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Abstract 

In recent decades, financial securities have become a dominant form of private property, 

accounting for much of the growth of wealth around the world. But what kind of property are 

financial securities? What are the sources of the income they provide, and what are the social 

relations that underlie its flow? This article addresses these questions through the Marxist 

category of fictitious capital. Focusing on corporate stocks and bonds, the article shows that the 

social relations expressed in these securities are based on the relation of capital and labor and the 

exploitation of workers in the sphere of production. It concludes that although the rise of 

financial securities leaves the basic conflict between capital and labor intact, it opens new 

strategies within this class struggle. 
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1. Introduction 

From stocks and bonds to exotic credit instruments, financial securities have become a 

salient aspect of capitalist economies in recent decades, accounting for much of the growth of 

wealth around the world (Piketty 2014). Indeed, if financialization is understood as the 

increasing size and importance of financial markets, institutions, and activities (Epstein 2005), 

then one of its key aspects is the rise of financial securities as a dominant form of property. But 

what kind of property are financial securities? How do they differ from other forms of property? 

What are the sources of the income they provide their owners, and what are the social relations 

that underlie its flow? 

These questions are largely neglected in the literature on financialization, which tends to 

focus on finance as an activity rather than a form of property. However, they are critical for 

analyzing financialization from a Marxist perspective, which prioritizes the sphere of production 

as the source of the newly created value that is distributed across the economy. It is within the 

production process that workers necessarily confront capital as the property of others, to whom 

they must sell their labor power to obtain their means of sustenance. Here lies the secret behind 

the creation of surplus-value, which enables capital to increase its value through the exploitation 

of labor (Basu 2014). Financial securities, however, play no direct role in production. Unlike 

machines, equipment, or raw materials, they do not come into contact with the workers who 

employ these means of production. For Marx, these financial securities are not capital at all, but 

a form of fictitious capital—fictitious not because they are not real or the income they provide is 

an illusion, but because they are not really capital, only a contractual claim on future income that 

is ultimately produced with capital. 
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The category of fictitious capital can provide valuable insights into the nature of financial 

securities and enrich our understanding of processes associated with financialization. Thus, it is 

not surprising that recent studies pay more attention to this category after it has been largely 

neglected in the Marxist tradition throughout the twentieth century (e.g., Vasudevan 2009; 

Ivanova 2011; Sotiropoulos et al. 2013; Fine 2014; Chesnais 2016; Durand 2017). These 

scholars identify some of the key aspects of fictitious capital and examine its impact on the 

development of capitalism in recent decades. However, there is still a lack of theoretical clarity 

regarding this category as well as its relation to other Marxist categories, including the various 

forms capital takes as it moves between the spheres of production and circulation. 

The present article addresses these issues to provide a clearer exposition of fictitious capital 

that can provide a more solid basis for an analysis of financialization. Drawing on Marx’s 

circuits of capital model, I focus specifically on corporate stocks and bonds to trace the sources 

of their fictitious value and their relationship to the movement of industrial capital. I then 

proceed to examine the circulation of these securities on the stock exchange and draw out its 

implications on the historical development of the class struggle between capital and labor in 

recent decades. 

2. Fictitious capital since the financial crisis 

The category of fictitious capital is introduced in the third volume of Capital, where Marx 

explains that fictitious capital can be formed through the “capitalization” of any regularly 

occurring income (1991 [1894]: 597). This is accomplished by treating this income as a return on 

some capital, regardless of its actual source, and calculating the (fictitious) value of this 

(fictitious) capital based on this income and the average rate of interest. For example, if someone 



4 

 

receives an annual income of $1,000 and the average rate of interest is 5%, then this income can 

be viewed as interest on loaned capital of $20,000. Marx proceeds to identify two main forms of 

fictitious capital that were common at the time: government bonds and corporate shares. These 

financial securities, he argues, represent nothing but accumulated claims to future income: “their 

money or capital value either does not represent capital at all, as in the case of national debts, or 

is determined independently of the real capital value they represent” (Marx 1991: 599). 

Unfortunately, Marx did not go much further in his analysis of fictitious capital.1 Hilferding 

(1981 [1910]) made use of this category in his study of Finance Capital, but it received little 

attention in the Marxist tradition throughout the rest of the twentieth century (Chesnais 2016). 

Things started to change following the financial crisis of 2007-2008, which provided a stark 

demonstration of how quickly the fictitious value of financial securities can vanish into thin air. 

Not surprisingly, the notion of fictitious capital is often mentioned in the context of the 

mortgage-backed securities that were at the center of the crisis (e.g., Blackburn 2009; Ivanova 

2011; Chesnais 2016). It is also deployed to examine the massive growth of financial derivatives 

in general (e.g., Norfield 2012; Sotiropoulos et al. 2013), the role of the U.S. dollar as “world 

money” (e.g., Vasudevan 2009; Ivanova 2013), and more broadly to assess various developments 

associated with financialization (e.g., Chesnais 2016; Durand 2017; Mavroudeas and Papadatos 

2018). These studies identify some of the key aspects of fictitious capital and discuss their 

implications. However, there is still a lack of theoretical clarity regarding this category, and a 

 

1 Marx’s unfinished writings on the topic were collected posthumously by Engels and incorporated into Part V of 

Capital Vol. III. Engels himself complained in the preface that Marx left no finished draft or even an outline plan for 

this part, but that this is nevertheless “the most important subject in the entire book” (Marx 1991: 94). 
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need to examine more closely how it relates to more familiar Marxist categories, including the 

various forms capital assumes as it moves between the spheres of production and circulation.  

Much of the existing confusion revolves around the relationship between fictitious capital 

and the category of Interest-Bearing Capital (IBC), which Marx uses to denote sums of money 

that are loaned as capital for investment in production. Thus, Sotiropoulos et al. (2013) view IBC 

as a form of fictitious capital, while Mavroudeas and Papadatos (2018) argue that it is fictitious 

capital that is a form of IBC. Fine is more circumspect when he argues that fictitious capital 

refers to the “independent circulation of IBC in paper form” (2013: 50) while noting that the 

distinction between these categories has become far from clear due to the massive growth of 

“hybrid” forms of capital that combine elements from both (2013: 56). Bryan and Rafferty make 

a similar point concerning financial derivatives, which “blend different forms of capital into a 

single unit of measure” (2006: 12). However, they conclude that we should drop entirely the 

distinction between “fictitious” and “real” forms of capital since it tends to shut down any 

inquiry “into what is new and dynamic about capital’s use of finance” (2012: 108). 

No doubt, the financial system today is far more complex than it was in the late nineteenth 

century, and contemporary forms of fictitious capital are much more numerous than the few 

examples discussed by Marx. However, these developments hardly blur the distinction between 

fictitious capital and IBC, not in the least because the latter is still a real form of capital, even if it 

is capital in its “most superficial and fetishized form” (Marx 1991: 515). Far from being 

autonomous from the process of production, money that is advanced as IBC is actually 

incorporated into the industrial capital that passes through the process of production and cannot 

be distinguished from it in this form. It is “the same capital that appears in a double capacity” 

(Marx 1991: 486), as IBC from the standpoint of the lender and as industrial capital from the 
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standpoint of the borrower, i.e., the functioning capitalist. The lender lends his money as capital, 

“and as capital it has to pass through the functions of capital, which include the circuit of money 

capital right through to its return to its starting-point in the money form” (Marx 1991: 471).  

David Harvey also links fictitious capital with the independent circulation of IBC, 

suggesting that the “free-flow” of IBC is “enhanced by the existence of fictitious forms of 

capital” (2006: 270) and that it is only through the markets for fictitious capital that “the 

continuity of flow of interest-bearing capital can be assured” (2006: 277). In more recent work, 

Harvey again discusses the “autonomy and independence” (2013: 175) of IBC from the surplus 

value created through the process of production, which leads him to conclude that Marx was 

unable to accommodate its independent circulation within the general framework of Capital 

(2013: 187). Chesnais, who draws much from Harvey, also discusses “the autonomy of interest-

bearing capital and the fictitious forms of capital it takes,” yet insists that this autonomy is 

necessarily temporary, and can never free itself from its dependency on the production process 

(2016: 88). Durand, who places fictitious capital at the heart of his analysis of financialization, 

hardly discusses IBC or the relationship between these two categories. However, he does argue 

that “the exchange of loan-capitals is a means of valorization of capital that is de-correlated from 

productive activity that gives rise to fictitious capital” (Durand 2017: 50), which is very close to 

the position held by Harvey and Chesnais. Lapavitsas (2014), In contrast, insists that it is not 

fictitious capital but IBC that is at the root of financialization, and thus hardly makes use of the 

former category or discusses the relationship between the two.  

The ambiguity regarding the relationship between fictitious capital and IBC is not too 

surprising, given that Marx states that “the form of IBC makes any definite and regular monetary 

revenue appear as the interest on a capital, whether it actually derives from a capital or not” 
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(1991: 595). However, this is not because IBC itself is somehow transformed into fictitious 

capital, or that the latter enables the free circulation of the former. Rather, it is because the form 

of IBC makes the rate of interest appear as “a uniform, definite and palpable magnitude” (Marx 

1991: 487), while it actually reflects the division of the gross profit between two types of 

capitalist—a money capitalist (lender) and an industrial capitalist (borrower). It is only once the 

rate of interest is viewed as independent from the rate of profit that every periodic income can be 

calculated as a return on some (fictitious) capital. In this way, the valuation of fictitious capital 

inverts the actual relation between capital and interest that still exists in IBC: rather than 

calculating the expected return based on the value of the advanced capital, with fictitious capital 

it is the expected return that is used to calculate the “current” value of the fictitious capital.  

While the ambiguity surrounding fictitious capital and IBC does not invalidate the insights 

provided by these recent studies, it does point to the need for a clearer theoretical demarcation 

between these categories, and a better understanding of the relationship between fictitious capital 

and the circuits of capital described by Marx. Such an understanding, as this article aims to 

show, can shed light not only on the growing importance of financial securities as a form of 

property, but also on its implications for the development class struggle between capital and 

labor in recent decades, a topic that received little attention in the financialization literature so far 

(Kaldor 2021).  

To provide these necessary clarifications, I begin with an outline of Marx’s model of the 

circuit of capital, clearly identifying the role of IBC within this process. I then proceed to 

compare this unique form of capital with fictitious capital in the form of corporate stocks and 

bonds. I continue to examine the circulation of these forms of fictitious capital on the stock 

exchange, and then turn to examine how the growth of fictitious capital affects the ongoing 
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conflict between labor and capital. I conclude by discussing the ideological effect of the rise of 

financial securities and how it contributes to the unity of the capitalist class as a whole. 

3. Fetishism and interest-bearing capital 

Property, of course, is always already a social relation. As law scholars also recognize, the 

property rights of anyone are necessarily also an exclusion of others from the same right (e.g., 

Cohen 1954; Singer 2000). It is this ability to exclude others that allows the owner of private 

property to receive income by renting it out for a given period. The owner maintains ownership 

over the property throughout the period; what is sold is not the property itself, but the right to use 

it for a fixed period. 

Capital too is a form of property from which workers are excluded. However, capital also 

involves another social relation that is based on exchange rather than exclusion, and specifically 

exchange with wage labor. Workers exchange their labor power for a share of the capital value 

paid in the form of a wage, and it is only through this relationship with labor that a thing 

becomes capital. This relation is implicit even in mainstream economics, which defines capital as 

buildings, machines, and other durable assets that are “produced in order to produce yet other 

goods” (Samuelson and Nordhaus 2010: 9). Since such objects do not engage in production by 

themselves, it is clear that someone must put them into use.  

For Marx, however, capital does not exist as an innate object at all, but only in its general 

movement between the spheres of production and circulation, “as value in process” (Marx 1992 

[1885]: 211). It is through this process that capital expands itself by generating surplus value that 

can be then transformed into new capital, and it is only in this movement that the advanced value 
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actually becomes capital. This receives a visual representation in Marx’s circuit of industrial 

capital, which includes the various forms assumed by capital in its movement: 

This process consists of three stages. In the first stage, money is exchanged for commodities 

(M→C) in the form of means of production (MP) and labor power (LP). In the second stage, 

these commodities are consumed through the process of production (…P…) and a new 

commodity emerges on the other side. In the third stage, the new commodity is exchanged for a 

sum of money (C′→M′) with a greater value than the value of the money at the beginning of the 

process (M<M′). This surplus-value, i.e., the difference between M and M′, is created through 

the exploitation of workers in the process of production (Basu 2014). The end of the cycle is also 

the starting point for a new cycle, in which the whole process repeats itself. In this way, capital 

increases itself, and it is this property of self-expansion that makes it into capital.  

It is important to remember that for Marx, the different forms capital takes, i.e., money 

capital, commodity capital, and productive capital, are not distinct types of capital that exist 

independently of one another. Rather, they are different moments in the total circuit of industrial 

capital. In other words, money capital, commodity capital, and productive capital are different 

forms assumed by the same industrial capital during its circuit. They are “particular functional 

forms of industrial capital, which takes on all three forms in turn” (Marx 1992: 133).  

IBC enters into the picture when the industrial capitalist, rather than using his own capital, 

borrows the initial money needed to begin this process. This act is “a legal transaction which has 

nothing to do with the actual reproduction process of capital, but simply introduces it” (Marx 
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1991: 469). Marx links this form of capital to the circuit of industrial capital by adding two 

stages to the process: 

Here again money serves as the starting point. However, this time it is in the hands of a 

lender (money capitalist), who loans it to the industrial capitalist (M→M). The additional step at 

the beginning of the circuit is matched by an additional step at the end of the circuit (M′→M′), in 

which the borrowed capital returns to its legal owner with an increment in the form of interest. 

Although the sum of money that is advanced by the lender is used by the industrial capitalist 

as money capital, from the standpoint of the lender this money is advanced as IBC. The 

difference between the two is not to be found in their material form—which appears in both 

cases as money—but in the way they function for the lender and borrower. In the hands of the 

industrial capitalist, money capital is used as money, not as capital. It functions as the means of 

payment for labor power and the means of production, not as a self-expanding value. This also 

holds for commodity capital (C′), which is sold like any other commodity. Money and 

commodities become capital not because of the way they act in a specific moment of the circuit, 

but because of the way this act is connected with the overall circuit of capital (Marx 1991: 464). 

Things are different with IBC. Here money is advanced from the very start as capital, i.e., as a 

value capable of creating more value, of producing an average rate of profit. What the lender 

transfers to the borrower is the ability of money to function as capital, an ability that already 

presupposes the capitalist mode of production. It is only on the basis of capitalist production that 

it becomes possible to transform any sum of money into “self-expending value”, i.e., into capital 

that can produce an average rate of profit (Marx 1991: 459).  
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The first step in this extended circuit, i.e., the transfer of IBC from lender to borrower, also 

differs from the original circuit of industrial capital in that it does not include an exchange of 

equivalent values (Marx 1991: 466). In the circuit of industrial capital, the transformations of 

money into commodity and commodity into money represent an exchange of equivalents. The 

value of the money capital at the beginning of the circuit is equal to the value of the means of 

production and labor power it buys (M=C) and the money at the end of the circuit is equal to the 

value of the commodity produced (C′=M′). The difference between the sums of money at the 

beginning and the end of the circuit (M<M′) reflects the surplus value that is created in the 

process of production (…P…).  

The transfer of money from lender to borrower, in contrast, is not considered by Marx as an 

act of exchange. When money is advanced in the form of IBC, no equivalent value is received. 

The money capitalist does not exchange this IBC but transfers it for a fixed period, at the end of 

which it returns to its starting point with interest. Thus, from the standpoint of the lender, the 

circuit of IBC appears simply as M→M′, and the entire process of production falls out of view. 

This is why Marx regarded IBC as the most superficial and fetishized form of capital. Here it 

appears as if money is capable of creating value and yielding interest all on its own, “as it is the 

property of a pear tree to bear pears” (Marx 1991: 516). 

The critical point here is that IBC—just like money capital, productive capital, and 

commodity capital—is not an autonomous form of capital that exists independently alongside the 

other forms of capital. Rather, it is incorporated into the industrial capital, as the loaned money 
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capital is used to buy labor power and means of production. It appears as IBC only from the 

standpoint of the lender (money capitalist), while it functions as money capital, productive 

capital, and commodity capital for the functioning capitalist, and cannot be distinguished from 

them during this process. It is the very same capital that appears in a double capacity. Yet this 

capital “functions only once, and produces profit only once. In the production process itself, “the 

character of capital as loan capital does not play any role” (Marx 1991: 486). It is in this sense 

that “interest-bearing capital is capital as property as against capital as function” (Marx 1991: 

503; italics in origin).2 This also means that the income flowing back to the owner of IBC 

necessarily comes from the surplus value created in the process of production. Thus, although the 

money capitalist does not directly confront the worker, he nevertheless “participates in the 

exploitation of labor as represented by the functioning capitalist” (Marx 1991: 504). In other 

words, the social relation that operates through IBC is based on the relation of capital and labor, 

which involves the extraction of surplus value through the exploitation of workers. 

4. The fictitious value of corporate stocks and bonds 

For Marx, the industrial capitalist and money capitalist served as the personification of 

industrial capital and IBC. While this was a reasonable simplification for his time, the situation 

has changed with the rise of the modern corporation as a dominant form of business 

organization. Under the corporate form, capital is no longer owned by any individual capitalist, 

but by the corporation itself. It receives the form of social capital instead of private capital. For 

 

2 The distinction is not between two independent forms of capital, one within and one outside the process of 

production, but between the relation of the lender (money capitalist) and the relation of the borrower (functioning 

capitalist) to the very same capital. Thus, Harvey is wrong to argue that “capital as property” refers to capital that 

exists outside of the actual process of production (2006: 257).  
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Marx, this development represented “the abolition of capital as private property within the 

confines of the capitalist mode of production itself” (1991: 567). The socialization of capital 

under the corporate form, which was only incipient in the late nineteenth century, has become 

the general rule during the twentieth century (Roy 1997). 

 The rise of the modern corporation has transferred the control over production to hired 

managers, and transformed the industrial capitalist into a mere shareholder. However, it did not 

change the circuit of industrial capital, which still involves the extraction of surplus value 

through the exploitation of workers. Like the industrial capitalist of the nineteenth century, 

corporations also rely on money from external sources to finance production. These sums of 

money can be advanced as debt or equity, against which earn a return in the form of interest or 

dividends respectively.  

Just like the interest accruing to the money capitalist, the income flowing to corporate 

shareholders and creditors is ultimately paid from the surplus value created in the production 

process. And just like the money capitalist, shareholders and creditors do not confront workers 

directly, yet participate indirectly in the exploitation of labor that takes place within the corporate 

sphere. Here we find workers oppose managers as the representatives of capital in general, a role 

Marx assigned to the functioning capitalist, who has now become a mere shareholder removed 

from the process of production.  

Nevertheless, stocks and bonds issued by the corporation are not IBC, but forms of fictitious 

capital. As noted above, money advanced as IBC is actually incorporated into the industrial 
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capital that passes through the process of production. This is not the case with the securities 

issued by the corporation, which indeed circulate independently from the circuit of industrial 

capital. Although these securities might originate from money capital that was once advanced for 

production, they are no more this capital than a mortgage on a house is the house itself. The 

original sums of money were already transformed into capital in the form of machines, raw 

materials, and labor power, which now exist as the property of the corporation itself. This 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... It exists only in the latter form, and the share is nothing 

but an ownership title… to the surplus-value which this capital is to realize” (Marx 1991: 597). 

However, it is not their independence from the sphere of production per se that makes 

corporate stocks and bonds into fictitious capital. Commercial capital, for example, also remains 

outside the sphere of production (Marx 1991: 379-382), yet this does not make it into fictitious 

capital. Rather, stocks and bonds are fictitious capital because they have no real value of their 

own, which according to Marx’s labor theory of value, is determined by the socially necessary 

labor time expended in production. What is considered as the value of these securities, i.e., the 

prices quoted on the stock exchange, is not determined by the actual value of the capital assets 

they are thought to represent (which like other commodities, depends on the socially necessary 

labor time required for their production). Instead, the valuation of financial securities depends on 

the future income they are expected to provide, the risk associated with it, and the average rate of 

interest (Marx 1991: 598-599). Other things being equal, an increase in the expected return 

would lead to a higher valuation, while an increase in the level of risk and / or rising interest rate 

would lead to a lower valuation (Damodaran 1994).  
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In short, the value of financial securities is fictitious because it is imputed value, which does 

not exist in reality. Therefore, the distinction between fictitious capital and IBC does not depend 

on whether or not the investment succeeds in producing surplus value.3 Rather, it is a distinction 

between money that is actually incorporated into the circuit of industrial capital and money that 

is used to buy a paper claim on the future profit produced with this capital. To be sure, this 

distinction hardly matters for the investors who buy stocks and bonds: from their standpoint, the 

money is used as IBC in both cases (Marx 1991: 596). Nevertheless, from the standpoint of the 

economy as a whole, it is only in the former case that this money functions as capital, produces 

surplus value, and contributes to capital accumulation. In the latter case, money is simply 

transferred from one party to another without any effect on the actual functioning capital.  

Summarizing the analysis so far, Marx argues that on the basis of capitalist production every 

sum of money can potentially function as capital and produce an average of profit. This allows 

the owner of money to loan it as IBC that is used to produce a profit, from which interest is paid. 

But once it is taken for granted that every sum of money is capable of producing a regular stream 

of income, the interest rate itself appears to be independent of the rate of profit, which in turn 

makes every regularly occurring income appear as the product of some original capital. Here also 

lies the key to understanding other types of financial securities, from government bonds to 

various asset-backed securities, which have no relation whatsoever to the process of production. 

Such financial instruments are also a form of fictitious capital since their (fictitious) value is 

imputed based on the future income they are expected to provide. 

 

3 Clearly, an investment in production can fail even when it is financed by the corporation from its own resources. 

However, this does not make the money capital so invested into fictitious capital. 
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5. The circulation of fictitious capital 

When money is loaned as IBC, there is no exchange of equivalents. The money capitalist 

remains the owner of the IBC even when it is employed by the functioning capitalist, just like a 

house remains the property of the landlord even when it is occupied by a tenant. With financial 

securities, in contrast, money is exchanged against the security itself, i.e., against a contractual 

claim on future income. This contractual claim can be sold again for money just like any other 

commodity. In this sense, financial securities are indeed sui generis commodities (Sotiropoulos et 

al. 2013: 53). However, this commodity is not capital, as with IBC, but a contractual claim on 

future income. This is why “the customary description of the stock exchange as the ‘capital 

market’ misses the essential nature of that institution” (Hilferding 1981: 131). Rather than 

capital, the stock exchange mobilizes claims on future income, which increasingly displace 

capital—now owned by the corporation itself—as a dominant form of capitalist property.  

As a form of property, financial securities are specifically designed to be traded on the stock 

exchange: they are negotiable, which means that their legal ownership is readily transferable 

from seller to buyer; they are also fungible, which means that individual units of the same 

security are interchangeable and cannot be distinguished from one another. Financial securities 

are also highly liquid, which means that they can be bought and sold quickly with a minimal 

impact on their price. But while securities are fungible and negotiable by design, their liquidity is 

a matter of degree and depends not only on constantly changing market conditions, but also on 

the technology used for trading, the laws and regulations governing financial markets, and more. 

In other words, liquidity is an outcome of historical development. Modern stock exchanges take 

active steps to ensure the liquidity of financial securities, for example by assigning “market-

makers” that trade continuously or installing advanced technological systems that speed up trade 
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(Carruthers and Stinchcombe 1999; Jain 2003). State regulators often join these efforts through 

specific policies designed to improve the ease and efficiency of stock trading (Bhide 1993; 

Holden et al. 2014).  

In contrast to IBC, the circulation of financial securities on the stock exchange remains 

independent from the circuit of industrial capital, and this independence “strengthens the illusion 

that they constitute real capital besides the capital or claim to which they may give title” (Marx 

1991: 598). In the case of corporate stocks and bonds, this movement can be described alongside 

the circuit of industrial capital as follows: 

Here again a sum of money is loaned for production, just like with IBC. However, this time 

the money is not simply advanced without receiving an equivalent value. Rather, it is exchanged 

for a financial security in the form of corporate stocks or bonds (SS/B). Thus, the circulation of 

these securities begins with M→SS/B. In the second step, this security “gives birth” to financial 

income in the form of dividends or interest. Stocks are never fully transformed into money and 

remain the property of the shareholder indefinitely. With corporate bonds, it can be said that they 

are completely transformed into money when they reach maturity, i.e., the date on which the life 

of financial security ends. However, since corporations constantly redeem old bonds and issue 

new ones, investors can simply transfer their money from one to the other.  
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The liquidity of financial securities allows investors to convert them back into money at any 

given moment with great ease. While the nineteenth-century money capitalist had to commit his 

IBC for a fixed period and could not recover it before it passed through the process of 

production, modern shareholders and bondholders can quickly withdraw their money by selling 

the securities they hold. However, this trade in financial securities requires new money that has 

nothing to do with the money originally exchanged for them. Selling the security at a higher 

price than it was bought provides a monetary reward in the form of a capital gain. Yet such 

capital gains do not result from the creation of new value but are the outcome of a zero-sum 

game between actors on the stock exchange (Pollin 1996; Durand 2017) 

The constant flow of new money into the stock exchange is a necessary condition for the 

growth of fictitious capital and helps sustain its independence from the sphere of production. The 

extent of this independence was on display following the outbreak of the Covid-19 pandemic 

early in 2020, as stock exchanges in the U.S. and Europe quickly rebounded even as productive 

sectors were grinding to a halt. This “disconnect” can be attributed to a large extent to the actions 

taken by central banks, which helped sustain the liquidity on financial markets (Igan et al. 2020; 

O'Hara and Zhou 2021). The steps taken by central banks led to a sharp drop in discount rates, 

which account for much of the upward movement in stock markets both in the U.S. and Europe 
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(Igan et al. 2020: 9). Similar steps were also taken by central banks in emerging economies 

(Gubareva 2021; Pordeli et al. 2021). 

While the monetary responses to the Covid-19 pandemic might have been “unprecedented” 

in its scope (Igan et al. 2020: 9), its overall direction is far from new. Central banks have long 

been pursuing policies that encourage and support the financialization of domestic economies 

(Gabor 2010; Lapavitsas and Mendieta-Muñoz 2016; Braun and Gabor 2020). Interest rates 

across most developed economies have been in a downward trajectory since the mid-1980s, 

fulling the continuous appreciation of fictitious capital on the stock exchange (Guttman 2017; 

Walter and Wansleben 2020). At the same time, neoliberal reforms aimed at deregulation and 

liberalization of markets have led to the massive growth of international capital flows that mainly 

benefitted financial asset holders in advanced economies (Lapavitsas 2014; Chesnais 2016). The 

rise of institutional investors, including pension funds, mutual funds, and more recently index 

funds, has provided an ever-increasing flow of money to financial markets that also contribute to 

their liquidity (Clarck 1998; McCarthy 2014; Fichtner 2020). In short, many of the developments 

associated with financialization have contributed, in one way or another, to the massive growth 

of fictitious capital and sustained its independence from the ebbs and flows of productive sectors.  

However, this does not mean that the accumulation of fictitious capital is responsible for the 

slowdown in real capital accumulation, as is often suggested in the financialization literature 

(e.g. Lazonick and O’Sullivan 2000; Stockhammer 2004; Orhangazi 2008). Rather, the causal 

link runs in the opposite direction: it is the problem of overaccumulation and global excess 

capacity that persisted since the early 1970s which is at the root of the shift toward finance. In 

this sense, the flow of money to financial markets should be viewed as “a symptom of global 
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overaccumulation, as it points to falling rates of return on capital investment” (Ivanova 2011: 

867; see also Brenner 2006; Benanav 2020).  

6. Fictitious capital and class struggle 

While capital gains from trading in securities are a “zero-sum game”, the dividends and 

interest payments flowing to corporate shareholders and bondholders are a part of the gross 

profits generated in production. This means that the contractual claims represented in these 

securities depend on the capitalist relations of production and presuppose their existence. In other 

words, the social relation that operate through corporate stocks and bonds is ultimately based on 

the social relation of capital and wage-labor, and the extraction of surplus value created in the 

sphere of production through the exploitation of workers. Other things being equal, higher wages 

mean lower gross profit, from which both dividends and interest are also paid. 

It is not surprising, therefore, that economists find that strikes and labor disputes are 

associated with a decline in stock prices (e.g., Becker and Olson 1986; Abowd 1989; Nelson et 

al. 1994; Dinardo and Hallock 2002), while wage concessions and approval of “right-to-work” 

laws contribute to rising stock prices (e.g., Becker 1987; Thomas et al. 1995; Abraham and Voos 

2000). Evidence of the link between labor disputes and stock prices can also be found in the 

financial media, and this is perhaps the only context in which it covers labor-related issues (for 

recent examples see Kilgore 2017; Meijer and Kar-Gupta 2018; Owusu 2018; Riley 2018). The 

online retailer Amazon provides a recent example: after workers in Alabama voted against 

forming a union, Amazon’s stock gained 2.04 percent—its largest single-day increase in seven 

weeks (Deagon 2021). 



21 

 

Although the rise of financial securities as a dominant form of property leaves the basic 

conflict between capital and labor very much intact, it opens up new strategies and courses of 

action within this class struggle. Such strategies are made possible, first, because fictitious 

capital in the form of stocks and bonds represents a contractual claim on the future surplus value 

and as such can preempt wage demands by committing this income in advance; and second, 

because these securities are intangible, fungible, and highly liquid, and thus provide enormous 

flexibility to the capitalist class in shifting money between industries, escaping the control of 

governments, and subordinating rules and regulations to their requirements. These strategies help 

explain the negative impact of financialization on the bargaining power of trade unions noted by 

some scholars (e.g., Tomaskovic-Devey and Lin 2013; Hein et al. 2016). Indeed, the shareholder 

value model that has come to dominate the sphere of corporate governance in the age of 

financialization is in essence a menu of such strategies. Officially intended to “maximize” the 

value for investors, the prescriptions of its proponents—including increased dividend 

distribution, stock buybacks, and the substitution of debt for equity—have nothing to do with the 

creation of “new” value, only with the distribution of value already produced by the corporation. 

The dispersion of stock ownership, which gives rise to the agency costs that the shareholder 

value model is supposed to eliminate (e.g., Jensen and Meckling 1976), also means that 

shareholders are less exposed to the risks associated with any individual corporation, since they 

hold a diversified portfolio with stocks in various firms. For the same reason, dispersed stock 

ownership undermines the power of organized labor, since the main threat of unionized 

workers—the economic damage they can inflict on their employer—is much less effective when 

each shareholder has a very small stake in the corporation. The substitution of debt for equity, 

which is described by agency theorists as a method to “discipline” managers (e.g., Jensen 1986), 
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is more likely to discipline workers since it commits future income that could otherwise be used 

for wage increases. A long-standing scholarship in financial economics actually recommends the 

use of corporate debt as an effective “negotiation device” to extract wage concessions from 

organized labor (e.g., Perotti and Spier 1993; Hanka, 1998; Klasa et al. 2009; Matsa 2010).  

Financialization is also bound with the globalization of production and the international 

division of labor (Milberg 2008; Smith 2016; Auvray and Rabinovich 2017). Indeed, much of the 

value distributed to shareholders in advanced economies is created through the exploitation of 

low-wage workers in the Global South. Here the negative impact of financialization on labor is 

compounded by a subordinate position in international financial markets (Lapavitsas 2014; 

Bonizzi et al. 2020), and power asymmetry between multinational corporations and their 

southern suppliers (Palpacuer 2008; Newman 2012; Froud et al. 2014). Governments actively 

seek to improve their “investment climate” by easing labor laws and repressing militant unions 

(Ness 2015; Suwandi 2019).4 Local elites—especially those incorporated into global value 

chains or international finance—are often more than happy to accommodate these demands, 

from which they have much to gain (Robinson 2012). 

The growing centrality of finance in recent decades helps obscure these exploitative 

relations and uneven exchanges. While scholars emphasize the growing reliance of nonfinancial 

corporations (NFCs) on income from financial investments as a key indicator of financialization 

at the firm level (e.g., Krippner 2005), a large share of this income actually comes from 

 

4 Recently in India, PM Narendra Modi chaired a “Virtual Global Investor Roundtable” with top global fund 

managers, where he took pride in the recent labor law reform—strongly opposed by trade unions and labor activists 

for its “anti-worker” provisions (Jayaswal 2020). In Indonesia, a “Job Creation Act” designed to attract foreign 

investments led to massive protests across the country. According to the International Trade Union Confederation, 

the bill would cut wages, remove sick leave provisions, and undermine job security (Moss 2020) 
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dividends distributed by foreign subsidiaries to their parent firms in advanced economies 

(Fiebiger 2016). Foreign direct investment (FDI) is also increasingly channeled through a 

complex web of related entities, leading the Bank of International Settlements to discuss the 

“financialization of FDI”, which has become “less and less a reflection of real investment or the 

expansion of production technologies” (López and Stracca 2021: 6-7). At the same time, the 

growing use of arm’s length contracting, also known as “non-equity modes of production”, 

makes the extraction of surplus value from low-wage workers in the Global South completely 

invisible, since most of the product’s value is attributed to the branding and marketing activities 

of lead firms in advanced economies (Smith 2016; Suwandi 2019).5 This adds another degree of 

separation between corporate stocks and bonds and the real capital employed in production, 

which is no longer owned by the corporation itself but by the producers and suppliers in low-

wage countries. 

The growth of fictitious capital in the form of corporate stocks and bonds, evident in their 

rising prices on the stock exchange, cannot be fully understood without taking into account the 

intersections of financialization and globalization, the international division of labor, and the 

ongoing class struggle between labor and capital on a global scale. As Smith succinctly 

concludes, “the rising weight of financial assets and their associated revenue streams… is to a 

significant extent a materialization of surplus-value extracted from super-exploited workers in 

low-wage countries” (2016: 299). The income flowing to shareholders and bondholders in 

advanced economies, which provide the basis for the valuation of these securities, increasingly 

 

5 Both Froud et al. (2014) and Smith (2016) use the well-known example of Apple and the contract manufacturer 

Foxconn, showing how according to national accounts and financial flows statistics, the Chinese workers who 

produce Apple’s iPhone contribute almost nothing to its final selling price, which is mainly attributed to value added 

created by Apple itself within the U.S. 
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represents the appropriation of surplus value created in the Global South, which is used for 

dividend distribution and stock buybacks that push up stock prices while increasing the 

concentration of wealth. The form of these securities, however, tells us nothing about this 

process of production or its conflictual nature. The sources of their income, the social relations it 

presupposes, and the legal infrastructure that ensures its flows, all remain hidden behind their 

legal-contractual form. Thus, “on the stock exchange capitalist property appears in its pure form, 

as a title to the yield, and the relation of exploitation… upon which it rests, becomes 

conceptually lost” (Hilferding 1981: 149). 

With the growing centrality of financial securities as a form of property, the stock exchange 

increasingly serves as a center of communication between corporate managers, shareholders, and 

bondholders. CEOs communicate with investors through public announcements, periodical 

reports, and financial statements. Changes in stock prices transmit a “reply” back to managers, 

and stock-based compensation ensures they are always attuned to the judgment of “the market”. 

Labor, of course, is excluded from this “conversation”. Nonetheless, the contractual claims of 

stocks and bonds establish a social relation between workers and outside investors, as their 

claims are for a share of corporate profit, which is inversely related to the wages of workers. 

Thus, the basic conflict between labor and capital remains much the same as it was before the 

rise of finance. However, this conflict remains hidden behind the daily operations of the stock 

exchange, the constant buying and selling of stocks and bonds, which have nothing to do with 

the actual production process that takes place within the corporation. 
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7. Conclusion 

The growing importance of financial securities as a form of private property is one of the 

key aspects of financialization. This form of property is mainly concentrated in the hands of the 

wealthiest members of society and has become even more so in recent decades (Saez and 

Zucman 2016; Wolff 2016). Indeed, the power of the capitalist class today appears to reside less 

in the direct ownership over the means of production, and more in the paper claims it holds over 

the surplus value produced by labor. 

The category of fictitious capital helps us conceptualize the relationship between corporate 

stocks and bonds and the process of production, and reestablish the link between the circuit of 

industrial capital and the prices quoted on the stock exchange. While many scholars view 

financialization as a novel stage of capitalism, characterized by the growing independence of 

finance from the “real” economy, the category of fictitious capital reminds us that the income 

flowing to corporate shareholders and creditors ultimately comes from the surplus value created 

by labor, and thus presupposes the social relation of capital and the exploitation of workers in the 

sphere of production. It also suggests that the appearance of independence from the process of 

production is not accidental, but arises from the very form of fictitious capital, which represent a 

contractual claim on future income rather than the actual value of existing assets. This 

ideological effect is already present in the fetishized form of IBC, in which money appears to 

create more money all on its own. However, it reaches its high point in fictitious capital, in 

which a flow of income is used as the basis to calculate the hypothetical capital from which this 

income is allegedly derived.  

The growing centrality of financial securities involves a broader shift in property relations, 

which includes legal and regulatory changes, novel institutional arrangements, and specific 
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policies designed to protect the (fictitious) value of this form of property. These help sustain the 

independent circulation of financial securities by ensuring their convertibility into money at any 

given moment. Nevertheless, this independence cannot be maintained indefinitely, since the 

valuation of corporate stocks and bonds ultimately depends on the surplus value created in the 

process of production through the exploitation of workers. Thus, the link between the fictitious 

value of corporate stocks and bonds and the conflict between capital and labor reasserts itself 

whenever the process of production is interrupted through the collective action of workers, 

during strikes and work stoppage, which threaten the ability of corporate managers—acting as 

the representatives of the capitalist class—to continue extracting surplus value at the level 

expected by investors. These struggles continue to take place in mines, fields, and factories 

across the globe, and it is their outcomes—rather than the conflict between managers and 

shareholders or between finance and industry—that will determine the future trajectory of 

financialization and the faith of capitalism in the twenty-first century. 
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