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(tHFT) European Commission (2019) % FEIZZEE1ERL,
B3IN—TFEILERIEEEDHSDRAFXYRE EU D

AETIE. ZZFETAFY AL EU BT =BT
HALRDBAIZHOWTELRLTE -, # 2 HiTHEELE
B A—EBNVMEMEEOEEA ¥ 2 —L B AH%OK
ERBRERDOIITU Ny hoyuTtEz6ND, £
T TUNSy b7 u T OEANLWIBLEN LT A X
U R & EUIZHETDN—BLVMEEERICON T, iz i
HLTBEZW, ET77 Ny b7aT7oEAICK A1
KR FIE & NEREAHT FIEOREFIEORARRN 2T 7' —
FRRLDL, AFVRACBOTRETY My b7a T 0
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AN K o THEEAMA FIEOF AR SN T ERVWE S
(o BEHE IR ORI L, D 0 U R 7 UG E O A& B
LTW5, 7272 L /NBURAR 1m) 1 D Rl R0 B pEFEOR Rl
DOWNDBFEL L RDIZDEMERN OB L H DTS, —F
T, EUICBW T HIZEHER FIE A b3 5 Faid3ta L T
WA H/MBEERNE S, REERME, YT i A
A= % =22 EIZHOWTITBR OEEE DR &2 & m L
TW5HEWVWRD, 2H LT Fe—F0ENL, A XU AL
EU O#IHNCIT 5 TRISEMEHN] ORE~RET 5 Taelt
ZIXHATND,

WA — BNV IR OB AR BT 58007 B &
AL BTFEOET 2 BALOFELHRLERD, N—E L
MEEILRIIT T b Ty h7aT7OEANRELH > THRIT
WZxt LGB 22 CEAREZERT L2 LCked, —T
A TR M B O A R BE LT e LT BAT O BLHIEEE o
TTHEMPULECER(ET 2 &R 2L TEBYH , N—
B 3.1 OB X 5B H CEARTRNS ZEOAH
WD EVHIBENHD, A XY AOPRAZ_EHEOAHL
ROERNEIITHET S L LTWV5D, PRAICE DA TIL,
A XV A TIE Tierl EARDIEMAGZR AN TEEIH 3% THELe
DIZxk L, EU ORITTITH 10% (EBA OFRE), 7 AU D
DOIITTITN 16% (FRB OfRFL) LHEES D LML T
Wb, L, ZORBEIERZALEEICBITAT U b
Ty hT7uTDEANED L IR NIERSNS,

ZFLTHREDOREIL, A XU AL > TIEAA—E L 31N
EU 7> b BEBAZ RO CEAT 5 BREHHISE & 72 570,
EREE&fE 2 —L LTOA XY AOHNIZ G 2 58T
HD. A XN ANIAHO—EDOLEHHINEEZ EU 2> b ST
LT LB T 44 F I v 7 Rl L Lok ey
IBERENH DD, N—F L 3.1 1T AN— VKL R A i E
LV BHEICEANL LD & 28X Lo TWE, Lol
NG, A XY AOEMERIL, FFROLI TV T K
TuT OB E Gt N—E L 3.1 OIRERNAEN., TR
ERORBIPERE TV T EU DOERAT & D EAF] 72 i
525 EHH LD (Linklaters, 2023), ZAULIE2>FE D,
oy RCDEEEHY 2 —L L TORAICEREEL 5 2
AAREMELEATNEE NI Z L ThHAD,

PLETHATERE LI, X"—BLIHEEKILZEZT Y b
Ty TR T OEANEIIL T, A F U RAOSRHEREOS
FTTIIC R & A 5 2 D A[REMEZ XD ATV 5,

4. A XY RIZHFTZN—EILNMERIEEDEAIZRA
(7 7= 533 B4R D AR EE

AEITIE, A F Y RUTBT D /83—E b 3.1 OEATFIT 72
HATOXHEARILIZ DU T, The Banker Database D7 — 4 % 3k
(23— SK[E & R L7222 DRREE L 72017,

4.1 BEERIERITA SRR DIREE

6 Px—FNeFT LIy FI— FHTE

IITIEAFI REEL I — 0 v S HIRICBIT 53 —F
NLHRD 5 B EEARFEEDRBUCDOWT, BRFEL TH K
9. TR 4 133 —m v FEHOHTIZR T HHH Lo=
7 Tierl kRO ZERNEF LD DOTHD, I—1 v
T D LD 27 Tierl FesR T EHIE T 23.4%,
JET 178%L7>TEY, WThOKEEHTHAA—F
NTEBEEENRD TV EIRIEKETH D T%E KX
< EFEIZKHELIZSTND, 4 XY RITHITHHH o=
7 Tierl HLEROZERIRDICT OV TIZ, TFHED 30.6% I3 R7%H
BEOREPBSETHDLIHOD, FRETAHTS 189%L
2o TEY, F—ry A2k bR EVKE L
o TWnd, MOEEMERT DL AL U RFEEHET
15.4%, FRAET 12.9%, FL I DN EEMET 14.6%, T HE
T14.5%, A X U T HIEEET 15.7%,. FRET152%, &
W ZEROREN, FIZ RV ET7 TR W) EU £ H
Hb 3 —r v RIROFEHELCPL FE-> TS, 2L, %
NTHN—EBNLHITEEZB S DR 2 Flfk#Ex 2 52
E EESTWS, 5103 —1 v 38K TH TS, The
Banker Database THi%5 L CUW 5817 T2 7 Tierl LM 7 %
Z TR TWAHITIIERTH S, T —1 v/ SFEE O L
EBEIE =2 7 Tierl HeRICHOWTIE, BRICER L TWHIRELT
HoHEWNWZ D,

#£4 F—u v FEOHFITIZEBT DHH LD 27 Tierl kb

ROR AR

EES SBITH | FHE | pRIE | &/NME | ZKXE |[BERE
Andorra 1 15.4 15.4 15.4 15.4
Austria 23 17.0 16.2 12.5 28.3 3.49
Belgium 6 21.7 18.7 14.1 40.4 9.56
Cyprus 8 19.0 17.9 15.1 21.3 4.04
Denmark 1 20.4 18.9 15.2 35.4 5.69
Finland 5 15.4 17.0 10.8 18.7 3.28
France 6 17.0 16.8 14.7 19.6 2.02
Germany 33 19.9 16.6 1.2 86.8 13.57
Greece 6 46.6 14.9 1.3 208. 6 79. 41
Iceland 4 20.4 19.9 18.8 22.9 1.97
Ireland 7 23.4 17.9 16. 1 38.6 9.49
Italy 22 15.7 15.2 11.0 21.9 3.05
Liechtenstein 4 19.4 19.4 17.3 21.7 1.83
Luxembourg 12 21.6 23.0 10.9 31.6 6.75
Malta 1 18.6 17.8 13.4 34.9 5.89
Nether lands 16 21.1 19.2 12.6 38.3 7.33
Norway 10 18.1 18.0 17.1 19.5 0.76
Spain 13 15. 4 12.9 9.7 30.8 5.66
Sweden 10 17.1 17.4 12.3 24.4 3.58
Switzerland 54 21.6 18.2 10.0 55.8 8.96
Turkey 6 14.6 14.5 10.0 19.9 4.03
UK 140 30.6 18.9 10.3 776.3 66. 79
At 416 23.4 17.8 9.7 776.3 40.57

(HFT) The Banker Database % #:(Z2E & {ERK,

TR 5 Ta—ny REEHOSRBEMAICKIT S LA
Ly PSR O R ISRIRIC W T, EAR G HELE T
BLTAHALY, I—a v BT8R TEELSEIX
EHET 100 %, FRIETT3%ER->TEY, WTFROHK

(Journal of Credit Theory No.7) (2025)



BEHTHEANA—ENLVEITERZRSRO TV 25 Rk
T D 3% LT 2R LEDKSREL TS, A F U A
BT DEAREHELRIZONTL, FEMED 13.0%1T 5
FEOEENBR HTWDE 00, HRETHTYS 7.7% &
2o THEY, 3—r v BHOFEHFELHRE LY HET
FWKHEL o TWD, MOEEHERT DL, 7T ADF
PIET 4.7%., TRIET43% & VI BEDIRES B D, 72
BAREELEDN 3% % FE> THLHEITIL. 77 R,
AZVT FTUHE AL A AFXFYRAD 5 DET, 5917
Thol, NTUAV— N EOBREFELE LK Lo
ULy VHRILNT L LRV, LV Yy UEF
PETZEVRAET AN OEHIE, 27 Tierl RO FE
KO BIFFNRDDDONE LI,

£ 5 I—ny A "FEHOGUTICEIT DEAREELRDORS
SR

EE SBITH | FHE | PRIE | BME | RKE [BERE
Andorra 1 6.5 6.5 6.5 6.5
Austria 24 9.0 8.2 4.7 19.6 3.65
Belgium 8 6.1 6.1 4.0 10.3 1.96
Cyprus 8 8.4 1.4 5.8 14.3 2.67
Denmark " 8.3 6.3 4.5 16.1 3.88
Finland 5 5.6 5.0 3.2 7.9 1.93
France 9 4.7 4.3 2.0 9.1 1.90
Germany 36 8.7 6.2 3.3 33.1 6. 81
Greece 6 9.6 7.5 5.8 22.6 6.43
Iceland 4 12.4 12.4 9.5 15.2 2.33
Ireland 8 10.4 9.2 5.1 17.7 4.66
Italy 26 6.2 5.6 2.5 11.5 2.23
Liechtenstein 4 6.5 7.1 3.6 8.3 2.04
Luxembourg 15 9.5 9.2 4.4 24.3 5.76
Malta " 8.7 1.4 4.5 20.2 4.55
Nether lands 18 6.2 5.6 0.3 13.4 3.4
Norway 10 9.5 9.6 6.4 13.0 2.28
Portugal 10 9.0 7.3 5.2 19.6 4.73
Spain 15 55 5.4 4.2 7.9 0.99
Sweden 10 6.3 5.1 4.0 10.8 2.40
Switzerland 59 10.4 1.1 2.9 58.6 9. 61
Turkey 13 10.0 9.3 1.2 13.1 2.17
UK 158 13.0 1.7 1.0 88.4 16. 24
At 469 10.0 7.3 0.3 88.4 10. 74

(HPT) The Banker Database % F&(Z2E& {ERK,

PLED X H1Z, a7 Tierl e LEEAR EHELRE THTZ
I—my BT 5BEEATEIIMAER TE TWDHIR
MTHD, A XY AT 27 Tierl LR EEAR G RELRDOM
i CHIT B MV KA R L T D, —F T, EU OFEHE
ETHD7TVARANL V| T HTIIEREREK
RICBWCHEIAET 227 V7 —LTW0HHD, I—
7y SR BV TR IR VKIS & EE o TS,

4.2 FRENMEFEEIZE T =3 IR R DIREE

WD THEMED AL v PR ML EFTELRLE VWD
N—FLMM»HHEA SN REERLREICONT, I—r
ANHBE ORI AR L THA LI, & 6 L3 —1 vy EEHO

SUTICB T MBI AN L VHEOERRINEZ £ & 0T
LOTHD, a—n1 v BB DMEMED Ny Pk
FITFHIE T 296.34 %, FRAET 210.0% & 72> THEY |
THOHAE L N —ENVRITEEZB S RO TV 2 RIEK
HETHD 100% %2 KEL EAl> TS, £ £V RTBIT Bk
BT S Ly VHEOFERRIIZOWTIE, EHEO
407.0% TR HOFEBNIER IR P TV D b oD, i
BETHTH 2653%L7e->TEY, a—ay 2l bE
VKB L T 5 TN D, MOE 2 TR T2 &, EHIE & g fl
OIS TR ENANLSDIE, A F—, T4 T
R, 75 A, MlrabnokElTHD, M FEHEeHR
BOBSTHMDON, ¥ TR, Tr~v—0, wILF K
VTN ENSTEETH D, BRBIEMED AN Ly DHERN
100% KB THST=DIE, A XV ZAD 1ITORTH -8,
=720, WEE L S Ly P ERIZO W TIE The Banker
Database (2B W\ TH, 27D KRIBIENE L 471 47 385 4T
Linfgdi S Cniedode, MEIWED SL » PR A~OXF
JERHERIRBUC DN TR, EdH 2 WVIFERTT I & OXISICK
XRILOERDHLHLHITH S,

* 6 FT—n v R LEOERBEEIZI T D REIMED AN
Ly DHEROFBRR N

=k RITH | THE | pRE | RME | BXIE |[RERE
Andorra 1 157.17 157.17 157.17 157.17
Austria 20 206.0 172.1 118.8 591.1 106. 37
Belgium 5 162.0 173.0 126.0 181.8 23.10
Cyprus 7 318.2 281.0 191.7 544 4| 127.95
Denmark 11 308. 2 254.0 170.0 901.2| 204.97
Finland 5 174.7 165.0 144.0 217.0 21.41
France 6 169. 6 157.4 147.0 232.0 31.23
Germany 30 218.9 170.2 126.4 612.7| 116.74
Greece 6 185.2 171.5 135.0 259.2 42.41
Iceland 4 204.3 181.5 134.0 320.0 82.61
Ireland 6 197.1 193.0 146.8 251.0 35.79
Italy 18 266.0 195.7 161.0 786.9| 162.98
Liechtenstein 4 199.2 201.0 162.2 232.6 36.79
Luxembourg 12 242.2 164. 6 133.9 838.9/ 198.01
Malta 11 426.6 325.0 127.6] 1013.5| 280.42
Nether lands 15 266.0 211.0 144.0 753.8| 161.59
Norway 10 182.1 171.0 146.0 263.0 38. 81
Portugal 8 400. 1 272.8 210.0( 1212.4| 341.75
Spain 11 252.1 234.0 181.4 414.7 68. 00
Sweden 9 228.7 248.0 140.0 304.7 61.53
Switzerland 53 221.3 170.0 123.0] 1362.0| 195.05
Turkey 6 171.4 167.0 1561.5 197.6 18.02
UK 127 407.0 265.3 59.0| 2983.0| 462.25
&t 385 296.3 210.0 59.0| 2983.0| 307.42

(HFT) The Banker Database % #&(Z2E& 1ER%,

WICFK 7 TA—n v\ FEORITICE T ML EREL
ROEFRRWEREL THA LS, I—u v R2RITEBT D5
P22 E R L RIT T HME T 173.8%, FRAE T 139.6% & 72>
TEH, WFROE L S—ETEEZRE SN RO T
WARIKETH S 100% % EE>TWN5D, £ XY R2EBI1T
B EEL R OERIR IOV T, R0 FHED
229.80% T HFEDOFENIEFITIH HTHDH L DD, Hk
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ETHTH I51.8% Lo TRY, a—m vy 2l bE
VWKHEL o T D, MO EZ MR T 2 & EHE & Pl
ORI THAIRENDIE, 74T K, 7T A KA
Y TAATGUR, AT z— AT z—F L \oEHT
B D, WZEHESLHRERENDIL, F TR A, TANLT
YRV BT U vaFA Yy wE VST B lTHD, InB
WL EREL RN 100% K1 & 722> T D& mi R 72
Dotz 7277 L, WWlE D S Ly DR b RRE IO i Ze E e
HRIZOUW T b The Banker Database (23T, 2372 D K48
%< 471 179 334 AT LB S Thie o e, Hili%e
TEFHEE LRI D W TR AT IG O A B 23 & 72— B3 A7 AE
L. AFEZEEZTHDHO0E LA,

£ 7 F—wy A "EHEOPFITIZRIT DML ER ELLRD
EERCIR L

LWHHILERTH 5, WEIMED S Ly DHR &2 e iz
eI b B ARIKIEDS 100% & BRE SAU TV D 25, 4l
HIBIZA B U AR 2RI THEYNHERES 2 B 72 D72
(ZOWTIZENTIF AR <. A bAkHEAYICREET D L2723
HD

434 XY REEUDETELIFEZDHE

AENIZ ZFTA XY AZBIT B =B LMOFEE 2B
RO BRI DN T, T —1 v /% E &l L2
DRRFEL CE T, 22 TIEAHDOA XY ZADAA—E/L 31 0
HAZWAT T, EU OREMFHMGOMEE, 77U My b7
27 OEAZONT, T—HXNOHRAEL THARZY, £D7
O, EUBKNORITE —DD I NL—FL LT, A XU RADIR
T N—T & DR ERAT- W, 7 lsxt g & 72 D BEU OERTT
1220 fTCHY ., AFY) RFB|XHex 158 [THOHTORIE

E3E SRITH | Fi9ME | PRE | RMME | RKIE |ZERE L s
Austria 17| 120.8] 129.0{ 103.1] 174.6]  19.00 °
Belgium 5| 144.6] 142.8] 119.0[ 163.1 18.92
Cyprus 7 184.9 184.0 164.0 209.9 18.52 2\% 8 N—F LI @igﬂz,ﬁ%’@{ 3\:. U Z L EU & @E{Zi@
Denmark of 157.2| 132.0] 123.0[ 282.9] 54.34
=y
Finland 5| 120.5] 126.0] 118.7] 151.4] 13.02 AEDRRER R
France 6| 122.3] 119.9] 106.3] 1410 11.76 _ | om0
FEEE iz B EiE BERE

Germany 20 139.0] 122.3| 106.8] 447.5)  63.46 Eme
Greece 6 188.5 132.5 108. 4 491.4] 148.96 BIS Capital Adequacy Ratio EU 197 19.451 15.5211 1.1058
Iceland 4 123.4] 1185 116.6] 140.0]  11.11

(Core Tierl %) T UK 140 30.588 66.7866 5.6445
Ireland 6| 156.9] 156.6] 149.0( 164.0 6.20
Italy 18]  149.6] 130.5] 116.3] 352.8] 55.32 Gapital Assets Ratio #or FY 20| THS] eS| osom
Liechtenstein 4| 174.5]  174.7]  158.4] 190.2|  16.98 UK 158 | 13019 | 162387 | 12919
Luxembourg 8 135.6 124.2 115.7 199.0 27. 11 EU 180 253935 | 1654824 12.3343
Malta 11| 183.4] 139.8] 100.2] 417.2]  91.75 Hiauidity Goverage Ratio » 27| sorom | ss2zs0n | 410t
Nether |ands 13 150.7| 141.0] 108.5| 226.0[  31.61

EU 168 148.664 55.9750 43186

Norway 8 122.0 123.0 112.0 130.0 6.48 Net Stable Funding Ratio
Portugal 8| 142.7| 136.1| 113.0] 182.6|  24.02 UK 104] 229766 | 5204484 ) 519167
Spain 11 168. 1 143.0 119.9 361.9 68. 96 EU 220 5.100 15.7862 1.0643

Return on Equi
Sweden of 123.1] 123.7] 1120 133.0] 6 89 urn on Eadty oK 18| a2 | ameez| 20167
Switzer land 46| 152.2 142.2]  115.0] 250.0]  31.49
UK 104) 220.8] 151.8] 111.0| 5429.2 529.45 R . 5 B )
it 334  173.8] 139.6] 100.2| 5429.2| 29978 ) A F U AL EUDEIEIZOWTHNL L2 > 7D i

(HFT) The Banker Database % (25 & {ER%,

PLE, BATO =BT BT 5 iREN: FE RT3 2 5hits
RUUZ DV THRRE L7z, IREME D S L DHesREs L OWIZE
EFHELRICOWT, 4 X ) R EEWKETRIGTE TV
7o —H T, EUXEETH D77V ATMEED L P
bR KON EFE L RIZ O W T, BRI 4 ic 2
U7 —=TETNDHDD, I—ry SRR e gL TR
RWAKHEIZE EFEoTWe, RA Y bl EMELFEIZO
W TR WK E EFE 5T D, T LTI/ F
JUAL EUFEETHD 7T A KA Y LOFEMEFTED
EWEL, N—E VIR RE SO RIS b S 2 FTREME
BHD,

F£ 1 CHERLEEBY, XR—EBLMEKEROEAR S
Vo — /L TIRENE T N Ly DHERIT 2017 0D, MIRE
FHEELERIT 2018 FE D ZENENEA I TR Y, B

8 Vx—FNeFT LIy FI— FHTE

E (R Z2{T-o72, 728, ***%:p<0.001, T:p<0l TH 5D,
(HHAT) The Banker Database % R:\ZZEH 1EAL,

FTR I AA—E VMO EEHHFEES L ROE (220
T, PHEORE RS LV 7o tiiE) ReE L
ODIELOTHD, XSDEBD, A XU RE EU ZKT S
&L a7 Tierl W, AR EELE, WEME S Y UL
BZEREZLEL V) TXTORBFEZEICENTAF
U ZDEMEDF RN EL o TWNB, FNHDFREE, &b biF
BAREFELLROENRRKENEEDIS23, ROE OHE
1L EU OFITOFHFNEWFER E 725 T D, @WK
R L TWABA XY ZOEITN, BRSO CTHRF 72558
EZTTCODAREMERATEND, 12721, IS E B2
EMBEO BNZOIE, 27 Tierl HEER (10%KH%E), EA
BREHER (0.1%KHE) | WEIE D S L DHEE (0.1%KHE)
LW 3 SDRETH o7z, BIRFR T, MiZ2ER LR
SOFHRRPUZDONTA F Y 2L BU ORITITHEICH

(Journal of Credit Theory No.7) (2025)



BRETRO 5N T, ROEIZE L ThHA XU 223 EU (Zxt
LTHRBIENE bW T, MG RGEEIT O LER &
D,

WICT O Ty h7aTIilonTTHEHN, FITICE
B e R TS &N TIEOE R EENICREET 5 2 &
IREECTH D, TD7=, AfE Tl The Banker Database @
TRIIBT A B CERMERS EOY 27 U MET
BREOEMEEE - T, FEITHABZTWD U R T ORWI
DONWT, AF VAL BU LEDWEEITH, R IIIFERITON
T v Ay — b EOREEICHT 2 B CEARKEH Lo Y
AT BFEOEIFGIZONT, A XY AL EU & OEWERGEL
bDTHD, £ 9 DEBY, MEEICKT LY RV EFE
OEIGIX, MY A&, FERY A7 GE, Tih) AU &k
EWVWIHIWNTNTH . AFYADOEFNEU LD L ETRNLE
WEE L e o T D, REFEICKTT 5 U 27 EEDEIG N
EWEWDH Z LI ANT R — N EORGFEL . B Lo
HOAARLEFRFEO U R EEELE DX Y v T RA XU R
DFPNSNENS ZLEZEWRT L, ZNHDOF Y v T D
HEWR, ZOFEET U Ny hva T OEARICEELYZ
T TIERNTHAS I, BUDEFNY AT U= A iR
EORE > THDAEEENRH D, 2L, 41 XY R L
EU & OMIZHEFHICABERZETR O b7z,

£ MREEICHT DY AT EME

FiED
BRECHTIRHLDURIEE i | EH | FE | RERE .
ReERE
EU 204 | 40.832% 19.2348% 1.3467%
Total Risk-Weighted Assets
UK 145 | 43.163% 21.7179% 1.8036%
EU 168 | 35.509% 16.2275% 1.2520%
Credit Risk-Weighted Assets
UK 128 | 36.201% 18.6793% 1.6510%
EU 127 | 1.390% 2.6999% 0.2396%
Market Risk-Weighted Assets
UK 45 | 1.951% 3.7861% 0.5644%

(E1) HEFBEED ) X 7 EEIIONTT —Z DRV G
DITZEOFEERS L TV D,

(HF2) ZhZEnoY A7 EEOEIEIT OV TN LY
SN RRE (B 2iTo7203, MEICER
RREVDRD NI b Do,

(H7T) The Banker Database % (2 ZEH{ERK,

O CTIIMHMCHBEREZZRD LR P22 H DD,
NT U A— N EOREE L £ B 28 AR LSRR
DVATEREEDX Y v THAFI ZADHFN/NE ot
TNTIEAFY AL BEUDEITE OB TREEL Y 27 %
FELOXyy NI EDLIITEENTNDEDTHA I D,
£ 10134 XU 2 & BU DFITIZONT, REEICEDLE
HIEDOBEIGDFEVWERIELIZHDOTH D, £I10DEED,
SRR & Y T ET OFHOEIAIZ W TIEA X
UZDOFNEL . AT & AREE R o BHOEIAIC

DWTIE EU OFMRE Do T2, R U T — VS &3E AT
OEHIZEBT 2EWVTHETH D, b, ITOEHELEOH
AL TA XY AL EU I, Y T— VAT EHOEAIC
DT 0.1%K%E, EARNTEHOEIEIZOWTIE 1%,
SRS BT R OEI Sz oW TIE 10%/KHETERZ I
HICHBERZNRRD b,

TRy b7 a7 QBN T EERNFREICBT S
UAZFHORBIL E W) B THD L, A F U ATIHIEA
BT RLARIE M T = 7 2R — 2 v — DIEHER TR T
LUVARI T A MHRELSFRE ST S EEIIHAINE
W, VT — iD=y AR—=Tr—DY AT 7 Ak
DL BRE SN HEAITRENIEFITRE V., UKL,
EU IZBWTIHEAMIT =7 AR — T ¥ —OFEAERN TR
BIFLVRI oA MREL > TLE D & FHXAIICK
TREEEZIT D, EU & LT HIRNEEOBORI 550
5. CRDV BLXUCRRII ® FTH, HU/NMEEfITT 7 2
FE—Tx—0 U 27 FHIC DU T E % HEFF L 720 C
A9, —HT. AXY ZAERNIZBN T =B MIRAEEE
EEASICHEAL L9 &9 58—/ 3.1 A, EUHRIT & DB
G EAFITH D EOIHPHTL 2HRICH R - TWN D,

# 10 BEEIZT2EHEORE

FHED
BEECHTHHEME Hhig EH FHiE | RERE

RAERE
Loans and Advances to Financial EU 199 8065% | 12.0515% 0.8543%
Institutions T UK 139 11.552% | 19.1353% 1.6230%
Loans and Advances to Corporate EU 151 26.596% | 16.5736% 1.3487%
Customers #* UK 74 19.002% | 21.6030% 25113%
Loans and Advances to Public EU 108 3.905% 8.4005% 0.8083%
Institutions UK 13 2.933% 4.2057% 1.1664%
Loans and Advances to Retail EU 146 30479% | 21.1189% 1.7478%
Customers ¥k UK 98 51.070% |  30.5948% 3.0905%

(D) FERBEBEOBHEICONWTT =2 DR 0 H DI
ZDOFBEERS LTV D,
(JE2) EFnFnoEHLoE Gz o W TN L=y
AORRE (B 217572, 7ed8, *#*:p<0.001,
**:p<0.01, f:p<.01 TH 5D,
(HFT) The Banker Database % (2 2EH 1ERK,
5. TITUVITMAT

ARGTIE, AFV RZBTHNN—EBNLVIMEKEEE LT
HAEE AT TN T WA =L 3.1 122\ T, The
Banker Database D7 — (2SN T I —n w /%K [FH L g
L2236 SRR EARFE L T&E o, A F U ATBNT
FEAN—ENVEMER TERE SN TN D 27 Tierl E, &
AR EPELLIR EME D N Ly DR B X O E R E L
BLWH 4 SOFEBELBIFIFZEIZONT, WIS FEXTH)
ZEWAKREZER L T, — 5T, BEUDTEEETHL 7
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Abstract

In the UK, the implementation of Basel 3.1 is currently
underway as part of the finalization of Basel III. This
paper examines the UK’s response in comparison to
various European countries based on data from The
Banker Database. The analysis reveals significant
differences between UK and EU banks, demonstrating
that UK banks exhibit notably higher values in three key
metrics: Core Tier 1 Ratio, Capital Assets Ratio, and
Liquidity Coverage Ratio. Furthermore, an examination
of the composition of bank lending indicates that the
proportion of loans and advances to retail customers is
significantly higher in the UK, while the share of loans
and advances to corporate customers is significantly
greater in the EU. These differences in lending
composition may potentially impact risk measurement
Standardized

methodologies associated with the

Approach during the implementation of the Output Floor.
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The Basis of Capitalization in the Age of Monopoly: Thorstein
Veblen’s Intellectual Formation of the Capitalization Theory

Yoichi Kawanami (Shimonoseki City University)

Abstract

Veblen’s theory on loan credit centers on capitalizing earning capacity and
credit expansion. Observing American capitalism in his time, Veblen
highlighted how competition among enterprises, driven by large-scale,
machine-based industry leads to differential gains. The ability to generate such
gains constitutes an intangible asset contributing to an enterprise’s earning
capacity. Monopolistic enterprises, advertising, and collaboration with
financial actors enable the profit acquisition and expand the financial sector,
which diverges from industrial enterprises in capitalist economies. This study
explores Veblen’s reasoning behind capitalizing earning capacity, relating it to
the socioeconomic basis of capitalism as he observed it.
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1. Introduction
1.1 Issues and Research Perspectives

Thorstein Veblen (1857—1929), an economist active from the late 19th to early
20th century, analyzed American capitalism from a unique perspective,
distinguishing it from the developments seen in Britain and continental Europe.
While Britain established a colonial empire in the 19th century and entered a period
of economic depression by the 1870s, the United States was in the process of forming
an extensive domestic market centered around its railway network. By the late 19th
century, demand was emerging for essential goods in addition to relatively expensive
consumer goods, including clothing, sewing machines, and luxury books. !
Automobile manufacturing began in the 20th century. Though initially expensive
durable goods, a combination of improved productivity and increased sales volume
gradually reduced the prices of automobiles, accelerating their adoption. A
distinctive phenomenon of this period was the rise of consumers as economic agents
demanding a variety of consumer goods, including durable goods, within the market
economy.? Veblen, a keen observer of reality, sought to incorporate this emerging
consumer class into his economic analysis. He viewed consumption not only as a
means of satisfying material needs but also as a conspicuous social act. Evident in
The Theory of the Leisure Class,? this perspective became a defining feature of his
economic thought.

Another crucial aspect of American capitalism during Veblen’s time was the
emergence of monopolistic capital in the heavy chemical industry, characterized by
large-scale fixed capital investment and intense competition. Veblen conceptualized
the key economic actors in this competition as business enterprises, whose primary
objective was the pursuit of “pecuniary profit”. In 7The Theory of Business
Enterprise, * he identified loan credit as a vital mechanism enabling these
enterprises to achieve their objectives. He meticulously observed the conditions
facilitating loan credit expansion, including the formation of vast capital markets,
the role of investment banks, and the activities of financial promoters.

In a previous article, I analyzed the mechanisms of loan credit expansion and
corporate capital accumulation based on the capitalization of earnings capacity in
Veblen’s theory. At the core of this theoretical framework is the idea that the
differential gains generated by business enterprises establish themselves as
intangible assets, which, in turn, can be used as collateral to secure even greater
access to credit.

1 On this point, E.R.A. Seligman points out that from the late 19th century, various durable
consumer goods, including books, clothing, sewing machines, and furniture, became available
for installment sales. However, the financial system for installment sales was not fully
established until the 1920s. cf., Seligman (1927), pp. 56—59, 75—77.

2 Regarding changes in everyday life from the 1870s onward, Gordon (2016) vividly depicts
these developments.

3 Cf., Veblen, T. (1899, 1994 Rep.), in The Collected Works of Thorstein Veblen, Vol. 1. (The
Theory of Leisure Class), Routledge/Thoemmes Press. When citing Veblen’s articles or books
included in this Collected Edition, refer to The Collected Works Vol. I- X and, when
necessary, indicate the title of the article or book, the volume and page number. In addition,
hereafter, only the year of publication of the Collected Works will be indicated.

4 Veblen, T. (1904, 1994 Rep.), in The Collected Works of Thorstein Veblen, Vol. II (The
Theory of Business Enterprise). Note that in this collected work, terms used by Veblen should
be enclosed in double quotation marks when quoted.
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However, while my prior study demonstrated that the capitalization of earning
capacity is central to Veblen’s loan credit theory,? it did not sufficiently explore the
socioeconomic foundations from which differential gains arise in a capitalist economy.
In other words, it remains unclear why the unique phenomenon of earning capacity
capitalization emerged specifically under American capitalism, as observed by
Veblen. To address this gap, this article further examines Veblen’s views on the social
and economic foundations that give rise to differential gains in the first place. This
is the primary objective of the present study.

1.2 Survey of Research History

Thorstein Veblen primarily focuses on diverse issues pertaining to human
behavior, institutions, and culture within the context of American capitalism in the
late 19th and early 20th centuries, analyzing them through broad perspectives
spanning economics, sociology, and philosophy. This article addresses the economic
bases underlying Veblen’s theory of loan credit and the capitalization of earning
capacity, both of which are central themes in his representative work, The Theory of
Business Enterprise. 1 previously conducted a detailed survey of existing research
on Veblen’s loan credit theory, particularly his theory of the capitalization of earning
capacity. Accordingly, this article aims to build upon that earlier survey by
conducting a more narrowly focused examination of specific aspects of the loan credit
theme.

A central concern here is how Veblen perceives the economic basis from which
the capitalization of earning capacity emerges. Thus, the present survey focuses on
previous research concerning Veblen’s perception of the historical context and his
views on capitalism. By identifying underexplored elements in previous studies, this
approach seeks to further clarify the distinctive characteristics of Veblen’s
theoretical contributions.

First, this article outlines existing research on Veblen’s theory of loan credit,
which has been examined from a variety of perspectives. One of the principal issues
in evaluating Veblen’s theory is explicating the mechanism through which a
corporation’s ability to generate differential gains becomes fixed as earning capacity,
thereby forming the basis for credit creation. Numerous scholars have recognized
that the core of Veblen’s loan credit theory lies in the capitalization of earning
capacity.® Several studies have highlighted how intangible assets, such as goodwill,
function as collateral and generate credit based on anticipated earning capacity
rather than tangible assets. These studies often link this credit expansion
mechanism to theories of economic crisis or the dynamics of mergers and acquisitions,
identifying this link as a hallmark of Veblen’s thought.

The primary focus of this article is to investigate how Veblen understood the
economic foundations that gave rise to phenomena such as the capitalization of
earning capacity. Specifically, it surveys prior research from the perspective of how
Veblen perceived American capitalism during the late 19th and early 20th centuries,

5 Cf., Kawanami (2024).

6 Recognizing the relevance of issues such as credit expansion, financial crises, and corporate
mergers and acquisitions, the following studies identify the core of Veblen’s argument as the
capitalization of earning capacity: cf. Hake and King (2002); Raines and Leathers (1992);
Hake (1998); Davanzati and Pacella (2014); Baskoy (2003); Cornehls (2004); Hake (2004). For
the specific content of these studies, see Kawanami (2024), pp. 5-7.
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a period he personally observed. This survey pays particular attention to three
aspects that exemplify Veblen’s unique analytical viewpoint.

First, we examine how Veblen conceptualized monopoly and the behavior of
monopolistic enterprises. Hake (1998) emphasizes Veblen’s theory of the
capitalization of earning capacity as representing a form of financial innovation, as
it enabled the expansion of corporate capital through increased credit utilization.
Furthermore, by supporting large-scale corporate mergers, this financial innovation
contributed to the restructuring of industrial organizations during the monopoly era.
During this period, advances in production technology and the national expansion of
transportation networks facilitated the emergence of nationwide business operations
and domestic market integration. In the face of intensifying competition, horizontal
integration among firms seeking national reach became inevitable. Hake recognizes
the validity of Veblen’s theory in explaining both industrial restructuring and the
nationalization of corporate activity.”

Medlen (2017) evaluates Veblen as having partially adopted the framework of
J. A. Hobson’s monopoly theory, arguing that monopoly power increases discounted
expected income, thereby restraining the obsolescence of capital equipment. 8
Medlen interprets Veblen as positioning monopoly as a source of differential gains or
discounted expected income. This study highlights Veblen’s recognition of the
inseparability of monopoly power and income generation as a crucial insight.

Second, we turn to Veblen’s view that the pursuit of pecuniary profit by
business enterprises was a defining characteristic of American capitalism.

Raines and Leathers (1992) argue that the core of Veblen’s theory of financial
markets is the idea that profit-seeking enterprises aim to maximize pecuniary gains
and intensify competition amid technological innovation, and that globalization
triggers financial innovations while destabilizing financial markets. In contrast to
Veblen’s skeptical view, Raines and Leathers (1002) acknowledge that the financial
system itself evolves, and that, although stabilization may require taxation and
regulations, financial institutions can also steer the system toward greater stability.

Argitis (2016) characterizes Veblen’s view of finance and financial markets as
mechanisms linking liquidity (.e., credit) and the financial structure of effective
demand with the pursuit of pecuniary gain and accumulation of intangible capital.
Central to Veblen’s argument is the theory of “divergence”’—a mechanism whereby
the evaluation of future earning capacity is effectively treated as collateral, leading
to credit expansion and highly leveraged financial structures. Argitis also
emphasizes that manipulation of market expectations, along with the valuation of
earnings capacity and goodwill—often involving fraud or deceptive practices—were
integral components of this mechanism.

Davanzati and Pacella (2014) compare the views of Veblen and J. B. Clark on
capital and the labor market in the early 20th century, highlighting Veblen’s
distinctiveness in contrast to Clark, a central figure in the rise of neoclassical
economics in the United States. Grounded in the concept of marginal productivity,
Clark views equilibrium real wages in perfectly competitive markets as just. In
contrast, Veblen conceives of capital not only in its physical form but also in its
monetary form. In Veblen’s view, monetary capital could be expanded many-fold,

7 Regarding the movement toward horizontal integration by American corporations, see
Lamoreaux (1985).
8 Cf., Medlen (2017), pp. 127-128, 138.

15



Journal of Credit Theory No. 7 (2025)

depending on the use of credit, financial market valuations, and the velocity of
capital turnover. According to Veblen, because firms pay workers in money, real
wages are not determined by labor supply and demand, but rather by the relative
bargaining power between workers and employers.

While affirming the validity of Veblen’s theory of the business enterprise, Jo
and Henry (2015) argue that certain elements must be revised to reflect changes in
modern capitalism. They emphasize that the growing involvement of non-financial
firms in financial activities has weakened the real-side supply functions of the
economy. This trend reinforces the tendencies of what they term money-manager
capitalism, where the pursuit of pecuniary profit dominates.

Hake (2004) acknowledges that finance based on intangible assets supported
large-scale corporate mergers but also highlights the destruction of asset value
during periods of contraction. From a contemporary perspective, he notes that the
expansion and subsequent contraction of goodwill and balance sheets among IT firms
from the 1990s to the early 2000s exemplify the continued relevance of Veblen’s
theory. Hake further contends that Veblen’s ideas, particularly regarding accounting
standards, should inform contemporary debates on institutional reform.

Third, we focus on Veblen’s economic perspective, which views capitalism
through the dichotomy between the real economy and the monetary economy.

Davanzati (2014) emphasizes that Veblen’s analysis of business enterprises is
grounded in a dichotomous framework: he distinguishes between business managers
who engage with the financial aspects of corporate activity, and engineers who
oversee the production process. Business managers aim to maximize pecuniary gains
through expanded credit use, while engineers strive to increase sales volumes and
working capital by shortening capital turnover periods and raising turnover rates.
Credit usage facilitates the expansion of working capital. Davanzati interprets
Veblen’s theoretical structure through this lens.

As discussed earlier, Davanzati and Pacella (2017) evaluate Veblen’s
uniqueness in capturing the capitalist economy from both its monetary and real
dimensions. Veblen not only conceptualized capital in monetary terms but also
integrated technical knowledge and institutional experience into his framework.
This perspective highlights Veblen’s recognition of technical capitalization and
knowledge accumulation as key sources of differential gains. Such an understanding
represents a significant contribution to the treatment of intangible assets in his
theory.

Furthermore, this article notes that, based on his dichotomous understanding
of the monetary and real economies, Veblen also acknowledges the autonomous
expansion of the monetary economy beyond the real economy. That is, through the
capitalization of earning capacity and the expansion of loan credit secured by such
capitalization, pecuniary profit-seeking behavior—including speculative trading—
advanced without corresponding real economic growth, ultimately culminating in
financial crises.? The dynamic mechanism by which whereby monetary transactions
expand through continuous interaction with real economic activities—often
surpassing them—is regarded as central to Veblen’s theoretical framework.

Building on their understanding of the core of Veblen’s theory—involving the
capitalization of earning capacity and the expansion of credit in corporate capital

9 Dimand (1998) and Dimand (2004) identify similarities between Veblen’s theory of
financial crises and that of I. Fisher.
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accumulation—Raines and Leathers (1996) argue that Veblen identifies the
mechanism through which expected returns diverge from actual earnings,
ultimately leading to economic crises. During such crises, debt expansion collapses,
corporate liquidation occurs, and stock markets crash. The divergence between
expected and actual earnings in stock markets aligns with post-Keynesian critiques
of the Efficient Market Hypothesis and serves as a theoretical counterpoint.

This dichotomous view of the monetary and real economies constitutes a
distinctive economic outlook that Veblen developed to analyze the monopoly era.
Argitis (2016) evaluates Veblen’s interpretation of the dynamic relationship between
the two spheres as a product of the specific sociological structures of his time. The
pursuit of pecuniary profit by corporate managers and bankers was not solely driven
by impersonal economic mechanisms but was also shaped by prevailing behavioral
norms within the economic society, characterized by practices such as information
manipulation, fraud, and deceit. These behaviors characterized not only the
emerging class of corporate and banking executives but also the rising leisure class
and absentee owners. Thus, Veblen’s views must be interpreted from a sociological
perspective, reflecting culturally embedded forms of behavior. Argitis’s study
strongly conveys this interpretation of Veblen’s thought.

In line with other studies, Dillard (1987) situates Veblen’s theory within a
dichotomous framework of monetary and real economies. According to Dillard,
Veblen views the fundamental purpose of business enterprises as the pursuit of
pecuniary profit, and distinguishes between the industrial use of money and the
expansion of credit in financial markets.1® Dillard evaluates this distinction as akin
to Keynes’s differentiation between money as a function of real output in the
industrial sphere and financial transactions. He further notes similarities between
Keynes’s notion that the marginal efficiency of capital is determined by the interest
rate and Veblen’s recognition that current income and future monetary gains are
linked through the interest rate.

From the standpoint of comparative intellectual history, some studies have
assessed Veblen’s loan credit theory in contrast to Irving Fisher’s contemporaneous
capital and interest theory in light of J. M. Keynes’s later theories on financial
circulation and effective demand, or in comparison to H. P. Minsky’s theories on
financial crises and cash flow dynamics.!!

Moreover, other studies have evaluated Veblen’s theory in terms of its
contemporary relevance. These include reappraisals of his thought from the
perspective of neoclassical growth theory, with particular emphasis on the role of
knowledge stocks, as well as interpretations of his theory of earning capacity as a
precursor to modern mechanisms such as securitization and the restructuring of
cash flows in derivative markets. These studies attempt to illuminate distinctive
phenomena in contemporary finance using Veblen’s theoretical framework.!2

10 Dillard (1987) emphasizes that Veblen’s theory highlights the autonomy of monetary
capital and the fictitious nature of credit.

11 For evaluations of Veblen’s theory from the perspective of comparative economic thought,
see Wray (2007); Argitis (2016); Medlen (2003); Davanzati (2014); Ganley (2004); McCormick
(2002); Dillard (1987). For the specific content of these studies, see Kawanami (2024), pp. 7—
8.

12 For studies that point to the relationship between Veblen’s theory of earning capacity and
securitization or derivatives, see Medlen (2003). For the specific content of these studies, see
Kawanami (2024), p. 8.
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Considering the issues addressed in this article, the findings derived from a
survey of prior research on Veblen’s theory of loan credit can be summarized in three
main points:

First, a key feature of Veblen’s loan credit theory is his concept of the
capitalization of earning capacity. This has been widely acknowledged by numerous
scholars. Each has evaluated Veblen’s theory in connection with related discussions,
including those on economic crises, competition theories, and the movement toward
corporate consolidation.

Second, Veblen’s theory of the capitalization of earning capacity—which
constitutes the core of his loan credit theory—holds a unique position compared to
other schools of economic thought, such as the British Classical and Neoclassical
Schools, the German Historical School, and the American Neoclassical School.

Third, Veblen’s theoretical framework remains relevant today as an effective
analytical tool for examining distinctive phenomena under modern capitalism.

As this survey demonstrates, Veblen’s theory has been studied from a variety
of perspectives, with active efforts made to evaluate it from both a historical-
theoretical standpoint and in terms of its modern applicability. In particular, the
broad consensus that the core of Veblen’s theory lies in the capitalization of earning
capacity constitutes a shared understanding among scholars.

However, a notable shortcoming in the existing body of research is the lack of
in-depth examination regarding why the capitalization of earning capacity
constitutes the theoretical core of Veblen’s thought. This omission stems from
insufficient analysis of the specific socioeconomic conditions under which this
phenomenon of earning capacity capitalization emerged. Few studies have
sufficiently explored how Veblen perceives the socioeconomic circumstances that
gave rise to this phenomenon in 7The Theory of Business Enterprise.

Accordingly, it is necessary to clarify how Veblen understood the socioeconomic
bases that led to the emergence of earning capacity capitalization. While considering
the significance of Veblen’s loan credit theory—both in relation to contemporaneous
and later economic theories and as a potentially valuable tool for contemporary
analysis—this article is guided by that specific concern.

To address this issue, it is essential to clarify how Veblen interpreted the
characteristics of capitalism during his lifetime, and how he believed the
phenomenon of earning capacity capitalization arose from that context. This inquiry
also aims to elucidate the logical structure underlying the phenomenon of earnings
capacity capitalization.

2. Veblen and American Capitalism
2.1 Veblen’s Interpretation of the Machine Process

The essence of The Theory of Business Enterprise is captured in its Preface,
where Veblen describes his objective as an “inquiry into the nature, causes, utility,
and further drift of business enterprise.”'® Here, “nature” refers to the essential
characteristics that business enterprises inherently possess, namely, their essence.
“Causes” pertain to the fundamental reasons why business enterprises emerge in
the first place. “Utility” concerns the functional role of business enterprises in
modern society. “Further drift” indicates their future evolution and development.

13 Veblen (1994), Preface. in The Collected Works of Thorstein Veblen, Vols. 11 (The Theory
of Business Enterprise [1994]).
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The distinctiveness of Veblen’s study lies in its analytical perspective rather
than in any particular methodology. His research is characterized by a distinct
analytical viewpoint: “the aims, motives, and means”!* of business enterprises.
“Aims” refer to the objectives that business enterprises pursue. “Motives” indicate
the incentives that drive enterprises toward these objectives. “Means” represent the
methods and strategies employed to achieve them.

In The Theory of Business FEnterprise, both the research objective and
analytical perspective are explicitly centered on business enterprises. In other words,
the research focus itself aligns with the subject of study—business enterprises. This
approach reflects Veblen’s belief that the realities of capitalism in his time could only
be understood through an analysis of business enterprises and the broader
ramification of business principles. Given this focus, his research diverges from
traditional economic theories, extending into a broader analysis of business
enterprises' influence on cultural development. Thus, Veblen’s study does not merely
remain within the realm of economic theory; it extends beyond economics into
sociology, examining the broader cultural dynamics shaped by business enterprises.

Veblen focuses on business enterprises because they serve as the agents that
activate and direct the industrial structure within the “capitalistic system.”> He
argues that two dominant forces govern capitalism and modern culture: the machine
process and investment for profit.16

A defining characteristic of capitalism is the central role of machinery. Here,
machinery does not merely refer to individual mechanical devices, but to the broader
technological framework that governs industrial production and distribution.
Modern industry cannot function without the use of machinery and the systems that
control production and distribution. In some industries, the use and implementation
of such machinery is relatively limited, while some sectors rely more heavily on
direct human labor. Alternatively, in some industries, large-scale equipment and
machinery dominate—known as a capital-intensive industrial sector—while other
sectors achieve their results predominantly using human labor—known as a labor-
intensive industrial sector. Over time, capital-intensive industries have increasingly
come to define modern capitalism.

Another key feature of capitalism is that business enterprises operate under
the principle of pecuniary profit.1” Veblen describes the business man’s role as
follows:

The business man, especially the business man of wide and authoritative
discretion, has become a controlling force in industry, because, through the
mechanism of investments and markets, he controls the plants and processes, and
these set the pace and determine the direction of movement for the rest.

14 Jbid.

15 He also refers to it as the “modern industrial system”. cf., Veblen (1994), p. 1. In a broader
sense, he also uses terms such as “modern civilization,” “modern culture,” and “modern
industry,” which directly overlap with the capitalist system of his time.

16 Jpid.

17 Veblen acknowledges the existence of non-profit-based activities, such as household labor
and certain handicrafts. These include self-sufficient forms of work that do not take the shape
of business operations managed by entrepreneurs. cf., Veblen (1994), p. 2.
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(Veblen [1994], The Theory of Business Enterprise, In The Collected Works, 11, pp.
2-3)

According to Veblen, business managers act as the controlling force in industry
because they finance, organize, and manage enterprises. The larger the enterprise,
the greater its control over supply chains and production, thereby exerting
significant influence over both society and the economy.

Veblen asserts that two forces—the dominance of the machine process and the
pursuit of pecuniary profit—define modern industry. He further argues that
understanding economic phenomena requires adopting the perspective of business
managers. By doing so, one can analyze the motives, objectives, methods, and
consequences of business traffic.18

2.2 The Capitalist System and the Machine Process

Veblen further examines the two defining characteristics of modern industry:
the dominance of the machine process and the role of business enterprises. He
explores these topics in Chapters 2 and 3 of 7The Theory of Business Enterprise,
respectively. First, he addresses the dominance of the machine process.

Veblen does not perceive the machine process as merely a collection of
mechanical devices; rather, he considers it an integrated system comprising various
elements necessary for the operation of these devices. A machine process is
understood as a comprehensive system consisting of various components assembled
together.

First, there is the mechanical movement of a single machine device, which
enables tasks to be performed with precision and perfection. Various types of
mechanical devices have been designed to perform these tasks.

Second, multiple machine devices are connected such that each individual task
and operation functions as part of a unified flow or process.

Third, within this process, humans are positioned as essential components,
working in coordination with the machines and animating the system. These are not
just ordinary individuals, but professionals with specialized skills.

Fourth, the machine process includes not only those who operate and manage
existing mechanical devices but also those who invent new machines and those, such
as machinists, who oversee the proper functioning of these devices.

Fifth, the machine process is not limited to mechanical devices alone; it also
includes processes in which materials undergo transformations through chemical
reactions and other means, aided by machinery. Specific examples include the
refining of petroleum, oil, and sugar, as well as work conducted in chemical
laboratories utilizing wind, water, and electricity.

Sixth, even when complex machinery is not used, human capabilities are
harnessed, and knowledge accumulated from practical experience—including
systematic understanding of climatic and natural conditions and their regular
variations is applied to manage and operate production. This ensures consistent and
reliable outcomes. In such processes, systematic and structured knowledge

18 Cf., Veblen (1994), p. 4.
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underpins production, leading to the successful introduction of goods into the market.
This, too, is encompassed within the machine process.?

Furthermore, the machine process is neither self-contained nor isolated. The
entire industrial process—an infinite chain of interdependent operations—
incorporates and utilizes knowledge from all fields of the physical sciences. In doing
S0, it constructs a complex system based on interconnected fundamental production
processes, continuously integrating, applying, and utilizing scientific knowledge
across various disciplines.

In modern industrial processes, sectors and businesses operating within them
are organized and coordinated with one another. Regarding this series of industrial
processes, Veblen identifies two key characteristics from the perspective of
standardization.

First, every industry, including the enterprises operating within it, must
always engage in interstitial adjustments whenever their business transactions
intersect. This means adjusting discrepancies that arise between different stages
and sectors of production and trade, including differences in timing, sequencing,
production volume, material reduction, and the physical properties of machinery and
equipment.

The second characteristic is the necessity of ensuring quantitative precision
and accuracy in these adjustments. This includes mechanical precision, as well as
the standardization and regulation of quantity, timing, quality, raw material grading,
tools, and units of measurement. These elements form concrete aspects of thorough
standardization and systematization.20

Measurement systems existed before modern industrial society. However, in
pre-industrial times, they were primarily used to prevent confusion in commercial
transactions and to facilitate smooth social and economic activities. In contrast, with
the development of machine-based production and trade, it became increasingly
necessary to strictly standardize the size, shape, and weight of materials and goods.
The precise implementation of standardization and regulation contributed to greater
efficiency in production and economic activities, leading to the rationalization and
increased efficiency of labor. Consequently, labor savings were achieved, ultimately
boosting labor productivity.

Based on these considerations, Veblen examines why standardization and
normalization are necessary. The work and results achieved through artisan skills
are seen as deviations from regularity and standard measures, making them
immediately impractical. In an industry based on mechanization, such irregularities
are regarded as flaws. Delays, inconsistencies, and variations in quality disrupt the
interconnected relationships of the machine process, rendering mechanical
operations impossible. Thus, in modern industrial machine processes, or in any
industry operating based on the machine process, it is imperative to eliminate
irregularities and non-standardization. Industrial raw materials, power sources

19 Cf., Veblen (1994), pp. 5-6. In this sense, Veblen considers industries such as dairy
farming, livestock breeding, and grain cultivation as part of modern machine-based
industries, provided that their products are demanded by consumers and linked to the
market.

20 Cf., Veblen (1994), p. 8.
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such as hydraulic, steam, and electric power, and even human labor must conform
to uniform standards of type, format, classification, and grading.2!

The impact of standardization and regulation based on the machine process
extends to final consumer goods. In modern society, consumers satisfy their desires
through goods standardized in weight, size, classification, and quality. Goods that
comply with standardized criteria are generally accepted by consumers, whereas
deviations from such standards often lead to rejection.

Uniqueness and individuality are minimized as much as possible, with the
highest priority placed on achieving maximum standardization. During the
monopoly phase dominated by the machine process, as described by Veblen, the
concepts of industrial standards and quality control gradually emerge. Veblen
identifies two key consequences resulting from the standardization and regulation
of consumer goods.

The first is the impact of standardization and regulation on production and
transportation processes. Every stage of economic activity—from the procurement
and purchase of raw materials to production and sales—becomes standardized.
Business activities must ensure certainty and speed, which enables inventory
minimization and labor savings. Although each sector is operated independently by
different enterprises, the spatial, temporal, and structural discrepancies between
them are minimized.

The second consequence is the standardization of labor. This refers to the
necessity of standardizing human labor operations within production and
transportation processes based on the machine process. For communication systems,
such as telegraphs and postal services, as well as transportation systems like
railways, steamships, and air routes to function efficiently, the labor involved in
operating them must be carefully planned and standardized.22

Moreover, in order to use these standardized consumer goods and services,
customers themselves must adapt to the regulated and standardized conditions of
the market. Thus, individual lives are inevitably affected by the mechanical
regularity imposed by standardization and regulation across a wide range of areas.
Because companies within industries and industries themselves are continuously
engaged in various transactions, the standardization of industrial methods and
processes inevitably becomes more uniform.

2.3 The Concept of the Interstitial Area in Industrial Processes

Veblen’s era was characterized by a highly industrialized economy shaped by
the machine process, where standardization and regulation dominated production,
distribution, and consumption. However, in practice, these adjustments were not
always successful.

Individual enterprises compete independently, and consumers act as diverse
economic agents. This independence and competition create misalignments between
production, distribution, and consumption, leading to market inefficiencies.

Veblen describes this phenomenon as “interstitial adjustment”—the process of
coordinating and bridging gaps between different industrial sectors.?? If “interstitial

21 Veblen notes that, while human labor is difficult to standardize, continuous efforts are
made to establish uniform labor standards. Cf., Veblen (1994), pp. 10-11.

22 Cf., Veblen (1994), pp. 12—14.

23 Cf., Veblen (1994), p. 16.
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adjustments” fail, disruptions occur, leading to economic inefficiencies and financial
losses. Conversely, successful adjustments maximize efficiency and profitability. In
other words, it is necessary to make appropriate adjustments to minimize losses and
maximize gains by avoiding disruptions between industrial sectors or within the
machine process, as well as inconsistencies and deviations in quality.

From Veblen’s perspective, the industrial system is based on advanced social
division of labor and functional interdependence. Business enterprises play a central
role in coordinating interstitial adjustments—mnot merely responding to market
conditions, but actively influencing and regulating industrial processes.

Veblen’s insights align with institutional economics, as he highlights the
importance of institutional structures in capitalist economies. His focus on
“interstitial adjustments” suggests that business enterprises shape economic
stability and efficiency through institutional mechanisms. This perspective
reinforces his broader critique of capitalism and underscores his significance as a
foundational thinker in institutional economics.

3. Veblen’s Understanding of Business Enterprise
3.1 Business Enterprises in Machine-Based Industry

Building on his understanding of the machine process, Veblen further explores
the nature of business enterprises. The fundamental principle of a business
enterprise is the pursuit of pecuniary profit, which serves as its primary motivation.
These enterprises operate alongside and within the framework of the machine
process. Veblen outlines the theoretical relationship between the principles and
methods of business enterprises and machine-based industry, and how this
relationship shapes social and cultural conditions.

A crucial aspect of this analysis is the monopolistic phase of capitalism that
Veblen observed during his time. Before this phase, business enterprises derived
profits under commercial conditions, where profitability depended heavily on
natural and seasonal factors including climate variability and shifting supply and
demand. In the pre-industrial era, profitability was shaped more by external
circumstances and chance than by strategic foresight.

However, in the machine-based industrial system, businesses no longer rely on
seasonal fluctuations or unpredictable conditions. Instead, they navigated economic
cycles shaped by the industrial processes they controlled. Before the establishment
of capitalist production methods, machine-based industries were fragmented and
isolated, as observed in Britain’s cottage industry system. In such a decentralized
industrial landscape, markets were not yet fully integrated and business activities
centered on subsistence rather than profit maximization.24

As capitalism incorporates market mechanisms and advances mechanized
industry, profit and loss opportunities emerge within corporate activity. To maximize
profits—a fundamental aim of business enterprises—firms invest to either avoid or
exploit economic fluctuations. Moreover, capital may be redistributed to pursue
higher returns. As capitalism develops, the profit motive becomes increasingly
dominant.

Ideally, business operations in machine-based industries should operate in a
balanced and orderly manner. However, in practice, economic fluctuations, industrial

24 Cf., Veblen (1994), pp. 22-23.
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crises, and strategic interventions disrupt this balance. Veblen identifies economic
depressions and wartime demand surges as examples of such disruptions.

During downturns, business enterprises suffer losses, whereas during wartime
booms, certain industries experience artificial demand surges. These disruptions
create differential gain opportunities, favoring some businesses while others
struggle. Veblen highlights that industrial adjustments are driven less by economic
stability than by the pecuniary motives of individual business enterprises. As
industrial fluctuations and interstitial areas (gaps in coordination between sectors)
are inevitable, enterprises develop strategies to manipulate market conditions to
their advantage, thereby creating artificial economic distortions.

This gave rise to a new class of business managers specializing in financial
strategies rather than direct industrial production. Veblen refers to these figures as
"captains of industry"—business leaders 2> who seek to control industrial
infrastructure, not for efficiency, but for financial leverage. Typically, they are
executives of large corporations with broad strategic visions, seeking control over
significant sectors of the industrial system. They aim to design corporate structures
that operate efficiently and sustainably while ensuring stable profits from the
industrial assets under their control. However, these transactions often serve the
short-term goal of securing temporary control over assets.

Their efforts often prioritize capturing indirect gains from asset price
fluctuations over maintaining long-term industrial efficiency. Their interests are
thus transient and, in a sense, fictitious.

For Veblen, a "captain of industry" refers to a salaried manager skilled in
corporate strategy, increasingly detached from the founder's intentions or broader
societal interests. Their attention is focused on maximizing short-term financial
gains with maximum efficiency. The central issue is how and under what conditions
such objectives are pursued and realized.

3.2 Business Enterprise and Differential Gain

Veblen defines business enterprises as entities that recognize interstitial
adjustments in industry as opportunities for pecuniary gain and strategically seize
these opportunities. These opportunities do not merely exist objectively; rather,
enterprises deliberately create disruptions to generate differential gain, such as
through corporate mergers.

When production and distribution processes are managed by multiple
independent enterprises, inefficiencies and obstacles arise in coordinating the
machine-based modern industrial system. Therefore, the necessity for interstitial
adjustments arises. By consolidating these responsibilities into a single enterprise
through corporate mergers, interstitial adjustments are facilitated, thereby
preventing disruptions and inefficiencies.

Modern corporate mergers go beyond consolidating production and trade; they
are complex processes tied to stock markets and financial institutions. Those driving
mergers seek to maximize their own profits using strategies such as spreading false
information, circulating rumors about competitors’ financial troubles, or
manipulating markets to exclude competitors.

Such manipulative tactics often disrupt industrial operations and foster
unethical practices. These practices thrive primarily in the stock market, driven by

25 Cf., Veblen (1994), p. 30.

24



Journal of Credit Theory No. 7 (2025)

financial institutions, particularly investment banks. The pursuit of pecuniary gain
extends beyond industry into the financial sector, particularly within the stock
market, and is a normalized and recurring aspect of financial capitalism.

Veblen examines the incentives and initiators of corporate mergers, observing
that business entrepreneurs actively create conditions favoring corporate
consolidation. These entrepreneurs, alongside inventors, engineers, and other
specialists involved in industrial operations, identify advantages from corporate
mergers and strategically maximize the pecuniary benefits derived from them.

Large-scale corporate mergers, require extensive negotiations and strategic
planning. The larger and more complex the merger, the greater the emphasis on
financial gain rather than industrial efficiency.

Consequently, mergers prioritize monetary gain over production improvement.
Even when all parties recognize the potential benefits of consolidation, negotiators
seek to weaken competitors, often causing "chronic derangement, duplication, and
misdirected growth of the industrial equipment."26

Even when merger agreements are reached, significant costs are incurred to
adjust to the disruptions created during the negotiation process. Prioritizing
pecuniary over industrial outcomes can thus hinder, rather than promote, industrial
advancement.27

Before analyzing business enterprises, differential gain, and goodwill, Veblen
explores the true nature of enterprises and entrepreneurs. In the pursuit of
usefulness through craftsmanship and production, entrepreneurs may paradoxically
produce outcomes that contradict efficiency—what Veblen refers to as "the instinct
of workmanship."28

From a craftsmanship perspective, gaining wealth through exploitation or
unearned profits would be morally reprehensible. However, even entrepreneurs who
adhere to the principles of integrity and sincerity may still be perceived as dishonest
or harmful to society. Despite being financially successful and operating efficiently,
some enterprises may still deviate from ethical norms. In such cases, business
conduct is not regulated by legal systems alone but also by corporate ethics based on
fairness and justice.

These ethical principles operate within a profit-driven framework, where
entrepreneurs’ profit-seeking behavior and corporate ethics coexist in a state of
ambiguous balance. The role of entrepreneurs is multifaceted, but their primary
function is to drive profit-centered industrial expansion through strategic decision-
making—most evident in corporate mergers. Veblen highlights cost reduction as a
key outcome when addressing the effects of corporate mergers. Specifically, he notes

26 Cf., Veblen (1994), p. 39.

27 Veblen cites railroads and the steel industry to illustrate how corporate mergers prioritize
financial gains over industrial efficiency. While consolidation could improve service and
efficiency, actual railroad mergers were delayed by financial conflicts. Similarly, while large-
scale mergers in the steel industry could enhance efficiency, they often failed to materialize.
Veblen argues that corporate mergers are driven less by industrial rationalization and more
by financial profit motives. In other words, mergers occur primarily in industries where
financial gains can be maximized. cf., Veblen (1994), pp. 39—40.

28 Cf., Veblen (1994), p. 41. For his theory of the instinct of workmanship, see Veblen (1914),
The Instinct of Workmanship and the State of the Industrial Arts, The Macmillan Company,
in The Collected Works of Thorstein Veblen, Vol. X.
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that, beyond reducing production costs, mergers also lead to "a saving of the costs of
business management and competitive costs of marketing products and services."29

Operating as a unified entity reduces personnel expenses, optimizes facility
utilization, and lowers procurement and distribution costs. This aligns with Veblen’s
broader argument that large-scale corporate restructuring further reinforces
standardization in production, labor, consumer goods, and business operations. By
eliminating redundant administrative processes, transactions, and operations,
mergers improve efficiency. As decision-making authority and responsibility become
concentrated in a central entity, cost reduction can be achieved.

According to Veblen, this is the rationale underlying corporate consolidation.
The interstitial adjustments necessary for industrial efficiency drive corporate
mergers and large-scale business reorganization.

4. Business Enterprise and Goodwill
4.1 Business Enterprise and Monopoly

Corporate mergers are often justified as a means of eliminating inefficiencies
and reduce costs, thereby improving the interstitial adjustments of the industrial
system. However, this is merely an incidental effect. Corporate mergers were not
originally undertaken with this goal in mind. Instead, they emerged as a means of
creating opportunities for differential gains by adjusting interstitial areas or
disrupting industrial processes. In this sense, business enterprise theory applies to
activities that generate profit opportunities through interstitial adjustments.

What, then, are the specific business activities involved in interstitial
adjustments to the system of industries? Veblen explains as follows:

The theory of business enterprise sketched above applies to such business as is
occupied with the interstitial adjustments of the system of industries. This work
of keeping and of disturbing the interstitial adjustments does not look immediately
the output of goods as its source of gain, but to the alterations of values involved
in disturbances of the balance, and to the achievement of a more favorable business
situation for some of the enterprises engaged. This work lies in the middle,
between commercial enterprise proper, on the one hand, and industrial enterprise
in the stricter sense, on the other hand. It is directed to the acquisition of gain
through taking advantage of those conjunctures of business that arise out of the
concatenation of processes in the industrial system.

(Veblen [1994], The Theory of Business Enterprisein The Collected Works, 11, p. 49)

Here, industrial enterprises refer to businesses directly engaged in machine
processes, such as manufacturing. In contrast, commercial enterprises operate in
distribution and marketing, including advertising and sales promotions. According
to Veblen, commercial enterprises may be interested in mergers; however, these
mergers do not significantly alter the industrial structure or its overall direction.
Furthermore, when industrial enterprises engaged in the machine process undergo
mergers, they fundamentally alter the industrial structure and create new profit
opportunities.

29 Cf., Veblen (1994), p. 46.
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What, then, are the business enterprises operating between industrial and
commercial enterprises? Veblen identifies these as financial enterprises specializing
in corporate mergers and restructuring to generate profit opportunities based on
economic fluctuations. Although Veblen does not elaborate on the specifics, his
discussion suggests that these include investment banking and organizing and
executing corporate merger initiatives in the capacity of a founder involved in
corporate consolidation and restructuring.

This discussion highlights the role of "interstitial adjustments"—which involve
eliminating barriers that disrupt smooth business transactions among independent
enterprises. Business enterprises make these adjustments to address inefficiencies,
and corporate mergers represent one such approach. However, mergers are not
simply agreements between companies; they are often facilitated by financial
institutions such as investment banks.

Why do financial institutions engage in corporate mergers? The rationale lies
in their pursuit of differential profit-gain opportunities that financial actors
deliberately seek to exploit. Veblen’s analysis assumes that for industrial processes
to operate efficiently, final consumer goods must not only be produced but also
successfully sold, and the resulting revenues must be realized. Thus, profit
generation depends on transforming manufactured goods into marketable
commodities. To illustrate the distinctiveness of profit mechanisms in modern
machine-based industries, Veblen contrasts them with those of the pre-industrial
handicraft era. Back then, producers and consumers were directly connected; a
craftsman’s reputation and personal interactions with clients often determined
business success. These relationships were characterized by sincere dealings and
strategic calculations.

However, in modern large-scale enterprises, business owners no longer have
direct personal contact with consumers. Instead, they interact with a general mass
of consumers as abstract entities. This shift results in impersonal market
transactions, where profit motives outweigh personal trust and honesty.

In a non-monopolistic market, prices are determined by competitive
interactions between supply and demand. Conversely, under monopolistic conditions,
prices are set based on the consumer’s ability to pay. In practice, business enterprises
seek to establish monopolistic conditions whenever possible because monopolies
enable the creation of differential gains.

Various circumstances may lead to the emergence of a monopoly. For example,
a monopoly may be established through control of geographic location or natural
resources. Alternatively, it may arise from custom or reputation. Although the
conditions and forms under which monopolies are created are diverse, they share a
common feature: the potential to generate differential gain. Moreover, when
differential gain is generated in a stable and sustained manner, the factors
responsible for profitability tend to be evaluated as having monetary value. In this
context, the ability to generate differential gain is recognized as a monetary asset.

In this context, the specific factors that establish a monopoly—such as
favorable geographical conditions, control over natural resources, customs, or
reputation—are not the primary concern. What is crucial is that a monopoly enables
the continuous generation of differential gains. Veblen refers to monopolies that
regularly yield monetary benefits and the underlying factors that sustain them as
goodwill. This concept of goodwill encompasses elements such as trademarks, brand
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names, and product labels and is recognized as a monetizable asset that generates
consistent differential profit.

In business enterprise operations, goodwill holds a significant position as an
intangible asset alongside tangible physical assets. Unlike Fisher, Veblen
emphasizes the importance of such intangible assets. The concept of goodwill plays
a crucial role in developing his theory of credit.3°

4.2 The Role of Business Enterprise and Advertising

After establishing the economic importance of goodwill—defined as the
intangible value derived from a firm’s reputation and consumer trust—Veblen turns
his attention to the role of advertising in modern business practices. He contends that
advertising is not merely a tool for disseminating product information but a strategic
mechanism for generating differential gain, which refers to the excess earnings a firm
can achieve by distinguishing itself from competitors.

Within this framework, Veblen argues that advertising creates a monopolistic
perception of a product. By fostering consumer beliefs about a product’s uniqueness,
prestige, or superiority—regardless of its objective utility—firms can charge premium
prices and secure higher profits. Once established, this perception-based advantage
becomes an economic asset that reinforces the firm’s market position.

As advertising cultivates brand prestige and shapes public sentiment, it
influences consumer behavior, making choices more passive and less critically
informed. The repetition of such campaigns normalizes differential gain as a
structural feature of market economies. In a consumer society where symbolic value
can outweigh functional merit, advertising not only sustains demand but also fosters
brand loyalty, which becomes difficult to reverse once entrenched.

Advertising was originally intended to help consumers make informed
purchasing decisions. However, in highly competitive markets, it has evolved into an
essential corporate strategy for survival. Firms that fail to invest in advertising risk
falling behind, prompting a continual escalation in promotional spending. This
advertising arms race is a central component of business competition.

Veblen further observes that when a firm attains monopolistic dominance—
whether through branding, market control, or access to exclusive resources—the
nature of advertising begins to shift. Rather than focusing solely on competition,
advertising may increasingly emphasize the utility or functionality of a product.
However, competitive differentiation and informational communication often coexist,
jointly shaping the evolution of advertising practices in capitalist economies.

In his analysis of advertising costs, Veblen notes that while advertising
significantly increases the total cost of production, it does not necessarily enhance the
inherent utility of the good itself. Instead, it raises market valuation, thereby
increasing potential revenue. This is particularly evident for final consumer goods
marketed to a broad and undefined public. In contrast, intermediate goods exchanged
within established business networks require far less promotional effort.

Thus, advertising expenditure is treated as an investment aimed at securing
differential gain. When such expenditures constitute a large share of production costs,
it becomes evident that advertising plays a decisive role in determining a firm’s
profitability. From this perspective, Veblen views advertising not as a peripheral

30 Cf., Veblen (1904), pp. 54—55.
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activity but as a central force in the capitalization of goodwill—the process by which
intangible assets are assigned financial value.

The more advertising contributes to generating differential gain, the greater the
monetary value of goodwill becomes. Veblen links this development to his broader
critique of modern business enterprise by questioning the sources of profit. He
distinguishes between profits derived from competitive business activity—which
arguably reflect a firm’s contribution to the economy—and those stemming from
speculative or financial manipulation, often orchestrated by financiers and corporate
elites.

As modern capitalism evolves, Veblen observes a growing discrepancy between
the social usefulness of labor and the remuneration workers receive. This divergence
challenges the classical assumption that labor compensation reflects productive
contribution. He categorizes economic activities into two types: those that are
substantively useful, such as manufacturing and commerce, and those that are
unproductive, notably in the financial sector. He refers to the financial sector as
"unproductive work,” because it generates no tangible goods yet still claims a share
of economic surplus.

Although these unproductive sectors do not materially contribute, they are
sustained through institutional legitimacy and extract income. Veblen labels them
parasitic industries because they draw resources without adding real economic value.
He warns that the unchecked growth of these sectors could erode the foundation of a
productive economy.

Nevertheless, Veblen acknowledges a paradox: the high productivity of
machine-based industry creates room for wasteful or conspicuous consumption.
Although such consumption may seem inefficient, Veblen argues that it can be
socially functional under certain conditions. When guided and limited, it may
contribute indirectly to production or social cohesion and should not be dismissed
outright as mere economic waste.

5. Conclusion

This article examined a core dimension of Veblen’s theory—the socioeconomic
underpinnings of capitalization. Central to Veblen’s analysis is the observation that
the expansion of business capital—representing the operational resources of
business enterprises—cannot be explained solely by conventional economic
mechanisms. Instead, he frames capitalization as an institutional process that
facilitates and sustains this expansion.

Veblen conceptualizes corporate capital as comprising both tangible and
intangible elements. While tangible assets such as machinery and infrastructure are
essential, Veblen emphasizes intangible assets—such as goodwill, trademarks, and
brand reputation—which, although lacking physical form, nonetheless possess
revenue-generating capacity and are thus treated as economically valuable.

In contrast, Rudolf Hilferding, writing in early 20th-century Europe, developed
a theory of capitalization centered on the transformation of periodic income into
interest-bearing capital. Hilferding emphasized financial mechanisms such as
capital valuation through interest rates and the rise of fictitious capital, which yields
entrepreneurial profits. However, Veblen focused on the structural and institutional
settings that make such profits possible—particularly the emergence of differential
gain, or income derived from monopolistic or privileged market positions.
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In Chapters 1-3 of The Theory of Business Enterprise, Veblen explores how the
machine-based industry led to increased inter-firm transactions and, eventually,
corporate mergers. These mergers, in his view, served as mechanisms of "interstitial
adjustment"—where organizations adapt to structural tensions within a mechanized
industrial system. Over time, such adjustments produced monopolistic or semi-
monopolistic conditions that enabled certain firms to realize differential gains.

Importantly, Veblen underscores how control over strategic resources or
geographic advantages enhances a firm's ability to extract such gains. Furthermore,
he highlights advertising as a deliberate strategy to cultivate and secure these
advantages—particularly in the realm of intangible assets. Businesses actively
invest in advertising not merely for visibility but to reinforce the perceived value of
their brands and sustain their differential position.

Ultimately, by emphasizing the institutional features of modern industry—the
need for interstitial adjustment, function of differential gain, and financial valuation
of intangible assets—Veblen lays the foundation for a distinct theory of capitalization.
This theory is grounded not only in financial arithmetic but also in the broader socio-
institutional dynamics that shape business enterprise. It is within this context that
Veblen formulates his original concept of the capitalization of earning capacity.
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