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Interest, Inequality, Inflation and Environmental Devastation

Interest on money underpins our banking and monetary system and drives inequality, inflation, 
unsustainable growth and environmental destruction. It is the foundation of the financial derivatives
mountain which, by recent estimates, is valued at $700 trillion – disruption in the derivatives bubble
can have devastating consequences on real economic activity as evidenced by the sub-prime 
mortgage crisis of 2008.

Margrit Kennedy's Interest and Inflation Free Money2 clearly describes the mechanism which drives
inequality. Based on 1982 data for West Germany, she showed how the lowest earning 80% of the 
population paid all their interest to the top earning 10% (the top 0.01% earned 2000 times more 
interest than the top 10%). Interest compels those who have more money than they need, to exploit 
those who need it.

The current interest based money system requires exponential debt growth, expanding the money 
supply to create inflation. Kennedy found that between 1968 and 1989, wages and government 
income for West Germany grew by less than 400% while the government debt interest burden rose 
1,360%. Exponential debt growth necessitates exponential economic growth. GDP growth at 3% 
per annum means the economy doubles every 24 years. That means consuming twice as fast while 
throwing twice as much away. 

Interest on money drives environmental destruction. Valuation of investments and projects are 
based on future money receipts using Discounted Cash Flow (DCF) calculations at assumed rates of
interest. In effect, we discount the future3. Resources extracted today are valued more highly than 
reserves in the ground to be extracted in the future; it pays to extract them as quickly as possible, 
subject to depressing the price due to over-supply. Similarly, cutting down a forest for timber today 
is more rewarding financially than preserving it for the future. The proceeds from selling the 
resulting timber can be reinvested in interest based financial assets with a higher return. The 
imperative is to produce while minimising costs; thus environmental considerations are always 
subservient to profit, if considered at all.

The “time value” of money is so ingrained into our collective psyche that it is never questioned but 
it is one of the most corrosive mechanisms within the current economic system.

Utopian Money – abolition of interest

Abolition of interest alone will not cure all the current problems we face but it would remove a 
systemic driver of inflation, instability, inequality and environmental destruction. Without interest, 
banking would be a relatively simple utility to transfer money and record balances. It would be 
underpinned by technology obviating the need for armies of university graduates who could find 
more productive and beneficial engagement outside of banking and financial services.

Money would be created by the state and spent into the economy, funding infrastructure projects to 
create a decent living environment for all. Central control of the money supply would need to be 
democratically accountable but not to the government of the day – too much temptation to inflate 
the money supply for electoral advantage. As long as the money supply is maintained at a level 
sufficient for the needs of the economy but no more, inflation would be eliminated – hence no need 
to have a “time value” for money. The pound in your pocket today would buy the same goods in ten
years time as you can buy today.

A significant proportion of tax revenue currently used to pay the interest on public debt could be 
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eliminated or spent on public services.

Private enterprise would be funded purely by equity or cooperatively, ie. Investors (providers of 
financial capital) would share in the risks as well as the rewards of business. If the full surplus of 
the land were shared for the common good, house ownership no longer becomes an imperative and 
social housing could be provided by money spent into the economy. Security of tenure is what is 
needed, not house ownership (if you can no longer profit from rising house prices). Mortgage 
lending would no longer drive up the cost of housing.

The road to Utopia

For many, an immediate abolition of interest is a “step too far”. So how could a transition towards 
abolition be accomplished while taming some of the more corrosive aspects of interest on money? 
If the power of money creation is removed from banks and money is created for public use without 
interest, as per Positive Money's prescription4, it would begin to eliminate some of the current 
problems such as inflation and exponentially rising public sector debt. However, it does little to 
address systemic inequality and only partially relieves the pressure on the environment. As long as 
the “time value” of money is preserved, DCF valuations will continue to plunder resources and 
damage the environment. Pay-day loans and excessive bank interest will continue to plague the 
vulnerable and the unfortunate, while banks invent new ways to supplement their revenues to 
compensate for the loss of hyper-profits from money creation.

Limiting the potential damage from derivatives is beyond the remit of this paper but is essential to 
stop virtual money creation by the banks who have limitless talent for invention of ways to grab an 
increasing proportion of the economic cake. They have succeeded, over centuries, in tilting the 
economic playing field in their favour and their power is now such that they control global 
economic activity5, media, politics, academia and public institutions.

Measures to limit their power should include: reducing their size and range of permitted activities; 
limiting banks capacity to speculate in commodities; banning some derivatives and dismantling the 
credit default swap (CDS) market which is an accident waiting to happen (c. $30 trillion according 
to recent Bank of international Settlements' (BIS) estimates)6. CDSs encourage:
 - the creation of imprudent loans because the insured lender bears no risk of default;
 - speculation - unconnected parties bet on loan defaults.

In the absence of outright prohibition of interest, the only way to reduce the malign effects of 
interest in the real economy is to cap interest rates on lending. An initial cap of 8% on lending 
would be a good starting point although some will argue for a more granular approach with 
different levels for different types of lending; the devil is in the detail. A blanket single rate cap has 
the advantage of simplicity and clarity. Economics is currently too complicated for most people to 
understand and if the economy is to serve everyone, it should be made as simple as possible. No 
interest would be simpler still – much of the complexity arises from interest on money.

Once a cap on interest is implemented, one could gradually transition towards an interest free 
economy by ratcheting the cap downwards, over time, to zero. Once at zero, all the malign effects 
of interest would be eliminated. 
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