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Germán Bernácer is one of the Spanish economists that history will undoubtedly recognise some day for his outstanding work and groundbreaking contributions in the construction of economic science. As French and English speakers have dominated the economic arena, it is not uncommon that the merits of Spain’s scientists are glossed over and accorded first to foreigners and later, much later, Spaniards are eventually given their due recognition.


This statement is proven true in work done by Professor Robertson, a distinguished economist from Cambridge University who is well known by all Spanish professors. He published the works of Germán Bernácer in the magazine Economica under the title ‘A Spanish Contribution to the Theory of Fluctuations’, in which he referred to Bernácer as ‘renowned Spanish economist’.


Manuel de Torres, in the preface to his translation of Robertson’s book Essay on Monetary Theory, justified the inclusion therein of Bernácer’s work on the theory of monetary fluctuations.


It is remarkable to recall that Germán Bernácer set forth his theory on fluctuations or, even better, his theory on disposable funds in 1923, a full thirteen years before Keynes’ opus, The General Theory, would appear. Bernácer’s work does contain the seed or the essence of part of the field of thought developed later by Keynes. I am not trying to claim that the honoured English economist was inspired by Bernácer’s work, which he may not even have been aware of. However, it is not that improbable in light of the friendship Keynes had with Robertson. What is true in any case is that Bernácer had very clear ideas at that time about the role that money had on real economics. That is, he was clear about the influence of monetary economics on real economics.


Several distinguished professors from the Faculty of Economic Sciences at the Complutense University in Madrid have studied Bernácer’s work and personality. These professors include Manuel de Torres and Emilio de Figueroa, who are regrettably both deceased. However, it has been Professor José Villacís who has delved into the meaning and importance of the contributions of Professor Bernácer most diligently and in the greatest depth.


The curriculum and lengthy list of publications of Professor Villacís is extensive enough both to convey his academic merits and amply guarantee the work he has done on Germán Bernácer.


Furthermore, he has also studied Germán Bernácer’s personality and what I would dare to describe as his multidimensional involvement in the scientific arena. Germán Bernácer came from humble origins and was a self-made man. He would obtain the post of department head for the Testing and Evaluation of Commercial Products at the Business Training School in Madrid (Escuela Superior de Comercio de Madrid) after a competitive selection process. When I studied business at the same school, I was lucky enough to have this eminent man as a teacher, because Professor Bernácer also loved chemistry and laboratory work. This never prevented him from performing in-depth economic studies and holding first the post of director and subsequently the post of assistant director of Research Services at the Bank of Spain. This double facet of Professor Bernácer is detailed and commented upon by Professor Villacís, who also clarifies the apparent anomaly of his supposed demotion, which was simply one further consequence of Professor Bernácer’s modesty. The brilliance of the posts he held overwhelmed him when he just wished to have more time available for study and research.


Bernácer was also an eminently refined man and a great pedagogue. He lived in great simplicity and this was particularly clear –if I may say so due to personally knowing him– in how he treated his students. I believe his own character was his biggest enemy and his natural modesty made him indifferent to others acknowledging his achievements and stunning abilities. It was probably his personality, incapable of fighting or confronting his possible doctrinal adversaries, where the explanation can be found for the marginalisation he was subject to in his life, as Villacís correctly emphasises.


His simplicity and the way he shied away from the limelight whenever possible may also have contributed to the fact that his scientific renown was largely ignored by those of us starting out at the recently-opened Faculty of Political and Economic Sciences. Essentially, we went there to read Anglo-Saxon economic literature.


Thus, I find it commendable that a Spanish professor is presently bringing the works and personality of Germán Bernácer to the public eye. I believe that there is no person better qualified to do so than José Villacís González, who has studied his works and life in such depth, despite never personally knowing the man. The work reflects his signature and excellent style and is full of the passion we could expect in this meritorious, just and long-overdue demand for recognition. He stresses the full importance of the contributions of Professor Germán Bernácer in the construction of financial and monetary economics. Therefore, Mr Villacís will bring him to the public eye of new generations of economists who will surely feel true pride that a Spaniard –a humble chemistry professor by all appearances– was ahead of the subsequent monetary theories with his Theory on Disposal Funds.


                        José María Fernández Pirla


Professor at the Faculty of Economic and Business Sciences
 

(Complutense University of Madrid)
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This is quite a long book about a new and unknown subject: the macroeconomic theory of Germán Bernácer. Reading such a lengthy treatise on such a heterodox topic may be overwhelming to some readers. Anticipating this situation, I have ‘enveloped’ the book between two small blocks: the first, which starts with a brief and concise introductory summary of the theory that will be developed and, the second, which are a series of conclusions set forth at the end of the book, where the final summary is presented. The book can therefore be read in the following ways:


−   Quick reading: Read the introduction.


−   Average reading: Read the introduction and then jump to the final conclusions (there are 179), using the ‘Bernacerian’ dictionary as an aid.


−   Extensive reading: Read the entire book.


−   Reading technique: First read the introduction. Subsequently, as you read chapters or sections dealing with specific concepts, try to recap the meaning by rereading the corresponding summary. Thus, working with the book in a cyclical manner, you will also review the summary of the cycles once again. If you would like to go into greater depth after reading the whole book, it is worth matching each part of the book with its respective final conclusion, appearing at the end of the book.


−   Comment: It is possible to understand Bernácer’s thought along general lines through a coordinated reading of the introduction and the 179 final conclusions.


−   Note: If readers wish, skip the extensive terminologies and arithmetic operations and stick to the textual explanations.


If readers would like to avoid a dense reading and be entertained with the anecdotal side of this book, go directly to the final section, the Biography of Germán Bernácer.
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‘I had the chance to meet Germán Bernácer.’ This pronouncement by economist Jesús Prados Arrarte would end up changing my life. After many years in exile, Prados exuded the charisma of a political fugitive and the seductive romanticism of those with firsthand knowledge of other economies. As his students, we were captivated by the masterful and improvised lectures he would burst forth with at his home while we graded papers or ate lunch in the cafeteria. These conversations were sprinkled with anecdotes and punctuated by references to famous characters from the world of literature, like Prado’s good friend Federico García Lorca, and about wartime struggles.


Prados would jest that he was an expert on inflations. This was not odd, given that he had studied, suffered and lived through Latin American inflations. He lived for many years in Argentina and did studies on Chilean and Peruvian inflation. He was a critic of the big economists and would end up saying that Milton Friedman ‘was the worst Nobel Prize winner ever chosen’. He was acerbic in his attacks and always devastating.


For this reason, his proclamation of great admiration has always remained vividly in my memory, as if he had been introduced to Adam Smith: ‘I had the chance to meet Germán Bernácer…’


At that time (the winter of 1977), I was starting out in the world of teaching, no research, and I instinctively asked if Germán Bernácer was a German economist. He told me no; he was Spanish. Then Prados started to tell me about how he was known by the greatest economists in the world, like Robertson, Haberler, Perraux, Rueff, and about how he published in prestigious international magazines.


Admiration, which is a matter of knowledge and particularly of instinct, shone through in Prado’s comments when he talked about Bernácer. And in a single phrase, he paid him the highest compliment possible by saying, ‘Damn! That guy really knew about money’. Then, Prado started to tell the story that he would repeat innumerable times about introducing Bernácer and Robertson. Don’t forget, he would say, that we are talking about the Robertson from Cambridge, nobody less, who was a friend and confidant of the great Keynes. The story, which is told in greater detail later in the book, was the following.


It was 1954 at a banking conference in Granada, Spain. Prados was talking to Dennis H. Robertson, who told him that he had heard about a man named Bernácer. ‘Well, he is actually here in the hotel, and I will introduce you to him now,’ said Prados. Excited, they went downstairs. And they approached a timid man, practically hiding in a corner of the room. It was an unbalanced and absurd meeting. Robertson virtually towered over Bernácer and hugged him happily and genuinely, like someone who had finally found a long-lost friend. Totally the opposite, Bernácer acted cold and distant. Prados said, ‘Bernácer’s face looked like he was ill’.


We soon started to look for background information on Bernácer, armed with enthusiasm and the rudiments of Keynesian economics. Ten years later, we would find the key to Robertson’s passion and Bernácer’s coldness. I also found the core of an orthodox and real definition of macroeconomics, which turns the orthodox and official into an impossible game of vulgar arithmetic. By that time, Prados had died without ever realising the amazing individual who had been right in front of him.


What is tragic about the case is that Prados carried out several daring forays into dynamic economics with very interesting results without ever having studied or known about Bernácer’s works. He even ended up experimentally proving some of Bernácer’s theories. It is tragic and even anecdotal. Now it was four years after that landmark year of 1977 when I heard the name Bernácer from his mouth for the very first time. I had already become engrossed in his theories and I commented on Keynes’ possible repetition of Bernácer’s work. And he said, ‘Villacís, that’s ridiculous’. I believed him. I also told him that the saving-investment equality was foolishness, to which he readily and confidently responded: ‘That is not foolishness. That is an identity, and saying that an identity is not equal is not foolishness, it is madness’. I fell quiet, but then added how savings are sometimes not invested and not hoarded either. Then he argued, ‘So what do you do with them?’ I told him that income is not always spent on consumer and capital goods. He aggressively interrupted and said: ‘You are not telling me that they are spent on illusions’. I told him yes, on illusions of wealth. He laughed, but behind his glasses, his eyes, somewhere between surprised and amused or perhaps irritated, gazed upon a new researcher.


I hounded him so relentlessly in the last years of his life that, perhaps due to weariness or maybe even curiosity, he finally read some chapters of Bernácer’s work, A Free Market Economy without Crisis or Unemployment. He read it partially, as well as chapter one of The Functional Doctrine of Money and he understood some of it. This is that secondary financial assets were a type of anti-wealth and that their acquisition and sale with disposable funds (non-invested savings) will spawn oscillations in the rubber bands of the economy.


In Prados’ extensive book entitled Treatise on Political Economy in the chapter on Economic Cycles, he quoted a list of doctrines that all expressed part of his peculiar viewpoint about cycles. They are like scattered country inns that each let researchers quench their immediate thirst and hunger, but are also complete scientific bodies of work in themselves. Thus Prados quoted Bernácer in this list and only in distant recognition. It is also true that Prados was one of the very few, or the only one in Spain to ever quote Bernácer. This was Prados’ reference in his last book, a comment in small print, in the vast desert of Spanish economics.


My acknowledgement of Prados appears here before my future studies, as I owe him my start in teaching and part of my knowledge, especially about inflation and money. But I am also critical of him, given that if he would have understood this part about secondary financial assets and about disposable funds, it would have changed the course of his understanding of macroeconomics. But I really have no reason to criticise Prados, when economic scientists simply followed the most accepted theories of the day, like the accepted theory on blood circulation before the arrival of Servet and Harvey. With respect to economics, this includes thought about monetary circulation, the creation of national product and the distribution of income, one of the axioms of economics. Actually, it is quite normal that a man who witnessed the appearance of the Keynesian revolution, of the post-Keynesian revolution and of the constantly improving creation of macroeconomic doctrine was not about to change his vision of macroeconomics in the final years of his life.


Prados studied the Chilean economy for a long period of time. It was research that started from the analyses of balance sheets of limited companies in Chile in which sinking funds were analysed. These funds are part of income, specifically part of a company’s income, which is not distributed and is thus used to create savings. These are Bernácer’s disposable funds, as you will see. The objective of sinking funds is to transform them into investments. This is the macroeconomic tenet that translates into the identity S = I.


This study was done in the fifties, twenty-five years before I read about Bernácer’s cycles and financial assets. Prados showed how this savings or sinking fund was channelled towards what he called non-amortisable fixed assets. And what are they? Well, building sites, lands and other assets that increased greatly in value and let companies protect themselves against inflation. Stated differently, sinking funds were placed (not to say invested here) in past wealth or actual secondary assets and not in production fixed assets.


The issue is that production fixed assets are not only productive but also have been produced, letting them be rescued with period saving, making S = I true. This did not happen in Chile, Simultaneously, companies were undercapitalised as a consequence of inflation. But Prados stopped there, in the reduction of the production pyramid according to Hayeck, that is, the undercapitalisation of companies.


Bernácer did not comprehend Prados as he had not read him, and vice-versa. Prados did not benefit from his conclusion, although I did draw extremely valuable conclusions 1. Prados should have realised and this is why I emphasised it to him in the last years of his life; that with wealth, anti-wealth is created or illusions of wealth. Financial assets, after fulfilling their mission of transferring savings to investments, continued to survive. Furthermore, after actual assets are created, they continued to be bought and sold above their creation value. These are all anti-wealth in the sense that they monopolise part of the income from the period, specifically the remaining savings that were not capitalised. This means that in the arena of the economic system, the wealth from the period –consumption and capital– is joined to our financial assets or illusions of wealth or anti-wealth. Then production income whose destination according to Say is to collect generated production via purchases, changes course to demand these artificial assets of wealth. And if they hold this perverse function, they fail when authentic wealth is sold.


This is what I made Prados see, much to his great irritation, when he had already published his citation about Bernácer’s economic cycles. The conclusion did not come to light in his work on Chilean limited companies, but rather spilled acid onto the solid structure of macroeconomics. It was clear that if he admitted Bernácer’s conclusion, non-capitalised savings were thus used to speculate financial assets (secondary or second-hand ones); and if this part of savings was not capitalised (disposable funds are these non-capitalised savings), then savings could not be equal to investment. And the part of unsold production could not be referred to as investment in any way, which macroeconomics wrongly calls inventory investments and that, furthermore, it is not sold because income demands dead wealth or illusions of wealth. Prados, on a winter afternoon, would shout once again (there are no witnesses to this) ‘It is true!’ But it was too late. Prados would die without knowing, or even guessing, that the works of the man he introduced to Robertson had unknowingly and statistically proven one part of his work.


How could Prados have known that the introduction he initiated was the culmination of a scientific duel infected by suspicion? A duel between the representative of the British giant of English economic science, Robertson, friend and expert of another, the great Keynes, on the one hand, and on the other hand, a Spanish giant, the only one in his land.


Bernácer was consumed with doubt about being copied by Keynes. And his suspicion was well-founded. His work, prior to Keynes’, was established through a series of supporting parts such as monetary theory, his theory on interest, consumption, criticism of Say’s Law, which all come together in a functionalism or logical structure that is the model for the determination of income. He did tell Robertson and then his theories started appearing from Keynes’ skilful and fecund pen, one by one and then all of them together.


There are undoubtedly scientific coincidences. It is normal that one or two creations are discovered in science by two or more people. But the reassurance of the scientist becomes flustered when an entire system and the parts that comprise it are repeated ad nauseum, detail by detail, to the point of exasperation. Calm is destroyed and one’s intelligence is irritated. And this was how the shy and prudent Bernácer despaired when faced with the suspicion that Keynes had copied him.


However, the most underhanded thing about the situation and possibly the clearest is how the Englishman distorted Bernácer’s ideas one by one to make them his own (his suspicions were grounded). Intentional distortion is quite dangerous because truth is truth and not what we hope and want it to be. Thus, disposable funds appear as liquidity, financial interest as monetary interest, investment as investment and unsold merchandise as inventory investment. Bernácer stood up after 1936 and unmasked the connection that Keynes had so astutely hidden. His criticism of Keynes was simple and implacable and Robertson fell along with the master, very little to be honest, and his followers. For Prados and all economists who boast of having common sense, the renowned and famous Englishman’s plagiarism of a poor accountant from the Spanish provinces would seem like madness. It seems like madness and it is, especially when there is not a single irrefutable piece of evidence to prove it. Stated differently, in a courtroom claiming plagiarism, Bernácer wouldn’t be able to do anything and neither can I.


Like most or all Spanish economists, including Professor Emilio Figueroa who knew Bernácer best, Bernácer passed right in front of him without anyone knowing about his theory. Robertson knew it and Robertson paid it homage and admiration and made it known to the international scientific community.


Robertson and Bernácer maintained a long correspondence and the sinuous and creeping snake of suspicion floated in and out of each letter. Until the day arrived that a mutual economist friend put them face to face. This was Prados, who could not understand Robertson’s enthusiastic embrace and Bernácer’s coldness.


Prados is justified for several reasons. From his comment ‘I met Germán Bernácer in 1977!’ until 1990 when the first edition of this book was written, a long and difficult road has been travelled in the indomitable gymnastics of my work. Without this single comment, I and the majority of Spanish economists would not have known anything about him. And Prados was so scientifically close that, like a book thrust right in front of your eyes, he could not read it.


Nonetheless, the most important character in this work is Emilio Figueroa. He died on 9 December 1989, only shortly before I finished this book. His unflagging enthusiasm and spirit were a constant inspiration.


Bernácer was not an economist and did not study this field at university. His teaching subjects were physics and chemistry. He was a professor of Testing and Evaluation of Commercial Products, a class that he used to teach physics. Apart from that, his qualifications, like a stamp placed on a letter so that it reaches its destination, were as a business teacher, which he used in his work as an accountant.


Career-wise, he ended up working at the Bank of Spain, where he managed Research Services.


Emilio Figueroa was the only economist that not only knew him, but was also with him during a large part of his scientific life. He was his student at the Business Training School and his workmate at the Bank of Spain. Subsequently, he also succeeded him in the post of assistant director of research that Bernácer had held. The two of them were in direct contact. Figueroa’s admiration of Bernácer, many long years after his death, was always great and the teachings of the master remained with him like a tune that you unconsciously hum that is ingrained in your mind.


First of all, I want to make a comment. The education imparted at the Business Training School was a low-level trade school, practical in nature. It could be called scientifically unattractive, almost ordinary. Economic reality is analysed almost manually, without romanticism and without the blinding turmoil of useless abstractions. Accounting mechanics and business economics are studied. It is reality as we see it and as it is. It is economic reality and accounting is an elementary and enormously practical part of statistics. There is no deceit and if there is, the accountant is either dismissed by the boss or taken to jail by the state.


Economic science is not accounting or statistics and does not simply spring from these other disciplines. But however common these techniques are, scientific methodology is born or should be born there.


Figueroa was not far behind economists who had soaked up the purest economic theories of their time, the legacy of neoclassic microeconomics, of Keynes’ General Theory when it appeared and the history of economic science. The education at the Business Training School was exact and aesthetic and did not permit dangerous flirtations with scientific dreams. Bernácer and Figueroa belonged to this caste, as well as Prados and other renowned economists like Fernández Pirla.


This is the reason why, nourished with Bernacerian education, it has been easy for me to start up a dialogue with Figueroa and Fernández Pirla. Words that relate working capital, fixed capital or sentences that say (these are from Bernácer) ‘working capital is comprised partly of capital goods, which continue to be working capital no matter how established they are as long as they are not withdrawn by the entrepreneur…’, is a type of language that is quickly grasped by experts of business economics.


José María Fernández Pirla in particular, professor of business economics and stockbroker (what a great experience!), with great intuition and a quick intelligence, has admitted the enormous complexity existing in the movement between savings and investment. Pure macroeconomists naturally admit this as well, but they might not know why, although business economists do.


Neither Figueroa nor Pirla owe their in-depth knowledge of macroeconomics and business economics to Bernácer, although both knew him personally, but rather their well-rounded scientific education. It is complete because they were matched in their studies about the starting point, the end point and the road in between them.


Bernácer did not have any orthodox students during his lifetime, since he did not teach economics or worry about starting a school at the Bank of Spain. He was the prototype of the solitary economist, interested in disseminating his scientific theories in publications. Understanding his theories entailed many years of almost exclusive study for me, to then synthesise them after full understanding was reached. Proof of this is how Keynesian theory had an army of disciplined and eager economists who knew how to record and harmonise a series of tautologies and contradictions. Since Bernácer had none of this; he founded no school and no one knew of his works. Bernácer himself is partly to blame for this. Figueroa confused us when he openly admitted that he did not know the works of his teacher. Over many years and frequent and long conversations, I realised he had not given himself credit, because Figueroa’s different statements let me see that the lyrics and melodies of Bernácer’s music had not been lost. Proof of this is Figueroa’s theory of money surrogates, which I have expanded upon. This is a strong branch in the Bernacerian tree. Further proof is Figueroa’s statement that working capital must be financed with new money and fixed capital with savings, although he explains it slightly differently than Bernácer.


I was very excited to find out that Bernácer had been a teacher at the Business Training School. This was in the initial stages of my detective-like investigation that continued with numerous institutions, lives and deaths. It was a tragic and painful quest due to the large number of treacherous and wicked acts that were revealed. Someone told me that Figueroa knew Bernácer well.


Figueroa graciously invited me into his home. My ego lets me mention that I was happy to find him retired at that time, so that he could devote all his free time and energy to my quest. It wasn’t a trivial matter for him to speak of Bernácer or for me to ask. He was fully aware of the scientific equivalence between Bernácer and Keynes. He had heard direct praise about Bernácer directly from France, Italy, England and the United States by way of people like Rueff, Perraux, Robertson and Haberler. No comment from Spain though, except from Prados. This is added to the fact that many years had passed between 1955, when Figueroa took over Bernácer’s previous post when he retired, and 1984 when our scientific and personal scrutiny began.


And it wasn’t the memory of Bernacerian science that drove Figueroa’s stories, but the descriptive details of his personality. He said that he was a good man and that adjective says it all. He described Bernácer as a totally non-aggressive man, although this trait could have served him well, as he was ingenuous and painfully shy. Absentminded was another prominent adjective used, like many geniuses.


Figueroa told a story that someone once walked up to his desk and asked, ‘Why is that shoe sitting on your desk?’ First response: ‘What shoe?’ and second response: ‘I have no idea whose it is or why it is on my desk!’ The shoe was his and no one was quite sure why or when he had taken it off and put it on the desk. Another story was that young technicians at the Bank of Spain played a trick on the official translator, telling him that he had to translate several articles at the orders of Mr Bernácer. It wasn’t true. Annoyed about the looming workload, he went to his boss to ask for an explanation. Bernácer, who should have known that he himself hadn’t assigned the work, told him: ‘Don’t worry about it now, do it later’.


Figueroa said that Bernácer was never interested in holding an administrative or political post. It wasn’t his thing and he wasn’t psychologically prepared for it. After having met the Bernácer family and talking to all family members separately, as well as to his friends, especially Figueroa, I believe that this lack of economic and political ambition was an essential trait of his personality. It is impossible to imagine our absent-minded and timorous professor subjected to political pressures or intricate schemes in this greedy and conniving world. At the Bank of Spain, he wanted to work in his own way and that is what he did. As to the rest, the only thing he worried about was providing for his family and nothing more. But this wasn’t enough to live in peace without ambitions, because everyone else needed to know it and Bernácer didn’t worry about that either.


I told Figueroa about my unbearable hunch that Keynes had plagiarised Bernácer. As mentioned repeatedly, this suspicion was madness that, like a mineral, neither I nor Bernácer could absorb. Only for me, this mineral became organic and came to life, since after pursuing it, the sense of persecution reversed and I as the pursuer became the pursued. Indeed, this book is really a catharsis or mental cure to place my suspicions methodically on paper once and for all. Figueroa seriously replied that he just would not believe it. Keynes was too important a man to heed poor Germán. He then added that it didn’t make any sense. My response was immediate: ‘It would make sense, but what is missing is proof’.


My visits to Figueroa’s home turned into invasions and my questions into hounding. He was unbelievably patient and tolerant and it even helped him clarify his memories and ideas.


On the desk that separated us, along with the papers and notes, the ghost of Keynes appeared. He told me how one summer afternoon leaving the university; he bought The General Theory… and soaked it up. He thought he understood Keynes well. Behind Figueroa, or above him, the figure of Bernácer appeared. As strange as it may seem, an extraordinary and strange and paradoxical teaching experience developed between me and Figueroa. He taught me macroeconomic topics and I taught him about Bernacerian macroeconomics. It was macroeconomics prior to The General Theory… and an unrepeatable experience. Flashes of memories came to him, like that about the zero interest rate Bernácer spoke of, disposable funds, financing working capital with new money, etc.


I modestly started furnishing Figueroa’s home with Bernácer’s science, abandoned and dusty after so much time and lack of study. One piece here and another there. I started off with disposable funds that were a fraction of income that was not capitalised or consumed. Then this hoarding, which wasn’t hoarding! Then, how these financed the financial market and how interest was born… But Keynes already said that! No, I responded… Bernácer said it first! Liquidity and disposable funds are the same. Very similar but not equal; they are different.


Don’t tell me that Bernácer didn’t believe in the arithmetic that tells us that savings is equal to investment… He never believed this, since savings cannot remain liquid or in financial assets and simultaneously be capitalised. What is clear is that if savings is invested in working capital, it is good for the system and even for fulfilling the equality S = I… Neither of those, given that this investment is always depressive. Over and over again, invading his home and pursuing this man who had lived more than 70 fruitful years with macroeconomic knowledge deeply ingrained in his head that was not Bernacerian, I undertook the difficult task, but with infinitely more intensity, of teaching him Bernacerian economics or, the same thing, the errors of Keynesian macroeconomics. I am not sure if it worked.


He encouraged my investigations but also warned me of the dangers. I took note. Dangers obviously referred to not taking a doctrine too literally that would be obsolete in the eighties and that would probably not have been decanted or purified by any scientist. In reality, the dangers came from elsewhere and were never sufficiently explained. The name and the works of Bernácer were not known in Spain. And it was not that the clamour of the Keynesian waterfall had drowned out the small trickle of the Bernacerian stream. No, that wasn’t the reason. Bernácer felt that it was a complicit silence and the existence of complicity requires more people. In science, complicity demands an enormous collaboration from the institutions of learning and power. How different it would have been, Bernácer said, to have been born in the United States.


The idea of a conspiracy theory seemed to be said in a fit of anger to criticise those who had ignored a genius in the history of Spanish economic thought. But my biggest doubt was the genetic capacity of this conspiracy, which would endure after Bernácer’s death and would continue on to those who expressed interest in his work. It was excessive.


My incredulity about this conspiracy lessened when I read the magnificent and comprehensive book by Professor Henry Savall, who more prudently than me, but with greater courage and exactness, clearly spoke of the wall of silence. He shared the idea that Bernácer, who rubbed shoulders with the great economists of the time, didn’t like Spanish economists. The Spanish community in particular did not like the publication of Robertson’s article in Economía magazine in February 1940, which gathered praise for Bernácer from scientists worldwide.


Spanish economic literature, that pays such homage to Keynes or to criticism of Keynes and even post-Keynesians who make perpetual noise in scientific circles, is silent about Spanish economists. The only comments are from the prolific Fabián Estapé, in his translation of Ferdinando di Finizio’s book, and an article by Figueroa (‘Germán Bernácer in Memoriam’ in the magazine Moneda y Crédito in 1965). As will be understood, this silence is not the result of chance.


Even Figueroa would be stunned when his suspicions about the conspiracy of silence were confirmed when I showed him the 1988 Petit Larousse Illustré dictionary, whose French edition cites Bernácer’s name, whereas the Spanish version says absolutely nothing!


However, and despite everything, the Spanish Tax Studies Institute published a monographic issue about Germán Bernácer in its Hacienda Pública magazine in 1983. The pretext could not have been timelier, since it was the celebration of 100 years since his birth. The firm and honest hand of Professor César Albiñana was in charge of the issue.


A series of events commemorating his birth were held this year in Bernácer’s beloved city of Alicante. And in England, at refined and learned Cambridge, they were probably also celebrating the 100th anniversary of John Maynard Keynes, since the two economists with so much in common were also born in the same year. Conferences, followed by the uncovering of a plaque on the street bearing his name, were the noteworthy events at this celebration. For the rest, Spain, a country that ignored him and has continued ignoring him, these dates went unnoticed.


Prados participated in the monographic issue with the publication of an article about economic cycles, as well as Emilio Figueroa naturally, whose article dealt with strictly monetary issues. I also published an article on what I believed to be the gestalt of Bernacerian macroeconomics. Among its various defects, there is also a discovery in the article, which is the basic structure of his thought. Since that time (the article was written in 1982 and published in 1983) until the present year of 1989, I have read the entirety of his works several times and have worked extensively on them. Despite their simplicity, new veins to be exploited and valleys to be cultivated have continued to appear. And above all, Bernácer has given us a vision of classic and neoclassic economics, on its successes and its errors and the defects in Keynesian economics.


Emilio Figueroa gave me a short speech to be read at the celebration in Alicante, since he could not attend due to health problems. They were tough words with sharp edges.


He recommended that the economic community should think more and not worry so much about reading modern books, when these are more informed by snobbery than pure knowledge. Bernácer was the clearest example of the intrepid explorer for knowledge. Years later, when Bernácer’s thought had crushed part of Keynesian definitions and had entered more into the domestic arena; I started to publish articles with a double angle. One was the dissemination of an economist’s thought who due to his importance was of interest to the world’s scientific community and, clearly, to the Spanish one. Some articles were published both in Spain and in Portugal. However, I can say that I had serious difficulties in publicising his work here in Spain. Was it the conspiracy of silence or paranoia? I will never know. My aim with these articles and the present work is and will be an impossible task. It consists of placing pressure on books about the history of economic thought, based on reason, so that Bernácer holds the place of honour he deserves alongside Keynes. This is a heroic, romantic and living task, but nearly impossible, as I am without an entire system and lacking collaboration from institutions.


The other angle is more difficult than the first and consists of adapting modern macroeconomics to Bernácer’s thought, not the opposite. Let me explain myself. If modern macroeconomics sprang from the fertile womb of Keynes’ scientific work, and they believe Bernácer was wrong (or poorly copied if we continue along these mad lines) and although it has been retouched and wisely connected, the foundation errors still survive and have not been pursued. Bernácer lived to demonstrate these errors, as you can see in his last book A Free Market Economy without Crisis or Unemployment (1955). It is not about refining the definition of consumption or improving studies about the demand for money or investments, but rather about the general circulatory process of money, the origin of interest, etc.


And if Keynes had followers and critical followers with great intelligence and extensive, in-depth scientific training, it is clear that I alone cannot perform the overwhelming task of adapting modern macroeconomics to Bernácer’s thought, despite having the crushing tool of his criticisms. One worker alone cannot destroy a city and build a new one.


But since stubbornness and enthusiasm are both free, I have overcome my fear and done work that has opened small cracks in the world of macroeconomic thought. Of course it is possible to claim that these cracks are due to my education and/or intelligence.


Figueroa acknowledged two of my works, although I don’t know if it was due to affection, tolerance or weariness. One referred to the parallelism between the macroeconomic ideas of Prados Arrarte and Bernácer. This work, that Prados couldn’t read because it was published after his death, spoke of how sinking funds or potentially-capitalised savings were not really invested in consumption or capital, but in illusions of wealth, which Prados called ‘non-amortisable fixed assets’.


My other work made reference to a point that Bernácer forgot, which is: Bernácer’s theory, as he himself coined it, is income-based, as the circulatory mechanism is explained by the origin of production and of production income. He criticised Keynes who, also being intelligently income-based like Bernácer, speaks of generic and imprecise concepts when speaking of money, such as monetary supply and the demand for money when analysing the money market. Bernácer says that there is a savings flow that comes from the great flow of income and that he calls disposable funds. Part of this flow is invested (and stops being disposable) and part is kept as a disposable-fund flow that reaches the financial market through speculation, with its investment thus stopped. In this market, he correctly says that there is a supply and demand of disposable funds that reflect the respective buying and selling of financial assets, which leads to the amortisation price of these assets and in turn leads to interest. This is similar to Keynesian speculative demand.


But Bernácer did not explain (if it is called income-based) what the flow is for the savings supply and demand towards investment, due to which he determined another different interest, which is ordinary market interest. This means that if a disposable fund supply and demand existed, there would have to be a savings supply and demand invested (savings that are capitalised) that respectively respects the operations of buying and selling capital.


Figueroa was Bernácer’s student at the Business Training School in Madrid, not in Economics, but in the discipline of Testing and Evaluation of Commercial Products, which was physics and chemistry basically. Over time at the Bank of Spain, where they both worked, Bernácer moved from the post of Director of Research Services to Assistant Director. Remember that in those times –the thirties– Research Services was a small administrative unit without any specific function and probably without technical or political influence. This is totally the opposite from now, when this department is comprised of powerful means and highly-qualified and coordinated personnel that let it maintain broad technical advisory and decision-taking capacities.


When Bernácer retired, his post was filled by Figueroa. This was in 1955 and he had just published A Free Market Economy without Crisis or Unemployment. He was 72 and my enthusiasm for Figueroa is therefore not exaggerated as he has always been the bridge between me and Bernácer, over the dusty road of time.


Figueroa surprised me a lot when, among different comments about his friend and teacher, he inserted thoughts about macroeconomics. Once he told me: ‘Don’t forget that new money is needed to finance working capital and that savings must finance fixed capital”. This assertion was basically a Bernacerian proposition on dynamic balance. I fired back a question like a shot: ‘And how do you know that?’ Then he gave me a simple response that had nothing to do with Bernácer’s thesis, which he was not fully aware of. His response was that new money is recovered quickly and can be created. Savings is generated slowly and lets fixed capital be financed, whose erosion is also slow, letting its recovery through a sinking fund by done with some concurrence.


Fate has been capricious in my work and it has been an excellent and happy turn of luck. Prados randomly placed Bernácer on my path through a casual comment. Emilio Figueroa told me stories about a man I wanted to know about after his death and who was his teacher. And with respect to my other dear friends, distant in time, they helped sate my thirst for knowledge about him.


And this fate wanted there to be an exceptional witness to Prados’ memorable introduction of Robertson and Bernácer. This witness was Emilio Figueroa, who was staying at another hotel. Figueroa found Bernácer’s curt acknowledgement of Robertson’s embrace strange. The stranglehold of timidity was the explanation. I believed it and also believe in the unbearable moral upheaval for Bernácer when faced with an economist who witnessed a colossal scientific creation prior to that of Keynes. And furthermore, the great annoyance about the hypothetical plagiarism. Figueroa was unsure. This was my victory: I made him doubt.


Doubt, which has its own life, pursues its pursuers.


The most difficult thing has been to provide a secure method for my research. I am not sure if it has worked. What is sure is that the inception, over ten years ago now, lacked methodology, with respect to hunting down and capturing biographical information. On the other hand, knowledge about his school of thought was a pleasure, although likewise difficult to obtain.


Soon, sentences started to appear from Prados and especially from Figueroa, like: ‘So and so might know’… and then this figure might not have known, but he did know someone else who had contact with him. But on most occasions, this person would have seen him at some point. And among imperceptible data, which were like microscopic spider webs, or others from Figueroa that were thick and well-woven threads, they all came together to weave a colourful fabric laced with the inevitable subjectivism of the investigator.


In the United States, Wallich, an executive at the Federal Reserve, encouraged me and answered my letters. He had met ‘my’ economist and still had vivid memories of him after many years. In France, Françoise Perraux accepted Bernácer as a great economist and an expert in monetary matters. This is what he told me. Marcial Jesús López Moreno, Business Economics professor and former dean of the Economics Faculty in Madrid, was his student with an inexhaustible enthusiasm for my project. Fernández Pirla, another student, responded to my requests for information. In 1987-1988, when he was president of the National Audit Office, he always found time to answer my questions. I was amazed by his memory of Robertson’s work on Bernácer. He was not his Economics student, but a student of Testing and Evaluation of Commercial Products, whose specialisation was not macroeconomics. Pirla was also a valid and receptive speaker who understands the language of macroeconomics clearly, and clarity is the language of business economics. This statement is also true of Professor López Moreno.


Professor Mariano Sebastián Herrador was Bernácer’s boss at the Bank of Spain and held the post that Bernácer would later have in Research Services. This man has a key role in Bernácer’s public life, as he took over his job. Finally, when he was elderly and with the serenity of years, he gave me an explanation that is real due to observation removed from the emotion of first-hand observation. Mariano Sebastián was a professor of Political Economics at San Pablo University Centre, and I was as well. So we were colleagues. My zeal for information was rejected, maybe not due to indifference but to buried aggressiveness. Things were changing so fast that the supposed aggressor became an involuntary benefactor. Mariano Sebastián was never antagonistic about Bernácer at all. He was simply a man that was deeply involved and devoted to scientific research. I might dare to say that he was mentally outside the game, as they say in football, and men like Einstein or Adam Smith are not useful for administrative routine or power struggles. He simply let Bernácer do what he felt like doing, and what Bernácer felt like doing was researching, plain and simple.


Bernácer’s wife, from whom I received a large amount of information, said: ‘That was just how Germán was’. Doña María built a glass dome around his environment and let him be. This dome or capsule let Bernácer see but not hear. He heard nothing about domestic problems or economic ones. And I asked myself, not without a certain violence or brutality, what difference was there between how Mariano Sebastián and Dona María Guardiola acted? None. Both of them let him work.


A workmate –a boss who inundated him with work and took advantage of the hierarchical advantages of bureaucracy– may have managed to rescue a bad bureaucrat for the administration, but the world would have lost a great scientist. Paradoxically, Mariano Sebastián let Bernácer work freely on his research. From the information given and confirmed by the Bernácer family, I found out that he took more holiday time than he was due with the approval of Mariano Sebastián. As you can imagine, his holidays, like all 365 days of the year and many nights as well, were devoted to work.


Germánico Salgado, Ecuadorian economist and senior executive at CEPAL and Ecuadorian ambassador in Spain, remembered Bernácer from his times as a student in Spain. He knew how important he was and encouraged me to keep working. He also dedicated a prologue to me in the first book he wrote in 1982, which was going to be published by Editora Nacional. Unfortunately it closed down and the publication didn’t end up happening.


Professor José Raga Gil, from Valencia like Bernácer, listened to our concerns and encouraged my research. He called me about publishing an article on Bernácer in S’Pill magazine, which I did, with the double honour of it also being published in the Valencian language.


Professor José Luis Pérez de Ayala glimpsed the spark of my enthusiasm and threw more wood onto the fire. He listened to me and also published an article about fiscal policy as related to the theory of disposable funds. This article was published in the collection he edited and was entitled ‘Financial Law and Public Finances’.


Miss María del Carmen Sánchez García, who worked at the school that was the Business Training School, where Bernácer taught, let me consult school archives and expand upon my enquiries.


As mentioned, destiny seemed to be on my side. The following story will confirm that. Bernácer’s son, who worked at UNESCO and is a physicist like his father, lived in Santiago de Chile and came to Spain every three years or so, to Alicante. He had a layover in Madrid for a few hours. I happened to call him and he answered. We had a brief chat and then I contacted the relevant figures to tie the story together. We made an appointment to meet at Emilio Figueroa’s house. I introduced them and then listened.


It was the first time I had heard from a member of Bernácer’s family. The son spoke of his father with great precision and emotion. Figueroa spoke and listened. Everything I had heard about Bernácer was confirmed. And more. His father suffered from unbearable shyness. His education was extremely wide-ranging and included humanist subjects like history, philosophy and Latin. He learned Latin so that he could teach his children, as well as teaching his son about physics. ‘For my father’, he said, ‘physics and economics were two different disciplines and his methodology therefore also had to be different’. However, economic events develop over time and space, which are physical parameters, and must fulfil the laws of this environment. Time is continuous and irreversible, as two things cannot be in the same space at the same time. I had read these comments somewhere made by Germán Bernácer Jr. They are offshoots of ideas that say that if savings is not capitalised, disposable funds are in the financial market and, thus, at that time are not in the production market.


Figueroa understood this idea clearly and squirmed excitedly in his seat. This conversation took place before 1983, the year in which the dollar had become scarce and there was a lack of disposable funds. Germán Bernácer Jr, in his travels around America as a functionary, came into contact with economists and attended more than one economic conference. He understood economics, although he did not formally study it. He made a statement that Figueroa and I had already formulated… ‘The dollar has become another financial asset that is not strictly monetary’. His son had obviously understood his father well. Ramón Bernácer, the third child, had always been a source of friendly, intelligent, generous and attentive conversation, providing much invaluable information. He has a degree in Exact Sciences in Economic Sciences and works as a business broker, public notary and intermediary in fast-paced financial market operations. He used to joke that his father wouldn’t have forgiven him for earning a living in his scorned financial market.


I was always asking Ramón, the mathematician, what his father thought about applying mathematics to economics and about his father’s mathematical education. His response was always the same: ‘Mathematics, my father said, does not create concepts. However, their careful formulation is recommended, always knowing what you are doing and not getting tangled up in scientific science fiction. Many errors are committed in the application of mathematics.’ Other times, he said that the basic use of simple maths was enough to express any economic relationship. However, Bernácer, and his enormous intellectual curiosity, devoured everything that fell into his reach and mathematics was in the scope of his curiosity. Along with José Antonio Estrugo, a colleague at the Business Training School, he created the Spanish Society of Applied Mathematics.


The fruits of these studies would appear by way of mathematical economics and econometrics (not Bernácer’s) in the magazine Arquímedes. Bernácer published an article in one of the first issues, which was almost a warning, about scientific methodology. Prestigious mathematician Rey Pastor and José Gallego Díaz were friends of his.


The present work is the offspring of another that I finished in 1983. On the centenary of Bernácer’s birth, I had the chance to meet Henry Savall in the hotel I was staying at. You can only imagine my surprise when, thinking I was the only explorer into Bernácer’s life and works and in the midst of this enormous task, I suddenly met someone with a spectacular book on the same subject. It was disappointing. Henry Savall’s work was a translation from French and was an extensive and well-researched book. I had the sensation that the golden metal of Bernacerian thought had been melted down and transformed into a finely-crafted watch. But I wanted to take advantage of this potentially demoralising situation. I devoured Savall’s book, which repeated many details I had discovered, only that Savall did it with great fluidity and, I think, better literary style.


I profited from it, I said. I used each point about his life and works as a starting point to expand upon different details and concepts. This was how my original work grew and was improved to finish with the present book. Savall signed his book for me and told me about his tireless enthusiasm. But he didn’t want to answer my questions: Who was better, Keynes or Bernácer? Was there copying or not? Savall was more prudent than I. My enthusiasm is joined with imprudence and this is why I am willing to persist in my laborious task of incorporating Bernácer’s work with modern macroeconomics.


My friend, teacher and colleague at the CEU, Beltrán Flores, proffered his valuable help to properly place Bernácer’s thought within the setting of the history of economic thought.


I would like to thank the rewarding group of CEU professors, authors of the book Monetary Theory and Policy: Luis Rodríguez Sáenz, Alberto Parejo Gámir, Fernández Díaz, Calvo Bernardino and Miguel Angel Galindo, as well as Luis Santiago Moreno and Jesús Paul. Besides my work, Professor Jucos’ book on the history of economic thought and the aforementioned Monetary Theory and Policy quote Bernácer’s theory for the first time in textbooks.


Special recollection goes to my dear student at the CEU, Ana Parpal Tuzo, originally from Menorca, who helped me investigate the origin of the surname Bernácer. By coincidence, the surname of Miss Ana Parpal’s grandmother was ‘Bennassar’, of Balearic origin like Bernácer, and they belong to the same genealogical group. The extremely valuable work of my intelligent student reached me in a letter dated 30 July 1991 when my book had already been delivered to Editorial Paraninfo.


When delivering the proofs to the printer, I wrote a warm dedication to my colleagues at CEES (European Centre on University Studies), to my friend Esteban Varela and to José Mariano López Cepero, who was Bernácer’s student and helped me apply the finishing touches to the impressionist painting of his teacher. I am very grateful to my friend and colleague Antonio Piñuela for this excellent work on the illustrations to the book.


Lastly, my deep thanks go to the entire Bernácer family, especially his widow, who helped me define and complete the fresco I had already created in the imprecise watercolours of my mind. The final portrait –man, life and works– appears in this book.


José Villacís                  
1993                       
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Dear Professor Villacís:


Here is a brief foreword.


The history of science is replete with cases where a Newton 
had been preceded by a little-known earlier scholar. Thanks to 
the intelligent discoveries of Spain’s José Villacís, the learned 
world can know that elements of the Keynesian Revolution were 
already present in the early years of the twentieth century.


Best,


Paul A. Samuelson                                   
30 October 2008                                    
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This book is an in-depth scientific explanation of an important body of work created by a Spanish economist who received great notoriety starting in 1922, perhaps with some precedent in 1916. This commentary is not one from a devoted follower who, due to this, does not try to do more than clarify and highlight the virtues of the great master, but rather an extensive analysis that shows admiration at times, but is also critical at times. But it is also a work that has great interest at this time. We are in the midst of an extremely serious series of financial complications at this very moment that are spawning a very serious crisis. And I have here a tool, with Bernácer’s theory of disposable funds, to clarify many of these realities from his contributions that started in 1922.


I should start by pointing out that this groundbreaking work, the article ‘The Theory of Disposable Funds as an Explanation of Crisis and Social Problems’, published in 1922 in the Revista Nacional de Economía, which ended up having international scientific dissemination thanks to Robertson’s essay ‘A Spanish Contribution to the Theory of Fluctuations’, published in Economica, had an extraordinarily small impact on Spanish economists. The ‘Why?’ has been approached many times. As Unamuno said, I turn to the person closest to me. In 1947, I was a young graduate in Economics. I had just entered the University of Madrid as an assistant to professors Olariaga and Ruiz Morales and was working in the Statistics Division of the Banking Council. My office at this institution had the full collection of Economica magazine, which I eagerly launched into. And I soon came across Robertson’s article. What he said caught my attention –indeed, it is related with extraordinary precision in this book by professor Villacís– and then I asked Olariaga if it was worth working with the contributions by this Spanish economist. At that time, I had read Bernácer’s Functional Doctrine of Money (Council of Scientific Research, 1945) and his article ‘The Budget Deficit, Inflation and Mr Kalecki’ in Anales de Economía, 1947, which seemed quite interesting to me. The answer was quick. I remember Professor Olariaga’s response almost textually – ‘Don’t waste your time on Bernácer; you already get away from me enough on your Keynesian path and you don’t need to complicate your life more.’ Olariaga completely followed Hayak and wanted his young assistant to get back to the Austrian school, to that orthodoxy that was having great difficulties at that time in handling the offensive of the ‘Cambridge circus’. But I think there was another reason he rejected Bernácer.


Starting with Flores de Lemus, the generation of economists appearing at the end of the 19th and beginning of the 20th centuries with their studies and opinions, they could be called members of the Spanish intellectual generation of 98. These Spanish economists were extremely devout in believing that they must receive pure and untainted preparation abroad. Flores de Lemus worked with Bortkiewicz in Tubinga and then with Schmoller and Lexis in Berlin; Bernis was with Edgeworth in Oxford and the nascent institutionalists in New York; Zumalacárregui with the Lausanne school; and then they almost single-handedly dedicated themselves to leading Spanish economic policy. They directed their energies towards applied economics, not theory. And Bernácer was self taught and, on his own, starting with Turgot and Ricardo, he dedicated his time to creating economic analysis models outside of their concrete application to our economy. I have had the feeling for some time now that he knew, or would soon know, more about Wicksell than what he claimed, even in this book. ‘But Robertson holds him in high esteem’, I insisted once to Torres. His reply silenced me: ‘And what do you have to say about Keynes’ quote, and in none less than the General Theory, of that extravagant Argentine economist, Gessel? Sometimes great economists carry out these flowery tasks, but that isn’t what’s important.’


I have to confess that I wasn’t a rebel and I accepted these points of view. I absent-mindedly half read Bernácer’s numerous articles in The Economist, which deserve to be recompiled with additional commentaries, and skipped those that appeared in Anales de Economía. Now I am sorry –and this excessively justifies this regret– that I didn’t even talk to him when I saw him attentively listening, always silent and reserved, at the tests held to select university professors at the University of Madrid; or when I saw him at a distance at the Bank of Spain Research Services, when I went to him looking for information about Spanish commercial policies during the era of the 2nd Republic (1931-1935), which coincided with the Great Depression. And on one fine day in an old bookshop, I even came across his book Freedom and Happiness: Essays on Social Medicine, published in 1916. I read it excessively quickly, but now have necessarily rectified this situation after reading Professor Villacís’ book. I drew the conclusion then that its author was a type of crusader to eliminate the interest rate, and even more, someone walking along a similar path to that of Henry George when he decided to eliminate rent on lands with taxation. I typecast Bernácer as some type of utopian socialist. Of course, the question always stayed with me of – Why Robertson? Of course, Savall’s book about Bernácer disappointed me. His biographical references left much to be desired and some of his analytical interpretations also seemed to be incomplete.


To Villacís, as you will see in this book, the person who led the way towards a fair assessment of Bernácer was Figueroa. Not for me. I came into contact with this teacher a lot, but whenever he referred to Bernácer in my presence, it wasn’t to cite him as an example of a researcher or to say that he was interested in his contributions. He instead normally told me about his eccentricities, which didn’t incite me to study him. Conversely and much later, Professor Prados Arrarte did stress that it was worth taking his contributions into account. When he came to my house to give me the six volumes of his Treatise on Political Economics, he told me: ‘You will see I don’t only quote you or Segura or Rojo, but many Spanish economists, but only those who are worthwhile. For example, read references to Bernácer, so absurdly overshadowed.’ This effectively occurs on page 23 of volume III of this Treatise, when pointing out that money can be considered as a flow or as a fund. I believe his exact words merit transcription: ‘An unfairly-ignored Spanish economist, Germán Bernácer, who received international accolade from no one less than Sir Dennis Robertson, has mentioned the differences between what he calls “potential flows” and “actual flows”, considering the latter as short-term data and the former as long term.’ And to clarify the matter, he transcribed these paragraphs from Bernácer’s article ‘What is the Monetary Current that is most Suitable for General Interests?’, published in Anales de Economía, 1952: ‘Thus, one must distinguish the potential flows of merchandise and money and objective flows, the latter shaped by potential flows decreased by stagnation outside of the market or increased by the decrease of these inflows. Short-term equilibrium depends on the equality of actual flows. Long-term equilibrium also depends on the normality of stocks of merchandise and of money.’ Prados Arrarte inferred the following from this: ‘Germán Bernácer’s words may show that the flow-fund dichotomy undergone by money is not theoretically insurmountable. It will be, however, if one tries to resolve the matter by connecting only the extreme opinions of the argument.’ And in volume VI, chapter LX, of his Treatise, when setting forth the monetary theories of the economic cycle, after successively mentioning the doctrines derived from Veblen; to the theories of over-indebtedness, with Irving Fisher in first place; to Hawtrey; to Hayek; to Keynes; to post-Keynesianism and to the theory on spending, he devoted his attention, very extensively, to Germán Bernácer (pages 204-208). When referring to this, he also relates the anecdote of the meeting with Robertson in Granada, since he witnessed it, which expands on the reference to this event made in this book in appendix 6.


The taboo towards Bernácer had disappeared, but his person and his studies still needed to be researched. The collaboration in Alicante for the centennial of his birth did a lot. For this occasion, I wrote an article entitled ‘Chronicle of the Spanish Homage to Germán Bernácer’ in El Trimestre Económico, July-September 1984, where Bernácer had debated so often. But all of this would have meant nothing without the irruption of Villacís, who made the importance of this economist very clear starting with his article ‘Theory on the Interest of Money in Germán Bernácer’, published in 1983 in Hacienda Pública Española. This task achieves its culmination in the present work. As readers will see, it would be impossible to improve on the presentation of the Bernácer’s life and works. Whoever works with it will also be benefited because, clear audience to the crisis we are living through now, you will understand it much better thanks to the contribution that we could already call the Bernácer-Villacís contribution. Thanks to both of them, macroeconomics has taken a giant leap forward. In the case of Professor Villacís, it is clear that he is generating the start of what is read in the great novel by Eça de Queiroz, The Mystery of the Cintra Road: ‘More than ever, one recognises that the human being can only achieve happiness in the fulfilled duty’. This also governs groups. And the group of Spanish economists has a duty that is effectively fulfilled through this work.


Madrid, 8 October 2008                
Juan Velarde Fuertes                   
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Since 1993, when the first edition was published in Spanish, to 2008 when the English translation is being published of The Origin of Macroeconomics, new events have taken place that must be set forth. There are two characteristics of these events. The first concerns the realm of emotion and, consequently, my capacity for perspective on the horizon of research. The second regards research on new work done about Germán Bernácer’s body of thought.


With regard to the first characteristic, I have reasserted my belief that in 1916, with the publication of the book Society and Happiness, he constructed the fundamental structure of macroeconomics. With the article from 1922-23, The Theory of Disposable Funds, an essential step was taken in the construction of the money market. I state again that this article also reached Professor Robertson in England.


In the first edition in 1993, despite the fact that I was obliged to be prudent and that I clearly expressed that there was no influence, I did leave the scarcely-buried belief in the air that Keynes had been influenced by Bernácer. I didn’t write it, but it was like shadowy background music. It could not have been otherwise, taking the sheer number of discoveries into account in which they coincided and the assembly of the income circulation model. The epistolary bridge between Keynes and Bernácer was Robertson and I thought that the latter had been the direct transmitter of Bernácer’s ideas. Now my thoughts have changed because there is no proof that all of Bernácer’s work had been read by Robertson and, consequently, Keynes did not have knowledge of them. Furthermore, given the analytical and somehow romantic nature of Keynes, if he had had knowledge of the Spanish researcher, even if it had been little, he would have cited him in some work or article. But this didn’t happen.


Even now and despite everything, the belief still assails me that the money market theory: liquidity preference, transactional and speculative money demands, could have reached Keynes because Robertson had received them from Bernácer. It may be true, but it is also true that Keynes lived in the comings and goings of the appearance of the quantitative theory on money, which was born in Cambridge as a voluntary and not mechanical theory, as it was explained and worked. The fact that the money market was a Keynesian theory is proved by the intellectual and dynamic crossbreeding resulting from a quick mind that related the Cambridge-version quantitative theory with his private activity as a stock-exchange speculator.


In short, this is my panoramic vision, hopefully calm, that I have been able to maintain after fifteen years.


The second feature of the events in recent years is my research into Bernácer’s theories. One is the knowledge of working capital and its classification into first and second-class working capital. It is a different version of the added value of all goods at all companies. One example will explain it: If I analyse the sowing of wheat, its harvest, its milling, its baking… I can calculate the total added values that give rise to the final product of bread. Now, what is true is that in a horizontal sense, while it is true that companies are harvesting the wheat, it is also true that other different companies in this same period are milling the wheat and others are baking the bread and yet others are distributing the loafs. The same idea is applied for the construction of automobiles, perfumes, sweets and, in general, all national production. Their sum of added values is vertical and also horizontal.


Another consequence comes from this, which was explained by Bernácer, who questioned the essence of the fundamental equation. Savings finances investment, that is true, but while this happens and in this period, the system constructs the production of consumer and capital goods. The entirety of this production is called working capital. This is where the following question must be posed: Where do the financing means come from for this new working capital? They come from the new money generated in the system. Then the fundamental equation S = I is incomplete because it is missing this new money.


One of Bernácer’s extremely important discoveries was that disposable funds, where I stress the authentic and third-degree ones that I call net disposable funds. These disposable funds are made up of savings that are not capitalised and that, therefore, fully enter into the formulation of a new and dynamic fundamental equation.


The new discoveries that have taken place in the last fifteen years do not detract from this book in any way, since they were already outlined and set forth.


The second part of the book, in order of importance and quantity, contains the life and works of Germán Bernácer. Due to reasons typical of historical biography, as time has passed, loose threads have arisen, that after pulling them, have led to domestic discoveries and even artistic and intellectual ones, with which I have prepared a good biographical tapestry. I am basically referring to the Circle of Alicante.


In 2006, I published a book entitled Germán Bernácer and the Circle of Alicante, in which I explained the intellectual setting in which Bernácer lived. He had no university degree, but was surrounded by a group of brotherly friends. These friends were prestigious and intellectual artists such as writer Gabriel Miró, musician Oscar Esplá, painter Emilio Varela, etc., who met up in the city of Alicante. I have tried to include it in this second translated edition of this book. The fear of not getting this biographical dimension right herein led me to not include these investigations. Nevertheless, I did include some details on this intellectual setting.


The time that has passed has given me both serenity and prudence, and these two virtues have had an effect on me not falling into the sin of comparison. The power of wisdom was not able to stave off the comparison of Spanish culture and English culture. Cambridge was one of the intellectual capitals of the world. The city flowered under the economic-political empire of the world that was the United Kingdom and the United Kingdom was the crossroads of the world’s financial capitals. And London in particular was the economic seat of this empire. Keynes was born and lived in this ambience and he was also a skilled stock-market speculator.


Spain was a large boat adrift. The Spanish empire had already fallen. Alicante was a provincial city, but with the advantage of being a sea port, a vantage point to the Mediterranean. There were no universities in Alicante and there wasn’t even an economics university in Spain. Germán Bernácer was born in Alicante and did not have modern economics teachers. He never gave classes in this discipline and didn’t even know what they earned. I believe these words illustrate his intellectual prowess.


In London, the famous Bloomsbury Group came together, in which intellectuals and artists met including Virginia Wolf, Ducant Grant, Clive Bell, Vanesa Bell, Robert Fry, Keynes… This group was known throughout the world and is mandatory reading in art books and particularly in literature.


At the beginning of the last century in the sensual and mixed-race Spanish Mediterranean, the Circle of Alicante was formed. The members of the group have been studied individually because they are Spain’s artistic and intellectual heritage, especially from the community of Valencia. My book from 2006, Germán Bernácer and the Circle of Alicante, built an orchard with its own fruits and rivers, which I hope becomes known in Spain and in the world. Here I leave a record of its existence.


Significant events have taken place in recent years: One has been correspondence with Professor Paul A. Samuelson (14 July 1999), who has incomparable skill in scientific creation and a fabulous world-view on the history of economic thought, fruit of the scientific crossroads he has experienced. I also had brief correspondence with Professor Robert Solow (8 July 1999 and 26 July 1999). Both letters made mention of Germán Bernácer. The letters from these two economists took the edge off my ambitious points of view.


Another significant fact is represented by my exploration of the artists in Alicante who surrounded Bernácer. Connected to this fact is the highly illustrative prologue that Juan Velarde Fuertes wrote for the book Germán Bernácer and the Circle of Alicante on 31 July 2006, one of the most brilliant leaders in the Spanish scientific arena. Professor Velarde also wrote me a letter on 15 February 2006 about the relationship between Bernácer and Robertson, in which Mexican Josué Sanz participated.


I will include these letters, whose content will undoubtedly illustrate the valley of history from a mountain in which the events of economic thought played out.


Following is a letter written by Professor Solow from the Massachusetts Institute of Technology.


8 July 1999


Dear Mr Villacís:


Thank you very much for your interesting letter. I cannot give you a complete response at this time, since I will not return to my office until the end of summer and I do not have access here to my books or a library.


What I can tell you is that the name of Germán Bernácer sounds familiar from my time as a student. Someone, somewhere, has written something in English about the fact that Bernácer first published some of Keynes’ ideas. But I do not remember the author’s name or where it was published. It may have been Dennis Robertson who wrote something about Bernácer. It would also be interesting to know if he was mentioned in Prosperity and Depression by Gottfried Haberler.


As you surely know, hundreds of pages were written about the identity or the difference between savings and investment in the thirties. According to some definitions they are also the same and, according to others, different. In reality, the issue is not whether they are equal, since this limits the question to a mere definition of concepts. What is important is if one of the two sets of definitions is more useful than the other. Present-day texts tend to establish the difference between saving that is actually executed and saving that is planned or considered, where the first is equal to investment and the second is not.


I do not have any idea if Keynes knew of Bernácer when he wrote his General Theory… But I really doubt that it was anything as strong as plagiarism. As far as I know, Keynes did not tend to take notice of anything not written by himself or his intimate friends. If we read his letters from that period, there is nothing that suggests that he used others’ ideas. However, about his subconscious thoughts, it is impossible to draw any conclusion. But whatever the case, the story that you have recounted seems very interesting to me.


I think that the first thing you should do is find out if anyone has written about Bernácer in English. If so, you could write an article in English for a magazine like History of Political Economy about his work and its relevance with respect to Keynes. In this case, it is very likely that one of the university presses would be interested in translating your book to English and publishing it (although 600 pages seem excessive to me). I wish you the best of luck with this project.


Sincerely yours,


[Signature] 
Robert M. Solow


These lines are very important because they come from a great mind and, above all, due to the biological and academic age of Professor Solow, who was sixteen when Robertson published his article on Bernácer. Due to questions of age, years later, Bernácer’s name sounded familiar to him at university.


He also spoke of the prestigious Haberler to enquire if he cited Bernácer in Prosperity and Depression. Professor Solow was not sure, but he was on the right track, because Haberler did indeed quote Bernácer. The fact is that the Spanish economist was aloft at large universities.


The other part of the letter is very important because it clarifies Keynes’ scientific and psychological profile as a man who was very attached to his own ideas and only took notice of his own work and that of his close friends. He said about Keynes: If we read his letters from that period, there is nothing that suggests that he used others’ ideas. This is strictly true. When Solow wrote the letter, he only pointed out the extraordinary similarity between the two theories.


Following is a later letter written by Samuelson from the Massachusetts Institute of Technology.


14 July 1999


When I received your letter praising Germán Bernácer for being ahead, in 1923, of much of the good that was in The General Theory by Keynes from 1936, it awoke a memory that Dennis Robertson had written about a Spanish macroeconomist some sixty years ago (in English).


Now I have consulted A Spanish Contribution to the Theory of Fluctuations, Economica (1940, Vol. 7, pp. 50-65) by Robertson. I include a photocopy in case you haven’t seen it so that you can have access to this work from so long ago.


From Robertson’s verbose quotes and comments, it follows that Bernácer had indeed already developed an analysis on the ‘accumulation’ of money in 1923, an analysis of how the interest rate could be affected by the marginal propensity to accumulate. Clearly, this coincides with and precedes Keynes’ notions of equilibrium less than full employment, multiplying processes of spending and re-spending that alter the nominal and real flows of production. These quasi independent discoveries are common in science: Newton and Leinitz; Darwin and Wallace; etc. Robert K. Merton, the historian and sociologist of scientific evolution, thought that these multiple innovators are more the norm than the exception.


It is not my intention to detract importance from Bernácer’s contributions. We have detailed documentation of how Keynes evolved from 1930 until his synthesis in 1936. Numerous colleagues and students recorded the steps of this evolution at the time. It is unconceivable to me that, if there had been a substantial direct or indirect influence by Bernácer on Keynes, it would not have appeared at some point in these oral and written records.


But more than this. I did not manage to discern the appearance of a complete system in Bernácer’s elaborate records, such as Walras’ micro-system or the macro-system of Keynes-Hicks-Hansen. I did not find it in 1999 from Bernácer’s quotes. In 1934-50, Robertson found many faults with Keynes’ pretensions of having created a new and revolutionary theory; he was not wrong in thinking that real technology must have a role when determining the interest rate. This is an objection he set forth both for Keynes and for Bernácer. Nonetheless, in Keynes’ case, his system of equations was better than his occasional lack of understanding of his own system: an increase in the technical productivity of capital, when it increases real production and increases the need for money for transactions, does lead to a rise in the interest rate. And this happens without denying that the liquidity preference relation is operative. I would be surprised that a Bernacerian scholar did not try to satisfy Robertson’s suspicion in a similar way.


I am finishing preparations to send Robert Solow a photocopy of Robertson and Bernácer to his summer paradise. He may make further comments about the content of the letter that you sent him.


Thank you for telling me about these interesting finds.


Paul A. Samuelson.


This letter from Professor Samuelson has two virtues: on the one hand, he mentions Robertson’s article and places importance on the fact that a Spaniard made contributions to monetary theory. Secondly, he played down my admiration because he doesn’t believe that Bernácer’s contributions comprise a complete, or nearly complete, macroeconomics system like the Hicks-Hansen model or Walras’ model in microeconomics. This statement is partly true and understandable since Samuelson does not know this book and my articles entirely because they were written in Spanish and not in English. It is understandable since the central structure of Bernácer’s work is essentially monetary and, although it deals with the labour market, it does not incorporate a specific model for that market.


Lastly, he stated that he is finishing preparations to send Professor Solow a photocopy on Robertson and Bernácer. Professor Solow received this from Professor Samuelson and responded to me.


Here is Professor Solow’s letter.


26 July 1999


My friend Paul Samuelson found Dennis Robertson’s article on Bernácer that he reminded me of. I think he sent you a copy and he also sent me a copy. I read it.


My opinion is very similar to that of Samuelson. Bernácer’s comments in 1923 about the relationships of the flow of monetary capitals represent a considerable achievement. The equation that Robertson numbered (iv) was probably ahead of his time. Finally however, I do not believe that one can think that this leaflet from 1923 ‘came before’ Keynes’ General Theory model. Two things are missing. The first is a complete specific model of the generation of real income. The second is a clear image of the proportions in which a change in nominal aggregate is divided between changes in actual production and changes in price levels. I have to say that Keynes was not absolutely clear either with regard to this second aspect; the implicit response given by Keynes was probably not very good.


In light of this, I return to the recommendation that I believe I made in my first letter. Maybe you should write an article in English that sketches Bernácer’s contributions (and that makes mention of course to Robertson’s article and any other mention of Bernácer in the history of monetary theory). You could send the article to a magazine like the History of Political Economy, which would surely be interested.


Good luck with your work,


Robert Solow


Professor Samuelson said he would look for the article on Robertson-Bernácer; he found it and sent it to Solow and he, after reading it, told me of its content. He starts by praising Bernácer, saying that his comments about the flow of monetary capitals are a considerable achievement. He equally stated that the leaflet from 1923 that Bernácer sent Robertson did not make him think that he came before Keynes’ general model. And he said that two things were missing. Firstly: a specific model of real income does not exist. Secondly: there is not a clear image of the proportions in which a change in nominal aggregate is divided between changes in actual production and changes in price levels.


If we take into account that Robertson knew about the 1923 article, The Theory of Disposable Funds, it is a masterly contribution to money market theory, but this article is a well-organised scientific room that is not explicitly connected to Bernácer’s macroeconomic building. This must be understood as follows: Bernácer’s macroeconomics is organised and connected in his book from 1916, Society and Happiness: An Essay on Social Mechanics, containing 582 dense pages in which he explained the birth and circulation of income, the failure of Say’s Law, the role of the financial system in the formation and channelling of savings, the scope of Malthus, the statics of wealth, the dynamic of wealth, the crisis that almost always comes from the financial system, an outline of the function of consumption, etc.


In his book The Functional Doctrine of Money from 1945, Bernácer may have bewildered readers because he showed the parallelism between his theory and Keynes’ in The General Theory page by page. Bernácer’s book was written nine years earlier (1936) and this analogy pertains not only to concepts, the names of these concepts, but also the formulas, one by one. And he complained because he thought his theories may have been copied. I say that Bernácer disturbed us because I frankly do not believe that Robertson had received the totality of his scientific thought before 1936. And if he did not receive the entire macroeconomic structure of Bernácer, then it definitely was not seen by Keynes.


So, I want to make it clear that Bernácer’s body of work is one of the great scientific creations in the history of economic thought. The aim of this book is to set forth this creation, which will require great concentration to fully comprehend, due to which I have included a dictionary of Bernacerian terms, his differences with respect to contemporary macroeconomics and 179 conclusions.


José Villacís 
Novemer 2008
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Since Bernácer’s first work Society and Happiness, written in his early years in 1916, it has been clear that he is highly ethical in his approach to economic sciences. The book’s title evokes utopian ideas, which economists may instinctively reject. This comment is for readers who have never read its pages. Unlike other economists, like utopian socialists and even socialistic economists like Marx, economic issues are not approached as a predatory fight for one class to gain ground over another, the cause of all evils. This book reveals an economist who breaks with utopian and sentimental notions, aiming to equip economic science with its own set of rules. He implicitly criticises classical and neoclassical economics, believing that they confuse logic and hyper-logic with reality 2.


Notorious and sombre science generates economic imbalances, unemployment and misery. This is not good for the system. Given that it is not good, it is not fair and will have to be corrected. The analytical style of Bernácer is very similar to what will come later and that future economic science will deal with: macroeconomics, tax policy, monetary policy, etc. As you will see, the social and economic critical style of economists like Keynes and Robertson will also be different than the style of Marx and other socialists.


Ethical and economic criticism demands prior knowledge of economic reality, especially its concepts. In those years (1916), the world of economic science was not imprisoned in the marble tower of classical and neoclassical economics. It is doubtful that many economists of that time implicitly believed the theories of Smith, Ricardo and Mili first and then those of Jevons, Menger and Walras later. It may have been Malthus, the theorist of the logic of misery who sowed interest through dynamic effective demand, as well as Marshall in his monetary renewal of quantitative theory.


Bernácer is one of the economists who are midway between the certainty that the world is not the magical world of classical economists, where everything is in balance due to production and full employment objectives, and the reality that common sense explains as the economics of unemployment. The truth is that there was no other theory to take its place. Economists would urgently and desperately look for one thirteen years later (1929) when the world sunk into a depression after the collapse of the New York Stock Exchange.


The search was on. Indeed, Society and Happiness is an intrepid book that head on, suddenly and lucidly deals with the basic subjects of macroeconomics. It is worth mentioning that knowing what would be ahead is already an important scientific finding, because it entails having selected the key variables with masterly intuition. These variables are: money, interest, the financial market, criticism of the gold standard, the search for what is called capital, etc.


His selection of ideas is so important that every one of these issues or scientific areas would become the subject of separate and joint works, which would occupy a good part of his long life. These would all terminate in his crowning work A Free Market Economy without Crisis or Unemployment, published 39 years later (1955). Readers will understand his first book in light of modern developments (1916), but at that time macroeconomic science was still very young to explain the entire analytical range it dealt with using comprehensive scientific rigour, despite Wicksell’s contributions. Thus, Society and Happiness represented a first building block in the enormous Bernacerian construction, as well as for macroeconomics.


Precisely, the Theory of Disposable Funds, written six years later in 1922, would be the first scientifically pure work about money by Bernácer. He intuitively knew it in 1916, although it would take him six years to explain it concisely. This work would be the original master that would generate all subsequent work 3. I believe that Bernácer’s work is almost complete in the book Society and Happiness. It was developed in great precision in close to eighty articles and three books for the final coherent culmination in 1955. This is so true that it could be said that Bernácer had an original treatise on macroeconomics, parallel to the Keynesian treatise that would become much better known.


A summary will be given here of Bernacerian macroeconomics to provide a series of keys that will help understand what I will present hereafter. This will make overall understanding easier of the issues that will be explained analytically and step-by-step in the main body of the present work. First then, this introduction will give a general overview that will then be filled in with greater detail.


Summary of the work


1) Bernácer’s primary concern is money and other related issues will arise from it such as: its functionality, its scarcity and interest, its location, etc.


Money comes from production and, originally and theoretically, money is a faithful reflection of production, representing production as a whole but none in particular. Money is used to acquire factors of production and consumer goods. It is the suitable instrument for distributing wealth. He optimistically stated that money is the merchandise that is universally wanted by everyone and for everyone. Money enormously facilitates the fulfilment of Say’s Law, but also makes its non-fulfilment possible. Money makes it possible for demand to calibrate exactly what is wanted through monetary magnitudes and money can also be understood through supply. A precise understanding between supply and demand is possible owing to the existence of money. An important statement opened his work and the same statement ended it. This statement removed a series of obtuse economic concepts that he believed needlessly complicated understanding the market. The statement is: The demand for goods is nothing but a supply of money and the supply of goods is a demand for money. The two halves explain and complement each other. Money is offered to acquire goods and money is requested for selling goods. Thus, the goods market hides the money market and vice-versa. This is what Walras would explain later when speaking of his encaisse désirée, or desired cash balance, and Keynes would explain in his theory of liquidity preference.


2) The value of the good spawns the money required to make the purchase possible. This means two things: That the economic system continually requires the means necessary to establish existing values, in accordance with the motivations and needs of supply and demand. When these needs and motivations change, the value also changes. The second is that the cost is not fixed, not due to what was stated about variations of supply and demand, but due to monetary circumstances owing to the quantity of money that make monetary votes change. In short, the value or price floats in a sea of relativity.


The relativity is double because the price of a consumer good will depend on the amount of money in the system, which is generally explained by the broadest version of quantitative theory. It will also depend on the saving-investment alternative that consumers always can and do decide on. This means that part of the money flows towards the demand for consumer goods, its natural preference, and the other part flows towards savings, demanding capital goods. The price of capital goods will be determined in the same way by the amount of money and by the alternative, which is always possible by acquiring consumer goods. Thus, the conclusion is that the quantity of money and preference for it by consumers and producers in turn determine two things, which are actually the same: the price of consumer goods and the price of capital goods and, even a third thing, the relative price between consumer and capital goods (that an economist like Hayeck would profit from).


3) Bringing merchandise to the market increases supply, but bringing money to the market increases demand. Both concepts are required and shall be expanded upon here 4.


Merchandise will be the flow produced by the system in a time unit, which is called national product. To make it possible, payments are made to production agents, the whole of which is called national income, or Y, where:


Y = PNNcf


This income includes profits and therefore the value of what is supplied, or PNNcf (net national production at the cost of factors) is equal to the value of the income generated or potential demand. The fact that everything produced is supplied is very natural and this is certainly what normally takes place. What is not always true is that all income returns in the form of total demand. The reason is that this demand is made up of money and makes market progress possible. The nature of money makes it suitable for hoarding and, therefore, makes it possible for Say’s Law to fail.


But hoarding is not Bernácer’s emphasis, but rather disposable funds (a term coined by Bernácer that will be denoted by D). These, along with hoarding, will be the part of income that does not demand the national product from which they came. Taking a greater quantity of merchandise to the market means that a greater quantity has been produced and consequently, the merchandise has generated more income. This does not necessarily equate to taking more money to the market for the simple reason that savings have detoured along other routes or economic circuits. This circuit does not exist for part of savings, since it will be found under the mattress or behind a brick. Disposable funds will be found on the financial market.


4) Many things can be done with liquid income that goes to an economic agent. The most prudent and necessary thing is to heed the most urgent requests demanded by the nature of the economic agent itself, which is consumption for consumers and production for producers. The main business is survival itself and, due to this, this income is normally spent on survival goods. This is what producers think. As a whole, economic agents, even speculators and pensioners, allocate part of their income to consumption C and part to savings S.


Y = C + S


Or in other words:


S = Y – C5


If economic agents find that part of their income adequately covers their consumption needs, the rest is saved if there is something left over. Savings do not abandon the economic circuit, but rather return via the demand for capital goods. In other words, savings finance capital goods and this operation is called investment.


Bernácer claims that not all savings returns to the economic circuit, but rather circulates along other paths. This part is disposable funds and the circuit is the financial market. Disposable funds are the part of income that does not demand capital goods due to not being consumed and thus being saved.


That is:


S – I = D


These disposable funds are not hoarded, since what is hoarded does not demand anything, but is rather created for speculation. Disposable funds are created to acquire financial assets and actual secondary assets with the aim of holding onto the total value of liquid savings (not liquid capital) and earning profits.


It is yet to be explained why the acquisition of actual secondary financial assets means that savings leave the production circuit. It will be explained later.


Primary financial assets and the construction of actual assets such as housing mean that savings return to the production circuit, but this is not true of secondary assets.


Income is a flow and savings born from income will also be a flow and, therefore, disposable funds will also be a flow. I could add here that the idea of flow intensifies more in buying and selling activities, which are basically dynamic. Thus, savings finance the acquisition of capital goods and disposable funds finance actual and financial assets. They come from a flow and go towards another flow. In principle, total disposable funds are formed by the income received (not accrued) and then they end up successively going towards consumption, investment (ordinary market) and the funds that remain will be the maximum or third-degree disposable funds, the object of this study.


5) Financial assets, shares, bonds… are used to transfer savings to investments. Instead of this statement making it impossible for Say’s Law to be invalid, they make it easier. These are primary financial assets. A house that is built creates an actual asset that is part of national product. To create this asset, the exact amount of income needed to be generated to match its supply value (plus profits).


The same thing will not happen when this same financial asset fulfils its honest function of moving savings to investment but then does not die but stays alive and what is more important, continues being the object of buying and selling transactions. The same will occur when a home is repeatedly sold and bought. The financial asset and the home are acquired for two reasons: one, because having it earns rental income and, two, because its monetary value increases through speculation.


The essential question rests in that they no longer form part of national product and that a monetary mass is needed for buying and selling, specifically the disposable fund, D, arising from income, like everything. This means that the income must return to acquire current production, either in consumer or capital goods, but if they are allocated to another activity, specifically for acquiring assets that are not wealth, it is obvious that demand is depressed to the same degree as speculative demand is strengthened. This can be represented in a formula as:


Y = C + Sk + D


Where Sk is the savings invested and (Sk + D) is total savings. Logically:


Sk < S


and if the disposable funds are equal to zero (D = 0) then:


Sk = S


6) V will be the value of financial assets and N is the number of them. The value of our financial assets will thus be NV. Since they are financed with the period disposable funds, D:


D = NV


while primary financial assets, supposing that all savings are transmitted to investment through them and only by them, will be acquired with Sk. This case will be abandoned immediately due to being unrealistic and quite forced. The case above was mentioned to highlight the difference between actual primary assets and secondary assets, as well as capitalised saving Sk and disposable funds D that are not capitalised.


7) There is no doubt that sales transactions on actual secondary financial assets continually take place, which can go either to consumption or to investment through economic agents, returning to the consumption and production circuit. The opposite transactions also take place. Part of the income leaves or escapes in the form of disposable funds to buy these assets.


Thus, for disposable funds to be generated, more disposable funds must come in than go out. These will be called net disposable funds, which in the end are what are of interest here.


Accounting doesn’t lie and it has clearly proven that savings is equal to investment, S = I. However, it would actually be more precise to say:


Sk = I


This clarification does little to explain what was already agreed by deciding that Sk is the part of savings that is capitalised, but it is a small methodological trick.


But how can all savings and all destinations of savings be put into a mathematical equality? Perhaps as follows:


Sk + D = I + NV


And even more broadly:


C + Sk + D = C + I + NV


This means that part of the income flow is allocated to acquiring consumer goods, capital goods and our financial assets.


But if speaking of net disposable funds and these are fed, like parasites, by income, this potential demand or income does not return to the market and, since it does not return, there will be unsold products.


Are there unsold products on the market? Yes. Macroeconomics calls them inventory investments, further breaking them down into planned and unplanned. For Bernácer, whether planned or unplanned, they exist and they exist because they have not been demanded. For planned ones, it is believed that they will return, while the opposite is said of unplanned inventory investments. It remains to be explained where the savings, or income if you like, is located that has been demanded. For Benácer, the answer is clear. Inventory investments, Iu, are found in the part of income called disposable funds D that finance the speculative financial market (NV). In other words, since these disposable funds finance these securities, they do not finance inventory investments or create them or demand them. Thus, inventory investments are formed due to market frustration.


The macroeconomic equation places inventory investments next to investment in capital goods, adding them together. This is something that Bernácer could not understand because if investment is a financial transaction that involves spending savings on capital goods, why is it added to something different that exists precisely due to the absence of spending? He does not concern himself with whether the inventories are planned or unplanned, or what the mental or psychic process is that happens in the brain of the producer. What he is interested in is what really happens on the market. What happens is that, planned or not, this production still has not been rescued by demand from shop display cases.


8) Politicians and governors are interested in actual profitability, which is measured by greater production. However, ordinary savers are interested in monetary profitability and this may be found through speculative investment. Since savers are operating on the market, now investors, some will demand fictitious monetary wealth and others real wealth, but as a whole, the market is imbalanced by the demand route, which ends up being depressed. The result of this depression is measured by permanent Iu and more, if this Iu does not remain the same, but grows. Thus, effectively if this Iu is produced because our financial assets are offered next to it on the market (on the same side), demand has no means to acquire both of them. I will restate the above more precisely. If the market offers financial assets and real secondary assets along with current production measured by PNNcf (comprised of consumer and capital goods) and if income is comprised of the value of this national product, then the market will be depressed. If these assets exist because they have been generated and sold, then unsold current production is called Iu and its value will be that of the NV acquired (our assets). And since the latter have been acquired with disposable funds, the result is that:


D = NV and therefore:


NV = Iu


And therefore also:


D = Iu


and mathematically (not economically):


Sk + D = I + Iu


This means that all savings from the period S = Sk + D is equal to investment properly speaking plus investment inventory, or:


S = I + Iu


which is a simple, traditional macroeconomic equation. Bernácer believed this mistaken interpretation from traditional macroeconomics, a formal inheritance from Keynes, was due to his not understanding that there are three markets: one is the current consumer goods market; the second is the capital goods market and the third is the actual secondary financial market.


I placed the phrase ‘not economically’ in parentheses above for the equality D = Iu. Answering this is the same as answering the question: Why is investment I not added to inventory investment Iu if they are equal and in the end have the value NV?


The reason is very simple. An equality doesn’t explain anything economically, although this equality is for savings and investment. He was really interested in its intermediate use, or its operation, which is financial. This financial operation is the purchase of capital goods in the case of investment and the acquisition of NV, which are wrongly called financial investments. In both cases, savings acquires something. In economic logic, it is absurd and twisted to add a purchase like I to that which exists due to something not being bought, which is inventory investment Iu.


It is obviously numerically equal, but nothing more. For this reason, Bernácer stated that this basic macroeconomic identity or equation does not exist. The most one could call it is a mathematical equality.


It would be logical to think that for a numeric equality to be an economic equality, in addition to the number, they would need to be homogeneously equivalent with respect to concepts. In this case, the operation they share would have to be equal, that is, in spending.


9) With the identities Y = C + S and PNNcf = O, then O = C + I; and subtracting C from both equalities: S = I. Bernácer roundly criticised this equality. One thing is income that necessarily comes from production and another thing is production, which are real things or measurable quantities.


Thus, consumer spending and consumption must be separated, as well as investment savings. Sellers are interested in monetary values and thus sell, while buyers are interested in real magnitudes and thus buy. The fact that products are born through production by means of consumer and capital goods is obvious. However, it is not obvious that they are totally demanded through consumer spending and spending on capital goods or savings.


Production has actual numbers that are homogenised by multiplying them by prices and, since income is in itself a monetary flow that comes from production, Keynes and Samuelson confused the terms, believing that a simple mathematical equality is an economic identity, but they are not an identity and much less an economic identity. Five cars can be produced, which is a real statement and the equivalent value of two cars can be spent with part of the income, but if prices have increased, this value may equal the five cars from before. Everyone knows this. A quantity of money can be saved and this savings can help finance capital and/or acquire six times less capital than the year before. This means that the investment has not increased in real terms, although it has increased in monetary terms. The Keynesian identity would indicate that the savings, since it equals investment, has financed the formation of the same amount of capital, when the only thing it really says is that what was monetarily (mathematically) spent equals what was sold in money, and nothing more. It is self-evident that the real formation of capital is not equal.


One could argue by saying that if income comes from production and they have the same value, part of the income will demand consumer goods and part will demand capital goods through savings. This is true, I insist, only in monetary terms, not in real terms, where it does not hold up.


If the real term is converted into monetary terms, it may seem that this problem could be eliminated, but it is not so simple. Let’s see why.


Some economists confirm, using good logic, that Y = O, meaning that this income has arisen due to selling production, which is indeed true. R = the amount of total sales.


In this way, market valuation is accepted and one is working with homogeneous monetary magnitudes.


What is sold? Consumer and capital goods, the latter that I call investment. And, what is done with the income? Part is consumed and part is saved. Thus:


Consumer spending + savings = Consumer spending + investment


Then Savings = investment.


This equalisation operation starts with a simple error, which consists of income from current production sales (PNNcf) being assimilated with the income originating from the creation of current production (payment of factors of production through income). Another way of expressing this mistake is to see that there is confusion existing between the sales leading to this income with the incomes that have been projected resulting from the previously spent income.


In order for Keynes and Samuelson to be right, how would the identity S = I be fulfilled? Provided that I in real terms is added to the inventory investment.


Savings in the world of Bernácer will entail the simultaneous explanation of several similar concepts: the financial market, the capitalisation process, the motivation for this saving and, above all, it will explain interest.


10) People save for many reasons: because consumption has fulfilled appetites and needs and there is still income remaining. Added to this argument, some small marginal utilities derived from high consumption will let consumers transfer consumption to a later period, in which the starting time of their consumption will let them generate higher marginal utilities. People also save due to the presumed need of acquiring an asset at some time in the future whose monetary value exceeds their present income. Let’s say, for example, a leather coat. A producer also saves in order to acquire a production good that he currently doesn’t have. Fundamentally, people save because saving provides psychological peace of mind, which is the same as saying that they save to protect themselves against suffering the uncertainties derived from unknown future contingencies.


Savings logic implies the existence of a feeling about an unknown future that is grasped more intensely than the present. And present income is where savings is taken from. This savings can be born from a sufficient consumption already done detoured from a consumption that wasn’t made, due to not being as necessary.


One cannot conclude from any of the arguments above that people save because this savings must mean greater future consumption in real terms, as suggested by Austrian economist Böhm-Bawerk.


11) Bernácer destroyed classical and neoclassical theory about interest in two different ways: one, the same field of psychology that was the experimental laboratory of the Austrian school and the other in the field of macroeconomics.


The first has already been commented on. One saves although no greater future interests are derived from this savings, interests that will translate into greater future consumption. He would say that savings is one of the multiple manifestations of human preferences or choices.


If the economy is in full employment, the only way of forming savings to acquire capital would be via a prize that let it be rescued. If the economy is not in full employment, Bernácer’s assumption, what remains are inactive resources and then paradoxically savings does not become more urgent, given that there is excess savings. In times of depression, it is precisely real means that are unoccupied, lacking money to put them into operation. If this economy is unemployed, then one must wonder whether this is not due more to underconsumption or excess savings (classical economic thought).


Bernácer distinguishes two concepts: one made up of the monetary resources with which capital is acquired and the other that are the capital goods. Classical economics confuses the terms or at least expresses the same thing using the concept of money once and the concept of capital goods for the other.


12) TIf income is born of production and this income has not demanded, then there are free unoccupied resources since production is not of interest. There are also unsold products. But the most problematic situation may be the following: If income has not returned to the production circuit, then potential money supplied must be abundant, which is not true in times of crisis and is not so in those economies in which prices are or were moving downwards. And if money is not abundant but scarce, then interest is high, so high that investment is prevented. This is Keynes’ affirmation also, but does not explain what Bernácer said, which is to know where this fraction of income is that was not returned to consumption or investment. Interest for Keynes is the fruit of liquidity preference, driven or motivated by speculative demand. To Bernácer, who explained it much better and years before Keynes, interest would be the fruit of scarcity, like all prices. Money is in short supply because part of income is not being consumed or invested and is found speculating on the financial market. This fraction of incomes are disposable funds D or more concisely net disposable funds (net flow of disposable funds that remain from those that are input and output from the financial market).


13) The financial market NV is lubricated by disposable funds D. Without them, this market could not function. Disposable funds receive income R derived from the possession of dead assets or actual secondary financial assets.


D → R


This profitability R will be overall, derived from the possession of all these assets. In percentages, each unit of disposable funds will have its percentage of profitability. Calculating it is basic and is done by comparing what is invested and speculatively placed, which is D with respect to accrued profits.


i = R/D percentage profits from disposable funds


This is interest for both Bernácer and Keynes. In the book Capital Interest: the Problem of its Origins, he explained a conceptual theory about the origin of interest and then later gave a mathematical explanation. This theory, which is current and very original, was set forth years earlier than Keynes’ General Theory.
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