. Bateman (Eds.) The Cambridge Companion To Keynes, Cambridge
University Press, Cambridge

Kelly E.W. 1998 ‘Countdown To Y2K: An Economic Assessment’, Remarks By Governor Edward

W. Kelley, Jr. At The Annual Economic Symposium At Houston Baptist University, October 29,
1998

16



Keynes J.M., 1925 ‘A Short View Of Russia’, London, Hogarth Press, Reproduced In Collected
Writings vol. 9, Pp. 253-71

, 1926 The End Of Laissez-Faire, London, Hogarth Press, Reproduced In Collected
Writings vol. 9, Pp. 272-94

, 1930 ‘Economic Possibilities For Our Grandchildren’, Nation And Athenaeum, 48, 11
And 18 October, 36-37, 96-8, Reproduced In Collected Writings vol. 9, Pp. 321-32

, 1931 “‘The Consequences To The Banks Of The Collapse Of Money Values’,
Reproduced In Collected Writings Vol. IX, Pp. 168-78

——, 1933. “‘National Self-Suffiency’, New Statesman And Nation, 8 July 1933, 36-7, 15 July,
65-7; Collected Writings Vol. 21, Pp. 233-46

——1933. “‘Art And The State’, Lister, 26 August; Collected Writings Vol. 28, Pp. 341-49
, 1936 The General Theory Of Employment, Interest And Money, London, Macmillan

, 1937 “The General Theory Of Employment’, Quarterly Journal Of Economics, Vol. 51,
February, Pp. 209-23, Reproduced In Collected Writings Vol. X1V, Pp. 109-23

, 1938 “Letter to Harrod’, Reproduced In Collected Writings Vol. X1V, pp. 300

King, J.E. 2010 ‘Keynes and ‘Psychology’’, Economic Papers, vol. 29, pp. 1-12

Kirkpatrick, G. 2009 ‘The Corporate Governance Lessons from the Financial Crisis’, Financial
Market Trends, OECD 2009 , Pre-publication version for VVol. 2009/1

Kregel, J. 2007. “The Natural Instability Of Financial Markets’, Levy Institute Working Paper
Series, No. 523.

Kristof, N. 2008, ‘Need a job? $17,000 an hour. No success required’. New York Times, September
18, OP-ED, A29.

Krugman P., 2008. ‘Deficits And The Future’, The New York Times, December 1, 2008

, 2009 The Return of Depression Economics and the Crisis of 2008, New York, Penguin
Books

Lau, J.Y.F and Smithin, J. 2002 “The Role of Money in Capitalism”, Internationa Journal of
Political Economy, vol. 32, pp- 5-22

Leijonhufvud A., 2008 “Keynes And The Crisis” , CEPR Policy Insight No. 23, May

, 2009a ‘Keynes And The Crisis’, Cambridge Journal Of Economics, Vol. 33, 741-

756

, 2009b “Two Systemic Problems” , CEPR Policy Insight No. 29, January

17



, 2009c “Spreading The Bread Thin On The Butter”, Contained In L. Pecchi, G. Piga
(Eds.) Revisiting Keynes. Economic Possibilities For Our Grandchildren, Ch. 7, Pp. 127-34

Lo, A.W. 2008. ‘Hedge Funds, Systemic Risk, and the Financial Crisis of 2007-2008" Written
Testimony prepared for the U.S. House of Representatives Committee on Oversight and
Government Reform November 13, 2008 Hearing on Hedge Funds

Malkiel B.G., 2003 “The Efficient Market Hypothesis And Its Critics” , Ceps Discussion Paper No.
91, January

Mason, P. 2009 Meltdown. The End of the Age of Greed, Verso, London

Meltzer, A. 2009 Review ‘Revisting Keynes: economic Possibilities for Our Grandchildren” ,
History of Political Economy, vol. 41, pp760-762

Minsky H. 1991 ‘Financial Crises: Systemic Or Idiosyncratic’, Levy Institute Working Paper Series,
No. 51.

Moggridge, D.E. 2005 ‘Keynes, the Arts, and the State’ , History of Political Economy, Duke
University Press

Morgenson, G. 2008. ‘Behind insurer’s crisis, blind eye to a web of risk’. New York Times,
September 28 1, 28.

Ohanian, L.E. 2009 ‘Back to the Future with Keynes’, in chi and Piga (2009), Ch. 6 pp. 105-15

Palma, G. 2009. ‘The revenge of the market on the rentiers: why neo-liberal reports of the end of
the history turned out to be premature’, Cambridge Journal of Economics, vol. 33, no. 4, 581-608

Pecchi L., G. Piga 2009, Revisiting Keynes: Economic Possibilities For Our Grandchildren, New
York, MIT Press, Princeton University Press

Phelps, E.S. 2009 ‘Corporatism and Keynes: His Philosophy of Grwoth’, contained in Pecchi and
Piga (2009), Ch. 5, pp. 95-104

Robinson, J. 2007. ‘Morality and economics’. Commencement Address. Retrieved
July 9, 2007 from Economist’s View
http://economistsview.typepad.com/economistsview/2007/07/morality-and-ec.html

Rochon L.-P.., (2003) ‘Financial Instability Hypothesis’, Contained In J.E. King (Ed.) The Elgar
Companion To Post Keynesian Economics, Edward Elgar, London

Roncaglia, A. 2005 The Wealth of Ideas, Cambridge University Press, Cambridge

Runde, J. 1994. “Keynesian Uncertainty And Liquidity Preference.” Cambridge Journal Of
Economics 18(1): 129-44.

Sharma, V. K. 2008 ‘Genesis, Diagnosis And Prognosis Of The Current Global Financial Crisis’

Address By Shri V K Sharma, Executive Director Of The Reserve Bank Of India, At The Senior
Management Conference, Mumbai, 21 November 2008.

18



Skidelsky, R. 2008 “Keynes Is Back”, Prospect, October

Sinclair, P., Spier, G. and Skinner, T. 2008 ‘Bonuses, Credit Rating Agencies and the Credit
Crunch’, University of Michigan, Working Paper

Steil, B. 2009 “Why Keynes Was Wrong And Why It Matters”, Financial Times, May 19, 2009

Story, L. 2008, ‘On Wall Street, bonuses, not profits, were real’. New York Times, December 18
Al, A35.

Stromaquvist, M. 2009. ‘Hedge funds and the financial crisis of 2008, Sveriges Riksbank Economic
Commentaries, no. 3, 2009

Taleb, N.N. 2009 ‘How bank bonuses let us all down’ , Financial Times, February 24, 2009

Truman E.M., 2009 Policy Responses To The Global Financial Crisis, Remarks Presented At The
Ninth Annual International Seminar, On "Policy Challenges For The Financial Sector Emerging
From The Crisis: Building A Stronger International Financial System," Board Of Governors Of The
Federal Reserve System, World Bank, And International Monetary Fund June 3, 2009

UNCTAD 2009 The Global Economic Crisis: Systemic Failures And Multilateral Remedies, Report
By The UNCTAD Secretariat Task Force On Systemic Issues And Economic Cooperation, United
Nations Geneva

Wray, L.R. 1992. “Alternative Theories Of The Rate Of Interest.” Cambridge Journal Of
Economics 16(1): 69-89.

2009a. ‘The rise and fall of money manager capitalism: a Minskian approach’,
Cambridge Journal of Economics, vol. 33, no. 4, 581-608

2009b. “Money Manager Capitalism and the Global Financial Crisis’, Real World
Economics Review, vol. 51, 1, 55-69

Wray, L.R., Tymoigne E., 2008. ‘Macroeconomics Meets Hyman P. Minsky: The Financial Theory
Of Investment’, Levy Economics Institute, Working Paper No. 543

19



