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A. Introduction 1

“I understood that, when he didn’t have an answer, William pro-
posed many to himself, very different one from another. I remained
puzzled.

“But then ...” I venture to remark, “you are still far from the
solution. ..”

“I am very close to one,” William said, “but I don’t know which.”

“Therefore you don’t have a single answer to your questions?”

“Adso, if I did I would teach theology in Paris.”

“In Paris do they always have the true answer?”

“Never,” William said, “but they are very sure of their errors.”

“And you,” I said with childish impertinence, “never commit er-
rors?”

“Often,” he answered. “But instead of conceiving only one, 1
imagine many, so I become the slave of none.”

I had the impression that William was not at all interested in the
truth, which is nothing but the adjustment between the thing and
the intellect. On the contrary, he amused himself by imagining

how many possibilities were possible.” (Eco 1984, pp. 305-306)!

' Tt is unfortunate that I am not the first to commence my thesis with these lines from
Umberto Eco’s novel The Name of the Rose (see Kastrop 1993), but I hope I will not be
the last.
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A. Introduction

A.1. Economic Problem and Research Motivation

Banks fulfil a pivotal role within the economic system. They not only serve as
central intermediaries in capital flows, but also play a crucial role in ensuring
the stability and functionality of modern economies. This role has become all
the more apparent in the aftermath of the global financial crisis of 2007/2008.
The crisis events and subsequent measures to stabilise the banking system
have demonstrated the importance of maintaining oversight of this fragile
system and its activities. In parallel, the banking sector has been undergo-
ing a transformation for some time, which also encompasses new challengers
(Boot 2017; Guttmann 2018). In view of its systemic importance and the on-
going transformation process, the question of the future of banks inevitably
arises — a question that is highly relevant not only for the banking sector itself,

but also for society and academia.

Nevertheless, analysing the future in economics is anything but trivial.> After
all, future scenarios can only ever be verified in retrospect. This inherent un-
certainty carries the risk of scientific forecasts being perceived as mere spec-
ulation or even charlatanry. However, addressing the future is an omnipresent
necessity. Dealing with the future often takes the form of forecasts. In recent
times, predictions have increasingly been linked to narratives in relation to
an open future: “Forecasts are instruments that help create imaginaries of fu-

ture states of the world; they are narratives that describe imagined futures. As

2 This phenomenon can be observed by studying the way in which humanity has addressed
the issue throughout history (Minois 1998).
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such, they instill confidence in conditions of uncertainty. By making claims
about a future that does not yet exist, they help actors make decisions about
it” (Beckert 2016, p. 242). Forecasts are used to form shared fictional expec-
tations, which, even in the case of seemingly objective predictions, have a

narrative form which parallels literary fictions (Beckert 2016, pp. 217, 69).

For science, this results in a responsibility to critically scrutinise existing as-
sumptions and expectations of narratives. Such reflection not only enables
identifying of abstruse speculation, but also contributes to clarification and
the fight against fake news.? Narratives have the capacity to engender sub-
stantial inherent dynamism, given that they are not solely descriptive, but
they also have a performative effect on decision-making through the forma-
tion of expectations (Beckert 2016, pp. 217-221).* The performative nature
of economic theories themselves has been impressively demonstrated by Cal-
lon (1998) in the field of finance. He concludes that “economics, in the broad
sense of the term, performs, shapes and formats the economy, rather than ob-

serving how it functions [...]” (Callon 1998, p. 2).

In the banking environment, too, narratives can have a constructive or de-
structive performative effect. A classic example of a destructive narrative is
the phenomenon of bank runs, which are triggered by negative narratives and
undermine trust in banks. This phenomenon was illustrated to great public ef-
fect in the films American Madness (1932) and It’s A Wonderful Life (1946).
Narratives about the future of banks exist in a variety of forms. In addition to
the prominent example of Bill Gates’ statement “Banking is necessary, banks
are not,” such narratives are analysed in detail as part of the literature review
in Section B. Some economists recognise the relevance of narratives and are

therefore calling for: ““We need to incorporate the contagion of narratives into

3 Scientific knowledge is characterised by the ability to create justified beliefs — a definition
of knowledge that is often described as ‘justified true belief” (Brandom 1994, p. 201).
Evidence of the correlation between economic theory and narratives can also be found
in McCloskey’s work: “An economist expositing a result creates an ‘authorial audience’
(an imagined group of readers who know this is fiction) and at the same time a ‘narrative
audience’ (an imagined group of readers who do not know it is fiction). As the critic Peter
Rabinowitz explains, ‘the narrative audience of ‘Goldilocks’ believes in talking bears.’
The ‘authorial’ audience realizes it is fiction.” (McCloskey 1998, p. 18).

4
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economic theory. Otherwise, we remain blind to a very real, very palpable,
very important mechanism for economic change, as well as a crucial element
for economic forecasting. If we do not understand the epidemics of popular
narratives, we do not fully understand changes in the economy and in eco-

nomic behaviour” (Shiller 2019, p. xi).

Narratives are always based on theoretical considerations, whether consciously
or unconsciously.’ The objective of this thesis is not to make an additional
prediction about the future of banks. Instead, the objective is to analyse the
extent to which existing narratives can be substantiated by economic theo-
ries. The work aims to reveal potential implications that economic theories
have for the future images of banks. It also aims to analyse existing narratives
and to make visible on which economic theories they are based and which
theoretical assumptions they (re)produce. The study will also examine which
narratives have to be followed if certain economic theories are advocated, and
how the underlying assumptions shape the banks’ future images. This will
be done specifically for the economic categories of market, institutions and
money. So, it is essential to acknowledge from the outset that the endeavour
to reveal the implications of economic theory for thinking about the future of

banks is a conceptual rather than an empirical analysis.

The relevance of this research objective is multifaceted. For banks and prac-
titioners, the analysis of narratives is of strategic importance. In increasingly
turbulent times characterised by fake news, it is essential for banks to un-
derstand the narratives that characterise their sector so that they can respond
to the associated expectations in a targeted manner. For society, the clarifi-
cation of potential uncertainties can contribute to financial stability and help
preventing crises in the financial system. From a scientific viewpoint, the anal-
ysis of narratives offers novel perspectives on the performative effect of theo-

ries and the significance of expectations for economic action. Furthermore, it

> Those who are unwilling to agree that all narratives are rooted in (a developed) theory
must still concede that all narratives are based on considerations or on certain (implicit
or explicit) assumptions, which may unconsciously dominate the narrator’s perspective.
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facilitates the identification of the performative channel. Narratives function
within this performative channel by generating fictional expectations, estab-
lishing causal relationships and providing orientation. When these narratives
are shared by epistemic communities or thought collectives, they have the po-
tential to not only disrupt established trust but also to profoundly influence

reality, even in the absence of a tangible economic basis.5

A.2. Methodological Background and Scientific

Problem

A.2.1. The Relevance of (Unrealistic) Assumptions

In addition to the economic problem, there tends to be a more scientific (or
rather scientific-theoretical) problem that lies in working with theories. This
problem is not merely of secondary relevance but is of a fundamental, method-
ological, and conceptual nature. It is inseparable from the economic problem
and equally important, as the way in which economic theories, concepts, and
assumptions are handled directly shapes our understanding of economic phe-
nomena. It is concerned with the significance and implications of (unrealis-
tic) assumptions for thinking by means of theories. Theories make different
knowledge claims, whereby implicit (tacit) knowledge always plays a role
(Polanyi 1966). This can, in certain instances, impede comprehension and in-
terpretation of outcomes. In this sense, theories are based on thought patterns
that must first be made explicit. This idea is central to Brandom’s (1994) so-
called inferentialism, ‘making it explicit.” Inferentialism is an approach in the
theory of science and the philosophy of language that substantiates meaning in
an inferential structure. The standpoint is antithetical to the representationalist

perspective, which delineates meanings through the relationship of individual

® An example of this is Mario Draghi’s “whatever it takes” speech in 2012. With just
two sentences, Draghi calmed the financial markets during the sovereign debt crisis,
even though the fundamental data of the affected countries remained unchanged (Beckert
2016, pp. 82, 89, 256-257).
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terms to the objects they represent.” This tradition of thought has found little
application in economics thus far. In today’s journal system, a detailed explo-
ration of this approach would likely be dismissed as impractical. However, a
closer look is worthwhile, particularly because it helps make the approaches
of Sections C and D more comprehensible. For this reason, inferentialism will

be examined in greater detail at this point.

In economics, there is no uniform perspective on the role of assumptions.
However, the debate is largely shaped by Friedman’s (1953) claim that unre-
alistic assumptions may still be considered legitimate.® In this context, a dis-
tinction must be established between abstractions and idealisations’ (O’Neill

1996, p. 40-42), wherein the latter could be problematic (Runde 1997, p. 20).1°

A question of some significance here is whether science should provide expla-
nations or simply reasonable forecasts. Since this work explicitly deals with
the (narratives on the) future of banks, the question of how to categorise sci-
ence along explanations and forecasts is not entirely irrelevant. Friedman can

be interpreted as an instrumentalist, saying that only the ability to forecast

In representationalism, terms are explained directly in relation to what they represent;
in contrast, inferentialism assumes that the propositional content of a statement is deter-
mined by the inferential links and the content-related consequences that can be drawn
from the statement (Brandom 1994, pp. xii, xix; 2000, pp. 12-13, 24-25, 45-47).

The debate surrounding Friedman see Hiibenbecker (2020).

Idealisations can be further categorised in ‘limit types’ and ‘operating in isolation’
(Runde 1997).

“One way of thinking about the distinction between abstraction and idealization is that
whereas abstraction involves looking at the same real phenomenon from different points
of view, idealization typically involves transforming that phenomenon or one or more of
its aspects into something that exists only in the realm of ideas. But this way of putting
it, while perhaps not overly contentious so far as limit types are concerned, must be
qualified in the case of isolation” (Runde 1997, p. 20).

This perspective is also shared by Méki (2009), who advocates for a de-idealisation pro-
cess and draws parallels with other scientific disciplines: “[A] need for de-isolation or
re-isolation may arise when there is reason to believe that previous isolations violate the
ontic unity in the world: they impose divisions where the world is indivisible. Just as biol-
ogists will fail in representing a system such as the human organism if they consistently
exclude the brain or the heart from their theory, economists might fail in representing
an economic system for certain explanatory purposes — such as for explaining the per-
formance of a developing economy — if the isolations they employ exclude the role of
institutions. Sticking to such ontologically ungrounded isolations would be tantamount to
dealing with models that are nothing but fictional substitute systems* (Miki 2009, p. 85).
This perspective is consistent with a radical political economy in which the exclusion of
only unimportant aspects is permissible (Sawyer 1989, pp. 27-28).
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is of importance (Caldwell 1980, p. 368). However, this view has also come
under enormous pressure, with unrealistic assumptions leading to incorrect
predictions: “Unrealistic assumptions (in the sense of false assumptions) will
always result in false predictions, except, perhaps, in the case of assumptions

concerning unobservables” (Hausman 1992, p. 19).!!

This is important for this thesis because, whether for explanations or fore-
casts, unrealistic assumptions can always be used to construct a normative
ideal, which in turn can serve as an implication for further action, for exam-
ple policy recommendations.!? This project explores potential explanations
for narratives about the future of banks. Assuming a structural equality thesis
[Strukturgleichheitsthese] between explaining and predicting or forecasting
(Schurz 1988, pp. 23-24; 2014, p. 226), it is possible to apply a deductive-
nomological explanatory scheme. Nevertheless, the emphasis in this context
will be on ‘non-nomological’ (non-law-like) phenomena, that is to say, a con-
siderably more pragmatic concept of explanation. This is arguably most anal-

ogous to a deductive-hypothetical model (if-then statements).'?

A.2.2. The Problems with Unrealistic Assumptions

The debate about unrealistic assumptions cannot be settled in this thesis, but,
in the sense of inferentialism, a (new) argument can be provided: the assump-
tions should be of a realistic nature, which can also apply to narratives. The
following example shows how absurd it may be to apply unrealistic assump-

tions according to a formal-logical inference procedure:

1" This view was already expressed by well-known authorities shortly after the publication
of Friedman’s essay: “it is important that crucial assumptions be reasonably realistic”
(Solow 1956, p. 65).

This phenomenon is elucidated in Section C of this thesis, among other things, on the
basis of the harmonious market aspiring to equilibrium, which quasi represents the state
of nature, which occupies a prominent position in the new institutional economics (NIE)
and accordingly also characterises the future prospects.

This should be seen in the light of the awareness that there are no laws in the social
sciences that correspond to the natural scientific sense: “The rules do not immediately
compel us, as natural ones do. Their compulsion is rather mediated by our attitude to-
ward those rules. What makes us act as we do is not the rule or norm itself but our
acknowledgment of it” (Brandom 1994, p. 31).
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All humans can fly (i.e. jump from the 10th floor and land safely).
Socrates is a human being.

Socrates can fly (and jump from the 10th floor and land safely).
Such conclusions can also be drawn using a conditional:

If all humans can fly, then you can jump from the 10th floor and
land safely.
Socrates is a human being.

Socrates can jump from the 10th floor and land safely.

The conclusion is undoubtedly (formally) valid, but no one would think of
calling it true, so no one would make a truth claim for the statement ‘Socrates
can fly.” The implications of such a statement would also be disastrous, as
Socrates (whoever he is) could be knocked off a building if he accepts or
agrees with this statement, in the false certainty that he will arrive safely at

the bottom.'*

The conditional is therefore an important operator, because: “It permits the
formulation, as explicit claims, of the inferential commitments that otherwise
remain implicit” (Brandom 1994, S. 126). Unrealistic assumptions thus make
it possible to serve as reasons for beliefs in assertions and thus as justification.
Actors’ assertions have inferential consequences and communicative conse-
quences on the part of the listeners. This makes the actors accountable (Bran-
dom 1994, p. 173). However, reasoning is not limited to mastering a logical
schema (Brandom 1994, p. 116). Rather, the aim is, in the sense of inferen-
tialism: “[... ] to understand ourselves as judgers and agents, as concept-users

who can reason both theoretically and practically” (Brandom 1994, p. 7).

This is important for this thesis because (especially in Sections C and D) it

14 With regard to forecasts, the following passage may illustrate the absurdity: “One could
propose a theory that would explain that the sky is blue by assuming the existence of gi-
ants who paint it blue every night while we are sleeping. Taken to an extreme, Friedman’s
logic would say that the assumption of giants is irrelevant as long as the theory makes
the correct prediction, that the sky is blue, which it does. Simon would argue, however,
that one can’t just test the correctness of the conclusion. Rather, to accept such a theory,
one would also have to observe the giants in action” (Beinhocker 2006, pp. 49-50).
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is analysed which derivation, explanation and justification connections exist
between the economic theories under consideration and the implications for
thinking about the future of banks. In this respect, scientific theories assert a
claim to knowledge or truth. Knowledge is defined as a justified true, belief

(Brandom 1994, p. 201), which is an intentional state.'>

A.2.3. The Normative Dimensions of Theory and Practice

The practice of asserting always has normative significance: first, because
making an assertion implies a commitment to its truth; and second, because
asserting something also entails the expectation that the belief being asserted
is rationally justifiable, since it presupposes that the belief is supported by
reasons that can be evaluated and assessed (Brandom 1994, pp. 17, 166, 231-
232). However, beliefs do not fall from the sky, but result from a social, dis-
cursive (i.e. concept-using) practice, in which participants in the discourse
constantly judge each other (i.e. adopt normative attitudes and evaluate the
normative status (i.e. commitment, entitlement or incompatibility) of their
counterparts) (Brandom 1994, pp. xiii-xv, 160; 2000, p. 2). It is therefore
about making explicit norms that are embedded implicitly in practices (Bran-
dom 1994, p. xiv, xviii). The question here is: How can the correctness of
the practice be understood without reference to (explicit) rules? The answer
essentially lies in the fact that (implicit) norms are in the eye of the beholder
and that these have to do with acceptance in practice (Brandom 1994, p. 25).'6
Rules are therefore not infinitely explicable, but must be considered against

the background of a social dimension in the practice of recognising and at-

15 “Being in an intentional state or performing an intentional action accordingly has a nor-

mative significance. It counts as undertaking (acquiring) an obligation or commitment;
the content of the commitment is determined by the rules that are the concepts in terms
of which the act or state is articulated” (Brandom 1994, pp. 8-9).

To understand this better, imagine a child who keeps asking, ‘Why is it like this?” The
adult will be able to give the child an explanation (i.e. reasons) a few times, but at some
point they will reach the limit of their explanations, namely when they themselves can
no longer give an answer to the child’s enervating ‘why.” Then the adult is likely to say
something like ‘because that’s the way we do it” or ‘because that’s the way we’ve always
done it, which illustrates precisely this aspect of inferentialism: we recognise something
in and through practice.
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tributing beliefs (Stekeler-Weithofer 2020, p. 23-24). This has already been
shown in a broad sense for mathematics by Godel (Stekeler-Weithofer 20085,
p. 73).

Nevertheless, the following of theories or the drawing of conclusions using
theories must be understood as rule-based (i.e. normative). The concept of
normativity does not arise solely from the existence of explicit rules that are
to be followed, as this would result in an infinite regress. Instead, normativ-
ity is inherently embedded in the implicit norms that govern practical action

(Brandom 1994, p. 45)."

Here it is important to emphasise the preservation of the rational choice per-
spective for this thesis: “Contradiction, correct inference, correct judgment
are all normative notions, not natural ones. The laws of nature do not for-
bid the making of contradictory judgments. Such judgments are forbidden
in a normative sense. It is incorrect to endorse incompatible contents: ratio-
nally incorrect, incorrect according to rules of reason, prescriptions governing
what is proper in the way of inferring and judging” (Brandom 1994, p. 12).
It is therefore a ‘rational ought’ (Brandom 1994, p. 37, 48). Brandom uses
the example of an individual who believes that rain is anticipated and who
would prefer to remain dry. In this scenario, the individual would be better off
standing under a tree (Brandom 1994, p. 5, 25). Similarly, it could be argued
that someone who believes that too much regulation of banks leads to welfare

losses is of the opinion or is in favour of deregulation.

It is important for this thesis, to acknowledge the significance of normative
pragmatics. Since the theories move in a normative space (because they are
rule-led), the deductions from the theories for thinking about the future of
banks are based on a rational ought, and the rules therefore cannot be revealed

down to a final rule. Instead, the thought patterns follow a norm implicit in

17" “As natural beings, we act according to rules. As rational beings, we act according to our
conceptions of rules” (Brandom 1994, p. 72). Brandom continues: “[...] that we are the
ones who act not only according to rules but according to a conception of them is the
claim that we are not merely subject to norms but sensitive to them” (Brandom 1994,
p. 33).
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practice. In this context, reasoning or judging is understood as doing or action
(Brandom 1994, p. 91).!® In this context we can speak of the primacy of the
propositional over the concept, or of sentences over singular terms, whereby
the propositional content refers to the truth value of a statement. In other
words, it becomes clear that meaning is not fixed in isolation but emerges
through use in assertions and justifications. In this thesis, for instance, it is
not possible to define the term bank in advance; it results from its derivational

contexts as a conclusion (see Section D).

A.2.4. The Semantic Foundations in Inferential Reasoning

Language is characterised by two distinct yet interconnected dimensions: the
normative dimension and the semantic dimension. The significance of lan-
guage lies in its inherent meaning, underscoring the necessity for a dual focus,
not only on pragmatics, i.e. the study of practice, but also on semantics, i.e. the
study of the corresponding content (Brandom 1994, p. 91). This means that
both actions and their judgments of correctness must be considered. Conse-
quently, inferential semantics emerges as a crucial complement to normative

pragmatics.'”

The meaning of an expression is determined by its inferential role, i.e., by
the rules that govern its use in reasoning. These rules define which infer-
ences can be drawn and how statements function in arguments. Without such
rules, expressions would lack meaning, as their significance arises precisely
from their role within inferential structures. Consequently, without inferential

connections, genuine understanding would not be possible (Schubert 2012,

18 Judgement is in this sense understood as a classificatory use of concepts and not as an
isolated assessment (Brandom 1994, p. 86). A simple example of such an inferential
structure of a conceptual classification would be to infer from ‘this is red’ or ‘this is
green’ to ‘this is coloured’. In contrast to the responsive classification of measuring in-
struments (e.g. thermometer), understanding and comprehension is also important here,
i.e. following Sellars, the ability to “practically master the inferences” (Brandom 1994,
p- 91, emphasis added).

“The project is the rectification of concepts: clarifying them by explicitating their con-
tents. It is saying what their inferential role is: what follows from the applicability of
each concept and what its applicability follows from” (Brandom 1994, p. 109).
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pp. 75-76).

This is important for this thesis because it looks in a broad sense at the impli-
cations of certain terms or concepts (such as market, institutions, money, but
also uncertainty, power, etc.) and what can be inferred from them in terms of
the theories. This results in a theory of the meaning of concepts in the sense

of semantic holism (Esfeld 2002).

As argued above, inferences comprise premises and conclusions that are in-
variably embedded within a network of propositions (Brandom 1994, pp. 5, 89-
90, 93). A distinction can be made between formal and material inferences.
Formal inferences are not interested in the content of their statements, but
only in the correct logical form (Brandom 1994, pp. 97-98; Schubert 2012,
p- 160). In contrast, material inferences are based on the respective seman-
tic content. Brandom repeatedly mentions an example of this phenomenon,
namely the inference from ‘Pittsburgh is west of Philadelphia’ to ‘Philadel-
phia is east of Pittsburgh.” The inference is correct because of its content, and

the understanding of the terms follows from the acceptance of the inference

(Brandom 1994, pp. 97-98).

In the broadest sense, this also applies to the unrealistic assumptions that can
be found in both theories and narratives. If these are used in the sense of for-
mal (and thus not content-orientated) inferences, then the unrealistic content
that is present in the premises is only transferred to the conclusion and made
explicit there. In the sense of inferentialism, this is highly problematic (see
also the example of Socrates can fly), because only material inferences are
interested in the content of a statement and thematise correctness of content.
If it is at all possible to consider unrealistic assumptions in terms of material

inferences, these would merely legitimise conclusions that make no sense.

Again, this is important for this thesis, as it underscores the necessity to com-
prehend economic theories through the lens of a theory of the meaning of
concepts (i.e. an inferential semantics). This framework is used to analyse

derivational relations, which pertain to an accurate utilisation of concepts in
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inferences. Furthermore, it is crucial to acknowledge that the implicit rules
that govern these inferences are intricately intertwined with the concept of
material truths, which may be subject to individual agreement or disagree-
ment. In this respect, the concepts in derivational relations can always stand
both as premises and as conclusions, provided that such inferences are deemed
rational. The attribution of meanings to concepts is the underlying factor that
results in the standing of concepts within contexts of derivation. Expectations

are formed through the utilisation of concepts.?’

In addressing the issue of narratives concerning the future of banks, it is cru-
cial to recognise that reasoning, in the sense of theories, (1) is rule-guided.
This is due to the fact that, otherwise, it would be arbitrary; (2) cannot be
explicated in terms of a final rule, rather these rules are implicitly followed
in practice; (3) furthermore, it is normatively significant in the sense of be-
ing committed to further assertions that follow from the inferences; and (4)
it constitutes meaning, because the meaning of expressions is determined by
their role in inferential links. The point is to explicate the assumptions implicit
in the practice of traditions of thought in order to reveal the implications for

thinking about the future of banks.

A.3. State of Research and Research Questions

In order to reflect the state of research on narratives about the future of banks,

a scoping literature review was conducted (which can be found in Section B).

20 “Expressions come to mean what they mean by being used as they are in practice, and
intentional states and attitudes have the contents they do in virtue of the role they play in
the behavioral economy of those to whom they are attributed” (Brandom 1994, p. 134).
This is not a circular explanation because normative pragmatics and inferential semantics
shed light on different aspects of linguistic behaviour and complement each other. Nor-
mative pragmatics describes how speakers and listeners commit themselves to certain
behaviours and acquire entitlements through linguistic actions. Inferential semantics ex-
plains how these behaviours create meaning. Normative pragmatics provides the consti-
tutive framework within which inferential relations create meaning. Inferential semantics
is thus dependent on normative pragmatics, without there being a circular dependency,
because both levels answer different questions: the one about how linguistic actions are
normatively regulated, the other about how meanings emerge from these normative rules
(see also Brandom 1994, pp. 134, 188).
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This review was limited to academic literature from journals, edited volumes
and so-called grey literature. Publications in the form of monographs have not
been included. The scientific problem identified here has not been recognised,
namely the importance of assumptions for thinking about the future of banks.
In particular, the aspect of performativity has also not yet taken into account,
1.e. the fact that forecasts can have a certain impact because other participants
behave in accordance with the resulting image of the future. There is no dis-
course among scientists on the subject of the future of banks. The admittedly
scarce literature on the subject to date has not been taken into account, i.e.

there are no cross-citations.

This is also the research gap that this thesis aims to fill. This thesis advocates
that it is essential to change the perspective, to look at theories, and to see how
theories shape our thinking about the future of banks. It aims at taking a step
forward in revealing the implications hidden in economic theory for thinking

about the future of banks.

This is done in an inferential way. The theories are thought through to their
conclusions using their basic assumptions, drawing inferences that are more
or less obvious. There is the hope that this may also be a way of explaining or

better understanding existing narratives.

The main challenge consist in that it becomes difficult to set a starting point.
Also there is the question of how such a project can be broken down into log-
ically comprehensible parts. It is moreover necessary to answer the question

of which categories should be analysed in and by economic theories.

Here we could speak like Faust (modified from Goethe (1941, pp. 50-51)):

"Tis written: “In the Beginning was the Bank.”
Here am I balked: who, now, can pierce this plank?
The Bank?—impossible so high to cite it;

And otherwise must I invite it.

If by the Spirit I am now awake

Then thus: “In the Beginning was the State.”



A. Introduction 15

This first line let me weigh completely,
Lest my impatient pen proceed too fleetly.
Is it the State which works, creates, indeed?
“In the Beginning was the Money,” I read.
Yet, as I write, a warning is suggested,

That I the sense may not have fairly tested.
The Spirit aids me: now I see the light!

“In the Beginning was the Market,” 1 write.

However, two more serious explanations can be offered of how to begin in
addition to this admittedly arbitrary motivation: a pragmatic one (1) and a

scientific-theoretical-philosophical one (2).

(1

Based on a game metaphor,?! a first categorisation can be made: Banks are
institutions in a strategically interactive sense that have a relationship with
other institutions and operate in markets or in an institutional environment.
This process encompasses both a structural level, the playing field, and an ac-
tor level, the players. The first research question to be addressed is therefore:
“How does thinking about markets and institutions influences thinking about

the future of banks?” (see Section C).

Players also try to achieve a game goal, in this case by making money. They
achieve this by trading. For banks, these are primarily money and credit. This
is a product level.?> The second research question is therefore: “How does
thinking about money influence thinking about the future of banks?” (see Sec-

tion D).

As players, banks have to abide by the rules of the game, which are set

by other players, including governmental entities and regulatory authorities.

2l The inspiration for this comes from Toulmin (1981, p. 21), who asks what the purpose
of games is in order to work out the relationship between explanation and prediction.
Of course, banks also trade in risk, as Baecker (1991) rightly points out, which means
that risk could also be located at the product level. Since, in the logic pursued here,
risk is only a consequence of money and potential crises, risk should be dealt with in
a regulatory context. Finally, the risk is valued in some form, according to monetary
measures. Information should also be placed in a subordinate relationship here.

22
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These entities impose limitations on the actions of the banks, or alterna-
tively, they define and regulate the framework for action.?® This is the level
of the rules of the game. The third research question is therefore: “How does
thinking about the state and regulation influence thinking about the future of

banks?”

However, there are other external factors that can change or influence the rules
and structures of the game. These are factors that are largely beyond the con-
trol of any one player. They include technology and economic development.
These are dimensions in which the rules of the game might change. The fourth
research question is therefore: “How does thinking about technology and eco-

nomic development influence thinking about the future of banks?”

While these four questions offer a comprehensive way of thinking about banks,
this thesis focuses only on the first two, leaving state and regulation as well
as technology and economic development aside. This is because the proposed
shift in perspective is not merely the basis for a single research project (a
thesis), but rather the foundation for an entire research program. Methodolog-
ically, it aims to sensitize economic science to an area that has received lit-
tle attention: focusing more on inferential structures and critically examining
economic theories, concepts, and terminology before drawing conclusions at

the empirical level that appear to be based on seemingly objective facts.

2)
The scientific-theoretical-philosophical motivation for the explanation of the
beginning is based on classical German philosophy (or German idealism) and

takes inspiration from Hegel’s thought, treating it as a conceptual resource.

A preliminary approach would be to consider not so much the current be-
haviours and actions of (future) banks, but rather our own attitudes and cogni-

tion towards future developments in the banking industry.?* After all, we may

23 States are, of course, also players and belong to the level of actors, but they can also be
associated with the parents, who make sure that the children play the game properly, but
who intervene now and then to take sides.

24 Kant’s basic idea of his Copernican Revolution is that we should not worry about how
things behave around us, but how we behave towards things (Goy 2015, p. 1326).
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not be able to grasp what the future of banks will really be. Instead, we should
endeavour to criticise the possibilities of thinking about the future of banks.?’
However, by critically examining the cognitive conditions of ourselves of how
we perceive the future of banks, we would remain within the realm of skepti-

cism rather than deriving the fundamental categories themselves.?°

Following the spirit of Hegel, three possible starting points can be identified
as inappropriate: A dogmatic beginning by means of axioms that are not fur-
ther justified; a sceptical beginning that leads to an infinite regress; and a
circular pseudo-justification beginning in which the conclusion is supposed
to prove the premises, but these are prerequisites for the conclusion (Stekeler-
Weithofer 2020, pp. 43—45). It is proposed that a presuppositionless theory
of (pure) thinking about thinking is required. Therefore, the beginning must
necessarily begin indeterminately as an absolute, i.e. as an abstract beginning,
must not presuppose anything and must not be mediated by anything (like a
preceding critique).?’” This can be seen as foreground logic, which is com-
mitted to pure thinking and according to it, the beginning is immediate and
indeterminate. There is also a background logic, which is carried out as an
external logical reflection. According to it, the beginning is mediated and de-
termined (Koch 2018, p. 49). It is therefore evident that the beginning itself

already incorporates both moments. It is both unmediated and mediated si-

25 Before we examine things — according to Kant, we cannot grasp the thing in itself anyway
— Kant wants to examine the possibility of experience, in the sense of a critique of the
possibilities of thinking. This is a return to the subjective conditions of cognition (Goy
2015, p. 1326). It is from this critique that Kant then derives the categories/forms of
thought that we can use for cognition, and according to which our cognition is based.
Hegel criticises Kant for this, among other things, because he does not break with the
philosophy of certain principles. Although Kant criticises the possibility of experience,
he takes the categories prima facie for granted and does not subject the derivation of
the categories to a critique (Werner 1986, § 1). For Kant, dogmatism was representation
without preceding critique. For Hegel, a critique that merely precedes representation is
dogmatic because it does not critique the representation itself (Werner 1986, p. 194).
That brings Hegel back to the problem of the beginning.

Hegel wants to arrive at pure thinking about theory, in the sense of a theory without
presuppositions: “Der Anfang der Philosophie mufl entweder ein Vermitteltes oder Un-
mittelbares seyn, und es ist leicht zu zeigen, dafl es weder das Eine noch das Andre seyn
konne; somit findet die eine oder die andre Weise des Anfangens ihre Widerlegung”
(Hegel 1985, p. 53). In the broadest sense, Hegel’s fundamental question from his ‘Sci-
ence of Logic’ can be seen as the starting point for how the beginning (of science) can
be made without relying on prior knowledge (Werner 1986, §§ 1-3).

26
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multaneously, and this interplay drives the further development of thought.?3
In this sense, the beginning represents a contradiction that is sublimated? in
the process of exposition and critique. The methodological approach follows
the idea of “critique as knowledge and knowledge as critique,” or rather, the

analysis is conducted as an immanent critique (Werner 1986, pp. 20-24).%°

In economics, such a (direct, unmediated) beginning can occur in the con-
sideration of the perfect market, as is typically assumed in both neoclassical
economics and finance.®! The market is an abstract thing or phenomenon that
does not require any further explanation in the neoclassical sense. In the or-
thodoxy, it is regarded as the starting point of analysis per se, as a kind of
natural state, even as the beginning of thought in general, as Section C on
new institutional economics (NIE) shows. This starts with abstract microe-
conomic analysis in general (see Varian 2016), and extends to specific areas
of finance (think of the role of markets in models such as the Capital Asset

Pricing Model (CAPM)).

However, it is first necessary to provide content to what is to be understood by
the economic category of the market. In this respect, the apparently presuppo-
sitionless market is a point of departure that is deeply worthy of explanation

(i.e. interpretation) and therefore also worthy of criticism right at the begin-

28 In this context, the term dialectic inevitably emerges in the discourse surrounding this

theoretical framework. According to Gabriel (2012, p. 139, author’s translation), dialec-
tic refers to the “explication of the presuppositions of a theory in order to examine the
consistency of the presuppositions of the theory with the executed theory.” However, this
term will be largely eschewed in this thesis due to its overuse and the resulting inflation
of its meaning.
2% Sublimat [aufheben] has the multiple meanings of ‘annulling,’ ‘preserving,” and ‘trans-
forming’ or ‘overcoming’ (Werner 1986, pp. 125-126; Driie et al. 2016, p. 94; Burbidge
2020, p. 167). This is also linked to the inseparability of content and method, or forms
of thought and content of thought (Werner 1986, pp. 42, 45). In this context, reference
should be made to the scheme for dealing with narratives in Section C. In this scheme,
the form of thought and the content of thought are separated solely for the purpose of
illustration. In the analysis, however, the form of thought and the content of thought must

always be combined.

39 In a nutshell Werner (1986) summarises this as follows: “The ‘Science of Logic’ is a

critique of its own beginning as a justification of itself.” (Werner 1986, p. 21, author’s
translation).
31" In Hegel’s science of logic, the beginning is in pure being, then continues through the

category of nothing, and then on through becoming. (Hegel 1985, p. 68).
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ning. Exactly this is where Section C begins. Here, the beginning of thought
(in the sense of orthodoxy) is enacted — or rather, established — which then
engages with the category of the institution. This process emphasises the dual
nature of ‘positing’ or ‘setting’: something is posited (as one might establish
a definition) only to be critically engaged with it afterwards, in the sense of
breaking free from or transcending that initial positing in order to gain new

insights.??

The category of money, which is modelled on the Hegelian category of be-
coming, can then be regarded as the flux that sets markets and institutions
in motion (see Section D).>* Nevertheless, the Hegelian analogy must not be
taken to extremes, as a thorough examination of Hegel’s thought requires sig-

nificant effort, which may act as a deterrent to a wider readership.

The holistic perspective that emerges through the development of categories
such as market and money is by no means a closed, static, or eternal given.
Rather, in the spirit of Hegelian philosophy, the ‘logical space’ structured by
these categories acknowledges the inevitable contradictions inherent in the
ultimately metaphysical nature of theory formation and transforms them into
a dynamic process (Koch 2014, pp. 4-5). This processuality is characterised
by the sequential development of categories, which undergo a progressive
increase in complexity with each subsequent step. This means that observing
the narratives on the future of banks must necessarily be thought dynamically,
which is why, among other things, exchanging with scholars and reflecting at
a meta level is necessary. The point is not simply to step out of common

considerations on a subject like a dogmatist or a sceptic, “but [to] explicate

32 The juxtaposition of market and institution is complex. On the one hand, it can be argued
that markets themselves are institutions, i.e. that they are included in the category itself.
On the other hand, it can also be argued that institutions act on or in markets, which gives
the category of market a dominant position. What markets and institutions are, what their
characteristics are, and how we relate them conceptually is therefore by no means trivial.
The category of money is also extremely multifaceted. On the one hand, money is a
means of flow, but at the same time, in its function of hoarding, it is the opposite of
flow/movement/becoming. There is also a contradiction in money as commodity and
non-commodity. Moreover, in the seed of interest, money contains a Promethean power
that can create more of itself without limit.
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empractical®*

norms and forms of ought and can, of judgement and reasoning
in common understanding and action” (Stekeler-Weithofer 2020, pp. 43-45,
emphasis added, author’s translation). This perspective aligns with inferential-
ism, as outlined in Section A.2., given that norms of judgment and reasoning
do not exist in isolation but rather emerge through their role in a network of

inferences, thereby influencing what is considered correct or justified within

the context of shared understanding and action.

A.4. Outline and Structure of Analysis

The research questions were addressed in two contributions, preceded by a
literature review as a preliminary study. The three contributions can be found

in Sections B, C and D.

The first essay, entitled ‘Is Nobody Interested in the Future of Banks? A Scop-
ing Literature Review on the State of the Debate,” provides a literature review
to reveal the future prospects within the academic landscape on the basis of a
scoping literature review to create transparency about what has already been
written about the future of banks and where the narratives come from. The
paper presents publications that make explicit statements about the future
of banks, either a description of the future or an assessment of the future
prospects of banks. Two databases were used, IDEAS/RePEc and Scopus, for
the period from 2001 to 2021. A total of 99 relevant contributions were iden-
tified and analysed to answer three questions: (1) What challenges are seen
for banks in the future? (2) What kind of future is depicted? (3) How are the
future prospects derived? There is also a section on community banks, as the
literature on them is somewhat more extensive than on other types of banks.

It takes into account that banks are not homogeneous entities.

The paper shows that the importance of assumptions in deriving future

3% Empractical means a form of implicit knowledge, “a form of action that we have learned
to perform correctly” more or less without thinking about it (Stekeler-Weithofer 2008a,
p. 14).
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prospects has not been recognised in the existing literature and contributes
to the research on the narratives of the future of banks in the following ways:
First, future challenges are seen in the areas of profitability, regulation, tech-
nology and customer behaviour. Second, future prospects vary widely, which
brings into focus the question of how future prospects have been derived.
Third, an over-emphasis on intermediation theory tends to generate negative

outlooks.

It is evident that the extant literature review does not adequately reflect the the-
ory, neither the orthodoxy nor the plurality of economic theory. Nevertheless,
the objective of this thesis is to reveal the implications of economic theory
for thinking about the future of banks. Consequently, a methodological shift
is needed, departing from the conventional literature review. Thereafter, eco-
nomic theories are examined to make the assumptions fruitful for inferential
conclusions about the future of banks. The division of the following contribu-
tions into profitability, technology, regulation and customer behaviour has not
been adopted from the literature review. This division is more a result of the
shallowness of thinking to date, which is very much limited to the observable.
This means that deeper patterns of thought and structures that (can) shape

thinking about the future of banks cannot be adequately recognised.

The second essay, entitled ‘How Thinking about Markets and Institutions In-
fluences Thinking about the Future of Banks’ aims to answer the first research
question, as indicated by the title. In order to fully grasp the phenomenon and
its implications for possible narratives of the future of banks, a scheme of
thought is constructed. There are two levels to be distinguished here, which
are two sides of the same coin: the content of thought and the form of thought,
on a logical/theoretical level and on an empirical/historical level. In this pa-
per, banks are “just” seen as institutions, which is why an external perspective
on banks is taken. This means that banks are abstracted from their business
models and their essence as banks. The NIE, especially transaction cost the-
ory and agency theory, serves as a theoretical starting point. A strong market

thinking and a tendency towards Panglossianism are identified for the NIE,
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which means that the new challengers, like fintechs and BigTechs, can be in-
terpreted as a perfection of the market. In this context, banks play a rather
passive role and thus have to subordinate themselves to the market. Based on
Coleman’s bathtub model a consolidation process could take place in which
banks might merge in order to reduce transaction and agency costs and to
become more competitive. Some of the banks could thus disappear from the
scene, leading to a new market equilibrium with fewer banks and more new
competitors. Overall, following the ideas of NIE leads to a rather gloomy nar-
rative of the future of banks, which is critically discussed in the following.
By re-evaluating concepts such as uncertainty, trust, and power, a more nu-
anced perspective emerges. Banks may have a greater agency and potential
for success than previously thought, challenging the pessimism about their
future. The paper contributes to the research on the narratives of the future of
banks in a specific way. By making it explicit through the scheme of thought
in terms of content of thought and especially form of thought, both on a log-
ical/theoretical and empirical/historical level, the phenomenon and its impli-
cations for possible narratives of the future of banks are disclosed more com-
prehensively. It is shown how the form of thinking has a subliminal influence
on the thinking about the future of banks through the basic ontological and
epistemological assumptions, and how the narratives take shape in different

directions.

The third essay, entitled ‘A Bank Is What a Bank Does vs. A Bank Does What
a Bank Is: How Thinking About Money Influences Thinking About the Fu-
ture of Banks’ aims to answer the second research question, as is once again
evident from its title. Here, banks are no longer viewed merely from an ex-
ternal perspective, but from an internal perspective. It starts with an orthodox
economic functionalist view of money. This is contrasted with a more Marxist
ontological view. This view of money is then mirrored by a functionalist view
of banks, which in turn is contrasted with a more ontological view. In particu-
lar, the theory of intermediation is analysed and linked to the current debate on

the disintermediation of banks. On the one hand, the transformation services
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of banks and their potential for disintermediation are discussed. On the other
hand, the theory of intermediation itself is addressed and extended to include
the issue of money creation. This “money view” makes it possible to look at
banks from an internal perspective and thus, in a further step, to address the
question of what banks actually are. This concept was deliberately not defined
at the outset. The paper makes an inferentialist contribution to research on the
future narratives of banks. By making explicit the rather passive role of banks
in the orthodox functionalist perspective, and by contrasting it with a Marxist
ontological perspective applying an extension of the value-form analysis to
banks for various capitals, which has not yet been done in this way, banks are
shown to have a new justification and completely different prospects for the

future.

The final section E. provides a summary and critical discussion of the findings
of the three essays. This section aims to synthesise a deeper understanding of
the narratives shaping the future of banks. It reflects on broader implications,

limitations and suggests new directions for future investigation.

A.5. Research Classification

At this point, Eco’s last thought from the opening quote, which is expressed
by Adso and addresses perception in relation to truth, must first be clarified.
This work is not about inventing as many truths as possible. Instead, it is about
the realm or logical space of talking about things (e.g. markets, institutions,
money) and the realm of dealing with things (economic theories applied to

reality) (based on Stekeler-Weithofer 2005, p. 154).%

Contrary to an empiricist view, it is clear that human perception is already
conceptually formed and therefore theoretically formed (Stekeler-Weithofer

2014, p. 30; 2022, p. 66). Stekeler-Weithofer’s plea illustrates the importance

35 “Things exist as such [...] only in a complex system of speaking about things and in
the context of the experiences and explanations organised by these speeches” (Stekeler-
Weithofer 2005, p. 147, author’s translation).
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of handling concepts and understanding them correctly:

“We only ever understand something by way of a preliminary
concept that articulates a rough framework, which essentially de-
termines the possibility of exclusion [e.g. concepts of power, trust
or uncertainty in relation to institutions, as in Section C] and then
also the understanding of the specific and individual sub-areas.
Those who do not know the rough framework are usually unable
to follow a conversation. This is also true in science. However, it
is all too often believed that considerations about the framework
can simply be left to some pre-scientific plausibility considera-
tions or, even more simply, to given scientific traditions. The truly
important things only happen afterwards. But the truly important
thing often happen right here. It happens in the recognition or crit-
ical examination of presuppositions” (Stekeler-Weithofer 2005,

pp- 52-53, author’s translation).

In this sense, the term bank is not defined from the outset in this thesis. It
is based on a preliminary concept which will be treated explicitly later in
Section D. There we go beyond the preliminary concept and cast it in a new
light. Anyone who, like young Adso in the opening quote, sees truth only as
the adjustment between the thing and the intellect will have to take a step back

for this thesis and open up to the formation of perception through theories.

Following Stekeler-Weithofer (2005), epistemology is concerned with the
question of how we come to know something, whereas a critique of cogni-
tion and knowledge examines what we can know about the world. It is only
through an ontological analysis that the meaning of the words and judgements
in question can be unravelled (Stekeler-Weithofer 2005, p. 156). This is pre-

cisely what the present work seeks to achieve in the sense of inferentialism.

It is evidently that this thesis aligns with the tradition of hermeneutics. It can
be seen as a form of textual interpretation, i.e. making sense of an object of

investigation, which aims to reveal deeper connections (Taylor 1985, p. 15).
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Inferentialism can also be categorised here in the broadest sense. After all, it
is a matter of understanding linguistic entities or concepts, and the inferential
structuring of concepts is to be understood as normative in such a way that the
giving and demanding of reasons has a deontic (normative) status, i.e. as in
hermeneutics, it is determined interpretatively from the point of view (through

commitment, entitlement and incompatibility).

However, hermeneutics cannot be categorised as anti-realist, even if the con-
structivist idea is of course present. Similarly, no anti-realist (or idealist) the-
ory of science has been claimed with the references to Kant and Hegel.*® In
general, the juxtaposition of idealism and realism, as well as objectivism and

relativism, is of little help (Bernstein 1983).

Westphal’s definition of realism is an explicitly Hegelian perspective: “‘Real-
ism’ regarding empirical knowledge is the view that the objects of empirical
knowledge — physical particulars, events, processes, structures or other natu-
ral phenomena, of whatever scale — exist and have characteristics unto them-
selves, regardless of what we may say, think or believe about them” (Westphal
2018, p. 2).” By emphasising the importance of structures, the broad field of
realism can be further narrowed down and reference made to critical realism.
This proclaims a stratified approach in the domains of the ‘empirical,’ the ‘ac-
tual’ and the ‘real.’” In addition to mere perception and awareness of events,
the latter is also concerned with structures, tendencies and (causal) powers
(Bhaskar 1975/2008, pp. 2-3). A positivist perspective, including critical ra-
tionalism, either neglects them entirely or only considers them in a limited
way. Positivism views them from a scientific perspective, as laws that are
valid for all time (Buch-Hansen and Nielsen 2020, pp. 19-20). Here, it is

important to note that the future is fundamentally open and uncertain (Sayer

3 1In recent years, a significant number of authors have sought to disassociate Hegel from
the ‘idealism’ label and to illuminate the aspects of his work that are characterised by
realism (Westphal 1989; 2018; Jaeschke and Arndt 2012; Pluder 2013). Rather than the
term German idealism, the term classical German philosophy is increasingly being used,
with Hegel endeavouring to overcome the opposites of idealism and realism.

37 This does not contradict Stekeler-Weithofer’s quotation from footnote 35, since there are

different Hegelian levels of speech. Westphal is at the level of in itself [an sich], while

Stekeler-Weithofer speaks about the higher level of in-and-for-itself [an und fiir sich].
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2000, p. 15).3® Hermeneutics can then be related to critical realism to the ef-
fect that although an objective reality exists, it is perceived (conceptually)
interpretatively and is strongly dependent on language and its rule-guided ap-

plication.

The meaning of performativity, in times of crises and uncertainty, is empha-
sized by Biebricher (2018, p. 197): “Interpretation and narration as two cru-
cial elements in the construction and definition of a crisis are ineradicably
idea laden, and their import thus indirectly shapes both crisis management
and, possibly, institutional transformations.” In this context, the reference to
theory-ladenness raises the question of what economic theories can tell us
about the future of banks, less in terms of a forecast than in terms of how they

guide our thinking and enable us to think about the subject.

The circular scheme for dealing with narratives in Section C can also be ap-
plied to the hermeneutic circle, where understanding must already exist as
it develops (Bertram 2002, p. 41). However, since Heidegger it is no longer
a question of avoiding this circle, but of entering the circle in the right way

(Heidegger 1967, p. 153).

38 The aspect of uncertainty is emphasised even more clearly in Section C at the beginning
of the discussion.
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B. Essay 1: Is Nobody Interested
in the Future of Banks? A

Scoping Literature Review on

the State of the Debate>’

B.1. Introduction

Banks are not ordinary companies. This quickly becomes clear when one con-
siders the last financial crisis. The special role of banks results in an additional
responsibility for the scientific community, especially economists, to recog-
nize future developments in time to warn banks, politicians, and society as
a whole about possible undesirable developments, and even to protect them

from those developments.

Dealing with the future in the social sciences is a tricky business. Because
there are a large number of influencing factors, making predictions of the kind
characteristic of the natural sciences is difficult, if not impossible. Unlike pre-
dictions of planetary movements, for example, forecasts in the social sciences
depend on the social context, which includes the uncertain behavior of people

and institutions. The situation is even more complex when feedback effects

3 Hiibenbecker, U. (2024), ‘Is Nobody Interested in the Future of Banks? A Scoping Lit-
erature Review on the State of the Debate’, Management Review Quarterly 74(3), 1283-
1326. It is licensed under the Creative Commons Attribution 4.0 International License
(http://creativecommons.org/licenses/by/4.0/).
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are taken into consideration, as knowledge about the future changes behavior
in the future. The dilemma is thus obvious. Although it is in the interest of
society not to neglect the future, dealing with the future in a scientific manner

presents great difficulties.

Why it is nevertheless worthwhile to address the issue of the future of banks
and how this is possible will be briefly explained in the following. There has
been already considerable public debate about the future of banks. Particu-
larly notable is the regular publication of books with striking titles such as
“Breaking Banks” (King 2014), “Bank 4.0: Banking Everywhere, Never at a
Bank” (King 2019), “The End of Banking” (McMillan 2014), and “Reinvent-
ing Banking and Finance” (Panzarino and Hatami 2020). Also worth men-
tioning are statements such as the following, said to have been made by Bill
Gates in 1994/1995: “Banking is essential, banks are not” and “Banks are di-
nosaurs, they can be bypassed.” These phrases have become firmly established
in the linguistic usage of many people in the financial sector. In German, too,
terms such as “Bankensterben” (translated roughly as “dying of banks”) are
well established. It should come as no surprise that new challengers such as
fintechs and BigTechs play a role in this context and inspire such or similar
narratives. Such narratives, once entrenched and adopted, can drive the future

in precisely the direction they describe.

In this context, Shiller (2019) points out the importance of such narratives
for economics: “We need to incorporate the contagion of narratives into eco-
nomic theory. Otherwise, we remain blind to a very real, very palpable, very
important mechanism for economic change, as well as a crucial element for
economic forecasting. If we do not understand the epidemics of popular nar-
ratives, we do not fully understand changes in the economy and in economic
behavior” (Shiller 2019, p. x1). One can also speak of performativity, i.e. the
fact that theories have a direct impact on the object of study itself. This is
nothing new in the field of finance. For example, Callon (1998) and MacKen-
zie (2006) have shown that the emergence of modern finance and its highly

mathematized models has significantly influenced practice.
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Against this background, the aim of this paper is not to write about the “fac-
tual” future of banks, or to predict the future. The aim is rather to clarify the
state of the debate by conducting a literature review that makes visible the
narratives in what has already been written about the future of banks. The fo-
cus should thus be on the banks as institutions and not so much on banking
as their business activity, although the two components of course cannot be

completely separated from each other.

Three research questions help to achieve this aim. We start by identifying
the future challenges that are listed repeatedly in the literature. This sets the
context and allows for a more structured discussion of the topic. Accordingly,
the first research question is: What challenges are seen for banks in the future?
Asking this question makes it possible to present the different perspectives on
the future against the background of the thematized challenges. Accordingly,
the second research question is: What kind of future is depicted? For a future
outlook to be taken seriously, it must be justified. In addition to arguments, the
focus of interest here is the underlying assumptions, and it is understandable
that authors can rarely agree on certain basic assumptions. Therefore, it is
important to achieve transparency in regard to these assumptions so that the
reader knows from the outset where he or she stands and can, if necessary,
make adjustments to the picture presented. Thus, the third research question
is: What lies behind the future prospects? After these three questions have
been addressed, this review goes on to consider a cluster of literature of the
US community banks. This section is based on a specific example and takes
account of the fact that banks are not homogeneous entities. This approach
follows the structure of the previous sections by addressing the questions on
future challenges, future prospects, and what lies behind those prospects that

were previously asked about banks in general.

In order to avoid misunderstandings with regard to future
prospects, it should be noted that no evaluation of future prospects is in-
tended. Some of the prospects may appear to be out of date; the conditions

under which they arose have changed over the last 20 years, and their authors
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would certainly wish to adapt their statements to the new circumstances.

To the present author’s knowledge, such a review of the literature has not been
carried out before, and it is hoped that this will be an important contribution

to the debate on the future of banks.

The paper is structured as follows. Section 2 describes the methods used in the
review. Sections 3, 4, and 5 are devoted to the research questions in the order
stated above. Taking into account the fact that banks are not homogeneous
entities, Section 6 examines the literature on a specific group of banks (US
community banks). Section 7 addresses the implications and limitations of

this review, and Section 8 concludes with possible areas for future research.

B.2. Methodology

For this review, a first literature search was conducted in July/August 2020
using the online search platform IDEAS/RePEc. This platform was chosen
because it covers all the important economic journals and contains 3.6 million
items.*® This represents almost 2 million more records than EconLit, making

it the largest bibliographic database of economic content.*!

This review is a scoping review: a review that is primarily suitable for iden-
tifying the scope and nature of the existing literature in a research field (Paré
etal. 2015, p. 186). Such reviews are “a technique to ‘map’ relevant literature
in the field of interest” (Arksey and O’Malley 2005, p. 20). In this context,
the scope of the question is broad and the search strategy is comprehensive.
The search aims to identify both conceptual and empirical contributions (Paré

et al. 2015, p. 186).

Boolean operators were used to search for “bank OR banks AND future.” The
period covered by the search was 2001 to 2020, and the search was conducted

in three publication forms, Articles, Papers, and Chapters. This broad search

40" See https://ideas.repec.org/
41" See https://www.aeaweb.org/econlit/.
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yielded 3,944 hits, many of which had nothing to do with the topic of the
future of banks. In particular, the term ‘future’ is regularly used in scientific
abstracts (for example, in connection with ‘future research’), and this gener-

ated a considerable number of nonrelevant hits.

In order to separate the relevant results from the nonrelevant ones, the author
carried out an initial screening to identify results whose titles or abstracts
indicated that they were likely to include statements on the future of banks.
To avoid fatigue but to enable as many articles as possible to be screened, the
author read a maximum of 100 abstracts each day. This process yielded 239

papers.

The initial screening was followed by a selection based on specific criteria.
To be included in the literature review, the contributions had to refer explic-
itly to the future of banks; that is, it had to be possible to find at least one
statement that was indicative of the future. Such statements could take either
of two forms: a qualitative content statement that describes the future or a
qualitative-evaluative statement that comments on the viability of banks. It
was not sufficient, for example, to highlight a particular parameter or coeffi-
cient as important and then indicate that it would continue to be important in

the future. This more detailed selection yielded 48 contributions.

The results of the selection were reviewed independently by a second person.
For the screening of the 239 articles, the agreement was 92.05 percent. In
relation to the selection of the 48 articles, the agreement was 72.91 percent.

All cases of disagreement were reviewed by the author.

Hereafter, a second literature research was conducted from January to March
2022 using the online search platform Scopus. The platform was used to guar-
antee high quality results from mostly peer reviewed journals. During the ini-
tial search via IDEAS/RePEc, the quality of the search results was less of a
priority, as the focus was more on finding out what future prospects could
generally be found within the scientific landscape. For this purpose, grey lit-

erature (working papers and discussion papers) should also be consulted. No-
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varese and Zimmermann (2008) praise RePEc in this context because RePEc
does not execute a referee process or have any quality control. In this way
there is no discrimination of heterodox economic directions and RePEc thus
contributes to a “democratized research” (Novarese and Zimmermann 2008,

p. 199).

Boolean operators were also used for the research via Scopus: “bank OR
banks AND future.” The research was limited to English journal articles in
the years 2001 to 2021 in the subject area “Economics, Econometrics and Fi-
nance” and “Business, Management and Accounting.” As a result 3,308 hits

were generated.

The selection based on the same specific criteria mentioned above was con-
ducted by two student assistants after they had been trained how to select
the relevant literature on the basis of the abstract and title of an article. For
60 items, the two assistants found a match, which they then submitted to the
author of this article. 4 out of the 60 articles were non-accessible, despite
different attempts to get access to the literature. Another 2 of the 60 articles
were already part of the first research selection via IDEAS/RePEc. Finally,
26 of the 60 articles were included in the literature review after reviewing the
full texts. This further depletion of the literature can be explained by the in-
struction given to the two student assistants that they should, in case of doubt,
include an article so that the author of this article could make the final decision
on uncertain cases. Hence, 28 of the 60 articles had to be removed because
there were no noteworthy statements on the future of banks, even though some
of them suggested at first glance there might be a hidden proposition on the

future of banks.

In the run-up to and in the course of the search, the author became aware
of articles that were not displayed in the literature search via IDEAS/RePEc
and Scopus. Faced with the choice of either proceeding systematically and
excluding the additional contributions from the review or covering the topic

as far as possible in terms of content and including the contributions in the
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review, the author opted for the latter option. The aim of the review is to
enliven the debate on the future of banks, which to date has not been very
dynamic, by involving as many authors as possible. This goal is more likely
to be achieved if less consideration is given to strict formal constraints, even at
the risk of disadvantaging articles on the future of banks that are still unknown

to the author of this review.

Ultimately, alongside the 48+26 contributions from the planned literature
search, 25 contributions were obtained from an unsystematic search (see Ap-

pendix).

The term “bank” is not further defined in what follows, except in the exami-
nation of the literature on community banks. This is entirely appropriate for a

scoping review in which the search strategy is designed to be comprehensive.

B.3. What Challenges Are Seen for Banks in the

Future?

In order to be able to talk about the topic in question, it is reasonable first to
determine which challenges are emphasized by the authors who write explic-

itly about the future of banks.

The same challenges are mentioned repeatedly: technology, regulation, chang-
ing customer behavior, and a lack of profitability or increased competition.
Among the challenges of technology, one can highlight technological inno-
vations themselves, such as crowdfunding with its subcategory of peer-to-
peer lending (Pointner and Raunig 2018, p. 36), blockchain technology, which
promises to remove barriers to entry in finance once and for all (Hatami et al.
2020, pp. 6-7; Boot 2016, p. 445), the exploitation of big data, which is putting
big technology companies on the map (Thorbecke 2020, p. 4), and digital cur-
rencies, which will probably be more of a challenge for central banks (Stulz

2019).
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Reference is also made to the weaknesses of banks in this context: “Pay-
ment services has been considered the Cinderella of banks’ services, but once
technology has started evolving they changed into a kind of Trojan horse”
(Omarini 2018¢, p. 108); “The Achille’s heel of large banks are IT systems
that have been built not from scratch, but through a decades-long process of

‘add-ons™” (Stulz 2019, p. 87).

Where some typical banking functions such as payment processing, interme-
diation, and risk management are considered separately in the literature, it is
stated that these functions can also be performed by nonbank organizations

(Gup 2003a, pp. 1-3). Reference is therefore also made to new competitors.*?

First of all, there are fintechs, with which banks are in a “state of war” (Bous-
tani 2020, p. 347). Thanks to their specialization, they are disaggregating the
value chain (Boot 2016, pp. 442-443). Their big standout feature is their “ap-
plication programming interfaces [...] because they affect the way in which
customers consume products and services online, and also the way of work-
ing and understanding the corporate world” (Omarini 2018b, p. 27). There
is also increasing attention to the so-called BigTech companies (Stulz 2019)
or techfins (Omarini 2018b), which are primarily characterized by their large
user numbers. Not to be forgotten in this context is the shadow banking sector,
which consists of three types of nonbank lenders: “(i) finance companies who
are funded by bond issues and equity rather than deposits; (ii) business devel-
opment corporations; (iii) private equity funds” (Saunders 2020, p. 2075001-
2) as well as asset managers (Fender and McGuire 2016, p. 205).

The challenge of regulation often focuses on a bank—bank relationship. This
involves regulation of small banks relative to banks that are considered too
big to fail (Saunders 2020, p. 2075001-3), as well as regulation in a spa-
tial context across national borders. As long as regulations are not designed

at a supranational level, regulatory arbitrage by large financial institutions

42 Block et al. (2018) show that these new players have a significant role especially in
entrepreneurial finance and they also show the heterogeneity of these new players. In
this work, heterogeneity cannot be fully considered. With Lacan, we could simply speak
of the *big other’ in this respect.
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will maintain the ineffectiveness of regulation: “One of the challenges fac-
ing the banking system is the absence of an effective global supervisory sys-
tem” (Moshirian 2012, pp. 2675-2676). Moshirian (2012) presents the solu-
tion right away: “A world central bank has the potential to remove regulatory

arbitrage” (Moshirian 2012, p. 2678).

In addition to the bank—bank relationship, a bank—nonbank relationship can
also be considered. Banks are disadvantaged as long as nonbanks that offer
some of the same financial products are not subject to the same regulatory

standards (Fender and McGuire 2016, p. 205; Huertas 2016, p. 71).

Regulation also affects the profitability of banks. Hintz and Smith (2017) can
be cited in this context: “Thus, the global banks are caught in a global regu-
latory dilemma that has limited their freedom and undermined their business
performance. Today, many bankers believe their ‘number 1 client is the gov-
ernment’ [Wall Street Journal (2013)], and this seems unlikely to change”

(Hintz and Smith 2017, pp. 167-170).

Omarini (2018a) takes a similar approach, recognizing the need to adapt risk
management to reflect increased regulation and reduced profitability (Omarini
2018a, p. 110). For some time, more complex market conditions have been ex-
plained in part by the increasing role of capital markets in financial intermedi-
ation (Benston et al. 2007, p. 127). Corporate financing via bond markets thus
leads to a disintermediation of banks (Marchetti 2016, p. 98). In addition, the
connection to macroeconomic developments has also been observed: “Banks’
profitability is correlated with macroeconomic developments” (Smaghi 2018,

p. 145).

Interest rate policy, in particular, has been in the spotlight. With reference
to Bernanke and Gertler (1995), it has been stated that “Policies that lower
short-term interest rates or the interest rate spread may adversely affect bank
profitability. If banks become less profitable, this may hinder their ability to
extend loans” (Thorbecke 2020, p. 10). Girtner and Flogel (2017) noted the

same connection for the German banking system (Giértner and Flogel 2017,
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pp- 52-53). Going one step further, Dailami and Adams-Kane (2012) included
the fiscal policy of EU countries in the situation of banks: “The important im-
plication that emerges from the current policy configuration and public debt
profiles is that the banking sector may bear a significant part of the burden of
heightened sovereign debt distress. For euro area banks affected by sovereign
debt distress, the most visible signs, so far, have been deteriorating funding
market conditions, significant credit rating downgrades, and a decline in mar-

ket capitalization” (Dailami and Adams-Kane 2012, p. 7).

The change in customer behavior reveals two characteristics. First, bank cus-
tomers are using new technologies and are thus accessible through different
channels than previously. Banks face the challenge of establishing a conve-
nient customer interaction and creating a pleasant user experience (Gjino and
Ilollari 2014, p. 49). Second, bank customers are acting in a more capital
market-oriented way and are thus less dependent on banks. In this case, too,
one can speak of disintermediation (Cocca and Csoport 2003, p. 288) or a

“drift from intermediaries to markets” (Harper and Chan 2003, p. 38).

B.4. What Kind of Future Is Depicted?

This section will proceed from the micro to the macro level in the broadest
sense. It will start with the attested information monopoly of the banks and
the direct influence of technology on the banks themselves. Then, the new
challengers and increased competition will be examined. Finally, questions
about banks in the overall financial system and the related disintermediation

will be addressed.

The starting point is the assumption that markets exhibit information asym-
metries and that banks can help to overcome these, through economies of
specialization, economies of scale, or economies of scope (Thorbecke 2020,
p- 2). However, for some time now, the Internet has been credited with re-

ducing or completely eliminating such information asymmetries (Lamberti
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and Biiger 2009, p. 34). This process leads to a loss of identity or a prob-
lem of legitimacy for banks, and some authors characterize this as a primar-
ily technology-induced change in the banking sector: “Technology does not
only support existing business processes but increasingly constitutes a driver
for changes within the actual banking business” (Lamberti and Biiger 2009,
p.- 35). This point is emphasized by Omarini (2018b), who believes that digi-
tal transformation is not only a technological revolution but also requires new

business models (Omarini 2018b, p. 25).

On this view, a promising way to “stay in the game” is to practice so-called
open banking. This means providing third parties with open access to cus-
tomer data via application programming interfaces (APIs). This comes with a
risk that banks can no longer control interactions with customers, but it offers
them the opportunity to innovate and broaden their offerings (Omarini 2018,
p- 33). In this connection, Dicuonzo et al. (2019) make the case for banks “to
import nonconventional technologies (IoT [Internet of Things], business intel-
ligence, big data and blockchain) that allow the processing of huge quantities
of data quickly and accurately, which is useful not only in CRM [customer
relationship management], but also in cyber security, fraud detection and the
optimisation of decision-making processes. A technological innovation must
be accompanied by a cultural change and, in this case, the formation of teams
composed of statistical, mathematical and technological skills and data scien-
tists who can combine data analysis skills with functional skills to create auto-
matic processes of value” (Dicuonzo et al. 2019, p. 46). Lamberti and Biiger
(2009) believe that banks have been preparing for the impact of new tech-
nologies over the long term, and they recognize a future in which the banking
and technology sectors will increasingly converge (Lamberti and Biiger 2009,
p- 35). Raja Rao et al. (2019) argue that IoT and access to big data will enable
banks to better understand their customers and offer more targeted products
with “the flow of information” continuing “to create value,” leading to risk
mitigation (Raja Rao et al. 2019, pp. 4315-4317). General advantages of [oT

for banks are cost reduction and effective risk management, improvement of
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customer service, and increased security in payment transactions (Raja Rao

et al. 2019, p. 4316).

Referring in general terms to the Internet as a technological innovation and
bringing the bank branch into focus, Beck (2001), among others, argues that
the Internet has broken down barriers to market entry and that a branch net-
work will no longer be needed. Products can increasingly be compared from
home (Beck 2001, pp. 16-17). The survey by Prodanova et al. (2015) also
shows that this channel will become more important and is an important fac-
tor for banks to maintain the customer relationship (Prodanova et al. 2015,
pp- 109-111). As a result, the other channels, such as the branch and the
ATM, are losing importance (Prodanova et al. 2015, p. 115). Hine and Phillips
(2003) also highlight the prospect of the end of “brick and mortar institu-
tions” in the new millennium (Hine and Phillips 2003, p. 171). Supporting
this argument for online banking, Gjino and Ilollari (2014) claimed that mo-
bile banking would become established and standard over the following five
to 10 years [as of 2014] (Gjino and Ilollari 2014, p. 49). Boustani (2020)
builds on this point, noting that “conventional and classic bankers have a
volatile and gloomy future ahead due to the invasion of finance technology”
(Boustani 2020, p. 346) and that “The future belongs to virtual banks, and
hybrid-banking structure could be defined as transitory only” (Boustani 2020,
p- 357). This assessment is shared by Ilie et al. (2017), who argue that “tradi-
tional banks need to turn into a digital bank” (Ilie et al. 2017, p. 288). Omarini
(2018a) goes so far as to claim that the bank of tomorrow is a “customer-

centered platform” (Omarini 2018a, p. 126).

At the same time, the Internet is contributing to an increasing abundance of
information, which could lead to a bank’s reputation becoming even more
important (Beck 2001, p. 20). Closely related to this question is the trust that
bank customers place in their bank. On this point, banks definitely have an

advantage over the new challengers (Omarini 2018c, p. 109).

Accordingly, there are a number of authors who see continuing value in the
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bank branch. Bulgédrea (2011) claims that “the branch is by no means dead”
and justifies the claim as follows: “The most important financial decisions
made by individual customers, such as, for example, taking out a mortgage,
or deciding on investments for their retirement, are normally taken through
people, and not by means of mere computerized simulators or consultants
at remote centers. This happens not because standard on-line solutions do
not suit customers, but rather because in the last analysis, this whole process
involves a ‘trust’ factor” (Bulgarea 2011, p. 21). With reference to a number of
other studies, the author concludes that the branch will remain the customer’s
preferred channel, even if the number of branches decreases (Bulgarea 2011,

pp- 20-21).

Bulgdrea (2011) is not alone in expressing doubt in relation to the demise of
the banks. Kroszner (2015) follows suit, noting that “commercial banking is
not dead” (Kroszner 2015, p. 6) and praising the “local knowledge of soft in-
formation” of branches (Kroszner 2015, p. 12). A more ambivalent attitude to
the role of branches is taken by Scornavacca and Hoehle (2007). They argue
that banks will choose a “multi-channel strategy,” going beyond traditional
banking to perform a so-called “channel extension” with online banking and
mobile banking (Scornavacca and Hoehle 2007, p. 316). On their view, banks
will adopt mobile banking, continuing to reduce costs in this area as the num-
ber of users increases and the pace of development accelerates (Scornavacca
and Hoehle 2007, p. 317). This is also the view of experts in the Delphi study
by Bradley and Stewart (2003), in which they interviewed 71 people from Ire-
land and the USA, primarily from the retail banking industry, concluding that
branch activities will decline and Internet banking will become more impor-
tant in the future. Nevertheless, a multi-channel strategy will remain the most
promising apporach (Bradley and Stewart 2003, pp. 276-277). Interesting in
this context is the study by Moser (2015), who reviewed the mobile banking
literature with a discourse analysis and came to the conclusion that the aca-
demic literature did not follow the latest trends or fashions as the literature

did at times in practitioner articles and that mobile banking will experience
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broad adoption over the next years (Moser 2015, p. 172). Degryse and On-
gena (2004) concur, seeing no way for new technologies to overcome distance
completely (Degryse and Ongena 2004, p. 586). The work of Go et al. (2020)
makes the point that Al will be integrated into all channels to meet the needs

of customers (Go et al. 2020, pp. 115-116).

Focusing less on branches than on markets, Gup (2003a) offers a different as-
sessment: “There will be an erosion of geographic barriers between markets, a
blurring of distinction between different types of financial institutions, further

consolidation, and completeness of markets” (Gup 20034, p. 13).

Since the financial crisis, however, a trend toward greater regionalization of
banking has been identified, i.e., a decrease in cross-border lending (Huer-
tas 2016; Marchetti 2016; Claessens and van Horen 2016a; Claessens and
van Horen 2016b; Fender and McGuire 2016). For example, Huertas (2016)
sees a shift away from “big, broad, borderless” and toward “small(er), sim-
ple(r), separable” (Huertas 2016, p. 69). This shift is due to political factors;
during the crisis, banks benefited from government bailouts and refinancing
programs, and since then have refocused on the domestic market (Marchetti
2016, p. 105). Some see this trend as set to continue (Claessens and van Horen
2016a, p. 140; Fender and McGuire 2016, pp. 200-201) and even to intensify,

especially in developing countries (Claessens and van Horen 20165, p. 288).

Another aspect of the future of banks that is under discussion is big data. Ac-
cording to Kroszner (2015), “We will see a transformation of many banks that
are no longer primarily seen as ‘financial companies’ but as technology/data
analytics companies, i.e., as a technology and data analytics company that
deals with financial services rather than a financial services company that uses
technology and data analytics” (Kroszner 2015, p. 15). Lamberti and Biiger
(2009) also see such a development: “Banks could increasingly turn into fac-
tories where machines are computers and their input and output is data” (Lam-
berti and Biiger 2009, pp. 35-36). However, they dismiss the idea that banks

will disappear: “That the bank could become superfluous and be replaced by
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a provider of technological services hardly seems realistic” (Lamberti and
Biiger 2009, p. 35). Boot (2016), on the other hand, sees the danger of spe-
cialized lenders entering the scene and replacing relationship lending with
algorithm-based lending procedures based on big data mining (Boot 2016,
p. 443).

In general, however, big data is seen as a major opportunity for banks (Ilie
and Iacob 2018, p. 81). Dicuonzo et al. (2019) justify their stance on this
issue mainly in terms of risk management: “Risk management — especially
credit and reputational risk management — through BDA [big data analytics]
technologies would allow the bank to use its vast amounts of data more ef-
fectively and gain more precise, detailed, and accurate information. Real-time
implementation could help the risk manager be more timely and accurate in
risk identification, assessment, and mitigation, and extract hidden value from
the data by using new metrics to monitor data quality useful for unquantifiable

risk typologies” (Dicuonzo et al. 2019, p. 45).

Thus, a somewhat positive interim conclusion on the role of technology em-
phasizes “the potential gains that technology and digital can generally have
for banks: time savings, storage and sharing of secure documents, cost sav-
ings. In addition, the electronic vault presents new complementary sources of
income: a fee based on the amount of files to be stored and additional services
(electronic certification of the date of the deposit and its non-modification

etc.)” (Ilie and Iacob 2018, p. 82).

When competitors are included in the outlook, then the topic of (dis)inter-
mediation moves into focus. Omarini (2018a) argues for a future in the form
of a “customer-centered platform,” thus casting banks as the victims of a form
of disintermediation (Omarini 2018b, p. 25). Although Lenz (2015) regards
the trend toward disintermediation as being temporarily halted by regulatory
efforts in the wake of the financial crisis, he, too, sees a future in which capital
is mediated via platforms. Because of the implications that Lenz (2015) sets

out, he is quoted here at length: “A media-adequate continuation of this trend
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is the web-based mediation of capital via Internet platforms, which is gradu-
ally replacing the traditional bank as an intermediary. Commercial banks that
recognize this trend and have the courage to enter the platform business at
an early stage will continue to exist in a completely different organizational
structure. The banks will establish their own platforms, offer their expertise
in assessing creditworthiness, advise customers on investment opportunities
in their own and also third-party platforms, and continue to process payment
transactions. The bank will thus gradually become the ‘front end’ of the dig-
ital platforms behind it, without, however, taking its own risk positions ‘on
the books,” but instead solely conducting the business of capital intermedia-
tion” (Lenz 2015, p. 526 author’s own translation). In this respect, the future
prospects for banks are gloomy: “Web-based capital intermediation will pre-
vail as an economically superior form of organization over the traditional busi-
ness model ‘bank’. This is beyond question. The only question is how long it
will take for this system change to take place in the financial market” (Lenz
2015, p. 527 author’s own translation). It should be noted that the danger of
disintermediation is not new. As far back as 2001, Beck (2001) had predicted
that competition would increase, that this would reduce the interest margin
and associated profits, and that this in turn would lead to disintermediation

(Beck 2001, p. 21).

In the area of peer-to-peer lending (P2P), it is open to question whether plat-
form operators are profiting from the poor economic situation in the after-
math of the financial crisis and the associated low-interest phase. Experience
shows that banks are reluctant to lend in times of crisis. At the same time, dur-
ing such periods, central banks influence the key interest rate, adjusting their
interest rates downward (Pointner and Raunig 2018, p. 49). Reinforcing this
criticism of the platforms, Pointner and Raunig (2018) believe that P2P plat-
forms tend to move in a direction where they practice balance sheet lending,
which requires a banking license. Thus, they move further in the direction of

traditional banking over time (Pointner and Raunig 2018, p. 49).

A different trend is recognized by Boot (2016), who sees greater market in-
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tegration due to technologies, anticipating that this will move commercial
banking in the direction of investment banking (Boot 2016, p. 437). Cocca
and Csoport (2003) predict the future viability of traditional banking both in
the form of universal banks and on the model of financial portals, which they
regard as the greatest competition for universal banks. In the long term, they
expect to see an alignment between the two (Cocca and Csoport 2003, p. 296).
Likewise, Cobas et al. (2003) see a trend for banks to play a smaller role as
financiers for nonfinancial corporations, although they believe that it will be a
very long time before small businesses will no longer be dependent on banks

for financing (Cobas et al. 2003, pp. 70-71).

Predictions of less banking and more nonbanking prevail in the literature,
although according to Bossone (2001b), the demand for both banking and
nonbanking services will increase (Bossone 20015, pp. 2264-2265). Kodres
and Narain (2010) emphasize that banks will lose ground to nonbanks: “Un-
less savers become highly risk averse, placing their funds on protected deposit
accounts, intermediation outside the banking system is going to grow” (Ko-
dres and Narain 2010, p. 12). The reasons for this are obvious; fintechs, in
particular, offer many substitutes for traditional bank financial products (e.g.,
Boustani 2020, p. 346). This view also seems to have been adopted by Feld-
man (2020), who looks at the impact that fintech deposits and digital wal-
lets has on the market values of commercial banks. His insight is that when
digital wallet growth occurs, then the decline of bank deposits takes place,
from which it follows that the market value of banks declines (Feldman 2020,
p- 42). Thus, for him, “FinTech banking companies [are] a complete alterna-

tive to traditional banking” (Feldman 2020, p. 46).

As far back as 2001, Beck (2001) had already incorporated many of the as-
pects mentioned so far into his picture of the future. He even anticipated the
phenomenon of BigTech: “The potential financial intermediaries of the future:
large firms with a high reputation among customers and insurance companies.
These firms will have large funds of capital under control, their reputation will

be high enough that customers may put their money into the hands of these
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firms, and they are well known to the public so they can acquire a potential
of customers large enough to pool risks. If this is true, banks will face new
rivals in the battle for customers: Insurance companies and large companies
may enter the market especially for the emission and the trade of bonds and
stocks as well as the credit business. This will be true for the account busi-
ness and payment systems. In a few years it may be possible that customers
will be given credits by Microsoft or may put their savings to Microsoft. This
may not be true for financial services with low standardization and high risks”

(Beck 2001, pp. 20-21).

The challenge posed by BigTech companies is also the central point for Stulz
(2019), who regards fintechs as relatively dependent on banks, be it through
the cash they place with banks or through the lines of credit granted to them by
banks. In contrast, BigTech companies are independently viable and can op-
erate a platform bank with their strong customer base (Stulz 2019, p. 95). This
gives BigTech many advantages over fintechs as well as banks: “A BigTech
firm with a platform bank would not have to rely on existing banks. It could
have its own affiliated bank through which it could have deposit accounts,
provide customers with credit cards, and enable them to use e-cash. It could
also make available to its customers a great variety of financial services from
third parties. It could help them make choices among these services” (Stulz

2019, p. 95).

According to Bossone (2001b), one factor that both Beck (2001) and Stulz
(2019) omit is the increasing competition in the nonbanking sector. Although
banks are losing their quasi-monopoly on information and will have to cede
market share to the nonbank sector, banks themselves will also become more
active in that sector in order to tap new sources of profit. This will increase
competition in the nonbanking sector and diminish profit margins. Accord-
ingly, there will be incentives for nonbanks to cooperate or merge with banks
(Bossone 20015b, p. 2266). Bossone (2001b) concludes that this will lead to a
consolidation of the banking sector, in which the active banks will be larger

and fewer in number (Bossone 20015, p. 2266).
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Nevertheless, for some authors, what is at stake is no less than the survival of
banks. For example, at the 44th Economics Conference 2017 of the Oester-
reichische Nationalbank, which focused on the future of the financial system,
Puschmann (2017) argued that “from a technical point of view, the internet de-
veloped from the ‘internet of information’ to the ‘internet of services’ and cur-
rently takes another step towards the ‘internet of values’,” whereby “[t]he third
phase focuses on standards around blockchain, standards for digital payments,
smart contracts and other areas for the exchange of values” (Puschmann 2017,
p. 30). Puschmann (2017) concluded that “If for example a firm can self-issue
security papers fully digitally on a blockchain, it can initiate and coordinate all
processes in a decentralized manner without the need for a central party like
a bank (e.g., for an IPO) or a stock exchange (e.g., for trading)” (Puschmann
2017, pp. 30-31). This view of the matter prompted Beer et al. (2017), in their
reflection on Puschmann’s presentation, to claim that “in the future, we will
transfer values among individuals and organizations directly without interme-
diaries” (Beer et al. 2017, p. 36). In particular, financial institutions would
need to act to avoid having a so-called Kodak moment. In the 1980s, Kodak
was the world’s leading company for photographic materials, but, for various
reasons, it missed the transition to digital photography and went from being a

world leader to bankruptcy.

When the special position of banks is acknowledged, authors tend to reach
a different assessment, such as that of Hatami et al. (2020): “Banks will
never live through a Kodak moment [...]. As a systemically important and
thus highly regulated industry, banking is different from photography, IT, or

even telecommunications” (Hatami et al. 2020, pp. 7-8).

Gup (2003a) does not view the future transformation of the banking sector
as a “smooth transition,” which is why he dresses his article on the future
of banks in the Schumpeterian terminology of “creative destruction” (Gup
2003a, p. 13). According to this approach, the institutions that will survive in
the market are those that have a “strong brand identity”” and enter into strategic

alliances with new challengers (Gup 20035, p. 145).
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In what follows here, the special role of banks in the economic and financial
system will be discussed in connection with regulation, especially the rela-
tionship between regulation and economic growth. Kodres and Narain (2010)
argue that, on the one hand, a more regulated financial system can lead to a
more stable system in which the real economy can thrive, but on the other
hand, it can lead to lower and/or slower economic growth (Kodres and Narain
2010, p. 4). Opinions differ on this point. For Kodres and Narain (2010), the
regulation enacted in the wake of the 2007/2008 financial crisis has led to a
simpler and safer system with lower but stable growth (Kodres and Narain
2010, p. 17). Similarly, Huertas (2016) emphasizes the positive effects of the
new regulatory regime, which not only protects banks from failing but also

makes things safer when they do fail (Huertas 2016, p. 68).

In contrast, Smaghi (2018) emphasizes an increase in the cost of capital for
banks, which he expects will further affect profitability in the future. This lack
of profitability in the banking system cannot generate stable economic growth
(Smaghi 2018, p. 151). Swagel (2016) sees no signs of a new financial crisis
hitting the banking sector in the foreseeable future, even though he considers
regulation in the US (in the form of the Dodd—Frank Act) to be counterpro-

ductive for a stable financial system (Swagel 2016, p. 469).

This critical approach to regulation is reminiscent of the views of Shull (2003),
who looked at the future of banks before the financial crisis in the deregu-
latory context of the Gramm-Leach—Bliley Act and the Glass—Steagal Act:
“American banking, then, can be seen as a continuation of the course that had
emerged prior to 1933 and that had been arrested for nearly 70 years” (Shull
2003, p. 93).

Monvoisin (2017) focuses more on stability. She notes a long period of ne-
glect of one of the core functions of banks, namely, to supply the production
of the real economy with sufficient money (Monvoisin 2017, p. 190). Instead,
banks themselves create instability in the financial sector because they are in-

sufficiently regulated: “The sad realization is that banks have evolved to such
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an extent that the financial system is no longer at the service of the productive
side of the economy. Moreover, as it grows in importance, this system be-
comes a dominant sector and therefore can become increasingly destabilizing

for the economy as a whole” (Monvoisin 2017, p. 187).

Size can play a central role in the relationship between regulation and eco-
nomic growth. Bossone (20015) saw this early on, declaring that “Size will
matter” (Bossone 20015, p. 2264), and that this is why the banking sector will
consolidate into fewer but larger banks (Bossone 20015, p. 2260).

In the aftermath of the financial crisis, however, the large banks came under
criticism, leading Kodres and Narain (2010) to the conclusion that “After this
interim period the banking sector will likely be scaled back to a smaller, but
more stable, size, particularly if the activities that a bank is able to undertake
are more restricted” (Kodres and Narain 2010, p. 13). This approach has been
challenged by Moshirian (2012): “However, the recent global financial crisis
does not appear to have had profound effects to create a more internationally
based and accountable banking system. Yet in science, larger aircrafts with a
large capacity are built, such as the A380, while scientists learnt how to also
contain their risk. In global banking environment, the emphasis is more on
how to reduce the size of banks rather than thinking how to improve global
and regional financial systems in the 21st century which could minimise banks
financial risks even if they further expand their global and national business
activities” (Moshirian 2012, p. 2677). Swagel (2016), too, considers the big
banks as scapegoats that will retain their place as such in the political dis-
course (Swagel 2016, p. 471). In this respect, Hintz and Smith (2017) attest to
a “grim” future in which banks “will have to be smaller and more manageable,
at least until they settle into a new economic model that works” (Hintz and
Smith 2017, p. 169). However, it remains unclear whether this really bucks
the trend for fewer but larger banks: “The keys to the likely future of the size
of large banks would then be the existence and magnitude of scale and scope

economies as well as regulation” (Kroszner 2015, p. 7).
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In this respect, it is worth mentioning other macroeconomic factors that make
the future of banks difficult to assess. Thorbecke (2020), who is particularly
concerned with US banks, states: “Trade wars could worsen or a recession
could hit and impair the ability of their borrowers to repay. The outlook for
collateralized loan obligations could worsen and harm exposed banks. Prob-
lems in the shadow banking system could arise and spread to the regulated
banking sector. These or other factors could spark a crisis and be deleterious

for an already challenged banking system” (Thorbecke 2020, p. 9).

Finally, the location factor should be mentioned. As Fender and McGuire
(2016) point out, it is particularly important to pay attention to the prevailing
banking system and the region in which the decision-makers operate (Fender
and McGuire 2016, p. 197). In relation to the future of the Swiss banking
system, Cocca and Csoport (2003) conclude that successful retail banks can
increase their profitability thanks to falling variable costs and an increase in
volume. At the same time, technological innovations will restructure the value
chain, which will lead to a decline in the vertical product offering. However,
they are pessimistic about the prospects for purely online retail banks (Cocca

and Csoport 2003, pp. 292-293).

For Germany, Gischer and Jiittner (2003) conclude from their econometric
analysis that competition in the banking sector will increase and that prof-
itability (in the form of the rate of return before tax and interest rate margins)
will continue to decline. As a result, in overbanked countries such as Ger-
many, the consolidation process will continue, branch closures will increase,
and services will be outsourced to the Internet (Gischer and Jiittner 2003,
pp. 243-244). With regard to the low interest rate environment, Dombret et al.
(2019) conclude that German banks will overcome what they call the “biggest
challenge facing the German banking sector” due to their reserves, which the
German Commercial Code (HGB) allows banks to build up in good times

(Dombret et al. 2019, pp. 157-166).

Serbia is another country with a bank-centric financial system, and Loncar and
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Rajic (2012) see this situation as likely to continue. However, they anticipate
a progressive consolidation in the Serbian banking sector, with an accompa-
nying reduction in the number of banks and an increase in the market power

of the largest banks (Loncar and Rajic 2012, p. 384).

A set of articles deals with the future prospects of Islamic banking. Banks that
operate this kind of banking are subject to certain rules, namely not charging
interest. Instead, debt-like instruments such as mark-up financing are used to
circumvent this rule. Alam and Parinduri (2017) assume that this form of Is-
lamic banking practice will continue to dominate in the future and they do
not see a shift from mark-up to equity financing (Alam and Parinduri 2017,
pp. 546-547). Giindiiz (2020) predicts far-reaching growth for Islamic bank-
ing institutions, especially compared to conventional banks (Giindiiz 2020,
p- 339). For Malaysia, Ariff (2017) shares to a lesser extent this optimism for
Islamic banks. Basically, Islamic banks compete more with each other than
with conventional banks and he notes that many conventional banks have
Islamic subsidiaries that are stronger than pure Islamic banks (Ariff 2017,
p. 10). Islamic banks are still at an “infant stage” and they can only overcome
this status through innovative products, although here too Islamic subsidiaries
are in a better starting position (Ariff 2017, p. 11). For Malaysia, Shanmugam
and Nair (2004) look at the mergers and acquisitions of the entire banking
sector in the past, finding that as of 2004 there are 10 anchor banks and in
future there will be more mergers, possibly with foreign banks (Shanmugam

and Nair 2004, pp. 12-13).

For Pakistan, Tahir et al. (2016) also deal with the issue of mergers and acqui-
sitions. They find monopolistic competition in the banking sector in Pakistan
and do not see the banking sector in long-run equilibrium. The authors con-
clude that many mergers and acquisitions will take place in the future, as
this will increase the competitive dynamics (Tahir et al. 2016, p. 251). For
the neighbouring country India, bank managers themselves get a chance to
speak in the article by Kamath et al. (2003), and explain four trends that can

be observed: “consolidation, globalisation of operations, development of new
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technologies, and universalization of banking” (Kamath et al. 2003, p. 83).

For Bangladesh, the article by Rahman and Abedin (2021) conducted a sur-
vey and interview of 30 public commercial banks with 183 participants. Here,
the authors state that technology has never provided such a rapid and com-
prehensive change and they conclude that technology will greatly change the
banking landscape, the bank branch being replaced by “banking from every-
where” (Rahman and Abedin 2021, pp. 1292, 1297). The change also affects
security aspects that can arise with “technological platforms such as fraud,

forgery and anti-money laundering” (Rahman and Abedin 2021, p. 1297).

Another group of articles focuses on China. For this region, Allen et al. (2015)
note that the five largest banks, which are all state-owned, have high rates of
non-performing loans (NPL) (Allen et al. 2015, p. 222). However, NPLs are a
problem for neither the government nor the banks (Allen et al. 2015, p. 230).
With the financial sector liberalisation, the authors see an intensification of
competition among banks in the future, which can also change the incentive
structures towards issuing loans of better quality (Allen et al. 2015, p. 303).
The market will become more important, but China is still a bank-based sys-

tem (Allen et al. 2015, p. 283).

Chen et al. (2017) focus on the Chinese market. In their case study on the
Industrial and Consumer Bank of China (ICBC) and Citigroup, they conclude
that traditional financial institutions are turning into technology companies
(Chen et al. 2017, p. 4). Accordingly, they see mobile internet finance as the
future of banking (Chen et al. 2017, p. 15).

According to Selmier (2018), behavioural aspects are also taken into account
(guanxi and renqing), which are of enormous importance for banking in China.
This is a kind of accommodation service, a “quasi-contractual debt obliga-
tion,” which is characterised by strong relationship banking (Selmier 2018,
pp. 9-10). Furthermore, the author notes that the internationalisation or ex-
pansion of Chinese banks is cautious and slow, as China historically learns

from the mistakes of Japan (Selmier 2018, p. 3). He further assumes that state-
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owned banks will play a significant role in the future and thus also Chinese

banks (Selmier 2018, p. 10).

For Hong Kong, Wan et al. (2005) highlight the growing importance of a
multi-channel strategy for banks, especially electronic banking and “virtual
banking.” However, these cannot simply replace all other channels (Wan et al.
2003, p. 255). Bank branches are still needed, especially for corporate im-
age building, not only towards individual customers but in general: “Such a
positive corporate image can help the bank develop and maintain long-term

competitiveness in the society” (Wan et al. 2005, p. 255).

Japan, too, has a bank-centric financial system. Baba and Hisada (2002) pre-
dicted that capital market pressures would increase in the long term, although
not to the level seen in the United States. At the same time, they expected
pressure from new competitors to increase, which would strongly affect prof-
itability. Ultimately, then, the conditions for a sound bank-centric system can-

not be maintained (Baba and Hisada 2002, p. 77).

For South Africa, Coetzee (2018) sees a challenge to banks posed by fintechs,
which are disruptive and threaten the very existence of banks (Coetzee 2018,
p. 6). For him, the future is “fundamentally technology driven” and switching
costs will become lower and lower, seriously threatening the survival of banks
and leading to fewer and fewer branches (Coetzee 2018, pp. 8-9). In the article
by Wessels and Van Rooyen (2010), the connection between stability and
economic growth is addressed. They also look primarily at South Africa. They
predict that bank revenues will decline because fewer loans are being granted
and interest rates are falling, so that the future is not rosy overall (Wessels
and Van Rooyen 2010, p. 400). Because South Africa did comparatively well
in the financial crisis, the authors infer a positive effect that new capital can
flow into the country (Wessels and Van Rooyen 2010, p. 401). What is not
discussed, however, is why South Africa did so well and whether there is
perhaps a connection between the good performance and the less developed

financial system.
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Turning to the South American continent, an extremely fruitful article by
Miralles-Quirés et al. (2017) can be addressed, in which the authors test
Gibrat’s Law for the banking market in Brazil. This states that there is no
relationship between size and growth and thus that all firms have the same
probability of growing (Miralles-Quir6s et al. 2017, p. 1658). So far there is
disagreement in the literature on whether Gibrat’s law holds or not (Miralles-
Quirds et al. 2017, p. 1660). The authors’ empirical results suggest that there
is a non-linear relationship between size and growth in the shape of an in-
verted U, which means that small firms have greater growth potential and the
banking market will develop accordingly, i.e. the concentration in the bank-
ing sector will decrease and the market shares of the players will equalise

(Miralles-Quirds et al. 2017, pp. 1667-1668).

In less developed countries, the future of banking is viewed more optimisti-
cally, as there is considerable need to catch up in the deepening of financial

structures (Seelig 2003, pp. 28-29).

B.5. How Are the Future Prospects Derived?

In order for a future outlook to be taken seriously, it must be justifiable. In
addition to the arguments put forward by authors, the focus here is on the
assumptions behind the arguments, something that authors rarely agree on.
Accordingly, it is important to achieve transparency concerning these assump-
tions so that the reader knows from the outset where he or she stands and, if
necessary, can make adjustments. In this context, it will again become clear

that the different areas of focus are closely interrelated.

One important factor in the justification of an outlook relates to whether banks
are seen as playing a special role in the economic and financial system. There
are different starting points for such special status. For example, Stulz (2019)
points out that “[d]eposits are at the core of what makes a bank on economic

grounds as well” (Stulz 2019, p. 88) and emphasizes that special regulatory
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relationships for banks exist because of deposit opportunities and not simply
because banks are lenders (Stulz 2019, p. 87). Thus, although banks com-
pete with nonbanks for deposits, nonbanks do not enjoy the same rights as
banks, for example, over deposit insurance (Stulz 2019, pp. 87-88). Kroszner
(2015) echoes this point, noting that “banks are still ‘special’ in that non-
banks without deposits behave differently during liquidity shocks and that

this deposit—credit creation link is unique to banks” (Kroszner 2015, p. 12).

A different approach to the specificity of banks is Bossone (20015) and his
monetary circuit approach: “[Banks] issue debt claims on themselves that are
accepted as money by the public” (Bossone 20015, p. 2252, emphasis added).
Therefore, Bossone continues, “Banks are special because they can finance
new production by creating money; this makes production cheaper than if
banks were only to intermediate claims backed by pre-existing real resources”

(Bossone 20015, p. 2253).

Bossone (2001b) distinguishes between a credit market, where liquidity is
generated for use in production, and a financial market, where existing accu-
mulated liquidity is merely distributed. Bossone (20015) associates the credit
market with banks and the financial market with nonbank financial inter-
mediaries. These nonbank financial intermediaries “transfer money across
agents with different liquidity preferences, in no case do they create money”
(Bossone 20015, p. 2252). Whereby Bossone (20015) points out that no one
is prevented from “using a nonbank liability as money” (Bossone 20015,

p.- 2252, emphasis added).

In support of Bossone’s view, we can cite the post-Keynesian approach of
Monvoisin (2017), who claims that an analysis of banking behavior is not
possible without an analysis of money (Monvoisin 2017, p. 183). “The aban-
donment of the mainstream causality between savings and investment implies
that production must now be financed, and it is this necessity to finance pro-
duction that makes banks and bank credit so important in the discussion over

the role of banks” (Monvoisin 2017, p. 193).
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The focus of consideration can be either the asset side of the balance sheet
(loans) or the liability side (deposits). Depending on where the focus lies, it
can also be determined whether the bank is an active or a passive*® player.
In this respect, authors who focus on the deposit side of the balance sheet
advocate a typical intermediation approach, according to which banks depend

on deposits in order to be able to grant loans (Sealey and Lindley 1977).4

According to this approach, banks are dependent on customer deposits and
play a somewhat passive role. In contrast, the emphasis on money creation
attributes to banks an active role that goes well beyond their role as mere
intermediaries. The associated scope for banks to shape the economy tends to

place producers in a relationship of dependence on banks.

With regard to future prospects, it can be assumed that passive or dependent
actors have less room for shaping the economic field, whereas active actors
have room for action that they can use to structure the future in their own

interests.

Feldman (2020) sees the banks in this respect, at the mercy of the new com-
petitors, which for him represent a complete alternative to banks. This view
is taken to the extreme by Othman et al. (2019). They look at the challenge of
blockchain technology in the form of cryptocurrencies on banks with a vec-
tor autoregression (VAR) and a vector error correction model (VECM). They
find that growing market capitalization of crypto-industry “has a negative
long-run equilibrium relationship with bank deposit variability.” The authors
even calculate a 1% deterioration in the market capitalisation of cryptocurren-
cies, which means that bank deposit variability will increase by approximately
4.381% (Othman et al. 2019, p. 122). How meaningful this calculation is can
be questioned, because, as in the authors’ own words, “public perception is

consistently influenced by the media” (Othman et al. 2019, p. 122). All in

43 See also Ingrao and Sardoni (2019) for a similar terminology.

4 Earlier approaches to a theory of intermediation in this sense can already be found in
(Cannan 1921; Cannan 1927; Gurley and Shaw 1955; Gurley and Shaw 1956).Compare
also the definition by Mishkin (2019): “ [...]financial intermediaries, which are institu-
tions that borrow funds from people who have saved and in turn make loans to people
who need funds” (Mishkin 2019, p. 55, emphasis added).
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all, such an indicator reveals a strongly (natural) science-based understanding
of society, which does not take humans as anticipating beings into account
at all. With regard to “the bank’s future performances and survival,” there
are two alternative courses of action: (1) to invest in cryptocurrencies them-
selves during economic upswings and to avoid them during downturns and
(2) to implement blockchain technology, which, however, does not seem par-
ticularly promising for the authors themselves. Ultimately, cryptocurrencies
eliminate the functions of a bank (Othman et al. 2019, p. 110, 119). Broby
(2021) also takes a strong look at the bank as an intermediary. Here, the au-
thor attempts to expand the theory of the banking firm by Klein (1971) to
include the aspect of digital banking. Disintermediation is a particular focus
of attention, which understandably darkens the outlook for the future. How-
ever, Broby (2021) also points to the advantages of banks, such as trust. For
the banks, the primary goal is therefore also to expand this trust and customer
loyalty. Brandl (2020) would certainly argue against this, seeing no danger in
blockchain technology and above all not the end for banks, but rather points
out that “capitalist economies are fundamentally dependent on intermediaries
that can generate confidence in the temporal as well as the spatial stability of

the value of money” (Brandl 2020, p. 560 author’s own translation).

So far, the specialness of banks has been related to one side of the balance
sheet of each bank. A more general view of the situation is taken by Hatami
et al. (2020), who refer to the banking license, which will ensure the continued
existence of the banking sector (Hatami et al. 2020, p. 9). In this sense, a more

institutional approach can be detected here.*’

Omarini (2018a) offers a view that already finds it difficult to identify one
unique feature of banks: “Banks have to recognize that the blurring of the
lines between banks and Fintech startups is causing a rethinking of the defi-
nition of a bank itself. According to regulators, they are deposit-taking insti-

tutions, but they do not necessarily need to be defined by that. [...] Fintech

43 Among others, the New Institutional Economics, which combines economic aspects with
legal components could be mentioned (e.g. in the property rights approach).
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companies may be considered enablers or social constructs, because they are
not banks in the traditional sense, but they are banks because they let cus-
tomers store money. All this boils down to the construct of what people feel
is a bank” (Omarini 2018a, pp. 128-129). As outlined in the previous section,
such a view ultimately leads Omarini (2018b) to describe banks as “victims
of disintermediation” (Omarini 2018b, p. 25). The notion of victim should
not be overemphasized in this respect, but this assessment goes far beyond

allocating banks a passive role in the future.

Another facet of the specialness of banks concerns their role in economic
growth. Again, Bossone (2001b) attributes special capabilities: “Banks are
thus essential for a growing real and financial economy” (Bossone 20015,
p- 2261). What becomes particularly clear from this quotation is that banks
are of enormous importance for the real economy and for economic growth.
When this aspect is recognized by political decision-makers, banks enjoy in-
fluence and are protected in the public interest, which helps them weather

future crises and may save them from unwelcome regulation.

Kodres and Narain (2010) also integrate banks into the overarching goal of
economic growth. Everything must be subordinated to this goal. According
to Kodres and Narain (2010), regulation can be an obstacle to innovation and
thus can slow growth (Kodres and Narain 2010, pp. 11-12); on this view, reg-
ulation must not be too strict. In this context, the International Monetary Fund
(IMF), to which the authors are close, will work to ensure that “a redesigned
financial system benefits all its members, not just some” (Kodres and Narain
2010, pp. 16-17). They continue: “The new higher capital requirements and
other regulatory strictures on banks imply that in the steady state, after the
deleveraging effects of the crisis have worn off, the banking system is likely
to be smaller overall. In the near term, bank deleveraging may overshoot and
reduce the size of the banking system below its long-run equilibrium” (Ko-
dres and Narain 2010, p. 13). The reliance on neoclassical growth theory is
hard to miss (“steady state,” “long-run equilibrium,” “growth path™). What is

relevant for the future prospects of banks is that neoclassical growth theory,



B. Essay 1 57

which relates exclusively to real economic aspects, is mixed up here with the
monetary sector, resulting in policy recommendations that do not follow from
the theory at all. The model, which takes no account of money as such, of in-
stitutions, or of regulation, is used to infer a loose regulatory policy for banks
(Petrakis 2020, p. 321). The application of neoclassical growth theory is also
interesting against the background of the hope expressed that all members will
benefit from IMF involvement. After all, IMF policies with this intention have
not been able to fulfill these hopes over the past 70 years (Abe 2003; Vreeland
2003; Copelovitch 2010; Breen 2013; Moosa and Moosa 2019, chap. 5). Itis

clear that the theory has provoked more optimism than might be advisable.

At this point, we need to return to the interactions of regulation discussed
in the last section and to the causal relationship between regulation and eco-
nomic growth. Regulation can be seen as an obstacle to innovation (Kodres
and Narain 2010), as causing higher costs and thus lower profitability for
banks, or as detrimental to the growth of banks themselves (Stulz 2019, p. 87).
Moreover, de Andrés et al. (2019) argue that regulation of managerial salaries
will have a negative impact on European banks because the best managers
will go elsewhere. Regulation is seen as a constraint that prevents managers
from finding the optimal risk level for the bank (de Andrés et al. 2019, p. 222).
Behind this lies a strong market thought. Through impaired profitability, reg-
ulation can also lead to growth problems for the economy as a whole (Smaghi
2018, p. 151). However, the focus can move toward stability. In that case,
regulation is a barrier to entry for further competitors, which is conducive to
banks’ profitability (Stulz 2019, p. 87). To a certain extent, this view is held
by Kodres and Narain (2010), provided that the regulation is not too strong.
Similarly, Monvoisin (2017) considers stronger regulation to be indispensable
if banks are once again to fulfill their role in the “monetary economy of pro-
duction” in order to generate economic growth (Monvoisin 2017, p. 196).
Cullen (2018) criticises the standard narrative of the pre-crisis practice of
securitisation, in short that the originate-to-distribute approach of mortgage

loans creates the wrong incentives and that regulation should reduce these
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kinds of incentives and instead increase transparency and reduce complexity
(Cullen 2018, p. 76). Such regulation is merely process-focused regulation
and is nice in theory because of its efficient results, but it fails to recognise
the behavioural aspects of bubbles, which is why it is better to address the ca-
pacity of the credit channel (Cullen 2018, pp. 76-77). In this context, Cullen
(2018) makes his future prediction (for banks in the UK, which are facing just
such a process-forced regulation with the EU Regulation on Securitization)
that banks will mutate into monolines, which will become more receptive
to lending greater volumes in property markets and specialise almost exclu-
sively in mortgage lending (Cullen 2018, p. 104). In his argumentation, Cullen
(2018) draws both on post-Keynesian authors such as Minsky and authors
who emphasise the instability of the financial market, such as Shiller (Cullen
2018, p. 91). In addition to the regulatory aspect of securitisation, financiali-
sation can also be highlighted, as Hardie and Howarth (2009) do. The authors
refer to the “increased trading of risk,” which in their eyes is responsible for
French banks having survived the financial crisis more successfully than Ger-
man banks (Hardie and Howarth 2009, p. 1018). For German banks, however,
they see a trend that points further towards financialisation and, especially for
German regional/country banks, goes hand in hand with a stronger interna-
tional orientation, which in turn means a move away from the core business
of regional financing of SMEs (Hardie and Howarth 2009, p. 1036). Thus,
depending on where the focus lies, either there is positive scope for banks
(regulation — stability) or there are existential concerns (regulation — costs

of regulation).

In this respect, it is worth recalling Kindleberger (1983), who had already
dealt with the question in a modified form. He focused on the relationship
between international banking and international trade, asking whether banks
follow international business activities or enable them. However, even Kindle-
berger (1983) could not provide a simple answer to this question. When the
relationship between banks and nonbanks is considered in the context of reg-

ulation, different approaches become apparent here, too. For example, Stulz
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(2019) blames regulation for the rise of nonbank financial institutions (or the
shadow banking sector), with reference to the savings and loan crisis of the
1980s (Stulz 2019, p. 89). Recognizing the confrontation between banks and
nonbanks, however, Kroszner (2015) sees banks as winning out over non-
banks in terms of regulation in the wake of the 2007 financial crisis; in the US,
regulation hit the shadow banking sector much harder (Kroszner 20135, p. 6).
Dugan (2016) agrees, noting that all the financial institutions that survived the
crisis are now affected by “bank-style regulation” (Dugan 2016, pp. 454-455).
Lenz (2015), in contrast, does not see this phase as a battle of banks versus
nonbanks, but rather highlights the responsibility of banks for nonbanks: “In
the 1990s, banks increasingly established off-balance-sheet transaction plat-
forms with their own legal personality, as these were much more flexible in
terms of the possibilities of securitization” (Lenz 2015, p. 526 author’s own

translation).

Despite this view that banks can create money and that the central bank has
only a limited ability to influence the money supply, Lenz (2015) foresees a
bleak future for banks in which they act merely as platforms and can no longer
exercise their special capabilities. In this context, he clearly distances himself
from Bossone (20015) and Monvoisin (2017). This is because the essential
part of Lenz’s analysis depends on a network effect: “That is, the economic
advantage of a behavioral change in terms of the individual turning to some-
thing new must be so severe that it justifies the transaction costs of familiar-
izing oneself with the new and the associated initial uncertainty of acting. As
the number of new users increases, at a certain point the network effect kicks
in, giving the process of reorganization and system change a momentum of

its own” (Lenz 2015, p. 523).

At this point, a changeover from quantity to quality or a kind of emergence
can be seen. For Lenz (2015), this process is so important that the specialness
of the banks takes a back seat. Again, a similar effect is noted by Bossone
(2001b). With the increasing loss of market share to nonbanks, traditional

banking will change: “As many believe, the quantitative loss reflects a qual-
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itative change” (Bossone 20015, p. 2259). However, according to Bossone,
even if banks give up market shares to nonbanks, they can maintain their
special role in the economic and financial system. This is because competi-
tion in the nonbank sector will also increase and reduce profit opportunities,
such that nonbanks will merge or cooperate more with banks (Bossone 20015,
p. 2266). Thus, despite considering similar aspects to Lenz (2015), Bossone

(2001b) arrives at a very different picture of the future.

A critical attitude toward regulation in connection with economic growth re-
veals one major assumption, which tends to be tacit. The underlying idea is
that market efficiency is impaired by regulation. Although this finding may
sound trivial to many economists, it is a fundamental assumption for the fu-
ture of banks. This is because policy recommendations are derived from the
critical attitude, which are then implemented by political decision-makers. In
this context, it is worth taking a look back. In a review article, Benston et al.
(2007) revisit their influential book from two decades earlier (Benston et al.
1986)*, in which they examined the “safety and soundness of the banking in-
dustry” in order to draw lessons for the future: “Time-traveling is so valuable
that sifting through the dust of our ancient study can help one to understand
the forces driving financial change today and how these forces might even-
tually take the industry back into trouble” (Benston et al. 2007, p. 132). Of
particular interest is the almost casual remark about markets, made in the con-
text of finance theory: “If markets are efficient (as we all believe them to be),
leverage does not add to the value of the firm” (Benston et al. 2007, p. 130).
The authors then explicitly attest this efficiency of the markets in relation to
securities and mortgage markets: “They do for the securities that compose
part of a bank’s portfolio and for mortgage loans that may make up a larger
part” (Benston et al. 2007, p. 131). This is a statement that, if made just one

year later, would have astonished many people.

It is in this context that we should consider the following quote, in which one

of the authors expresses his satisfaction with the policy measures taken since

46 This study was commissioned by the American Bankers Association.
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the publication of the book: “I take pride in our ability to identify issues and
to point public policy in the right direction. Over recent years we have moved
significantly in that direction, but we still have a way to go” (Benston et al.
2007, p. 131). It is important to note that the period between the publication
of the book in 1986 and the self-praise in 2007 concerning the book’s impact
on policy was accompanied by far-reaching liberalization and deregulation of
markets in the financial sector (Helleiner 1994, chap. 7; Arestis 2004/2005;
Arestis and Sawyer 2005; Arestis 2016). The notion of efficient markets has
had a significant influence on what has happened in the real world of banking,
not to mention its performative character. Since the role of the market has
been understood in a range of ways, both in economic history and economic

theory, such an aspect cannot be disregarded for the future of banks.

Kroszner (2015) also mentions efficiency reasons due to the market, regard-
ing deregulation and the resulting deepening of the financial sector in the US
as a “win—-win” result; both the banks and the state would have benefited from
higher growth rates, a claim that the author tries to substantiate by identify-
ing correlative relationships (Kroszner 2015, p. 10). Kodres and Narain (2010)
express a similar view: “Action on numerous fronts by the various public enti-
ties could result in over-regulation to a degree that certain markets may simply
disappear and valuable financial innovations and products are blocked” (Ko-
dres and Narain 2010, p. 4). At this point, the specificity of banks can again be
included and considered in terms of market credibility. For example, Harper
and Chan (2003) see banks as merely a “substitute for missing financial mar-
kets.” According to them, if financial markets are available, they operate more

cheaply and efficiently (Harper and Chan 2003, p. 44).

Similarly, Cocca and Csoport (2003) state that “The banking and financial
sector is primarily an information processing branch of the economy [...] the
economic justification of their existence, is based on a guaranteeing of var-
ious transformation and transaction functions within the scope of financial
intermediation” (Cocca and Csoport 2003, p. 281). If technological inno-

vations such as the Internet eliminate information asymmetries, Harper and
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Chan (2003) see forces at work that have the potential to eliminate banking
(Harper and Chan 2003, p. 43). From the “death of banking” it follows that
“banks have forever lost their uniqueness” (Harper and Chan 2003, p. 47).
Therefore, according to the authors, “The future of banks will not be in bank-
ing but rather in the market exchange of financial instruments” (Harper and
Chan 2003, p. 45). Cocca and Csoport (2003) regard customers as the biggest
winners in the wake of greater competition and technological innovations. To
this end, they also make use of Adam Smith’s concept of the “invisible hand”
(Cocca and Csoport 2003, p. 313). It is very clear here how strongly a belief
in the market as an abstraction, or in the financial markets as a more concrete

phenomenon, goes hand in hand with foreseeing a negative future for banks.

Smaghi (2018) highlights another effect. He tries to show the difference be-
tween US banks and European banks with reference to profitability as an
important factor: “Banks that are more profitable are better valued by the
markets” (Smaghi 2018, p. 144). The fact that profitability is an important
factor will not be questioned here, but behind that view lies a belief in the
market that is difficult to understand when looking at companies other than
banks. This belief would not explain the capitalization of companies such as
Spotify or Tesla, and hence it can be insisted here that banks are not normal
companies. However, even then, some evidence would have to be provided to
account for why “the market” behaves differently for banks than for “normal”
companies. Smaghi also gives reasons why US banks are more profitable than
European banks. However, some of these reasons are connected to the rela-
tive lack of depth of the capital market on the European side, which penalizes
banco-centric financial systems more (Smaghi 2018, pp. 148-150). In terms
of the future of banks, a deeper capital market is likely to result in more profit
opportunities. Sargu and Roman (2010) note the importance of payment trans-
actions for bank profitability, and they link the lower profitability in Europe
and Asia to a “more fragmented retail payment infrastructure” than in the US

(Sargu and Roman 2010, p. 684).

Based on the belief in the market, a belief in technology can be identified in
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many places. This can take a relatively objective form, as with Scornavacca
and Hoehle (2007), who see technology as responsible for the rapid growth in
mobile banking (Scornavacca and Hoehle 2007, p. 318). However, it can also
arise in the context of evolutionary progress thinking (Seelig 2003, p. 19). Ilie
and Iacob (2018) put it succinctly: “Digital technology [...] is part of a natural
evolution” (Ilie and Iacob 2018, p. 80). In the same vein, despite relying less
on biological terminology, Omarini (2018b) writes of “the ability to innovate
becoming a strategic prerequisite for the financial services industry’s growth

and success” (Omarini 2018b, p. 26).

For Hintz and Smith (2017), insufficient investment in new technology ex-
plains the poor performance of banks (Hintz and Smith 2017, p. 172). This
evolutionary idea has led many authors to believe that a kind of replacement
of banks is imminent; banks cannot withstand evolution because they are too
weak. Boustani (2020) uses the Schumpeterian term “creative destruction” to
argue that fintechs could completely replace banks (Boustani 2020, p. 350),
and even glorifies the role of technology to some extent: “It was not until the
global crisis (2007-2009) that the United States realized the importance of
financial innovation. The default of housing payments triggered a global cri-
sis and the recovery was marked by financial innovations” (Boustani 2020,
p- 348). It can be noted in this regard that technology in finance made a sig-
nificant contribution to the crisis (see for example Lapavitsas and dos Santos

2008, p. 45).

Anagnostopoulos (2018), who also notes the rise of fintechs, nevertheless
does not assume that banks as institutions are threatened with extinction. In-
stead of a competitive relationship against fintechs, he brings into play chan-
nel diversification and partnerships with them (Anagnostopoulos 2018, p. 9,
19). This is also the argument of Sedaghatparast (2019), who generally con-
siders actions at all levels: Cooperation of banks with non-banks, greater in-
vestment in technology, diversification of products and permanent training of
own staff (Sedaghatparast 2019, pp. 489-490). As mentioned earlier, for Lenz

(2015), technology (in the form of new competitors) is causing banks to turn
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themselves into platforms, thereby losing any special role they might play in

the economic and financial system.

However, besides these rather pessimistic voices, there are also authors who
see opportunities for banks in new technologies. Ilie and Iacob (2018) base
their optimism on an interplay of four processes of transformation: optimiz-
ing the customer experience, redesigning business processes, changing the
internal mode of production, and transforming the business model whereby
banks have a competitive advantage due to their proximity to the customer.
Banks can thus accommodate changing customer behavior by means of tech-
nology, shifting from a product-based strategy to a service-based strategy (Ilie
and Tacob 2018, pp. 81-83). At this point, acknowledgments of the importance
of technology transition into views on changing customer behavior. Omarini
(2018b) has made clear the increasing importance of attracting and retaining

customers, focusing on the importance of the trust factor.

This psychological component goes beyond the notion of a purely rational
customer. The connection between technology and customer behavior is mul-
tilayered. Some authors, including Tiwari et al. (2006), continue to address
the purely rational aspect; they assume that technological innovations such as
mobile banking will become standard in the medium term, allowing banks to
continue to offer services to their technology-savvy customers (Tiwari et al.
2006, p. 7). However, in an increasingly uncertain and unmanageable world,
there remains a need for institutions that can build trust (similarly Hatami
et al. 2020, p. 8). Bulgarea (2011) exemplifies this psychological considera-
tion when she says: “Multichannelling is more than offering multiple chan-
nels” (Bulgarea 2011, pp. 20-21). Here, it is trust that opens up a decisive in-
fluence on consistency in the bank—customer relationship. Boot (2016) takes
a similar view, assuming that banks will survive in the market, even in the age
of fintechs, because they benefit from people’s wish to have a safe place for
their money: “Whatever the popularity of Apple, will people trust technology
companies in safeguarding their money? Being a bank with a license and an

implicit guarantee from the government has value” (Boot 2016, pp. 444-445).
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B.6. Example: Community Banks

A not insignificant part of the literature reviewed here on the future of banks
relates to community banks in the United States. This is primarily due to the
English-language search terms used. Nevertheless, these studies form a clus-
ter that can be treated as a case. Since community banks are considered to be
relatively small banks, they can be used to illustrate the differences between

small and large banks in terms of the identified areas of focus.

The literature on the future of community banks was initiated in a range of
articles by DeYoung (DeYoung and Hunter 2001; DeYoung and Duffy 2002;
DeYoung and Rice 2004; DeYoung et al. 2004; DeYoung and Hunter 2003).
For this reason, the definition of community banks used by these articles will
serve as the basis for this section: “A community bank (a) holds less than 1
billion dollars in assets (2001 dollars); (b) derives at least half its deposits
from branches located in a single county; (c) is domestically owned; (d) has a
traditional product mix that includes portfolio lending, transactions services,
and insured deposits; and (e) is either an independent bank, the sole bank in
a one-bank holding company, or an affiliate in a multibank holding company
(MBHC) comprised solely of other community banks” (DeYoung et al. 2004,
p- 87).

These relatively small banks predominantly finance small businesses and thus
perform an important function within the US economy (Gilbert 2007, p. 1).
Balasubramanyan et al. (2013/2014) highlight the services provided by com-
munity banks and distinguish them from other types of banks: “In the banking
world, many community banks focus mainly on service, megabanks on scope,
online financial institutions on price. RBOs [regional banking organizations
with assets between 10 and 50 billion USD] can offer it all, even under in-
credible pricing pressures. Because they focus on a particular region, RBOs
also have the advantage of knowing their customers more intimately, allowing
most to offer a specialized product or a more tailored customer experience”

(Balasubramanyan et al. 2013/2014, p. 9). The authors assess the future chal-
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lenges for community banks as similar to those facing banks in general. The
main concern is low interest rates, which affect profitability (Lux and Greene
2015, p. 6). In this respect, ways must be found to ensure that profits are no
longer dependent on the interest margin (Gilbert et al. 2013, p. 136). One way
is “to drive more efficiency into core business lines” and exercise “control of

operating expenses” (Corner 2010, p. 9).

The increasing importance of nonbanks, such as credit card networks, was
clear even before the financial crisis (DeYoung et al. 2004, p. 104). Prior to
the crisis, the main drivers of major change were seen in the deregulation of
financial markets and the use of new technologies that removed geographical
barriers, forcing increased competition and allowing new competitors to enter
(DeYoung and Hunter 2001, p. 1). The studies mention, among others, the
Gramm-Leach-Bliley Act of 1999 that “eliminated the barriers that had pro-
tected commercial banks, investment banks, brokerage house, and insurance
companies from competition with each other” (DeYoung et al. 2004, p. 104)
and the Riegle—Neal Act of 1994, which lifted the regional market entry re-
strictions for both large banks and small community banks (DeYoung et al.

2004, p. 104).

In general, prior to the financial crisis, bankers themselves already recognized
the challenges of new regulation, new technology, and increased competition;
this is clear from surveys in a series of articles published by the Federal Re-
serve Bank of Kansas City for the Tenth District (Midwestern US) (Myers
2001; Myers and Sullivan 2001; Myers and Robbins 2004; Klose 2004). Other
concerns expressed in this context include the ability of banks to pay compet-
itive wages to their employees (Myers 2001, p. 13; Myers and Sullivan 2001,
p- 9) and significant aging of the population in primarily rural areas (Myers

and Robbins 2004, p. 23; Klose 2004, pp. 8-9).

The literature around DeYoung speaks here of a “strategic wedge” that reg-
ulation and technology drive between large and small banks (DeYoung and

Hunter 2001, p. 8; DeYoung et al. 2004, p. 110). In this context, the authors
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recognize both a decreasing role for banks as an investment object for cus-
tomers and a “breathtaking amount of commoditization on the lending side of
banking,” which represents, for example, securitization (DeYoung et al. 2004,
p- 103). However, the authors see technology in the payment system as pro-
viding the greatest potential for change in the banking system (DeYoung et al.

2004, p. 98).

After the financial crisis, this assessment has changed, at least with regard to
regulation. Corner (2010), for example, estimates that technology, regulatory
costs, and standardized loan products affected the market share of community

banks, and thus their profitability (Corner 2010, p. 9).

If we look at the future prospects of community banks as described in the lit-
erature, the picture is largely positive. The literature around DeYoung uses the
three parameters of bank size, bank unit costs, and product differentiation to
describe how the banking sector changed as a result of deregulation and new
technologies, and to delineate how this development will continue. Accord-
ing to this literature, large banks will rely less on personalized service, take
advantage of economies of scale (which are associated with lower unit costs),
and rely on automated product processes. Community banks, on the other
hand, will rely more on soft information, pursue a high degree of product dif-
ferentiation, and offer high-end consumer banking services (DeYoung et al.
2004, p. 110). With the aim of predicting the future viability of community
banks, the authors test their model against existing data. They start with the
current population of community banks and gradually remove the least prof-
itable until the average ROE [return on equity] is at least equal to the average
ROE of the large banks (DeYoung et al. 2004, p. 123). The result is a banking
landscape that contains significantly fewer profitable community banks and
a relatively small number of large banks (DeYoung et al. 2004, pp. 120-123;
DeYoung and Hunter 2001, p. 25). The authors see this projection as evidence
of the viability of the community bank business model, which nevertheless re-
quires a “well-run organization to make it work™ (DeYoung et al. 2004, p. 122;

DeYoung and Duffy 2002, p. 14).
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Although Gilbert (2007) cautions that certain aspects of tax may have a dis-
torting effect on DeYoung’s data (such as regulations on Subchapter S cor-
porations), he also concludes that “small banks will continue to be an im-
portant part of the financial services industry in the United States” (Gilbert
2007, p. 1). This assessment still stands after the financial crisis Gilbert et al.
(2013). The data indicate that community banks that performed well during
the financial crisis will continue to be successful in the future. What will be
important is “strong commitments to maintaining standards for risk control in
all economic environments and business plans that work for their individual

markets” (Gilbert et al. 2013, p. 138).

Lux and Greene (2015) focus on the question of whether community banks
(those with up to 10 billion USD total assets) will retain their unique selling
proposition of being able to serve small businesses better (Lux and Greene
2015, p. 5). They analyze the trend toward this and away from the current
engagement with bank lending markets. They conclude that community banks
will continue to play an important role in the US agricultural, residential,
and small business lending markets (Lux and Greene 2015, p. 31). In this
context, the authors take a critical view of regulation: “We find that while
community banks weathered the crisis with greater resilience than many mid-
size counterparts, since the passage of the Dodd—Frank Act the pace at which
community banks have lost market share is nearly double what it was during

the crisis” (Lux and Greene 2015, p. 31).

Regulatory costs mean that size is increasingly a decisive factor, although
DeYoung et al. (2004) have already addressed the increasing importance of
size for community banks (DeYoung et al. 2004, p. 122). Gilbert (2007) makes
a similar assessment. Community banks need to learn from the most profitable
banks, and he sees an advantage for community banks that have between 100
million and 1 billion USD in assets (Gilbert 2007, p. 14). In the recent liter-
ature on community banks, this point is echoed by Chiorazzo et al. (2018):
“The traditional community bank business model has been and can be strate-

gically viable, so long as this business model is applied to a bank of adequate
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and appropriate scale” (Chiorazzo et al. 2018, p. 32). Chiorazzo et al. (2018)
conduct a survivor analysis; instead of looking at banks that have failed over
time, they focus on the nearly 6,000 community banks that survived the fi-
nancial crisis. On this approach, a bank is a survivor if it is still economically
active at the end of a specified period (Chiorazzo et al. 2018, pp. 2-3). Yeager
(2004) also applied the survivor principle in his study of community banks,
segmenting the banking sector by size and then observing how market share

changed in each size category over time (Yeager 2004, p. 6).

Despite the 14 years between the contributions of Yeager (2004) and Chio-
razzo et al. (2018), during which regulation underwent significant changes,
both reach similar conclusions. Yeager (2004) states: “These results suggest
that, although the market share and number of community banks will con-
tinue to decline over time, community banks of all sizes will remain viable
in the banking industry of the future” (Yeager 2004, p. 15). He goes on to
say: “The dominance of large banks, however, does not necessarily imply that
community banks are on the verge of extinction” (Yeager 2004, p. 19). Ad-
mittedly, Chiorazzo et al. (2018) point out that regulation is more detrimental
to small banks, which marginalizes their survival advantages. They also note
that technology enables large banks to make better use of soft information,
which undermines the advantages of community banks in personal relation-
ship banking. Their conclusion, however, is similar to Yeager’s: “While this
decline has likely not yet run its full course, our results suggest that industry
consolidation will not result in the complete extinction of community banks”
(Chiorazzo et al. 2018, p. 32). While technological developments such as big
data open up new scope for all banks, community banks stand to benefit less
than other banks. For example, technology promotes the processing of hard,
quantitative information rather than the soft, qualitative information that facil-
itates the relationship banking of community banks (Berger and Udell 2003,
p- 220). However, to the extent that community banks retain their advantage in
relationship lending, strategic partnerships with nonbank lenders offer oppor-

tunities to attract a broader customer base in the future (Jagtiani and Lemieux
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2016, p. 17).

In answer to the third question, how future prospects are justified, it is already
apparent that views are highly dependent on assumptions about regulation and
technology. For example, the literature around DeYoung exposes an ambiva-
lence toward regulation. On the one hand, regulation is seen as having pro-
tected community banks from competitors and cross-border market entry; on
the other hand, it is argued that Regulation Q ceilings, for example, threatened
the existence of community banks (at least in the 1970s) and have interfered
with their functioning (DeYoung et al. 2004, p. 92). In the post-financial crisis

period, regulation is again cast in a rather poor light.

Smaller banks are more affected than others by regulatory requirements, which
is not particularly propitious for the prospects of community banks (Lux and
Greene 2015, p. 21). For this reason, Lux and Greene (2015) suggest that the
regulators themselves should be regulated: “To mitigate the unintended con-
sequences of financial regulations on community banks, all federal financial
regulators should be required to conduct cost—benefit analyses for economi-

cally significant proposed rulemakings” (Lux and Greene 2015, p. 28).

In respect of assumptions about efficient markets, patterns of reasoning found
in the general section on banks are also applied to the case of community
banks. For example, DeYoung et al. (2004) assume in their forecasts that in-
vestors will withdraw their capital from unprofitable banks; there are forces
at work that automatically regulate this. In principle, a battle of small banks
against large banks can also be identified in technology, with small banks
once again at a disadvantage. The fact that community banks are nevertheless
seen as having positive prospects for the future reflects their special ability to

finance small businesses through high-end consumer banking services.

Ultimately, it is evident that there are significant differences according to
which types of banks each focus area or challenge is applied to. For exam-
ple, regulatory measures have different degrees of importance for small banks

compared to large banks, and their opportunities for implementing new tech-
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nologies are also different. The case of community banks thus makes it even
clearer that analysis of the future of banks requires fine distinctions to be

made.

B.7. Discussion

The aim of this review is to clarify the current state of the debate on the future
of banks without succumbing to the temptation to make a forecast of what
the future of banks will “really” look like. As has been shown, the debate on
the future of banks is still very much in its infancy. This is evident not only
from the rather meager number of sources over the twenty-year period un-
der review, but also from the almost complete absence of citations among the
authors (see Appendix). One exception is the literature on community banks,
and this might have something to do with the English-language orientation
of the search. The quality of the contributions also varies greatly, but almost
half of all articles were published in journals (see Appendix). It must be em-
phasised at this point that most of the articles do not focus specifically on the
future of banks. Most of the time, this topic is dealt with in passing and the

derivation of future prospects leaves much to be desired.

These findings are not surprising, as the issue of the future of banks is overde-
termined and difficult to grasp. Nevertheless, the topic is an important one
that demands attention and debate in the scientific arena. The positivist*’ ori-
entation in the social sciences, especially in economics (see for example Dow
2002, pp. 70-71), does little to support attempts to elaborate the future. If at
all approaches tend to be found in forecasts that take an empiricist or econo-
metric approach. Thus, science as an institution gets in its own way when it
comes to the future of banks, and it is clear that this topic cannot be explored
in the usual ways. It is also clear that the framework conditions in which

banks are important will change over time. Nevertheless, this does not mean

47 For a more detailed explanation of the word see for example McCloskey (1998, p. 141-
146) or Hands (1998).
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that all attempts to foresee future prospects should be jettisoned. It is an un-
satisfactory state of affairs when each new contribution on the future of banks
start virtually from scratch, in effect ignoring any previous discussion of the

subject.

That academia has something of value to say about the future of banks is
made clear by some of the contributions discussed. Over the past 20 years,
the same focus areas have been addressed regularly. Profitability, regulation,
technology, and even customer behavior have all been examined to a simi-
lar extent, both before and after the financial crisis. The four fields are, of
course, interrelated, although regulation and new technologies have probably
received the most heated discussion. Regulation is often seen as an obstacle
to the profitability of banks or as a barrier to economic growth. However, it
must be taken into account that regulation does not affect all banks equally.
Differentiation is required according to the size of the banks, the spatial con-
text in which they operate, and their different business areas. Accordingly,
this study examined some of the assumptions behind regulatory skepticism,
identifying a belief in efficient markets whose capacity for self-healing and

growth is hindered by regulatory intervention.

In this respect, an already established narrative seems to be that banks are
threatened in their existence by disintermediation. Contributing to this is an
overemphasis on the intermediation theory combined with a strong emphasis

on new technology and an underlying belief in the market.

One might generally suspect that the role of technologies tends to be over-
estimated and that the persistence of institutions such as banks tends to be
underestimated. Recall the announcements that a million electric cars would
be on the road in Germany by 2020 (status as of April 2022: 687,241 electric
cars), or the promises of pop culture (exemplified in the 1985 film Back to the
Future) that flying cars would be cruising the streets as early as 2015. This
is not to discredit belief in progress but to illustrate how interconnected our

assumptions and our outlook on the future are. Further research is required
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into the assumptions at play, especially the hidden ones.

This review is not free of limitations. One was the restriction to English-
language publications, which may explain why the search yielded only one
cluster of contributions on community banks. A related limitation concerns
the search terms. Due to their general nature, many non-matching hits were
accepted. Although several synonyms could have been searched for, such lim-
itations apply to any literature search that uses a platform with fixed search
terms; in this regard, an unconventional search (for example, a forward and
backward search) can be a useful supplement. The contributions that were
missing from the planned literature search via IDEAS/RePEc and Scopus but
nonetheless have also been included in this review could be taken as evidence
of limitations in terms of the search platforms or even the search strategy.
However, there were good reasons why the additional contributions were dif-
ficult to find (e.g., they had no abstracts or were published as chapters in
edited volumes). Their inclusion, regardless of how they were identified, has
helped to achieve this review’s goal of including as many authors as possible

to enliven the debate on the future of banks.

The method used in this review also includes dealing with terms. The term
“bank” has not been defined here, with the exception of the definition of com-
munity banks used in Section B.6. What is clear, however, is that banks are
not homogeneous entities. The term is generic, and as a result this article is
about banks in all their diversity. Future research should treat this as a starting
point and seek to further define the different facets of the respective types of

banks.

Another limitation relates to the specific challenges discussed. While these
challenges must be recognized when addressing the future of banks, they are
not the sole focus of the selected literature. Other challenges exist, not least
the difficulty of hiring and retaining staff that can cope with technological
change. This is certainly a topic in its own right, but for practical reasons it

has been subordinated here to the focus area of new technologies.
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Already mentioned is the limitation caused by the interconnectedness of the
fields of focus, which makes consistent subdivision difficult. The division
into cause and effect of the respective challenges is thus not taken into ac-
count. Where there is talk of revenue problems, for example, these problems
may derive from increased competition either among banks or with nonbanks.
Regulation could also play a role here, in that it paves the way for more or less
competition. However, profitability problems also arise from changes in the
economic environment; for example, if the general level of interest rates falls
after a crisis, interest margins will be narrower. The influence of assumptions
is omnipresent here, as elsewhere. The present review has sought to address

this influence, although there remains much for future work to explore.

In this regard, one assumption is particularly worth mentioning. One reason
for the state of the debate could be that banks, as an object of study, fall
between two stools: between business administration and economics, and be-
tween the micro and macro levels. In the broadest sense, each of the four focus
areas can always be approached from one side or the other. There is a danger
that the topic of the future of banks will be subsumed into topics on either
side; there is also a danger that the topic will be neglected altogether, either
because no one dares to tackle it or because no one feels responsible for it.

Here, interdisciplinarity can provide fertile ground for an exchange of ideas.

It is clear that the underlying assumptions and theoretical foundations for the
future prospects of banks must be brought into sharper focus. If explanations,
like predictions, are shaped by theories, then it is only logical to examine the-
ories more thoroughly in order to establish their implications for the future
of banks. Perhaps it is also necessary to go further in shedding light on the
scientific-theoretical attitude. In this respect, one can also speak of an ontol-

ogy for future prospects.
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B.8. Conclusion

The future of banks is a topic of general interest and deserves scientific atten-
tion. So far, attention to the topic in the academic arena has been limited, and
there has been no real debate on the subject. Too little attention has been paid
to the work of other authors (insofar as citations are taken as an indication of

this), and arguments have not been sufficiently related to each other.

Here, in order to get closer to the state of research on the future of banks, a lit-
erature search was conducted via the IDEAS/RePEc and the Scopus platform.
This search yielded 76 articles that deal with the future of banks. This planned
literature search was supplemented by 25 additional contributions that came

to the author’s attention while working on the topic.

Three questions were posed to the existing literature in order to understand the
state of the debate. The first question addressed the challenges facing banks
in the future. Here, it became apparent that four key concerns recur during the
period under review: profitability, new competitors, technology, and changing
customer behavior. The second question, about future prospects, has received
a wide range of answers, both before and after the financial crisis. The spec-
trum ranges from predicting the end of banks to foreseeing a stable future
for them with a firm place in the financial system. The third research ques-
tion addressed the justifications for these future prospects. On the one hand,
it became apparent that basic assumptions are not always clearly disclosed.
On the other hand, it proved possible to identify specific assumptions. For
example, the assumption that banks play a special role (of whatever kind) in
the financial system tends to make authors more positive about their future. A
strong focus on the intermediation aspect of banks, however, combined with
new competitors, can significantly darken future prospects. Assumptions that
reflect a belief in “the market” and associated forces tend to make authors
believe that banks will lose market share in more competitive environments.
Highlighting technology and progress only strengthens this belief. In this re-

spect, a distinction can be made according to size; larger banks are more likely
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to be able to implement new technologies and survive greater competition

whereas the debate about Gibrat’s law is not clearly decided.

How assumptions shape future prospects has yet to be addressed in the litera-
ture on the future of banks. This paper is a necessary first step, and it is to be

hoped that the debate will continue and intensify.
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C. Essay 2: How Thinking about
Markets and Institutions

Influences Thinking about the

Future of Banks¥

C.1. Introduction

In the social sciences, statements about the future are often viewed critically.
This reflects the problem of overdetermination, but also the fear of many so-
cial scientists of being labeled as charlatans, or, even worse, of finding out
in the near future that their predictions were wrong. Nevertheless, it is hard
to look away when people talk about the future, as the narratives that emerge
in this way can develop immense power and may even guide the future in a
certain direction. This phenomenon, which is known as performativity, has
been described in the context of economics by, for example, Callon (1998)

and MacKenzie (2006).

One topic that is regularly followed with excitement and attention concerns
the future of banks, as they are central to our economic system. Publications

such as “Bank 4.0: Banking Everywhere, Never at a Bank” (King 2019) and

4 Hiibenbecker, U. and Homolle, S. (2025), ‘How Thinking about Markets and
Institutions Influences Thinking about the Future of Banks’, Credit and Capi-
tal Markets - Kredit und Kapital, 1-32, https://doi.org/10.3790/ccm.2024.1454201.
It is licensed under the Creative Commons Attribution 4.0 International License
(http://creativecommons.org/licenses/by/4.0).
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“Banking 5.0: How Fintech Will Change Traditional Banks in the ‘New Nor-
mal’ Post Pandemic” (Nicoletti 2021) try to satisfy this interest, whereby
the most popular narrative still comes from Bill Gates: “Banking is essen-
tial, banks are not.”* This narrative hangs over the banks like a sword of
Damocles, and its followers seem to be waiting for the moment when they

can finally say, “That’s how it is, I always knew it.”

Astonishingly, such narratives have rarely been scientifically investigated.
Hiibenbecker (2024) has conducted a literature review of the narratives, in-
ter alia, to identify their underlying assumptions. His results reveal a range
of different narratives about the future of banks, but hardly any scientific de-
bate between the authors. Moreover, there seems to be a lack of theoretical
stringency, as the assumptions behind the predictions are often not (clearly)
worked out. These results are rather disappointing as “narratives are not facts
without theory. The suggestion that narratives are inherently less scientific
than mathematical models is nonsense. After all, theories begin and end with
words” (Whalen 2021, p. 261). For this reason, we take the opposite approach
in this paper. We start with theoretical considerations to derive a narrative
about the future of banks, which is then critically discussed and adapted us-

ing other economic theories.

There are a number of perspectives from which the existence and future of
banks can be approached theoretically, e.g., a regulatory perspective. In this
paper, we focus on the very abstract categories of market and institution, be-
cause they characterize all economic thinking from the very beginning (see,

for example, Williamson (1975)).

The aim of this paper is to find out how thinking about markets and institu-
tions according to economic theory can influence thinking about the future of
banks. This paper thus considers banks “only” as institutions at a high level

of abstraction, looking at the institutional challenges they face, rather than at

49 In some variants, “Banking is necessary, banks are not.”
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specific business models and products of banks or the regulation they face.>
In this context, few people would deny that banks are facing a whole range
of new competitors, especially Fintechs and BigTechs, that are attacking the
banks’ value chain. This phenomenon is widely referred to as disintermedia-

tion (Beck 2001; Omarini 2018b).

Narratives have a theoretical background that influences the thinking and ac-
tions of people and institutions. In a recent article, Heilmann et al. (2024) ask
“what kind of science is financial economics?” and their answer is “its focus
on the use of models and by its performative nature” (Heilmann et al. 2024,
p- 112). Which narratives, which need neither be correct nor reasonable in or-
der to be valid in the world, circulate and have a performative effect, but also
which narratives are given credibility, is a profoundly scientific task given the

uncertain future of the banks.

Obviously, narratives are complex constructs. So the focus can only ever be on
individual aspects. This does not preclude a holistic view, but it does require
more preparatory work, such as this paper, to be able to see the whole pic-
ture. This involves a balancing act between considerations on the factual level
and scientific-theoretical considerations. Ultimately, an ontological theme is
the necessary basis for epistemological insights, especially in order to avoid
the ‘epistemic fallacy,” i.e. the “reduction of reality to our knowledge about

reality” (Farasoo 2024, p. 122).

The theoretical starting point of our analysis will be the New Institutional
Economics (NIE). As the name suggests, the NIE is primarily concerned with
institutions. From a sociological point of view, it represents the mainstream
when it comes to an economic view of institutions. This can be seen not only
in research but also in teaching, through its representation in many textbooks

(see, for example, Furubotn and Richter (2009)).

In a second step, the narrative that the NIE offers us about the future of banks

will be scrutinized. On the one hand, the NIE will be examined critically;

30 On this point, see the informative papers by Dow (2012), Chick and Dow (2013) or
Nersisyan and Wray (2010).
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on the other hand, the narrative itself will be brought into focus and blind
spots will be pointed out. Consideration will be given to (post-)Keynesianism
and Marxism as well as to the old institutional economics (OIE) to identify
blind spots and inconsistencies in the narrative derived from neo-institutional

thinking. Finally, we get a fuller picture of the future of banks.

This paper contributes to the literature in four main ways. First, we contribute
to the ongoing debate about the future of banks, less in the sense of a fore-
cast than in the sense of how economic theory can guide our thinking and
enable us to think about the subject. Second, the consideration of narratives
in general has an enormous and not yet fully understood importance for eco-
nomics. By examining the case of the future of banks, we show how strongly,
and sometimes even subliminally, abstract categories such as the market and
institutions can shape narratives. Third, by addressing the role of banks in our
current economic system, we clarify how the economy works, which, against
the backdrop of a rapidly changing business world, is relevant not only for
banks. Fourth, we bring different schools of thought into the discussion. As
explicit reference is made to more than one economic theory, the narrative
becomes transparent and comprehensible through critical observation. More-
over, we follow a principle which has not only legal but also scientific appli-

cation: audiatur et altera pars (let the other side be heard as well).

The paper is structured as follows. In Section 2, the methodology is explained
in detail. This is followed in Section 3 by a description of the transition from
neoclassical economics to the NIE, namely transaction cost theory and agency
theory. The rather lengthy description of this theoretical underpinning is nec-
essary in order to clearly work out the relevance of the market and institutions.
The implications for thinking about the future of banks are derived in Section
4. In Section 35, this narrative is evaluated critically and examined compre-
hensively for inconsistencies as well as blind spots, namely the aspects of

uncertainty, trust, and power. The paper ends with a summary and conclusion.
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C.2. Methodology

Against the background of thinking about market and institutions, we look at
the future of banks from different angles. A rather obvious approach would
be simply to find out what has happened in “reality” in the recent past and
then try to extrapolate this development using data and “facts.” This approach
would produce content of thought about the object of investigation that stands
in a (purely) historical/empirical context. It could be supplemented by logi-
cal/theoretical considerations that draw on an “appropriate” theory in order to
formulate further content of thought about the object of investigation. How-
ever, what remains unconsidered is what we call the form of thought: what
logic underlies the appropriate theory and, in a broader context, which the-
orizing dynamics have historically taken place and how any explanations of
the object of investigation have come about. This addresses the point made by
Somers (1998, p. 731) that “all of our knowledge, our logics, our presuppo-
sitions, indeed our very reasoning practices, are indelibly (even if obscurely)

marked with the signature of time”; in other words, they are history-laden.

Not only can it be shown that, because of the problem of theoretical terms,
empirical explanations always rely on theories (Zoglauer 1993), it can just as
easily be shown that the form and the content of thought are closely inter-
woven. This becomes evident in quite simple explanatory schemes like the
deductive-nomological one, but also when the logic of a theory itself is taken
into account. To give an extreme example here, the Nazi race theory follows
aracist logic. The logic of the theory is, so to speak, the engine that generates

thoughts about the object of investigation in the first place.

Table C.1 serves as an illustration of which aspects should be considered in
order to examine a phenomenon comprehensively. For the object of investiga-
tion, the future of banks (which in this paper will be considered only in terms
of thinking about market and institutions), this means not only (a) looking at
what has happened historically/empirically with banks as institutions in re-

cent years, and not only (b) referring to the supposedly appropriate economic
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Historical/empirical | Logical/theoretical
Content of | (a) Historical devel- | (b) Thinking about
thought opment of banks (the future of) banks
with theory
Form of (d) Historical devel- | (c) Inner logic of the
thought opment of theories | theory
(theory dynamics)

Table C.1.: Scheme of Thought

theories that try to explain that development logically. Instead, we will also
(c) make the inner logic of these theories clear to (d) understand these theories
with all its potential statements about the object of investigation historically
from the dynamics of the theory. The focus of this paper is on points (b) and
(c). The results are then applied to Coleman’s bathtub model. By specifically
formulating immanent critiques of the theory (that is, critiques that do not use
an external standard as a benchmark; Wrenn (2016, p. 453)), and by initiat-
ing a discourse with other theories and pointing out blind spots, the future of
banks can be considered more comprehensively, elevating the debate to a new

level.

C.3. Thinking About Markets and Institutions

C.3.1. Neoclassical Economics

The market is the starting point of neoclassical thinking. This is also evident
in neoclassical finance, which focuses on the purity of the market. For exam-
ple, models of portfolio selection, asset pricing, capital structure, and option
pricing are all based on a frictionless market. This view culminates in the effi-
cient market hypothesis, which rejects any influence on the market for reasons

of efficiency (Haugen 2002; Bernstein 2007).

The market is rarely defined or questioned in depth about its nature; rather, it

is “taken for granted” (Hodgson 1988, pp. 172-173). In the German-language
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literature, Otsch (1991) points out the use of metaphors in neoclassical eco-
nomics and elaborates on 50 fundamental principles of the market in his cri-
tique of neoclassical economics (see also Otsch 2019, ch. 1). The market is
seen, among other things, as a process of price formation that has inherent
forces, as a social order, as a principle of freedom, as a mechanistic metaphor
or machine, as a person acting, as a state of nature, or even as a utopia. In the
English-speaking literature, Mirowski (1984; 1989) can be singled out for his
analysis of the neoclassical worldview. He demonstrates that early neoclassi-
cism is the replication of Newtonian mechanics and that the market in this re-
spect resembles a mechanistic principle. For postwar neoclassicism, Mirowski
(2007, p. 222) recognizes the metaphor of an information-processing com-

puter.

It is typical that institutions (in the narrower sense), which are usually called
firms, and especially financial firms, which include banks, do not exist in this
model world. After all, the existence of such institutions questions the per-
fection of the market. However, one institution (in a broad sense) does exist,
namely the market itself. In this respect, the tension between the terminology
of market and institutions becomes apparent: institutions (in the broad sense)
are a super-category under which the market also falls. Coase (1937) has al-
ready engaged with the fact that there are no institutions in the narrow sense
in the neoclassical model. In his landmark paper, he asked the question “Why

do firms exist?” and thus laid the foundation for the NIE.

C.3.2. New Institutional Economics

In asking why firms (as institutions in the narrow sense) exist, the NIE lies
squarely in the tradition of neoclassical economics, even if its assumptions
can be assessed as more realistic (Dugger 1983, p. 96; 1990, p. 429). Far
from being a unified stream of thought (Rutherford 1989, p. 300), the NIE
subsumes many different approaches. In their classification of theories, Erlei

et al. (2016) distinguish between institutions in the market and institutions in
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the political sector. For institutions in the market, they refer to agency theory
and transaction cost theory (Erlei et al. 2016, p. 59). In the following, these

two strands of the NIE will be considered in more detail.

C.3.2.1. Transaction Cost Theory

A variant of the NIE is the transaction cost approach, which goes back to a
large extent to the work of Williamson (1975; 1985). The initiators of this
approach acknowledge that markets are rarely efficient in reality (Dugger
1983, p. 96), as there is a cost of using the price mechanism (of a market),
which is the so-called transaction cost. Firms can deal with transaction costs
more efficiently and thus gain their right to exist (Coase 1937, pp. 388-390).
Williamson (1975) points out explicitly that firms and markets are to be re-
garded as alternative instruments, both with the same goal “for completing
a related set of transactions” (Williamson 1975, p. 8). The hierarchy of in-
ternal organization thus has advantages over the market (Williamson 1975,

pp. 39-40).

This approach also addresses the phenomenon of market failure and makes
some relevant assumptions that allow a more realistic picture of the economy
to be drawn, e.g. bounded rationality and opportunism (Williamson 1975,
pp- 21, 26). Another far-reaching assumption is the almost Faustian statement
that “in the beginning there were markets” (Williamson 1975, p. 20; 1985,
p- 87). This means in effect that the market becomes a universal category that
has always existed (Ankarloo and Palermo 2004, p. 417). Only institutions in
the narrower sense (i.e., firms) can be justified by market failures or transac-
tion costs. Compared to markets, firms can carry out exchanges in ways that
are less transaction cost intensive (Dugger 1990, pp. 425-428). All this hap-
pens in the absence of coercion or power. Instead, Coase and Williamson pre-
fer to speak of “authority” in the sense of acting “voluntarily” (Pitelis 1998,
p- 1002). On this view, institutions serve as an extended arm of the market, or

rather, they serve the market and restore its harmony.
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The harmony of the market is also reflected in equilibrium thinking, which is
based on methodological individualism, a focus on atomistic individuals with
rigid preferences who are socially disembedded.! In this respect, Williamson’s
approach to transaction costs is comparative-static: “Typically, the incidence
of transaction costs in equilibrium is compared in two or more governance
structures, and the structure with the lowest costs is deemed to be more effi-
cient” (Hodgson 1996, p. 252). The comparative-static approach is also rec-
ognized by Dow (1987, p. 34), who draws parallels with neoclassical microe-

CONomics.

The fact that these equilibrium models have a normative character, emphasiz-
ing the “self-regulating tendency of the market” (Valentinov 2012, p. 256),
is often underestimated or not recognized by economists. Equilibrium mod-
els demonstrate the ability of the market to coordinate at the aggregate level,
evoking an ideally functioning system (Boldyrev and Ushakov 2016, p. 42;
Boldyrev 2019, p. 4).°* Williamson (1996) himself later tried to make his

view less attackable.

In any case, it is clear that microanalysis is an important component of the
transaction cost approach, as even Williamson (1991, p. 91) confirms: “Trans-

action cost economics adopts a comparative contractual approach.” Winter,

31" The charge that methodological individualism is preferable to other economic strands is
rejected by Dorman (1991). He argues for a heterodox approach to institutional analysis
in general and defends a Marxian account in particular.

To what extent this comparative-static approach is about Pareto-optimal states is de-
batable, as is the question of whether it is a general Walrasian equilibrium or a partial
Marshallian equilibrium. In fact, a Walrasian (general) equilibrium cannot be assumed,
since the assumptions of complete information and honesty are not fulfilled (De Vroey
1998, pp. 207-209). However, even a Marshallian (partial) equilibrium entails further
conditions that are not (cannot) be fulfilled here. For example, by assumption, production
must exist at first; but then we cannot start with the market. Moreover, households need
income to be able to afford the products (De Vroey 1999, p. 322). Last but not least, a
perfect information context is of crucial importance (De Vroey 1999, p. 323). Because of
complexity and bounded rationality, however, this perfect information context cannot be
assumed without further effort (Williamson 1975, p. 31). A partial equilibrium can most
likely be justified on the grounds that no global statements of efficiency except local ones
can be assumed (Nutzinger 1982, pp. 180-181). Following Nutzinger (1982), Hodgson
(1999a) arrives at a similar view, although he draws more attention to the contradiction
that the transaction cost-minimizing rational agents of Williamson’s comparative static
approach are difficult to fit with his assumption of bounded rationality (Hodgson 1999a,
pp- 208-209).

52
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likewise, comes to the conclusion that “few if any advocates of transaction
cost or evolutionary economics have sworn to abstain entirely from optimiza-

tion calculus” (Winter 1991, p. 189).

To sum up, methodological individualism and equilibrium thinking are on-
tological basic principles, which are implicit assumptions supporting market

thinking or efficiency thinking.

Market thinking also affects firms themselves. This becomes clear when we
refrain from assuming a static state, looking instead at the dynamics in which
firms find themselves. Williamson’s book is called “The Economic Institu-
tions of Capitalism”. He thus explicitly targets a period in history and aims to
explain the institutions of capitalism in evolutionary terms (similarly Palermo
2000, p. 580; Meramveliotakis and Milonakis 2010, p. 1057). Since firms ex-
ist as institutions in the narrower sense for reasons of efficiency, this approach
goes so far as to suggest that the institutions that exist at the moment must be

considered efficient; after all, they would not be able to exist otherwise.>

In this context, Williamson’s assumption that “in the beginning there were
markets” must be addressed again. It is impossible to consider it as a historical-
empirical assumption. On the one hand, we cannot interpret it as a primordial
beginning, not only because doing so would clearly contradict Williamson’s
intention in his book, but also because the development of mankind presup-
poses many other institutions, such as families and tribes (Hodgson 1988,
pp- 206-207; Pitelis 1998, pp. 1000-1001; Meramveliotakis and Milonakis
2010, p. 1061). On the other hand, the assumption is untenable in terms of
a capitalist beginning because, even if Williamson wanted to get at the im-
portant characteristic of markets as a place of exchange, he would miss the
point that the commodity form of assets in capitalism is a result of produc-
tion. Williamson would thus be presupposing something that he wants to ex-
plain (Ankarloo and Palermo 2004, pp. 423—426).>* Thus, Williamson is not

concerned with real markets as they really exist or came into being, but in a

33 A similar view can be found in Ankarloo and Palermo (2004, p. 418).
>* This is also true for one-person companies, as Fourie (1993, pp. 43—44) shows.
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logical sense with “neoclassical markets as those of the GE [general equilib-

rium] world” (Ankarloo and Palermo 2004, p. 423).

This analysis reveals the epistemological character of the assumption and thus
of the transaction cost theory as a whole. Relying on idealizing assumptions is
completely in the tradition of neoclassical economics and in this sense char-
acteristic of market thinking.>> If markets were assumed from the very be-
ginning, they would not be the result of conscious human selection, which is
compatible with the assumption of bounded rationality. If it was further pre-
supposed that markets had transaction costs and that firms were more efficient
than the market because of hierarchies, the evolutionary efficiency assumption
would also be fulfilled. Thus, efficiency is made the engine of the market, with
the result that the idealized world develops evolutionarily toward the best (in
this case, efficient) condition. So, even here the market is present in the form
of an invisible (evolutionary) hand. In the literature, Williamson has thus been
blamed for succumbing to Panglossianism (Granovetter 1985, p. 503; Hodg-
son 1991; 1993, p. 94), an allusion to the character Dr. Pangloss in Voltaire’s
Candide who ftries to portray every bad event in the world in a positive light
and as pointing to a path toward a better world. Accordingly, it is an extremely
deterministic worldview that subordinates everything to functionalism. In this
connection, Hodgson (1991) draws a parallel between the NIE personified by
Williamson and the neoclassical economics personified by Friedman: “Pan-
glossian writers like Friedman and Williamson take for granted that survival

means efficiency” (Hodgson 1991, p. 522).

C.3.2.2. Agency Theory

To justify the existence of firms, opportunistic behavior (which is also a fo-
cus of the transaction cost approach) and information asymmetries (which
are mainly addressed within the firm) are among the central assumptions of

agency theory. Both assumptions provide a more realistic picture of the econ-

35 In particular, the important essay by Friedman (1953), who is known for his ultra-liberal
stance on markets, can be mentioned here. See also Ankarloo (2002, pp. 26-28).
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omy than neoclassical economics. Jensen and Meckling (1976) accuse the
supporters of the transaction cost theory of continuing to treat the firm as a
black box. They emphasize the crucial importance of contractual relations
within firms and beyond: “Contractual relations are the essence of the firm,
not only with employees but with suppliers, customers, creditors, etc.” (Jensen

and Meckling 1976, p. 310).

One aspect of opportunistic behavior that appears in the seminal work of
Jensen and Meckling (1976) and Alchian and Demsetz (1972) is shirking,
which is what makes monitoring within the firm important in the first place.
Jensen and Meckling (1976) pointed out that “the term monitoring includes
more than just measuring or observing the behavior of the agent. It includes
efforts on the part of the principal to ‘control’ the behavior of the agent
through budget restrictions, compensation policies, operating rules, etc.”

(Jensen and Meckling 1976, p. 308).%

In this context, it is important to note that everything takes place without co-
ercion and that power plays no role. “The firm [...] has no power of fiat, no
authority, no disciplinary action any different in the slightest degree from or-
dinary market contracting between any two people” (Alchian and Demsetz
1972, p. 777). This statement is clarified by the example of a grocery store.
Customers can damage their grocer only by not buying his products again.
This is also the case within the firm. All an employer can do is terminate the
employment relationship. According to Alchian and Demsetz (1972), there is
no difference between the two relationships. The market relationship between
firm and customer thus has a mirror-image effect in the firm between em-
ployer and employee. The firm is no longer an alternative to the market, as in
the transaction cost approach, but itself functions in principle like a market, or,

as Alchian and Demsetz (1972) put it, “The firm serves as a highly specialized

3 A considerable part of the literature on banks in the context of intermediation is based
on (delegated) monitoring (e.g., Diamond 1984). This stream of banking literature will
not be treated in more detail here. The monitoring function already concerns, in the
broadest sense, a service offered by banks. Although what the banks do is of enormous
importance, this paper aims at an understanding of the institutions themselves at a higher
level of abstraction.
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surrogate market” (Alchian and Demsetz 1972, p. 793). Jensen and Meckling
(1976) express themselves even more precisely, using the vocabulary of the
neoclassical model world to describe the balance between principal and agent:
“In this sense the ‘behavior’ of the firm is like the behavior of a market; i.e.,
the outcome of a complex equilibrium process” (Jensen and Meckling 1976,

p. 311; similarly Palermo 2000, p. 575).

The passage from Alchian and Demsetz (1972) also contains the metaphor
of the market as an optimal information processor, which Mirowski (2007)
has already identified with the information-processing computer for neoclas-
sicism after the Second World War. Although it is (superficially) about the bet-
ter (“more efficient”) processing of input information by the firm’s manager-
employer, the firm is ultimately explicitly characterised as a (‘“highly spe-
cialised surrogate”) market. The aforementioned Panglossianism is particu-
larly evident in the section “Socialist firms” by Alchian and Demsetz (1972).
Here the authors attempt to compare Yugoslav, i.e. socialist, firms with firms
from Western societies and argue that the form of worker participation in sur-
pluses would be much more common in Western societies if this form were

more profitable (Alchian and Demsetz 1972, p. 787).

From these quotations, it is clear that the market is omnipresent or repre-
sents a universal category in agency theory. A similar conclusion is reached
by Palermo (2000), who calls the opposition between firm and market “illu-
sory”. When the price mechanism is made ubiquitous, the market becomes a
universal principle, even within the firm itself (Palermo 2000, p. 575; 2007a,
p- 152). A consequence of this social disembedding and of these methodolog-
ical principles can be summarized as follows: “by severing the market from
its structural-institutional context, it is reduced to nothing but inter-individual
relations [...] the market is seen as a super societal organizer capable of reg-

ulating almost any societal activity or sphere” (Fourie 1991, p. 54).

In summary, the NIE is subject to market thinking both in transaction cost

theory and in agency theory, and in this respect it is clearly in the tradition of
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neoclassical economics.

C.4. Implications for Narratives About the

Future of Banks

Content of thought of a historical nature that relates to the future of banks
from an institutional perspective is still missing from our schema of thought
(see Section C.2). Candidates for this content are the current challenges fac-
ing banks, although it cannot be concealed that the identification of such chal-
lenges naturally takes place through theory and is also captured in theoretical
terms (Zoglauer 1993). Nevertheless, one commonly recognized challenge
stands out: new competitors, namely Fintechs and BigTechs, are attacking the
value chain of banks and thus may cause disintermediation (see point (1) in
Table C.2).%” The question here is how the NIE can deal with this historical-
empirical issue of new competitors for banks, that is, what narrative about the

future of banks this theory can offer us.

The existence of firms, and especially banks, can be justified by the existence
of transaction costs or agency problems due to informational asymmetries
(see point (2) in Table C.2). Moreover, we showed in Section C.3 that the NIE
stands in the tradition of neoclassical thinking and is subject to strong market
thinking in its inner logic (see points (3) and (4) in Table C.2). Because firms
themselves are also subject to this market thinking, one implication is that they
are to be regarded as “passive players” (see Meramveliotakis and Milonakis
2010, p. 1058). In terms of thinking about the future of banks, this means
that, in the broadest sense, banks are passive players that have to subordinate

themselves to the market (activities). Following the Panglossian story, the new

37 The concept of intermediation presupposes intermediation theory, which can be derived
from the NIE literature. However, it is still unclear how the new competitors can be
classified in the existing theory: “So far, the literature on fintech has simply bootstrapped
fintech platforms to models of financial intermediary existence” (Thakor 2020, p. 6).
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competitors can be seen as perfecting the market (see point (5) in Table C.2).%
Historical/empirical | Logical/theoretical
Content of | (a) Historical devel- | (b) Thinking about
thought opment of banks (the future of) banks
with theory
(1) New competi- | (2) NIE explains in-
tors attack the value | stitutions (banks) via
chain of banks TCT and AT
(5) New competitors
serve to perfect the
market
Form of (d) Historical devel- | (c) Inner logic of the
thought opment of theories | theory
(theory dynamics)
(4) NIE stands in the | (3) NIE is dominated
tradition of neoclas- | by market thinking
sical economics and Panglossianism

Note: NIE = new institutional economics; TCT = transaction cost theory;

AT = agency theory.

Table C.2.: Scheme of Thinking About Banks

In order to complete the narrative about the future of banks, we have to think
about reasonable reactions by the banks. For this purpose, the so-called bath-
tub model of Coleman (1990), which was further developed by Hedstrom and
Swedberg (1998), will be applied. The model makes it possible to explain so-
cial mechanisms via a macro-micro-macro transformation, which would oth-
erwise be observable by the researcher only at the macro level (Hedstrom
and Swedberg 1998, p. 22). Coleman can be seen as a follower of a rational
choice sociology (Swedberg 2003, p. 38). His model accommodates the NIE
approach chosen here, applying and evaluating the NIE according to standards

that correspond to its intention.

The starting point for the bathtub model is the market environment at the

macro level (see Figure C.1). From there emanates the situational mechanism

3 For a similar argument, but with a much stronger reference to the Arrow and Debreu
model world and disintermediation, see Scholtens and van Wensveen (2003, p. 9).
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that sees individuals exposed to a particular situation (Hedstrom and Swed-
berg 1998, p. 23). Opportunistic customers who want to take advantage of
services that are favorable for transaction costs, as well as transaction cost
minimizing banks who are competing with new competitors, are located at

the micro level.”®

The second mechanism that comes into play is the action-formation mech-
anism, which shows how a particular combination of desires, beliefs, and
action options produces a particular action (Hedstrom and Swedberg 1998,
p. 23). Customers at the micro level switch to the most favorable provider,
which means that the new competitors can count on an influx of customers. As
aresult of this mechanism, the banks enter a transaction cost downward spiral.
However, there is the possibility of mergers among banks, allowing them to
reduce transaction costs. “The search for efficiency [...] drives merger move-

ments.” (Dugger 1990, p. 425).5°

The same applies to information asymmetries. They are overcome by the firm,
but it does not have to be a particular firm (here, for example, a bank) that pro-
cesses the information better. In principle, new firms contribute to the elim-
ination of information asymmetries, because the image of the market as an
optimal information processor (which was revealed by Alchian and Demsetz

(1972) precisely in this context) resonates in the background.

Information asymmetries also affect relationship banking, which is charac-
terised by banks investing in building long-term relationships with their bor-
rowers (Boot and Thakor 2000, p. 679) and by the exchange of private infor-
mation between the bank and its customers (Freixas 2005, p. 3). Irrespective
of whether, as in Freixas (2005), relationship lending increases with increas-
ing competitive pressure from other firms in order to protect themselves from

competition, or whether, as in Boot and Thakor (2000), relationship lending

59 The banks stand above the customers here, since they are, in the broadest sense, insti-
tutions that come close to what is called a “meso unit,” located between the micro and
macro levels (Dopfer et al. 2004, pp. 267-270).

%0 Hamada (2012) shows that horizontal mergers generate larger profits when uncertainty
increases, even if there are no efficiency gains that point in the same direction.
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only increases with increasing competition in the banking sector, while banks
invest less in relationship lending when competition in the financial markets
increases, it can be argued that non-bank financial investors can also establish
a type of relationship lending. Andreani and Neuberger (2004, p. 2) mention
in particular pension funds, mutual funds, and life insurance companies. This
means that the reduction of information asymmetries can no longer be limited

to banks.°!

In a final step, the transformational mechanism is considered. Individuals in-
teract with each other, and their social actions are cumulated, so to speak,
leading to a collective outcome (Hedstrom and Swedberg 1998, p. 23).
Through bank mergers and customers switching to the most favorable provider
or to the new competitors, a loss of importance of single banks and a not in-
significant dying of banks is likely. Not all banks will disappear, but the mar-
ket will tend to perfect itself through the new competitors. Moreover, banks

might have difficulties retaining their customers in the long run.

The passivity of banks, due to the strong market thinking within the NIE, pre-
vents them from opposing these mechanisms in a hopeful way. According to
agency theory, management might come somewhat more into play, but since
there is no power for the firm vis-a-vis the customers (and no market power),

the banks’ options for action are still limited.

C.5. Discussion

In this section, the rather pessimistic narrative about the future of banks de-
veloped above will be evaluated critically. The evaluation is carried out, on
the one hand, via criticism of the NIE; if the weak points of the theory are ex-

posed, then the substantive aspects of the narrative can also be seen as at least

1 With regard to Fintechs, Kaja et al. (2021) argue that they do not provide core bank-
ing functions such as relationship lending, and therefore in this respect do not increase
competitive pressure on banks (Kaja et al. 2021, pp. 79, 90).
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Macro level

Market setting > Bank mortality
Banks which
Qi TC and agency costs
minimise TC and : Bank mergers
downward spiral

agency costs /

Opportunistic | Individuals switch to
individuals the cheaper provider

Micro level

Note: TC = transaction costs.

Figure C.1.: Bathtub Model

questionable. This is a kind of meta-critique. If the schematization of thinking
(see Table C.2) is used, then the form of thinking of the NIE will be questioned
in its inner logic and, in addition, the theory will be historically classified. On
the other hand, the narrative itself will be brought into focus and blind spots
will be pointed out. This critique concerns the content of thought, is more
pragmatic in nature, and indirectly enables an alternative narrative on the fu-
ture of banks. More specifically, the meaning of uncertainty, trust, and power
for the narrative is discussed. Consideration is given to (post-)Keynesianism

and Marxism as well as to the OIE.%?

C.5.1. Uncertainty

A fundamental assumption of transaction cost theory is bounded rationality,
which is linked to uncertainty and complexity (Williamson 1975, pp. 21-23).

In complex (even deterministic) situations, “computational inability” (Simon

2 The OIE is not simply a historical predecessor of the NIE. The term “old” is misleading

in this respect, because there are still economists who work in this paradigm. Adher-
ents of this school of thought today prefer to call themselves “radical” or “original”
institutionalists in distinction to proponents of NIE (Dugger 1989, p. vii). Nevertheless,
especially in comparisons of the two schools of theory, the terms “new” and “old” have
more or less prevailed (see also Rutherford (1994)).
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1972, p. 170; Williamson 1975, p. 23) leads to decision-making under un-
certainty.%> Williamson’s concept of uncertainty is thus rather restrictive and

driven mainly by the decision-makers’ rational limitations.

This insight becomes even more significant when other distinctions between
different kinds of uncertainty, by authors who are primarily associated with
post-Keynesianism, are consulted. For example, Langlois (1984) distinguishes
between “parametric uncertainty” and “structural uncertainty,” the former re-
ferring to the lack of certain parametric values or parametric information and
the latter to a fundamental uncertainty or lack of knowledge (Langlois 1984,
pp- 29-31; see also Hodgson 1988, pp. 203—-204). A further division into “sub-
stantive uncertainty” and “procedural uncertainty” can be made (Dosi and
Egidi 1991). The former, as the name suggests, refers to the lack of the in-
formation needed to make decisions, and the latter includes limitations of
the cognitive possibilities. This distinction is also explicitly based on Her-
bert Simon’s differentiation between substantive and procedural rationality
(Dequech 2006, p. 112). Other classifications include “weak uncertainty”” and
“strong uncertainty” (Dequech 1997), or uncertainty (1) and uncertainty (2)
or “pure uncertainty” (Fontana 2009), or, as Hodgson (1988) calls his concept
in contrast to the NIE, “radical uncertainty” or “real uncertainty” (Hodgson

1988, p. 205).

What all these distinctions have in common is that uncertainty is not simply
uncertainty, as trivial as this may sound. Bounded rationality leads to “behav-
ioral uncertainty” but neglects “fundamental uncertainty” (Dunn 2001). All
the authors mentioned above emphasize that there is an uncertainty that ex-
ists independently of human and computational possibilities. That uncertainty

makes future predictions or forecasts difficult or even impossible.**

For Fontana (2009), uncertainty is a “first principle” that runs counter to the

63 Williamson and Coase make little effort to provide really solid definitions of uncertainty
(Dunn 2000, p. 420). For a more detailed interpretation of Williamson’s understanding
of uncertainty, see Dequech (2006, p. 113).

% In a broad sense, the call for an awareness of uncertainty is also made by Hutchison
(1984) when he looks for similarities between old and new institutional economics. He
also draws here heavily on Simon (1976).
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“invisible hand theorem” and thus opposes harmonic equilibrium views that
assume market adjustment or self-correction (Fontana 2009, p. 7). In this con-
text, the OIE school of thought considers predictions to be uninteresting. If
prediction is used at all, it is a matter of making general qualitative predic-
tions and not specific quantitative ones (Dugger 1979, p. 906). This view is
justified by the fact that the economy should be regarded as a process: “All in-
stitutionalists, including those who do not stress its radical nature, argue that
the economy is a process, not an equilibrium” (Dugger 1988b, p. 4). In a nut-
shell, central to the OIE is the “concept of process,” whereas the NIE focuses

on the “concept of optimum” (Dugger 1990, p. 424).

This argumentation rejects the starting point and the entire market understand-
ing of the NIE: “Specifically, in a world of flux of the institutional economist
that the economic system is not controlled by the price mechanism or the
market mechanism, and that it is not to be understood by starting from that
premise. [...] The economic system is, rather, to be understood as a congeries
of a multitude of forces — institutional and technological, social and histori-

cal” (Cochran 1955, pp. 248-249; see alo Reuter 1996, p. 139).

This has a direct logical impact on model thinking in economics. It can no
longer be assumed that the economy tends toward a state of equilibrium. The
market is not a harmony-producing construct, an automatic mechanism, or
even an invisible hand® that provides balance.®® Dunn has argued that the
bounded rationality argument for transaction costs is in any case only a “short-

run imperfectionist argument” and that transaction cost theory cannot explain

5 Hahnel (2007), who is influenced by Marxism, argues that markets are inefficient because
disequilibrating forces that are not weak, non-competitive market structures are common,
and externalities are the rule rather than an exception, which is why he uses the term “in-
visible foot” for all bad tendencies of the market (Hahnel 2007, pp. 1141-1142). Perel-
man (1999), also a Marxist, portrays the influence of markets in this respect even more
starkly: “Pure market forces have the tendency to run amok” (Perelman 1999, p. 150).
A distinction can be made here between post-Keynesians and New Keynesians. In the
tradition of Keynes, New Keynesians assume that in the short run there are no automatic
adjustment processes in the market. For the long run, however, they join the neoclassicals
in believing in self-adjustment of the market. Post-Keynesians assume that neither in the
short run nor in the long run are processes at work that cause an automatic adjustment
toward equilibrium (Fontana 2009, pp. 2-3).

66



C. Essay 2 97

firms adequately in the long run (Dunn 2000, p. 425).

On this line of argumentation, Panglossianism cannot be applied, and eco-
nomic events cannot be viewed deterministically. For the narrative about the
future of banks it follows that the new competitors can no longer be under-
stood as a perfection of the market, displacing the banks and creating a new
equilibrium. However, when equilibrium is not achieved in the long run and
the harmony of the market cannot be preserved (or must be preserved because
the uncertainty is so great), then institutions in general and banks in particular
can be accorded a much more prominent role than that of mere preservers of

continuity.

Underlying this argumentation is a psychological explanatory approach that
sees institutions as a stronghold of continuity. The more uncertain the future

appears, the more important the role of institutions:

“Specifically, in a world of flux and uncertainty the institution has
been regularly identified as a relied-upon source of endurability,
of continuity and stability, and indeed as the most significant such
source. And this fits with the conception of institutions [...] as
particular social phenomena, mostly social systems, or structured
processes of interaction, that are relatively enduring and recog-

nized as such” (Lawson 2005, p. 14).

Hodgson (2000) also emphasizes this view: “Through this circle of mutual
engagement, institutions are endowed with a stable and inert quality, and tend
to sustain and thus ‘pass on’ their important characteristics through time”
(Hodgson 2000, p. 117). In this respect, the emphasis on uncertainty provides
a basis for the existence of firms, which can also apply to the relatively old
institution of banking. Therefore, the pessimistic view on the future of banks
discussed in Section C.4 must be put into perspective by expanding the notion

of uncertainty.
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C.5.2. Trust

In the NIE, opportunism plays an important role in explaining institutions
in a narrower sense (i.e., firms). For the transaction cost theory, Moschan-
dreas even speaks of opportunism as the “sine qua non” (Moschandreas 1997,
p- 41). Opportunism in the form of shirking is also given a prominent position

in agency theory (see Section C.3.2.2.).

Williamson’s argument that hierarchy (through authority in firms) mitigates
opportunism leads, first, to trust playing no role either inside or outside the
firm, and, second, to the opportunism of authority being neglected (as pointed
out especially by Dow 1987; see also Moschandreas 1997, p. 49). More pre-
cisely, transaction cost theory assumes that authority in the firm is responsible
for transaction costs being allocatively efficient (Dow 1987, p. 33). However,
it is not clear why the assumption of opportunism is not taken to its logical
conclusion. Who monitors the authority or who monitors the monitors (Dow
1987, p. 20, 24)? This question is addressed by Alchian and Demsetz (1972)
and by Jensen and Meckling (1976), but they do not explicitly consider au-

thority.

As shown in Section C.3.2.1., the NIE is a further development of neoclassical
economics (and the concept of homo oeconomicus). Humans are still rational
agents (albeit in transaction cost theory their rationality is limited). Homo oe-
conomicus cannot be left behind, because the NIE is based on the calculation
of costs, whereas norms and conventions are not included (Hodgson 1988,
p- 206). The epistemological parallel to neoclassical economics can again be
drawn here, since the NIE considers opportunism “as if [it] were the invari-
ant core of human nature and trustworthiness no more than a supplement that
varies from country to country, depending on culture and institutions” (No-

orderhaven 1996, p. 106).

The OIE can be distinguished from the NIE in its emphasis on the impor-
tance of habits (Hodgson 2000, p. 117). This also includes cultural condi-

tions, in which the distance from the NIE is again very clear: “The mind of
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Williamson’s individual is bounded; the mind of institutionalism’s individual
is culturally conditioned” (Dugger 1990, p. 427). In relation to Williamson,
it can be stated that the NIE adopts an individual choice approach, instead of
the collective action approach advocated by Commons (Dugger 1994, p. 378).
As a result, the supporters of the OIE also have a different image of human
agents. For example, Veblen’s (1898) “instinct of workmanship” in some re-
spects represents a counter-design to shirking. It is worth quoting at length to

demonstrate the difference:

“By selective necessity he [the human being] is endowed with a
proclivity for purposeful action. He is possessed of a discriminat-
ing sense of purpose, by force of which all futility of life or of
action is distasteful to him. There may be a wide divergence be-
tween individuals as regards the form and the direction in which
this impulse expresses itself, but the impulse itself is not a matter
of idiosyncrasy, it is a generic feature of human nature. [...] Cases
occur in which this proclivity for purposeful action is wanting or
is present in obviously scant measure, but persons endowed in
this stepmotherly fashion are classed as ‘defective subjects’. [...]
Within the purview of economic theory, the last analysis of any
given phenomenon must run back to this ubiquitous human im-
pulse to do the next thing. [...] In the intervals of sober reflection
when not harassed with the strain of overwork, men’s common
sense speaks unequivocally under the guidance of the instinct of
workmanship. [...] They like to see others spend their life to some
purpose, and they like to reflect that their own life is of some use”

(Veblen 1898, pp. 188-189, cited in 2011, pp. 159-160).

While Veblen’s concept of instincts is controversial, it should be noted that,
unlike in the case of homo economicus, instincts are subject to social influ-
ences (Reuter 1996, pp. 212-216; Jennings 1999, pp. 519-520). In this re-
spect, the OIE also distinguishes itself from the NIE in its definition of in-

stitutions. According to North, institutions are “humanly devised constraints”
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(North 1990, p. 3). However, a conception of institutions as mere constraints
could lead to the assumption that unbridled free markets are, so to speak,
the state of nature against which those constraints are then directed (Brom-
ley 2006, p. 32). Indeed, passages can be found in North’s work in which the
market logic is to be discovered: “The profitable opportunities in trade and
commerce seemed everywhere circumscribed by privileges, barriers to entry
and mobility, which had only to be removed to increase the scope and prof-
itability of enterprise and consequently to promote economic growth” (North
and Thomas 1973, p. 148, cited in Mirowski 1981, p. 575). Hodgson (1999b)
points out that, in North’s definition, the “absence of the word ‘habit’ [...] is
not accidental” (Hodgson 1999b, p. 535). In Veblen (1909), however, habits
are explicitly addressed in the definition of institutions®’ as “settled habits
of thought common to the generality of men” (Veblen 1909, p. 626, cited in
2011, p. 518).

This is important, because ‘“habits both reinforce and are reinforced by in-
stitutions” (Hodgson 2000, p. 117). This interaction is particularly interest-
ing in the aspect of trust toward institutions. It creates a circle according
to which trust creates habits, and habits in turn create trust. In this context,
Moschandreas points out that “Trust reduces costs in long-term relationships”
(Moschandreas 1997, p. 45). For this reason, aspects which cannot be ex-
plained via transaction costs, such as trade partnerships, must be taken into
account; therefore, it can be argued that the NIE approach is not sufficient to
fully explain institutions or the existence of firms (Moschandreas 1997, p. 45).
Trust is thus a blind spot in the narrative about the future of banks considered

in Section C.4.

Trust and habits are essential for firms to exist at all. Williamson’s assumption
of opportunistic behavior, which he applies to the market as well as to firms,

is contrary to this assumption (Hodgson 1988, pp. 209-211). For the future

7 In general, the definitions of institutions are broad and include not only organizations
(as well as banks) but also social entities such as money, language, and law (Hodgson
1999b, p. 535).
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of banks, this is interesting, in that banks have a trust advantage due to usu-
ally long relationships with their customers, which translates into the habit of
staying with the bank.%® New competitors have to build up this trust over a
long period of time. Therefore, the narrative developed in Section C.4 might
overestimate the speed with which the competitors establish themselves and

the banks are displaced.

C.5.3. Power

In principle, power plays hardly any role in the NIE. Within agency theory,
power structures are completely absent, both inside and outside the firm. Ac-
cording to transaction cost theory, the existence of the firm is explained via
the advantages of a hierarchy, but externally the firm does not possess any

power either.

This approach becomes more understandable when the ontology behind it
is considered. For the NIE, as for neoclassical economics, power and a per-
fectly functioning market are antipodes. Two systems are conceived in the-
ory: one without imperfections, in which perfect competition governs all in-
dividual relations (a perfect decision-making context), and one with imper-
fections, in which individual relations are also characterized by power (an
imperfect decision-making context) (Palermo 2007a, p. 164; 2007b, p. 545;
2019, p. 1359). Accordingly, in the NIE, imperfections are “the true cause of
power” (Palermo 2019, p. 1359). If imperfections are abolished, then power

relations will automatically disappear (Palermo 2007a, p. 164).

However, it is doubtful that power has no meaning at all in the justification

of the existence of firms (and especially banks).®® For example, it is not ex-

% For the phenomenon of relationship lending see, for example, Boot and Thakor (2000)
and Kysucky and Norden (2016).

It is not the task here to refute the NIE. Rather, the criticism serves a meta-argument: if
the representation of the firm in this theory is wrong (logically as well as historically),
or if false assumptions form the basis of the NIE, then the derivations of the theory will
be at least questionable and the corresponding narrative about the future of the banks
subject to doubt.

69
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plained why two individuals would agree that one is the employer and the
other is the employee. In particular, the amount of compensation would mat-
ter to the employee, not the transaction costs. The power to employ is at least
implicitly assumed; after all, not everyone can hire workers at will. In this
respect, employer and employee are already in a power relationship that is

socio-economic in origin (Meramveliotakis and Milonakis 2010, p. 1061).

Similarly, Pitelis (1998) considers the argumentation of the NIE in the context

of capitalism:

“Within the capitalist logic of profit generation for the principals,
the employment relation is transactionally superior to the price
mechanism and is thus a more efficient means of the organization
and division of labor. In this sense, the transactional properties of
firms are not per se the reason for market failure; the reason is
the transactional properties needed for capitalist control to be es-
tablished. Such control is easier under the employment relation,
which renders the latter transactionally superior from the capi-
talist point of view. Given this, (transactional) efficiency cannot
in itself explain the existence of firms; the principals’ objectives
(thus power and distribution) also need to be considered” (Pitelis

1998, p. 1010).

Besides the logical inconsistencies, the NIE’s argument that hierarchies
emerged without coercion cannot be sustained historically (Palermo 20075,

p. 544; for a more comprehensive look at the matter, see Gerstenberger 2017).

Power plays a role not only within a firm but also outside it, that is, between
the firm and other firms, and between the firm and individuals. In this regard,
different dimensions of power are addressed. Following Lukes (1974), Young

(2002, p. 51) proposes four categories of power:

(1) A has the ability to win in overt conflict with B;
(2) A is able to divert B’s wants;

(3) A is able to reconstitute B’s wants;
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(4) A is able to reconstitute B’s wants against B’s interests.

Levels 2 to 4 address the possibility of changing preferences. However, since
the NIE excludes exactly that (Hodgson 1994, p. 399), a significant form of
power is not recognized. In the OIE, in contrast, preferences are not taken for
granted: “Wants are not just givens” (Dugger 1988a, p. 5). Power is a more
important factor than efficiency, which means that this tradition of thought
is directed against the concept of the survival of the fittest; that is, efficiency
is not mixed with existence (Hodgson 1988, p. 214). Power does not always
have to be based on brutal coercion and force: “power is difficult to see and
to analyze because it is secure and based on voluntary compliance” (Dugger

1980, p. 905).

These considerations lead us to the conclusion that, in a certain sense, there is
a contradiction in the NIE regarding power. On the one hand, power relations
are almost completely disregarded, such that individuals have sovereignty,
and they possess and exercise power over themselves. On the other hand,
individuals are slaves to their own preferences, which are merely given, and
which they cannot question or change. This is also reflected in institutions.
They are free of constraints, but at the same time they have no power to act,”
except to reduce (transaction and agency) costs. In this sense, the banks are
subject to a superior structural coercion that is exercised by the market or at

the level of the market.

A structural form of power is also found in the Marxist view. This is mainly
because class struggle is assumed within society. Thus, there is not only a
relational notion of power (power over somebody) and a dispositional notion
(power to act), but also a kind of invisible coercion (Palermo 2019, p. 1357).
At a model-theoretical level, this view is directed against a methodological
individualism that does not allow for social classes (Palermo 2019, p. 1360).
Without going too deeply into the aspects of money, credit, and capital, in

order not to lose sight of the institutional perspective, it can be stated that

70 This concept is also discussed by Lukes (1974) and Palermo (2019).
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capitalism itself is in essence a system of power (Palermo 2007b, p. 556) and
that “to have authority in production or market power in circulation, one must
first have purchasing power” (Palermo 2007b, p. 551). This point is essential
here because it rejects the opposition of power and efficiency and considers
both aspects together. In the OIE, a circle results: power leads to growth in
size, and at the same time growth in size leads to a drive for even more power

to keep the company coherent and capable of action (Dugger 19884, p. 80).

Because of the emphasis on social structures and the primary emphasis on
power issues, followers of the OIE, such as Dugger (1988b), arrive at a com-
pletely different assessment in their thinking about the market: “The market
does not just happen. It is not a natural phenomenon. The market is a set of
instituted social relations [...] the market is not a result of Adam Smith’s nat-
ural system of liberty. It is a result of the exercise of power [...] the market is

not a cause, but an effect” (Dugger 19885, p. 8).

In contrast to the NIE, where the market appears as an active agent, in the OIE
the market is an explicitly “passive institution” and the modern economy is a

“corporate economy” (Dugger 1988¢, p. 984).

This assessment has several implications for thinking about the future of
banks. First, banks are no longer merely passive actors that can at best lower
transaction and agency costs. By incorporating several dimensions of power,
banks have the possibility to change preferences (i.e., the possibility of power
over somebody) and to (pro)actively shape their situation to their advantage.

Banks can thus actively manage their customer relationships.

Second, assuming that endowments are distributed asymmetrically, banks also
have power to act. In relation to the banks’ rather small new competitors, Fin-
techs, this seems to be without a doubt the case. In relation to their larger
BigTech challengers, things look different. However, banks are not necessar-

ily powerless here, either.

Third, and more fundamentally, the abolition of the separation of efficiency

and power casts the bank as an actor in a different light. The model world of
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the perfect market is fading and with it the idea of perfecting the market by
means of new competitors. Power is no longer a defect that arises from imper-
fection, but an original category that exists between the actors and determines

the framework for action.

C.6. Summary and Conclusion

In this paper, we have outlined a narrative of the future of banks against the
background of neo-institutional thinking about markets and institutions. As a
starting point, we referred to Fintechs and BigTechs as new challengers that
are attacking the value chain of banks. Strong market thinking and a tendency
toward Panglossianism were identified as characteristics of the NIE, which
leads to the new challengers being interpreted as a perfection of the market.
In this context, the banks are regarded as playing a rather passive role and as

having to subordinate themselves to the market.

In line with Coleman’s bathtub model, this path was further developed. Banks
might be displaced by the new competitors. A consolidation process could
take place in which banks merge in order to reduce transaction and agency
costs and to become more competitive. Some of the banks could therefore
disappear from the scene, leading to a new market equilibrium with fewer
banks and more new competitors. Overall, following the ideas of the NIE

leads to a rather gloomy narrative concerning the future of banks.

In a second step, we evaluated this narrative critically by examining the (as-
sumptions of the) NIE and by pointing out blind spots. Specifically, the mean-
ing of uncertainty, trust, and power for the narrative was discussed in detail
with reference to the OIE, (post-)Keynesianism, and Marxism. In the NIE, un-
certainty is closely linked to individuals’ bounded rationality and can thus be
understood as behavioral uncertainty. Such an understanding, however, can-
not express itself in an appreciation of institutions that may have a legitimiz-

ing effect via a more fundamental form of uncertainty. In terms of trust, the
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immanent critique shows, first, that the assumption of opportunistic behavior
can be mitigated by authority, although in that case it is not clear who is su-
pervising the authorities. Second, and even more importantly, the assumption
of opportunism leaves no room for trust, which may be a significant factor in
explaining the existence of institutions. In the case of power, the immanent
critique is evident from the ontology according to which efficiency and power
form antipodes and institutions are justified only on efficiency grounds. On
this reading, power cannot play any role. However, even in logical terms, it is
not evident that power is not being used as an explanatory factor for institu-

tions.

Overall, the immanent critique and the characterization of alternative tradi-
tions of thought result in a more comprehensive narrative about the future of
banks. If uncertainty, trust, and power are taken into account, a strongly al-
tered picture of the future will appear. Uncertainty (in a wider sense) can lead
individuals to rely on old, familiar, trusted institutions for the stability they of-
fer. Banks could be seen as institutions that provide security, making many of
their customers unwilling to change. This goes hand in hand with trust. With
the recognition of strong uncertainty, it becomes important to have trustwor-
thy partners that accompany individuals through the uncertain future. Here
again, banks can build on a trust advantage over their new competitors, as
bank customers already know what they are getting. In addition, cooperation
based on trust can form habits that further strengthen the circle of trust and
habits, which is beneficial for the relationship between bank and customer.
New challengers must first, at great effort, create trust and try to convince
customers. They can also use one of the forms of power described above to
change the preferences of bank customers. However, banks, too, are in a po-
sition to change customers’ preferences in such a way that customers do not
choose the cheapest provider, but instead focus on other aspects. Banks are no
longer passive players that can only reduce transaction and agency costs and
have to subordinate themselves to the market. Banks can take action them-

selves and use their power against the new competitors or to shape customer



C. Essay 2 107

preferences, be it in the form of capital or in the form of trust. In this way,
banks are seen as having the ability to remain successful in the market for a

longer period of time.

By working out the assumptions of thinking about the future of banks, the pa-
per lays the foundation for a better understanding of narratives on this topic.
It may show the limits of such gloomy narratives like Bill Gates’ famous one.
At the same time, it highlights the importance of plural economic thinking,
once again underlining that the content and the form of thought are inextri-
cably linked. It provides a tangible example to illustrate that, for economic
science, there is not and cannot be only one theory; a broad knowledge of
theories is necessary, also in teaching, in order to explain social phenomena

comprehensively.

This conclusion primarily has implications for academic practice. Shedding
more light on the assumptions of the theories used when discussing the fu-
ture of banks would be very helpful. This is all the more important because
economic theories can have a performative effect and thereby change the di-
rection of their object of study. Therefore, it is incumbent on scientists to

recognize and seek to fulfill their social responsibility.

In terms of practical implications, our findings are also relevant for banks.
By examining how markets and institutions are perceived through the lens of
economic theory, we provide insights into the credibility and impact of cer-
tain narratives. In doing so, we help banks to identify narratives about their
future at an early stage, especially the origins of certain narratives. By know-
ing the hidden ideas behind these narratives, banks can more easily find ar-
guments that counter the narratives. For both academics and practitioners, it
is important to note that banks, as important institutions in our economic sys-
tem, deserve special attention and also special rigour. In particular, premature
narratives such as that of Bill Gates need to be viewed critically. Such narra-
tives, consciously or unconsciously linked to economic theories, operate in a

performative channel, creating fictional expectations, establishing causal re-
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lationships or merely suggesting deductions that provide orientation and form
the basis for strategies of action to deal with the uncertain future. When these
narratives are then shared by thought collectives, they can undermine confi-
dence and change reality without there being any equivalent in the real econ-
omy. Just think of the power of Mario Draghi’s ‘whatever it takes’ speech
in 2012 to calm the financial markets in the wake of the sovereign debt cri-
sis with two sentences,’! without the fundamentals of the affected countries

having changed in the slightest (see also Beckert 2016, pp. 82, 89, 256-257).

Of course, this work is not free of limitations. First, when criticizing schools
of thought, there is always the risk of attacking a straw man, and it must be
questioned whether economists really do think about the future of banks in
the ways represented here. However, doubt as to whether economists think
in these ways consciously does not make the analysis in this paper less rel-
evant; because of their tacit knowledge of the NIE, economists might still
think in these ways unconsciously. Second, the account given in this paper has
been presented in terms of the economic categories of market and institutions.
However, a narrative may change its orientation by adding or omitting cate-
gories, and by weighting categories differently. Therefore, further research is
needed to examine the influence of other economic categories, such as regu-
lation and technology, on thinking about the future of banks. Finally, we view
banks as institutions at a high level of abstraction. Special bank services and
products, such as loans and deposits, are not taken into account. This more
functionalist view of banks will not be considered here, but in another pa-
per. In particular, by comparing the theory of intermediation and the theory
of ‘money creation out of thin air,” the role of banks in the monetary system
is analysed in more detail. In doing so, an internal perspective will take into
account both banks as specific institutions in their own right and their special

function in dealing with money.

71" “Within our mandate, the ECB is ready to do whatever it takes to preserve the euro. And
believe me, it will be enough.” (Draghi 2012).
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D. Essay 3: A Bank Is What a
Bank Does vs. A Bank Does
What a Bank Is: How Thinking
About Money Influences
Thinking About the Future of

Banks’?

D.1. Introduction

“Money is what money does” (Hicks 1967, p. 1).

Narratives are becoming increasingly important in economics. Recently, even
the winner of the Sveriges Riksbank Prize in Economic Sciences in Mem-
ory of Alfred Nobel, Robert Shiller (2019), devoted an entire book to its
importance to the profession. This also applies to (the debate about) the fu-
ture of banks, where some narratives are already in circulation, in particular
the narrative of technological improvement with new challengers and new
forms of money, which are threatening the very existence of banks. A vision

of this kind of future is linked primarily to Bill Gates’ famous quote “Bank-

72 Hiibenbecker, U. (2025), ‘A Bank Is What a Bank Does vs. A Bank Does What a Bank Is:
How Thinking About Money Influences Thinking About the Future of Banks’, Working
Paper Uni Rostock.
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ing is necessary, banks are not.” However, the power of narratives is nothing
new. Some economists have always been concerned with rhetoric (McCloskey
1998), performativity (Callon 2007) or even narratives (Fullbrook 2016). Af-
ter all, behind the objective fagade of empirical investigation lies the undeni-
able power of interpretation. Within this context, the concept of performativity
takes centre stage, as social theories (and models) not only describe social re-
alities but also actively create narratives that (could) shape them (Preda 2009,
pp- 118-125). The narratives about the future of banks have a profound sig-
nificance, as they not only provide insights into the evolving landscape of
banking, but can also inspire public trust, which is crucial for the stability and

growth of the banking sector.

However, these narratives do not emerge in isolation. They are often rooted
in theoretical assumptions that shape how we perceive and discuss the fu-
ture of banks. Economic theories play a key role in this context, providing the
conceptual frameworks that influence how such narratives are constructed and
understood. This interplay between narratives and theories raises an important
question: what and how can economic theories help us to explain such nar-
ratives? After all, these theories serve as conceptual frameworks that provide
lenses through which researchers interpret and make sense of the social world.
It is therefore also necessary to look at what actually characterises banks in
theory.”® The intermediation theory is one candidate that could take a leading
role in this play.’* There are two related debates. The first is that the transfor-
mation services of intermediaries have the potential for disintermediation, i.e.

the debate on the disintermediation of banks. The second is the debate about

73 The teaching of money and banking varies significantly depending on the theoretical per-
spective adopted, with notable differences between orthodox and heterodox approaches.
Monvoisin (2013), Lavoie and Seccareccia (2016) and Rochon and Rossi (2018) argue
from a post-Keynesian standpoint that orthodox teaching often assumes the exogeneity
of money, portraying banks primarily as passive intermediaries. In contrast, they empha-
size a demand-led perspective on credit money creation, where banks actively respond
to the credit needs of the economy. While this critique provides a valuable foundation,
this paper builds on these insights by exploring how such theoretical perspectives shape
narratives about the future of banks, thus extending the discussion into the context of
their societal and economic implications.

7+ One possible theoretical distinction from the intermediation theory is the production ap-

proach, which goes back to Deppe (1964).
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the theory of intermediation itself. This debate, which is largely driven by
monetary authorities, is related to the issue of money creation (Ryan-Collins
et al. 2012; Jakab and Kumhof 2015; 2019). Both debates (on the transfor-
mation services of intermediaries and on the valuation of banks as intermedi-

aries) are based on very specific assumptions about money.

The aim of this paper is therefore to find out how thinking about money ac-
cording to economic theory can influence the thinking about the future of
banks. After all, banks, as financial(!) institutions, are primarily engaged in
the business of money. Therefore, this paper will take a “money view,” which
in turn means that many other economic aspects such as risk, regulation or
technology have to be abstracted from. This does not mean that these cate-
gories are not important or should not be addressed, but only that the focus
should be sharpened. Thus, the focus is on the abstract category of money,
after an earlier paper by Hiibenbecker and Homolle (2025) considered how
thinking about markets and institutions can influence thinking about the fu-
ture of banks. There banks were considered quite abstractly in the sense of
institutions (in the narrower sense as firms), quasi as a shell, without char-
acteristic aspects of what “really” distinguishes banks from other firms. This
paper takes that step and looks at what banks actually are. Money plays a spe-
cial role here in two respects. First, by analogy with money, it is possible to
examine what banks effectively are. Second, by looking at money, it becomes
clear how certain narratives about the future of banks can be derived from

theory.

Methodologically, this paper follows a hermeneutic approach. By systemati-
cally interpreting and contextualizing theoretical perspectives from the litera-
ture, it seeks to uncover the assumptions underlying narratives about disinter-
mediation and their implications for the future of banks. The starting point for
the analysis is the quote from Hicks mentioned at the beginning: “Money is
what money does.” With its functionalist interpretation of what money is, this
quote is completely in line with orthodox economics, i.e. an economic science

that, due to its positivism and narrowly prescribed methodological framework,
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no longer reflects on what actually exists in the world and, in this context, sets
aside ontological questions (Lawson 1997; 2003). This functionalist variant
of interpretation is contrasted with an ontological one by reversing the quota-
tion to “money does what money is.” The content of this view is filled in by
a Marxist-oriented political economy. But why ask only about money? The
quotation can also be applied to banks, and the findings about money can be
directly linked to thinking about banks, because there too the content of the
statement “A bank is what a bank does” reflects the orthodoxy. So it seems
to make sense to reverse this view as well to “A bank does what a bank is.”
It is argued here that, as with money, a Marxist view can enrich the content
of the statement. Subsequently, in the discussion, the insights gained can be
applied to the current or future challenge of disintermediation by new forms

of money.

The functionalist and the more ontological perspectives are explained by re-
ferring to many basic aspects of the theories, which might lead the interested
reader to conclude that there is little new to discover here. However, such an
outline of the theories is necessary, first, in order to highlight the differences
between the two approaches, second, because it makes the narratives clearer,
third, because the narratives can be derived from this outline, and finally, be-
cause it allows a critical reflection on which narrative can be trusted more and
which assumptions of the theories may not (or no longer) help economics to

progress.

This paper contributes to the literature in several ways: First, it provides pos-
sible explanations for narratives on the future of banks. This is done here
under a “money view,” which attempts to theoretically embed the challenge
of disintermediation from the literature in different ways. So far, these debates
about intermediation theory, disintermediation and money have not been pur-
posefully intertwined and examined for potential narratives about the future
of banks. Second, it becomes clear that ontological questions are not only ex-
tremely relevant in economics, but that they are necessary questions of any

discipline, enabling a clearer view of the objects of study, here money and
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banks, for the profession and strengthening the understanding of economic
interrelations. The ontological elaboration in relation to banks, with an exten-
sion of the value form analysis to banks through a form analysis of the various
capitals, has not yet been achieved in this way. Banks thus receive a largely
new justification. Third, it highlights the importance of theoretical thinking,
how different traditions of thought can think about phenomena and in this

context how important it is to promote plural economics.

The paper is structured as follows. In Section 2, the methodology of the pa-
per is explained in detail. This is followed in Section 3 by a discussion of the
orthodox view of money and then in Section 4 by a Marxist-oriented political
economy. This is followed by a reflection on banks, i.e. in Section 5 the or-
thodox view of banks is described and then in Section 6 a Marxist view. The
implications of these views are then applied to the challenge of disintermedi-

ation in Section 7. The paper ends with a summary and conclusion.

D.2. Methodology

The research problem with the question of the future of banks is that, on the
one hand, it is an important issue, and understanding its evolution helps to an-
ticipate changes in services, regulations and technological advances that are
shaping the financial landscape worldwide. On the other hand, the recent lit-
erature does not satisfactorily explain how they arrive at their future prospects
(Hiibenbecker 2024). One of the reasons for this is that the significance of
economic theories and, above all, their assumptions have not yet been suffi-

ciently taken into account.

In order to derive the future prospects from the theories, several steps are
required. A first step is the almost naive observation that banks are facing cur-
rent challenges that are widely perceived as disintermediation. This is partly
due to new forms of money, such as cryptocurrencies or Central Bank Digital

Currency (CBDC), which compete with bank deposits and could make banks
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redundant as intermediaries.”> Such an approach is naive because it already
uses a theoretical vocabulary, i.e. the simple empirical observations cannot be
reduced to a theory-free approach. However, since the term (dis)intermedia-
tion is used across different theories in economics, this naive approach can
be tolerated here. The next step involves examining the challenges faced by
banks through the lens of selected economic theories, which offer distinct
perspectives on the issue of (dis)intermediation. This means that an orthodox
view of money and banks is elaborated, which is then supplemented by a crit-
ical counter-view to this perspective. This clearly shows the scope in thinking
about economic aspects. In addition to substantively explaining money and
banks as objects of study, it is necessary to develop the underlying logic for
their examination. In this context, the introductory quotation from Hicks is
of particular importance, as it already reveals the functionalism predefined in
the orthodoxy. Within the counter-view, the inner logic cannot easily be deter-
mined in this way, but approaches can be found that lead in a more ontological

direction.

This approach not only generates narratives around money and banking itself,
but also lays the groundwork for deriving narratives about the future of banks,

offering explanations of potential visions of the future.

7> If this competition takes place between, for example, CBDCs and bank deposits (as Sand-
ner et al. (2020, p. 16) state), then it is clear that this is not exclusively about the process-
ing of payment transactions. There is a whole range of subdivisions of intermediation
or intermediaries and thus also potential approaches to disintermediation. For exam-
ple, the transformation services of banks as financial intermediaries could be affected
at least indirectly if they lose market share to competitors and lot size, risk, maturity
and information transformation become less important for them. The use of the term
disintermediation is already embedded in far-reaching theories and cannot be discussed
comprehensively here. For this very reason, however, the challenge of disintermediation
should not be presented or even analysed much further, as this would already require fur-
ther standpoint determinations, which is what the theories to be considered in this paper
are supposed to do. The focus here is less on financial intermediaries such as financial
auctioneers, rating agencies and market makers but rather on financial producers (Breuer
1993, pp. 9-14), which also means that shadow banks are somewhat excluded from the
analysis. This may seem surprising given that this sector continues to grow in size and
importance (Thiemann 2018), but it is due to the fact that the concept of banks has to
be approached first and the extremely complicated legal and regulatory characteristics
cannot be dealt with here. However, it can already be said here that the concept of dis-
intermediation may be misleading for precisely this reason, as it shifts the focus all too
much to a traditional banking sector and banking concept that is hardly compatible with
a modern(?) understanding of the capitalist financial system.
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How does thinking about money influence thinking about the Section
future of banks?

A | Thinking about Quotation of Hicks: “Money is what
money money does”

I Affirmation: “Money is what | D.3.
money does”

IT | Inversion: “Money does what | D.4.
money is”

B | Thinking about III | Mirroring with banks: “A bank
banks is what a bank does”

1 Affirmation: “A bank is | D.5.
what a bank does”

2 Inversion: “A bank does | D.6.
what a bank is”

C | Thinking about 3 | Application to cur- | D.7.
the future of banks rent/future challenges

Table D.1.: Structure of Essay 3

In this respect, this article is structured a bit like a nesting doll (see Table D.1).
The whole article revolves around the question “How does thinking about
money influence thinking about the future of banks?”” But thinking about the
future of banks requires thinking about money and thinking about banks (A-
C), which in turn build on each other. Thus, thinking about money is aligned
with the quotation from Hicks, which then leads into the mirroring of the
quotation with banks (I-IIT). Thinking about banks nevertheless forms an in-
dependent part, which then results in the application to the current challenge

of disintermediation (1-3).

Ultimately, this is a hermeneutic method that is not limited purely to observ-
able phenomena. It deals with internal structures and possible resulting ten-
dencies (Dean et al. 2006, p. 66), not to mention addressing ontological ques-
tions (Lawson 1997; 2003). This does not mean, however, that a relativist or
anti-realist standpoint must necessarily be adopted, as the highly esteemed

Bunge (1993) once polemically propagated. On the contrary, hermeneutics
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is needed in order to adopt a realistic standpoint. In this sense, it is worth
referring to Sayer (1992): “In learning a new body of theory, whether it be
marxism or neoclassical economics or pluralist theories of politics, we usually
eventually come to find that the new concepts enable us to see new objects or
aspects of objects and not merely offer a different interpretation of everyday
observations” (Sayer 1992, p. 54). In this sense, the theoretically embedded
narratives can help to make the possible future perspectives of the banks a

little more understandable.

D.3. Money Is What Money Does

Before going into the content of the statement that precedes this paper, it is
necessary to make a brief classification of who this statement is associated
with. In essence, this is an account of orthodox economics in which the fairly
standard textbook literature can serve as an anchor. For the broad area of
money, banking and finance, one of the standard textbooks would undoubt-
edly be Mishkin’s (2019) “The economics of money, banking, and financial

markets.”7°

What is initially striking is that the (current) orthodoxy does not really have a
theory of money. Money is more or less considered in passing. This is shown,
among other things, by the fact that in the textbooks money is characterised
relatively quickly almost exclusively by its functions. In this way, money ac-
tually becomes what money does. Mishkin precedes the money functions with
the following statement: “Economists define money as anything that is gener-
ally accepted as payment for goods or services or in the repayment of debts”
(Mishkin 2019, p. 99). Even this definition already bears functionalist charac-

teristics. The problem is that a functionalist definition is basically no defini-

76 Another standard textbook is Greenbaum et al. (2019). But they don’t even bother to
present a monetary concept. Apart from the usual references to fiat money, etc., they take
it for granted (Greenbaum et al. 2019, pp. 24, 64). The standardisation of textbooks in
economics is evident in the case of microeconomics (Lee and Keen 2004), substantial
sections of macroeconomics (De Araujo et al. 2013), and even German-language intro-
ductory textbooks in business administration concerning methodology (Julmi 2020).
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tion at all. If someone is interested in what a car is, they will presumably be
reluctant to settle for the fact that it is a means of transport from A to B; after

all, this also applies to a bicycle or an aeroplane.

Then the following three functions are almost always named: medium of ex-
change, unit of account, and store of value (Mishkin 2019, pp. 100-102).
Emphasis is placed on the medium of exchange function, which is intro-
duced via the “double coincidence of wants,”’” meaning that two parties in a
barter economy want the other good of their exchange partner (Mishkin 2019,
pp- 100-101). Since this is simply rarely true, monetary trade is introduced
(Ostroy and Starr 1990, p. 27). This view is also closely related to Menger
(1892), who sees money arising spontaneously via the market (through habits)
(Menger 1892, pp. 249-250).”® To put it in more familiar terms, one could
also say that the origin of money as a means of exchange is justified logically-
rationally rather than historically, via the avoidance of transaction costs in
the sense of the time-honoured double coincidence of wants (Mishkin 2019,
p. 100). Money here seems to be simply a commodity like any other, which
simply “functions” as money (Mishkin 2019, p. 101). The lack of realism as-
sociated with the view of money as a commodity is also noted in the literature:
“Such a conception of money may be fine for the construction of logically
consistent equilibrium models. But it has little to do with reality” (Guttmann
1994, p. 30). It remains unclear how this commodity, which at some point
functioned as money, became what we usually call today token money, i.e.
money without intrinsic value. Insofar as the supply of money without intrin-
sic value is addressed for this historical formation of our society, the most
important actor is the central bank (Mishkin 2019, p. 388). The keyword here

is an exogenous money supply.

7T The term goes back to Jevons (1875) (see Ostroy and Starr 1990, pp. 26-27). However,
Jevons also states: “Modern society could not exist in its present complex form without
the means which money constitutes of valuing, distributing, and contracting for com-
modities of various kinds” (Jevons 1875, p. 3).

In defence of Menger, it should be mentioned that the latter contributed considerably
more on the subject of money (see especially Menger’s article on money in the Hand-
worterbuch der Staatswissenschaften, 1909 (reprinted in Menger 1936, pp. 1-116). To-
day, however, little remains of his profound reflections in the orthodoxy.
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When discussing the demand for money, by contrast, reference is made to the
Quantity Theory of Money (Mishkin 2019, pp. 532-536). This theory has a
long tradition, but has for some time been associated primarily with Milton
Friedman (Blaug 1997, p. 615). With regard to the central bank, he states:
“[...] the monetary authority controls nominal quantities [...] It cannot use its
control over nominal quantities to peg a real quantity — the real rate of interest,
the rate of unemployment, the level of real national income, the real quantity
of money, the rate of growth of real national income, or the rate of growth of

the real quantity of money” (Friedman 1968).

As Kaldor (1970) critically summarises Friedman, in Friedman’s world
“money cannot change ‘real’ things” (Kaldor 1970, p. 3) like output, employ-
ment and the allocation of resources (Blaug 1997, p. 615). In this context,
it must be mentioned that the followers of the quantity theory interpret the
Fisher equation, MV = P71, where M represents the stock of money, V' the
velocity of circulation, P the average level of prices, and 7' the volume of

trade per time period, in a very specific way:

(1) “[T]he direction of causation must run from MV to PT.”

(2) “[A]ll changes in V' and 7" must be attributable to nonmone-
tary factors.”

(3) “[T]he nominal stock of money must be exogenously deter-

mined” (Blaug 1997, p. 614).

Insofar as V' is stable, P changes exactly proportionally to the changes in
M. With this rigorous assumption, a version of the quantity theory emerges

that excludes any function of money other than that of a medium of exchange

(Blaug 1997, p. 614).”°

Another facet that attaches to the quantity theory is the connection to Say’s

79 Smithin (2013), who is also critical of the quantity theory, would certainly subsume such
an account under the “Caricature Version of the Quantity Theory of Money” (Smithin
2013, p. 62). The simplified and condensed presentation here aims to make the basic
framework of the Orthodoxy clear. For a more extensive account and critique of aspects
such as the neutrality and exogeneity of money, see Cartelier (2018), Patnaik (2009),
Weeks (2012) or Baronian (2023).
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law (Shaikh 2016, p. 546). According to Say’s law, there cannot be an excess
of overall supply of commodities because the total supply of all commodi-
ties is exactly equal to the total demand for all commodities (Lange 1942,
p- 49). The total demand for commodities excludes money but Say’s law sug-
gests that the demand for money has a unique nature, indicating that individ-
uals within our system, when considered together, are always content with
the current amount of money and do not desire to have more or less (Lange
1942, pp. 52-53). So, Say’s law eliminates the possibility of substituting be-
tween money and commodities since it implies that purchases of commodi-
ties cannot be financed through cash balances and that cash balances can-
not be increased through the proceeds from the sale of commodities (Lange
1942, p. 63). Lange (1942) can thus critically state “the relative prices of com-
modities are found to be independent of the quantity of money in the system.
Money is “neutral,” or, to use the phrase of the classical economists, it is
merely a “veil” which can be removed and relative prices can be studied as if
the system were based on barter” (Lange 1942, p. 64). This has very specific
implications. The neutrality of money in connection with an exogenous (by
the monetary authority or the state) predetermined money supply also means,
that basically not even a trade credit is possible, since this would already have
an effect on production (i.e non-neutrality). Moreover, in this case the money

would not have been created by the monetary authority (i.e. non-exogenity).

Why is this important? Such a view of money demand and money supply dis-
proportionately emphasises the money function as a means of exchange. This
means that the possibility of hoarding money is severely limited or even im-
possible. Money is not an “object of desire” in itself (De Brunhoff and Foley
2007, p. 193) (De Brunhoff and Foley, 2007, p. 193) and if money is seen
as worthless, there is no motivation to hoard it (Weeks 2010, p. 74). Instead,
any other asset can be used to store value and many are even better suited for
this than money. Therefore, this function is somewhat lost in the orthodoxy. If
money is held after all, then this is done out of a liquidity preference (Mishkin

2019, p. 102). This could also be seen as a disregard for money. Moreover, it
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means that there is no possibility of a disintegration of buying and selling, i.e.
no payment on credit is possible, which can be observed on a daily basis in
today’s economy. In the broadest sense, this is also connected to the model
thinking of the orthodoxy from a micro perspective, which takes place in log-
ical time and not in historical time (Patnaik 2009, p. 20), quasi in a “timeless

vacuum” (Minsky 2008, p. 155).

There exists somewhat of a tension within orthodoxy between the (ahistorical)
origin of money in the double coincidence of wants, which is to be considered
logically rational rather than factually historical, and the actual representation
of the currently observable monetary system of the historical formation of
our society. In describing the current monetary system, orthodoxy typically
refers to banks, central banks, credit, etc. to do the proper justice to money in
today’s world. In contrast, money as such is inherently timeless and as such

not related to a specific historical epoch, such as capitalism.

Overall, the significance of money is therefore quite limited. It simply fulfils
its functions, first and foremost as a means of exchange. At the same time, the
concept of money must be interpreted broadly, since various assets can fulfil

monetary functions.

D.4. Money Does What Money Is

This section presents an approach that turns Hicks’ opening quotation around
and consequently derives a different logic of argumentation from the deter-
mination of what money is. Such an approach is linked to Marxist political

economy.®

80" Its adherents may represent only a minority in the economic guild, but they explicitly
point out that money does what money is (Lapavitsas 1994, p. 449; Itoh and Lapavitsas
1999, p. 40; Lapavitsas 20035, p. 15). Since Marx’s teachings (which have been pushed
into the background in economics) cannot be presented here in all their complexity and
detail, the following discussions are based on highly simplified summaries. In particular,
the Hegelian foundations for a comprehensive understanding are neglected.



D. Essay 3 121

D.4.1. Value Form Analysis and Theory of Action

For such an approach, it is necessary to start with the value form analysis.
The development of the value form (see Figure D.1) is about the explanation
of money from the contradictory structure of the commodity to embody use
value and value (Iber 2005, p. 83 in connection with p. 51). This development
is not to be understood historically, but logically-systematically (Iber 2005,
p. 47).

(1) Marx begins with the “simple, isolated, or accidental form of value,”
in which the value of one commodity is expressed in another commodity,
whereby one commodity assumes a relative value form and the other com-
modity assumes an equivalent form. (2) He continues with the “total or ex-
panded form of value,” in which the value of one commodity is expressed in
numerous other commodities, with one commodity assuming a relative value
form and the numerous other commodities assuming an equivalent form. (3)
This leads to a reversal of the total form of value to the “general form of
value” in which the value of all commodities is expressed in a single com-
modity, with all but one commodity assuming a relative form of value and the
one commodity assuming a general/universal equivalent form. (4) This leads
to the final form, the “money form,” in which the one commodity that has
assumed general/universal equivalent form is excluded as an equivalent by all
other commodities and this exclusion is finally limited to one type of com-
modity. This specific commodity becomes the commodity of money (Marx

1962, pp. 62-85; Marx 1976, pp. 138-162).

Money is derived generically here and is in consequence “the ‘universal equiv-
alent’, the monopolist of buying ability (or the independent form of value)
that arises due to social relations among ‘foreign’ commodity owners. The
‘universal equivalent’ can assume a variety of forms: commodity, fiat paper,
banknotes, bank deposits, money trust account, etc. In all its forms, the ‘uni-
versal equivalent’” monopolises the ability to buy (and represent value), this

being the thread that ties all forms of money together” (Lapavitsas 20035,
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Figure D.1.: The Sequence of Value Forms

p. 15).

The analysis of form is supplemented by a theory of action that addresses the
exchange process. At the level of the exchange process, it is shown how the
emergence of money appears to be necessary in the actions of the commodity
owners (Iber 2005, p. 83). Form analysis and action theory together have the
same result, “that the money form necessarily attaches itself to a certain kind
of commodity excluded from all other commodities, so that the realisation of
commodity value now presents itself as a relation of commodities to money,
a commodity which is accorded a prominent position in relation to the other

commodities [...]” (Iber 2005, pp. 83, 95, author’s translation).

Allin all, with the pronunciation of the form of money and the result of money

as the independent form of value, money is given a higher significance than
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in the orthodoxy, where the notion of value is banished.

D.4.2. The Significance of the Money Commodity in the
Monetary Theory of Value and the Historical

Formation of Society

There is also a significance for capitalism: “money as the independent form
of value is the nexus rerum of capitalist society” (Itoh and Lapavitsas 1999,
p- 55). Of course, Marxist authors are aware that money existed before cap-
italism, but “money’s nature, functions and forms emerge most clearly un-
der capitalist social conditions, for it is only then that commodity exchange
becomes truly general and permeates economic activity” (Lapavitsas 20034,
p. 66). Thus, supra-historically, money is the medium of the socialisation of

atomised commodity producers (Heinrich 2001, p. 160).

The peculiarity of money is that it is both a commodity and a non-commodity
(Kritke 2000, p. 68) and both universal and particular (Fleetwood 2000, p.
188), which can be explained, among other things, by the social embedding of
money: “The contrast between money and other commodities is sharp, since
the usefulness of the latter has an irreducible private dimension: bread sat-
isfies personal hunger, clothes keep out the cold for their wearer, and cars
take their driver from one place to another. However, the benefits from hold-
ing money do not result from the private relationship between money and its

holder; instead, they are comprehensively social” (Lapavitsas 2003c¢, p. 55).

“What Marx derives is not the existence of money - money exists - but he
presents what money is and why money necessarily exists in commodity-
producing society” (Iber 2005, p. 49, author’s translation). In this sense,
“money is not a ‘cleverly devised means of information” (Marx and Engels

1990, p. 36) that serves to remedy the difficulties of natural exchange, which
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could also proceed without money” (Iber 2005, p. 89, author’s translation).?!
The difference to the orthodoxy is that the owners of commodities can only(!)

relate to each other with their commodities via money.%?

Marx’s theory of value is thus from the beginning a monetary theory of value
with a general theory of money. In this context it should also have become
clear that Marx did not write a history of money.?* History plays a role in the
sense that money as a money commodity must have been linked to a com-
modity at some point in history and that his theory of money also applies to
capitalism or the capitalist mode of production, i.e. a specific historical epoch.
Many critics of Marxism accuse him that his theory stops at the identification
of the money commodity as gold and is no longer relevant in our time (In-
gham 2004, p. 61). However, as Bryan and Rafferty (2006a; 2006b) rightly
point out, Marx’s money commodity need not be fixed on gold. They show
that Marxists are not physiocrats and that aspects other than power, trust and
nation-state guarantees are paramount to the foundations of a general theory
of money, emphasising in this respect the role of derivatives as a money com-

modity for our time (Bryan and Rafferty 20064, ch. 5; 20065, pp. 84, 92).

All in all, Marx’s general theory of value, in contrast to the orthodoxy, is a
monetary theory from the outset, placing the significance of money at its core.
Its importance is further emphasized by its explicit embedding in a specific
historical epoch — capitalism — where money is not merely an optional lubri-
cant but a structural necessity for the interaction between commodity produc-

ers. In this sense, money holds a far greater importance in Marx’s framework

81" Thus Mishkin states: “Imagine how hard it would be in a barter economy to shop at a
supermarket with 1,000 different items on its shelves and be faced with deciding whether
chicken or fish is a better buy if the price of a pound of chicken were quoted as 4 pounds
of butter and the price of a pound of fish as 8 pounds of tomatoes. To make it possible
to compare prices, the tag on each item would have to list up to 999 different prices, and
the time spent reading them would result in very high transaction costs” (Mishkin 2019,
p. 101).

“The all-round product exchange of commodities, in contrast to the isolated direct prod-
uct exchange, can only take place as a reference of the commodities to money” (Iber
2005, p. 89, author’s translation).

Many Marxist strands now point to this: “Marx’s theory is monetary theory of value”
(Heinrich 1988, p. 28), or Marx’s theory is “monetary from the outset” (Itoh and La-
pavitsas 1999, p. 58).
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than it does in orthodox economics.

D.4.3. Hierarchy of the Money Functions and the Path

From the Money Commodity to Token Money

The path from the money commodity to token money is closely linked to the
money functions. Itoh and Lapavitsas (1999) make it explicitly clear that for
them “what money does follows from what money is” with a “strict ordering
of the functions of money” (Itoh and Lapavitsas 1999, p. 40), in which the

path from the money commodity to money as symbol is also illustrated.

The first money function as a “measure of value” allows the commodities to
represent their value in the excluded equivalent commodity as was shown in
the value form analysis. Only then is the second money function opened up as
a “means of exchange” or “means of circulation.”® Here money mediates the
exchange of commodities: commodity 1 — money — commodity 2 (C1-M-
(C2) in the characteristic form of currency (Itoh and Lapavitsas 1999, p. 43).
In this function there is space for the emergence of symbolic money (Itoh
and Lapavitsas 1999, p. 44) with money as layered symbol (Lapavitsas 2017,
p. 11), either as state-backed issued fiat money or as private issued credit
money.®> The commodity money vanishes here from circulation and functions
as an idealised sign of itself (Iber 2005, pp. 107-108), it is plain means of
purchase (Otani 2018, pp. 108-109).%6

8 The exchange of goods is basically only possible via money. In this sense, a distinction
must be made from the plain exchange of products, which is also possible without money,
but is simply not an option for more mature economic systems.

For the record, credit (money) and money are not the same thing, as Ivanova (2020,
p. 149) reminds us.

“Marx’s approach is highly compatible with the practice of contemporary central banks,
which supply reserves endogenously to the banking system to maintain a target interest
rate. Marx’s recognition of the ease with which various forms of symbolic and credit
money can take the place of ‘hard cash’ in the circulation of commodities is also relevant
to the problem of defining ‘money’ operationally. There is a wide spectrum of close sub-
stitutes for cash as means of circulation of commodities, and even as means of payment.
In these respects Marx’s theory provides a rich and flexible mode of comprehending
contemporary monetary institutions” (De Brunhoff and Foley 2007, p. 202). Marx’s rel-
evance can also be highlighted by the fact that in the light of his theory of money and
credit, even the financial crises in the 21st century can be explained (Neuberger 2019).
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Whereas previously the functions of money were not characterised by the ac-
tual presence of the money commodity, for the function of hoarding money
must actually be present. Money functions not only in circulation, but also
outside of it. In the metamorphosis of the commodity (C-M-C') lies the pos-
sibility of the separation of sale (C-M) and purchase (M —-C') and the possi-
bility of the accumulation of wealth. It is partly through this separation that
Marx rejects both the quantity theory of money and Say’s law (De Brunhoff
1976, pp. 34-37; De Brunhoff and Foley 2007, pp. 192—-193). Hoarded met-
als are accumulation of value in a durable form. A distinction can be made
here between, on the one hand, societies that do not have a systematic so-
cial mechanism for the expansion of value, in which hoarding represents a
primitive form of wealth accumulation, usually simply as a hoard of gold. On
the other hand, societies that have such a social mechanism, such as capital-
ist societies, through the use of money as capital, self-valorising value, in an

advanced credit system (Itoh and Lapavitsas 1999, pp. 46-47).

The separation cannot only be made into selling and buying, but also the act of
selling itself can be divided into two, thus addressing the function of money
as a “means of payment.” In this (temporal) separation lies the possibility
of credit money.?” This consists of the forms of commercial credit (the sale
of commodities against promise to pay) and money (or banking) credit (the
lending of money) (Lapavitsas 1991, p. 292; 2017, p. 24; Itoh and Lapavitsas
1999, p. 59). Credit money differs from commodity money and fiat money
in that it has a cyclical shape. The quantity of credit money in circulation is
thus significantly influenced both by the real economy and by the financial
economy itself, in particular by the banks. The loans can thus create the con-
ditions for their own repayment, which is why credit (money) can no more

be regarded as neutral than money as a whole (Itoh and Lapavitsas 1999,

87 See also De Brunhoff (2005): “Credit introduces the notion of time (i.e., the amount of
time that elapses between C' and M if the commodity buyer does not immediately pay
the seller in hard cash)” (De Brunhoff 2005, p. 211).
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pp. 48-49).88

In the last money function, money as “world money,” money has already
moved from a general theory of money to a specific theory of money, namely
for capitalism, since here spatial boundaries no longer exist and money func-
tions as a general equivalent on a world market. The primary role of world
money is to serve as a medium of exchange for settling international balances

(Lapavitsas 2013, p. 102; Otani 2018, p. 119).%°

All in all, with this hierarchy of money functions, which simultaneously out-
lines the development from commodity money to token money, money is
given a prominent place in our current form of society. In contrast to the or-
thodoxy, this role is emphasised by the functions of hoarding and as a means

of payment, making it impossible to regard money as neutral.

D.4.4. From Money to Capital

For Marxists it is clear that money is closely linked to the concept of capital.
To return to the question of the subject of history, “it is not money that cre-
ates capitalism, but capitalism that transforms money into capital” (Lapavitsas
2003a, p. 67). With the transition to a particular theory of money (i.e. money
in capitalism), three aspects come into focus: the use of money as capital, the
three circuits of capital (Desai 1974) and the credit system with credit money
as “the characteristic form of money in capitalism” (Lapavitsas 2003a, p. 71).
In simple commodity circulation (C-M—-C'), money functions as money in
that it enables the exchange of commodities (Marx 1962, p. 162; 1976, pp.
247-248; Fine and Saad-Filho 2016, p. 119). In addition, however, there is

also the form M—C-M, i.e. buying in order to sell. However, buying to sell

8 This aspect also makes the rejection of the quantity theory of money somewhat more un-
derstandable. For a far-reaching critique of monetarism see De Brunhoff (1982). The
current debate between monetarists and modern money theorists should not be con-
fused with this, however, since Marxist economists criticise both theories (Lapavitsas
and Aguila 2020; Stiitzle 2021).

The role of world money in modern times has been interpreted in many ways among
Marxists, according to the dollar playing the role in different forms (Lapavitsas 2006,
pp- 135-139; Ivanova 2013, pp. 51-52).
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only takes place if the buyer ends up with more, i.e. M—C-M' (thus M’ =
M + m, with m as an additional means of money). When the circulation
of money becomes an end in itself, the realisation of value, then money be-
comes capital (Marx 1962, p. 167; 1976, p. 253).°° Furthermore, this end in
itself is not only inherent in merchant’s capital,”! but also in industrial capital
and finally, above all, in interest-bearing capital, which manages to operate
without the mediation of a commodity (M-M') (Marx 1962, p. 170; 1976,
pp. 256-257).

The three circuits of (1) money capital, (2) productive capital and (3) com-
modity capital (Desai 1974, pp. 27-32, see also Figure D.2) make up the in-
dustrial capital circuit, although only the former (money capital circuit) will

be considered in more detail here: M-C' ... P ... C'=M'??

“The importance of the M—M’' circuit is in the fact that it is most often for-
gotten that money is the starting and the end point of economic activity in
capitalism. In the other two circuits, money appears as a mere intermediary
and can be easily ignored. The function of money as money capital, i.e. more
than just a medium of exchange, comes out only in this circuit” (Desai 1974,

p. 31, emphasis added).

This refers, on the one hand, to the function of storing value and, on the other,
to money as money capital, in which money capital itself becomes a specific
commodity, namely interest-bearing capital, which includes credit relations
(Fine and Saad-Filho 2016, pp. 126-127). This capital “is constantly formed
outside the circuit” (Itoh and Lapavitsas 1999, p. 70), which makes an an-
ticipation of the following sections on banks unavoidable, since “the credit
system mobilises the stagnant money generated in the course of capitalist re-

production, transforms it into interest-bearing (loanable) capital and redirects

% Again, it is clear that this form (of merchant’s capital) has pre-capitalist features if one

thinks only of merchant families from Venice. The interaction of all forms of capital is

crucial for a capitalist mode of production (Milios 2018).

Consisting of commercial capital and money-dealing capital (in advanced form = bank-

ing capital).

92 This can also be referred to as the reproduction scheme of total social capital, where P
stands for production.
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Figure D.2.: Circuits of Capital

it toward accumulation” (Itoh and Lapavitsas 1999, p. 61). In other words,
with Lapavitsas a “result is that in capitalist exchange in contradistinction to
simple exchange, the trend is for money to settle debts rather than to circulate

commodities” (Lapavitsas 1991, p. 3006).

All in all, it follows from the above argument that everything in Marx’s the-
ory of money is designed so that institutions arise (must arise!) which provide
credit money to drive accumulation. The emergence of banks is thus not suffi-
cient (incidental) for this purpose, but necessary. In this respect, the Marxists’

thinking differs from the orthodoxy.

D.4.5. The Social Relation of Money

In addition to the economic significance of money already emphasised, the

social relevance is equally important for Marxists, which leads to the thema-



D. Essay 3 130

tisation of power and is included in the further interpretation.”®> For Marxists,
it is clear that money always means power at the same time. This is not just
about the fact that money can buy almost anything,”* but about the wider
power “to set labour in motion, and therefore the power to secure surplus-
value for whoever owns money which can be used as capital” (Kincaid 2022,

p. 104).

What applies to money also applies to credit: “At the same time, however,
credit possesses significant power to ‘stretch’ accumulation, that is, to finance
the generation of additional value and surplus value, creating the conditions
for its own repayment” (Itoh and Lapavitsas 1999, p. 49). Therefore, credit
money is not neutral within capitalist accumulation (Itoh and Lapavitsas 1999,
p- 49). Addressing the credit system, Marx himself also points to the power
that emanates from such a system: “The credit system, which has its focal
point in the allegedly national banks and the big money-lenders and usurers
that surround them, is one enormous centralization and gives this class of par-
asites a fabulous power not only to decimate the industrial capitalists periodi-
cally but also to interfere in actual production in the most dangerous manner
- and this crew know nothing of production and have nothing at all to do with
it” (Marx 1981, pp. 678—679). This of course also applies to capital itself, as
Nitzan and Bichler (2009) show in their work “Capital as Power,” there with
the power to create order what they call “creorder” (Nitzan and Bichler 2009,

p. 306).

All in all, according to the Marxist perspective, money is not merely a neu-

%3 In addition to power, the importance of trust in the credit system and in banks is also

discussed (Lapavitsas 2006; 2007).

“In a capitalist society characterised by the commodification of all aspects of human

relationships, hoarded money affords its owner enormous social power; money can buy

social standing, education, political power” (Itoh and Lapavitsas 1999, p. 46).

95 Not surprisingly, Kincaid (2022, p. 109) points to this quote. De Brunhoff (1978) elu-
cidates the true significance of the term in this context, underscoring the pivotal role
of banks in this regard: “The only institutions which combine both the management of
means of payment and money capital are banks” (De Brunhoff 1978, p. 57). Also: “The
centralisation of interest-bearing money capital (i.e. M—M") would be impossible with-
out a complementary concentration of the management of the means of payment. The
strategic site of this double characteristic of credit is the banking system” (De Brunhoff
1978, p. 54).
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tral medium of exchange or a veil obscuring real economic activities, as it is
often portrayed in orthodox economics. Instead, money embodies a social re-
lation of power, deeply rooted in the structures of a capitalist society, where it
mediates and reinforces inequalities (between classes). This view highlights
money’s central role in shaping social and economic dynamics, far beyond its

technical function as a means of transaction.

As a conclusion, it can thus be stated that money has a higher status in Marxist
monetary theory than in the orthodoxy. Money is in fact indispensable for
the functioning of a capitalist economy. There is no separation between the
real sphere and the monetary sphere,’® as is the case in the orthodoxy, which
can well do without money altogether in order to represent or even explain
economic events, as is exemplified by disciplines such as real international
economics. The fact that money/capital is connected with power also helps to

emphasise the importance of money.

In the further course, the question will therefore arise as to what role banks
assume in connection with the medium of money. The link between money,
capital and capitalism has already been made. This will become important

later on when the role of the banks is more fully developed.

D.5. A Bank Is What a Bank Does

The Hicks quote at the beginning of this article can also be applied to banks.
Accordingly, the formula “A bank is what a bank does” emerges, which in
turn promotes a functionalist view that, as with money, can be attributed to the
orthodoxy of economics. As with money, it can be shown that major textbooks

on banking and finance do indeed take this approach.

% See also Orhangazi (2011): “the relationship between the financial and the real is pre-
sented as a contradictory unity where finance provides the necessary means for accumu-
lation but also contributes to periodic disturbances in the economy” (Orhangazi 2011,
p. 127).
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Matthews and Thompson (2008), for example, begin their presentation of fi-

nancial intermediaries®’

with the functions size transformation, maturity
transformation and risk transformation (Matthews and Thompson 2008, pp.
35-38).”® Freixas and Rochet (2008) start their textbook with the title “What
Is a Bank, and What Do Banks Do?,” but their operational definition is clearly
functionalist in nature, referring only to “granting loans and receiving de-
posits from the public.” In the same breath they add other functions, such as
offering liquidity and payment services, transforming assets, managing risks
and processing information and monitoring borrowers (Freixas and Rochet
2008, pp. 1-2). Greenbaum et al. (2019) start with a balance sheet perspec-
tive only to then set up the activities of financial intermediaries (Greenbaum
et al. 2019, p. 24). Also Mishkin (2019) first discusses the functions of inter-
mediaries before classifying financial intermediaries, in which banks are also
only defined functionally (Mishkin 2019, pp. 83-92). According to this, they
are responsible for indirect financing. “A financial intermediary does this by
borrowing funds from lender-savers and then using these funds to make loans
to borrower-spenders” (Mishkin 2019, p. 84, emphasis added). Other func-
tions are liquidity services, risk sharing and asset transformation (Mishkin
2019, pp. 84-86). What all authors have in common is that they see banks
primarily as intermediaries on the market in their portrayal, and in doing so
they assume transaction costs as a given, which justifies banks in their exis-
tence. “This leads to the conclusion that, in a world with perfect knowledge,
no transaction costs and no indivisibilities, financial intermediaries would be

unnecessary” (Matthews and Thompson 2008, p. 38). This reading is signif-

7 The term financial intermediaries is usually broader than the term bank, yet it is primar-
ily banks that are associated with this term (in the sense of a pars pro toto). The fact that
other actors are also subsumed under the term financial intermediaries is initially irrel-
evant, since it is initially only a question of which aspects of banks are primarily dealt
with, functions or ontological aspects, and here it becomes apparent that first of all func-
tionalist aspects of banks are addressed via the financial intermediaries. The specificity
of banks will be dealt with in more detail at a later stage.

In principle, Matthews and Thompson (2008) even go one step further by embedding
financial intermediaries in the capital market, i.e. following a typical neoclassical nar-
rative according to which the (capital) market is the basic economic category, which is
then followed by all other categories such as institutions.
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icantly linked to intermediation theory, which is supplemented by aspects of
new institutional economics such as transaction costs or asymmetric informa-
tion distribution. As will be shown, justifying the existence of banks in this
way (i.e. functionalist) provides fertile ground for doubts about the necessity

of banks as soon as the functions can be performed elsewhere.

Intermediation theory is diverse and has a long tradition (Scholtens and van
Wensveen 2000). Historically the basic idea of intermediation theory can be
found in Gurley and Shaw (1955; 1956): “[T]he business of financial inter-
mediaries [is, t]hey lend at one stratum of interest rates and borrow at a lower
stratum. They relieve the market of some primary securities and substitute
others — indirect securities or financial assets — whose qualities command a
higher price. This margin between yields on primary and indirect securities is
the intermediaries’ compensation for the special services they supply” (Gur-
ley and Shaw 1956, p. 259). The authors emphasize with regard to the func-
tion of financial intermediaries: “The primary function of intermediaries is to
issue debt of their own, indirect debt, in soliciting loanable funds from sur-
plus spending units, and to allocate these loanable funds among deficit units
whose direct debt they absorb” (Gurley and Shaw 1955, p. 519). Banks do not
have a special position in this: “[...] we count the monetary system, including
commercial banks, as one among many intermediaries. It is a vitally impor-
tant intermediary, in view of its functions and its size. But its elevated rank
among intermediaries does not alter the principle that the monetary system,
like other intermediaries, transmits loanable funds by issues of indirect finan-
cial assets to surplus units and purchases of primary securities from deficit

units” (Gurley and Shaw 1956, p. 259).

It is important that deposits are considered as inputs: “The fact that the de-
posits in financial firms, particularly demand deposits in commercial banks,
are considered as inputs in the production of earning asset output, rather than
being the output itself, is a significant break with previous theoretical models,
[...]” (Sealey and Lindley 1977, p. 1260). This also affects the chronological

order of events: “the bank will collect a number of smaller deposits, parcel
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them together and lent out a larger sum” (Matthews and Thompson 2008,
p- 36). Or as Cannan (1921) noted early on: “the power of each bank to lend

is limited by the extent of its ‘resources’” (Cannan 1921, p. 33).

The theory was further sharpened by the emergence of new institutional eco-
nomics and the preoccupation with transaction costs and asymmetric informa-
tion distribution, whereby the origin of banks is not addressed in a historical
sense, but rather, as with money, a logical-rational justification for the exis-
tence of banks. However, the genuinely monetary aspect is thereby lost or
recedes into the background and is displaced by the aspect of dealing with in-
formation. One of the starting points here was the work of Benston and Smith
(1976), who showed that financial intermediaries reduced transaction costs
(Benston and Smith 1976, p. 216). Building on this, Leland and Pyle (1977)
argued that it may make sense for an intermediary to act between lenders
and borrowers who can better deal with the asymmetric distribution of infor-
mation. Following on from this, Diamond (1984) showed that diversification
within the financial intermediary is one of the main reasons why delegated

monitoring can be beneficial.

Banks and financial intermediaries are often used synonymously here.
Bossone (200150) distinguishes the literature on the specialness of banks into
three categories: the credit function, the liquidity function, and integrated
functions. He critiques authors who argue that many of the listed banking
functions are not — or do not have to be — performed exclusively by banks.
Instead, he highlights banks’ unique capacity to issue claims on their own li-
abilities, which are broadly accepted and used as money, as the core of their
specialness. Among others, Fama (1980; 1985) is criticised, who sees the spe-
cial feature in the provision of transaction services and portfolio management
services (Fama 1980, p. 44), as well as an information advantage through
inside debt of debtholders, which are otherwise not publicly accessible and
are used by banks for new loans. This certified creditworthiness by banks in
turn serves as a positive signal to investors on the capital market (Fama 1985,

pp. 36-37).
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Apart from the fact that some of these functions identified by Bossone (20015)
could be performed by actors other than banks, the literature often portrays
banks as passive entities, merely facilitating transactions rather than actively
shaping economic processes. Such a critique is mainly found in heterodox
literature, such as Lavoie and Seccareccia (2016), as distinguished represen-
tatives of a post-Keynesian theory: “[...] banking institutions are conceived
merely as depositories or storehouses of some pre-existing money that was
deposited [...]. Mainstream theorists would argue, therefore, that ‘deposits
make loans.” Banks are conceived as passive deposit takers that serve the use-
ful function of intermediaries, namely, private institutions whose purpose is to
transfer depositors’ money” (Lavoie and Seccareccia 2016, p. 101). But even
in the orthodoxy, this assessment is found in none other than Fama (1980),
which reads like a confession: “[...] banks end up simply bringing together
demanders and suppliers of portfolio assets and then acting as repositories
for the securities that are thereby created [...]. Since banks just respond to
the tastes and opportunities of demanders and suppliers of portfolio assets,
banks are simple intermediaries, and the role of a competitive banking sector
in a general equilibrium is passive” (Fama 1980, p. 46, emphasis added). By
emphasising their role as mere intermediaries, banks remain in a passive role

with a predetermined fate to which they must succumb.

This was, in the broadest sense, a view from the micro perspective of or-
thodoxy. If the macro perspective is taken, following the quantity theory of
money from the money section, the picture for the banks does not necessarily
get better. After all, a separation of monetary and real spheres was opened up
there, with money as a neutral medium of exchange that has no influence on
the real economy. Moreover, the money supply has been determined exoge-
nously by central banks, according to which banks have no capacity to create
money. When banks and the origin of money are discussed in the literature, the
intermediation theory is often joined by the fractional reserve theory, which is

largely associated with Samuelson (1948), the author of the standard textbook
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for economics.” It states that base money is needed to support deposits or to
set the money multiplier in motion. The central banks’ base money is there-
fore a material constraint and necessary for the creation of deposits (Palley
1996, p. 106). Here, the position of central banks vis-a-vis banks is particu-
larly clear. Thus the conclusion of passive banks can also be drawn here, with
reference to the quantity theory: “Most discussions are based on the quan-
tity theoretical framework treating banks as black boxes [...]. Commercial
banks are passive agents simply translating reserve supply to money supply,
that is, particular monetary aggregates. Several authors add details, such as
compulsory reserves and cash/deposit ratios, but the basis remains the same:
for analysing the monetary policy transmission mechanism they take money
supply exogenously determined by the central bank via controlling reserves”
(Kolozsi et al. 2022, p. 105). But the assessment can also be made with ref-
erence to the intermediation theory: “Financial intermediaries do not play a
role, except as a passive player that the central bank uses as a channel to im-
plement monetary policy” (Adrian and Shin 2010, p. 602). Or the assessment
is ultimately made from a broader macroeconomic perspective: “The subse-
quent developments of macroeconomics kept or ignoring banks altogether, or
regarding them as merely passive agents, which ‘multiply,” in a mechanis-
tic way, the currency created by the central bank™ (Ingrao and Sardoni 2019,

p. 242).

In this sense, an overall historical classification of the basic theoretical ideas
of the orthodoxy can also be made, encompassing micro and macro perspec-
tives together. Intermediation theory, shaped by Gurley and Shaw, the quantity
theory of money, influenced by Friedman, and fractional reserve theory, de-

cisively associated with Samuelson, taken together are fundamentally very

% For an overview see Werner (2016, pp- 362-369) or Gross and Siebenbrunner (2022,
p- 156).
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strongly in favour of the exogenous quantity theory of money.!®

In summary, it can be said that according to this functionalist view, banks are
more like a caricature of an actor. The parallels to money are striking. Banks
are just as passive as money is simply neutral. The functions tie up a tight
corset that, to stay in the picture, becomes tighter and tighter the more the
functions can also be carried out by other actors. This goes hand in hand with

the usual mechanistic-deterministic'®! (scientific) views of the orthodoxy.

D.6. A Bank Does What a Bank Is

As in the section on money, the functionalist view of banks contained in the
statement “A bank is what a bank does” can be reversed to an ontological
view “A bank does what a bank is.” This view continues to be associated
with Marxism, although an explicit formulation of this statement is not to be
found in this literature. Rather, we are going to interpret and apply the theory,
and we are going to explain the parallels between money and banks. Once

again, the starting point is to think about money. It could be stated that in the

100 On the question of which narratives are ultimately more trustworthy without explicitly

criticising the theories here, it can be suggested in the sense of an immanent critique
that this exogeneity cannot be sustained at all. Gurley and Shaw (1960) also see this
themselves when they state: “We have played the game according to the ground rules of
neo-classical economics in order to show that even here money is not a veil, that it may
have an important role to play in determining the level and composition of output” (Gur-
ley and Shaw 1960, p. 10). The same can be said for the fractional reserve theory. Since
the money supply depends on the portfolio decisions of market participants and their
demand for currency, time deposits, and excess reserves, logically any change in these
parameters is inevitably responsible for the money supply being endogenous in some
form after all (Palley 1996, p. 106). Even though the basic texts of these theories partly
date from before the Second World War, such as Cannan (1921) for the intermediation
theory, the orthodoxy only achieved a breakthrough afterwards, although it was recog-
nised early on that Gurley and Shaw “represents a step backward” (Culbertson 1958,
p. 131). Realfonzo (1998) also shows impressively in his study that in the first half of
the 20th century the theory of money and banking, and in particular endogenous money
theory with banks as creators of money, was more advanced than it appears to be for the
second half of the 20th century. Among other things, he refers to Schumpeter (Realfonzo
1998, pp. 127-128). However, the orthodox neoclassical school of thought prevailed and
decisively shaped the textbooks with its way of thinking (Realfonzo 1998, p. 164). Only
since the financial crisis has there been considerable criticism of intermediation theory
and the associated monetary theory in the literature from the monetary authorities them-
selves (Gross and Siebenbrunner 2019, p. 7).

101 See Mirowski (1989) and Poitras (2018).
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circulation of capital, or capitalist reproduction, there is a need for institutions
responsible for the centralisation of money in order to provide a functioning

credit system that guarantees the process of capital accumulation.

D.6.1. Extension of the Value Form by Reference to
Different Types of Capital

The analysis of the value-form of money can be continued here in some re-
spects. Starting in the production sphere the general form of the circuit of
industrial capital (1)'? is: M-C ... P ... C'-M’. This is where money is cap-

ital and surplus value is produced.

In the sphere of circulation, we can further consider merchant’s capital (11),
which includes commercial capital to buy goods, and money-dealing capi-
tal, which manages the money relevant to the exchange process (Itoh and
Lapavitsas 1999, pp. 69-70). Commercial capital (11.1) has the form M-
C-M'’. As production evolves, the activities of buying and selling become
specialized responsibilities assigned to specific capital and specific capital-
ists, respectively commodity-dealing capital and commodity-dealing capital-
ists (Fine and Saad-Filho 2016, p. 120). From the producer’s perspective,
the value of his commodity is realised at the moment it is sold to a mer-
chant (Otani 2018, p. 395). The producer has his money faster and can put
it back into the production process, reducing the costs of circulation. There
is then a separation of commercial capital, since both industrial capital and
commodity-dealing capital require money-handling operations in the circu-
lation process (Otani 2018, p. 406). This capital also has a special name,
namely money-dealing capital (I.2a), which takes the form M—M’. This, in
turn, is associated with the money-dealers or money-dealing capitalists and

has its historical origin in international trade (exchange dealing) (Otani 2018,

102" To better distinguish the Marxian capitals, which are located at different levels, the Ro-

man numerals I, IT and III are used here.
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p. 407).!% Here money serves as money in the broad sense, as a means of
circulation and a means of payment, not yet as capital. Money-dealing cap-
ital enables the reserve fund for means of purchase and payment as well as
idle money capital to become centralised (Otani 2018, p. 407). Through cen-
tralisation, the money-dealers handle huge amounts of capital, leading to a
reduction in the total reserve funds required by the capitalist class compared
to when they were managed by individual capitalists. Consequently, money-
dealers begin to invest their surplus capital through interest-based lending.
This consolidation of the money-dealing functions with the management of
interest-bearing capital and credit transactions marks the evolution of modern
banking. The capital involved is thus transformed from mere money-dealing
capital into banking capital (IL.2b) (Otani 2018, pp. 407-408).!% In this re-
spect, banks are the institutionalisation of a certain form of capital, namely

money-dealing capital.

In the same breath as money-dealing capital, which in its developed form rep-
resents banking capital, the form M—M' is also interest-bearing capital (III),
in which money serves as capital and which represents the basis of the credit
system. The credit system is a social mechanism that collects stagnant money
systematically and transforms it into interest-bearing capital (Itoh and La-
pavitsas 1999, pp. 61, 65, 85). So, money-dealing capital and interest-bearing
capital are two sides of the same coin. In this respect, banks are the producers
of the homogeneous commodity of capital, more precisely of interest-bearing

capital.!?

103 Similarly with Kincaid (2022): “Historically banks developed from what Marx calls
money-dealing capital — specialised capital which emerged in centres of early capitalism
such as Amsterdam and Hamburg and whose business was to provide financial services
for industrial and commercial capitals” (Kincaid 2022, p. 105).

“As the capitalist credit system grows and develops, banks tend to appropriate the func-
tions of money-dealing capital, leading to the disappearance of the latter as an indepen-
dent form of capital” (Itoh and Lapavitsas 1999, p. 70).

See also Kritke (2000): “It is the banks that transform any sum of money into the “com-
modity of capital,” that is, that can carry out the transformation of money into capital on a
large scale and that can place capital as a “social quantity” opposite and “at the disposal”
of the capitalists as well as the functioning, individual capitals” (Kritke 2000, p. 89,
author’s translation). Elsewhere, Kritke (1995) speaks of banks as “centres of money
circulation.” (Kritke 1995, p. 15).

104
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All in all, the emergence of banking capital and interest-bearing capital can
be understood as an extension of the form of value only by referring to the

different types of capital with banks as the necessary result.

D.6.2. The Credit System and the Banking System

Otani (2018) distinguishes between the credit system and the banking system
that builds on it, although the two systems are not disjoint. Other financial
institutions are of course also recognised as relevant to the credit system, but
“its pivot is the banking system” (Otani 2018, pp. 424-425). The credit sys-
tem is mainly characterised by its evolution of credit types, from commodity
credit, the spontaneous basis of the credit system, to commercial credit, the
basis component of the credit system, to money credit (or bank credit), which
in turn is the original foundation of the banking system (Otani 2018, p. 425).
According to Otani (2018, p. 436), the banking system is a highly structured
and deliberately constructed mechanism designed to serve the needs of capi-
tal. Its role includes minimizing circulation time, which aligns perfectly with
the goals of industrial capital. As he explains, circulation time does not gener-
ate neither value nor surplus value, making its reduction a priority for indus-

trial capital (Otani 2018, p. 437).

Another facet concerns the two types of capital, money-dealing capital (II.2a)
(or banking capital (I1.2b) as the developed form) and interest-bearing capital
(III), and the location of the circuit. Money-dealing capital (or banking capi-
tal) is an integral part of the sphere of circulation in the circuit that minimise
the cost of exchange. Interest-bearing capital is formed outside the circuit and
mobilise the idle money alongside the accumulation process with the result of
channelling it back as (interest-bearing) capital that earns a share of the total
surplus value created in the production process of the circuit and thus acceler-
ating the turnover of capital. This is important because the circuit constantly
leaks value on several reasons so that money is stagnant and take the form of

a hoard, whereby the money function as a hoard once again becomes central
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(Itoh and Lapavitsas 1999, pp. 66-70).!% Interest-bearing capital is “capital
in a money-form that is centralised in a bank and is thus in the state of being
loanable” (Otani 2018, p. 412). That’s why it can also be called “moneyed (or

monied) capital.”

All in all, as the importance of money for capitalism was highlighted in Sec-
tion D.4.2., the central role of banks for capitalism in its defining dynamic —
the accumulation of capital — becomes clear here once again: “monied cap-
ital contributes to breaking through the immanent limit of the accumulation
of real capital, and brings an accelerating accumulation of real capital” (Miy-
ata 2016, p. 18). The banking system, which facilitates this process, is in this
sense inherently a fundamental component of the capitalist mode of produc-
tion (Otani 2018, p. 440).!97 Banks therefore take a prominent position in the

capitalist system compared to other historical social formations.

D.6.3. Banks Beyond Intermediation

If one brings the concepts of orthodoxy into play here one could get the idea
of reading out the intermediation aspect.!® And indeed, one finds passages
in Marx’s texts that explicitly suggest such a view: “Here, on the basis of
commercial credit, one party lends another the money that he needs in the
reproduction process. But this takes the form that the banker to whom one
section of reproductive agents lend money lends this in turn to the other sec-
tion of reproductive agents, which makes the banker appear as the benefactor;
while at the same time disposal over this capital passes entirely to the bankers

as intermediaries” (Marx 1981, p. 638).

106 Money-dealing capital (or banking capital) take part in the formation of the average rate
of profit because it acts in the circuit, while interest-bearing capital does not take part
in the determination of the average rate of profit because it earns interests instead. In
Marxian economics the rate of profit is normally higher than the average rate of interest.
So it becomes clear why the stagnant money outside the circuit is constantly channelled
back into the accumulation process (Itoh and Lapavitsas 1999, p. 70).

See also Kincaid (2022): “[Banks] are seen as a necessary and inevitable development in
capitalist economy because of the positive contribution they make to lowering costs of
production and increasing profits” (Kincaid 2022, p. 105).

108 See Crotty (1985) or Ricciardi (2019).
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However, it would be fundamentally wrong to read this passage in terms of
orthodox economics and, as intermediation theory largely does, to relegate

the monetary aspects behind informational aspects.'?

“The asymmetry of information between lender and borrower is
a poor substitute for the distinction between idle money becom-
ing interesting-bearing capital alongside accumulation, and cap-
ital functioning in the production of surplus value. In neoclas-
sical theory, the richness of social determinations implicit to the
distinction between interest-bearing capital and industrial capital,
and the primacy of the production of surplus value in the course
of social reproduction, collapse into the banal observation that the
lender usually knows little about the business of the borrower”

(Itoh and Lapavitsas 1999, p. 80).

An intermediation aspect is thus recognised, but not solely. Unlike in the or-
thodoxy, it is clear here that banks are not passive actors. Banks are active
players who specialize in the acquisition of financial assets, i.e., providing
various forms of loans. They use their own loanable capital, that of others
and also anticipated incoming flows of loanable capital. Banks that engage
in these measures help to stretch accumulation and hence create the expected
flows of loanable capital. This makes them quite powerful players in an ad-

vanced capitalist society (Lapavitsas 2013, p. 126).'1°

All in all, this emphasis on banks as active institutions contrasts sharply with
the orthodoxy that characterises banks simply as passive intermediaries that

stand between lender and borrower.

109 Tn the broadest sense, Marx has also already pointed to transaction costs with the sepa-
ration of production and circulation and the independent formation of specific capitals.

10 Similarly Ingrao and Sardoni (2019): “If banks are ‘active players of the game,’ and not
just institutions that merely make the relations between ultimate savers and borrowers
smoother, their impact on the economy is not only larger but also more prone to rapid
and discontinuous changes” (Ingrao and Sardoni 2019, p. 237).
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D.6.4. The Power to Set the Monetary Circuit in Motion

According to this view, the functions result from the previous provisions on
banks. However, we do not stop at this point. The social aspect is also in-
cluded. This is also where the link to the section on money is found, in
which it was already stated that money goes hand in hand with power. “Small
sums which are incapable of functioning as money capital by themselves are
combined into great masses and thus form a monetary power” (Marx 1981,
pp- 528-529). Those who control this system of centralisation of capital there-
fore have a pronounced amount of power (Kincaid 2022, p. 109). The banks
use this power, among other things, to create money (out of nothing): “In-
stead of paper notes, the bank can open a credit account for A, so that A, as its
debtor, becomes an imaginary depositor. He pays his creditors with cheques
on the bank, and the recipient of these cheques pays them again to his banker,
who exchanges them in the clearing house against the cheques drawn on him.
In this case there is no intervention of notes, and the entire transaction is con-
fined to one in which the bank settles its own debt with a cheque drawn on
itself, its actual compensation consisting in its claim against A. In this case
the bank has advanced to A a part of its banking capital, in the form of a part

of its own claim as a creditor” (Marx 1981, p. 589).

The barrier to money creation is the subject of much debate in heterodox eco-
nomics, especially among post-Keynesians, as the debate between the hori-
zontalists and the structuralists makes clear (Dow 2006; Lavoie 2006; Rochon
and Rossi 2017). For Marxist economists, there is a limit to the banks’ money
creation: “Even when financial institution liabilities are created without idle
funds having first accrued from real accumulation, as happens when these in-
stitutions anticipate future returns, the inherent uncertainty of accumulation
and the crises it generates impose limits on their ability to extend credit” (La-
pavitsas and Saad-Filho 2000, p. 329). But it is important not to confuse this
reading with the orthodox fractional reserve theory. For in the fractional re-

serve version of money creation, “a sum of money [M], is deposited in a
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bank and ‘loaned’ before being spent on commodities, C'; redeposited by the
commodity-sellers, reloaned and spent again on commodities, C'; and so on”
(Hall 1992, p. 106). It is therefore always the same amount of money that is
bypassed, reduced only by the prescribed reserve rate (assumed to be 10% in
the example). Hence, one can agree with Hall (1992), that in this approach
“the money merely goes through the banks” (Hall 1992, p. 106, emphasis
added originally by Hall).

Instead, according to the Marxist reading, it is suggested that “The banker
lends by creating, at the stroke of a pen, a fictitious deposit for the borrower”
(Hall 1992, p. 96). Therefore “it is not that nine tenths of the original real
deposit [...] is sent out of the bank as a loan, and, therefore, recycled. Rather,
nine times the amount of the real deposit is created in the form of fictitious de-
posits by making loans” (Hall 1992, p. 97).!!! This form of money creation is
therefore fundamentally different from what the fractional reserve theory sug-
gests, according to which only the entire banking system can create money,

but no single bank by itself.

But the reflux of money is also suppressed in the fractonal reserve theory. The
lent money M of the money creator, i.e. the bank, flows back to the bank at
maturity, plus a portion of the original amount of money, namely the interest
¢ (total therefore M + 7). This amortisation of the loan is no longer a deposit
that generates a demand for withdrawals, instead it is a “higher-powered”
money that is completely owned by the bank. For the bank, this provides
ample reserves to support the issuance of bank money up to ten times its
original face value (Hall 1992, pp. 103-104). In this respect, banks are the

creators of credit money, which set the monetary circuit in motion in the first

"1 An adequate summary, in which the connection between money, credit, accumulation
and banks is touched upon, is given by Kotz (1991): “Money is a social convention, one
without which capitalism could not exist. Capitalists can expand only if society (the state,
the banking system) places in the capitalists’ hands the money they require to expand.
They cannot use their own money-that received from past sales-since it is sufficient only
to carry on at a constant rate of production. Capitalist economic expansion, the justifica-
tion for and stabilizer of capitalism, is possible only because society violates the usual
laws of private property in this one case and provides newly created money to those
who already have a great deal of it. With this money the capitalist can command real
resources, living and non-living” (Kotz 1991, p. 133).



D. Essay 3 145

place. This is an aspect that is also repeatedly emphasised in the circuitists’
school of thought. See above all Graziani (1997; 2003, ch. 4), who emphasizes
“the importance of credit as the money of capitalism” (Graziani 1997, p. 50,
emphasis added). This also makes it clear that the money supply cannot be

112

exogenous, but is endogenous' '~ through credit. In this way credit “produce

the necessary liquidity for the market to function” (Graziani 1997, p. 35).!13

But what does this mean for the banks? It means that the banks themselves
(partly) have a say in the money supply, and here again the potential power
of the banks is emphasised. The relationship with the central bank is thus set
against a background of relative autonomy and clearly stands out here from
the orthodoxy in terms of potential. This relationship has been redefined in
particular by historical circumstances, such as the end of the Bretton Woods
system: “The link of credit money with the money commodity was finally sev-
ered in 1971-73, when the US reneged on its promise to exchange a troy ounce
of gold for $35. [...] To be specific, in contemporary capitalism bank-created
money ultimately promises to pay central bank credit money (banknotes and
bank reserves) while the state has declared the latter to be inconvertible into
anything else (Lapavitsas 2013, p. 86). Guttmann (1996) calls this the “liber-
ation of money from the metal cage of gold” (Guttmann 1996, p. 167). How-
ever, this also liberated the banks, which henceforth were no longer bound
to any form of a money commodity. Thus the banks’ limits in the accumula-
tion of capital were virtually torn down, the scarcity of money for the entire
economic system was eliminated and the power of the banks increased in the

sense of money power.

In this sense, Harvey (1982/2006) can be remembered: “Money must exist
before it can be converted into capital. Furthermore, an insufficiency of money

relative to the quantity of commodities in circulation will indeed act as a check

112 See also Mollo (1999).

113 The definition of liquidity that can be used here is that of Lapavitsas (2013): “the ease
of converting a financial asset into the universal equivalent, the latter being the absolute
form of liquidity” (Lapavitsas 2013, p. 128).
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to accumulation” (Harvey 1982/2006, p. 95).!14

All in all, this shows that for Marxists, unlike in fractional reserve theory,
banks can create money out of nothing and thus put money into circulation,
whereupon they receive a higher powered money back in the form of interest.
Given the historical transformation of the monetary system and the separation
of a money commodity, this implies a considerable potential for power for the

banks.

In summary, the Marxist view on banks has obvious parallels with the Marxist
view on money and at the same time differs significantly from the orthodoxy.
Thus, according to this more ontological approach, if one extends the analysis
of the value form of money, banks can be seen, on the one hand, as institu-
tionalising the capital form of money-dealing capital and, on the other hand,
as producers of the homogeneous commodity capital, particularly interest-
bearing capital. Just as money is not neutral, banks are not passive actors.
Money is associated with power, and banks have enormous power through
their ability to create money. In this context, banks have a (necessary) signifi-
cance for capitalism. Banks overcome the immanent limit of the accumulation
of real capital and set the monetary circuit in motion. From an orthodox point
of view, the intermediation of banks can be supported to a certain extent, but
the background of Marxist economists is of a completely different nature.
This becomes all the more clear in distinction to the fractional reserve theory.
In addition, with a rejection of quantity theory of money, the money supply
is endogenous and banks actively influence the money supply. The relation-
ship with the central bank is thus characterised by more autonomy and not

determined by a deterministic-functionalistic mechanisms.

114 Here, the important Marxist category of fictitious capital will not be discussed further.
However, it can be stated that fictitious capital is generated in the financial system, espe-
cially by banks, and expands the limits of accumulation.
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D.7. Implications for Thinking About the Future

of Banks via Money

The critical undertones regarding the orthodoxy should have been hard to miss
in the previous sections. However, the point here is not so much to criticise
the theory and the negative image of banks, but how banks characterised in
this way can deal with the challenges and developments in money mentioned

at the beginning.

The decline of traditional banking (here the activity or functions of banks!)
has arrived in the orthodoxy at the latest with Allen and Santomero (2001).
Traditional banking, i.e. accepting deposits and making loans, is in decline
and banks are switching from traditional to fee-producing activities (Allen and
Santomero 2001). Thus, intermediaries facilitate risk transfer “and deal with
the increasingly complex maze of financial instruments and markets” (Allen
and Santomero 1998, p. 1462). So for the banks, the intermediation activity
is becoming more and more centred on the management of risk (Allen and

Santomero 1998, p. 1462).!13

Against the backdrop of today’s increasing digitalisation, this seems only log-
ical from an orthodox point of view: if money becomes more decentralised by
being exchanged via blockchain or Decentralized Finance (DeFi1) applications
without the need for an intermediary, then an important/crucial banking func-
tion will be lost for banks. This is accompanied by the fact that people will no
longer have their money as deposits in the banks or, even worse, will not bring
their money to the bank at all, resulting in banks being able to issue fewer
loans. If the bank has fewer deposits, it also has to hold fewer central bank re-
serves. For the bank, this does not change much at first because reserves are in

a fixed ratio to deposits. However, according to the fractional reserve theory,

15 Allen and Santomero (1998, pp. 1465-1466), who explicitly refer to ‘functional needs’
and therefore also favour a functional perspective over an institutional perspective, can-
not provide any explanations as to where these functional needs come from. Nor can they
develop them conceptually, which is why they can be accused of a certain blindness to
the dynamics of theory.
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it could mean that the money multiplier is harder to get going. Eventually, the
economy would slow down and people would have even less money to hold
in bank deposits. In this case, the banks would enter a downward spiral and
a process of contraction would take place. Just as money is becoming more
decentralised, the world of finance is becoming more decentralised, and for
banks this narrative can be summarised under the heading of disintermedia-
tion. What gets lost in this view is the growing money creation by shadow
banks. Talking about disintermediation here seems misplaced, since these are
ultimately also intermediaries, but are typically characterised by “their lack
of access to public sources of liquidity,” precisely because they are not depos-

itory institutions (Pozsar et al. 2012, p. 2).

In some respects, there is perhaps also the belief that, as with the money func-
tions, which have become detached from the money commodity and are now
compensated for by a broad interpretation of the concept of money, the bank-
ing functions are also separating from the institution of the bank and dissolv-
ing into decentralisation. It is worth recalling here the strong market thinking
in the orthodoxy, according to which institutions in the market can tend to be
seen as playthings of market forces (Hiibenbecker and Homdélle 2025). The
question must be asked whether banks still have a specialness in the ortho-
doxy at all. In principle, the functions of banks can be performed elsewhere,
so the specialness of banks is fading away. If the banks are this passive and
vulnerable, then the veil of neutrality covers not only the money but also the

banks. In astrological terms, this is a negative sign for the future.

Changes in the banking sector have not gone unnoticed by Marxist-minded
economists. In particular, the phenomenon of disintermediation is also recog-
nised (Lapavitsas 2013, p. 209; Chesnais 2016, p. 199; Durand 2017, p. 65).
However, a much more important development is outlined by the term fi-
nancialisation. This is a transformation of (mature) capitalist economies that
comprise three important characteristics. First, major non-financial corpora-
tions have diminished their dependency on bank loans, concurrently enhanc-

ing their financial capacities. Second, banks have broadened their interme-
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diary roles within financial markets, while also increasing their lending to
households. Third, households have seen a growing participation in finance,
taking on roles as both borrowers and holders of financial assets (Lapavitsas

2011, pp. 611-612).116

For Marxist economists, this development can be seen in the light of the con-
cepts of concentration and centralisation of capital, where the former refers to
individual capital in which profits are reinvested (concentration through ac-
cumulation) and the latter concerns the gathering of existing resources, i.e.
various already existing capitals, for example through borrowing (concentra-
tion through competition and credit).'!” Thus, it is also stated that concen-
tration in the banking sector has increased both in recent decades and espe-
cially after the financial crisis, including the concentration of the five largest
banks in terms of total assets in the sector from 9.7% in 1990 to 44% in 2013
(Guttmann 2016, pp. 26, 108; Baronian 2023, pp. 209-210). Centralisation,
on the other hand, is interwoven with the development of financialisation and
the increasing importance of the sphere of circulation (as opposed to produc-
tion) and the greater importance of capital markets, where already existing
capital is centralised in joint-stock companies. Here, the tendency of capital-
ist circulation occurs spontaneously to generate new forms of money, what
Lapavitsas (2013) calls in this case “e money proper,” which is money that
“differs qualitatively from credit money since it does not emerge from the
advance of credit but comprises private liabilities obtained in exchange for

existing money at par” (Lapavitsas 2013, p. 98).

Assuming that cryptocurrencies are money, we can ask whether they are money

as money or money as capital. Money as money means that it functions as a

116 There are many different attempts to define the concept of financialisation and there is
no single definition (see Stockhammer 2004; Sawyer 2013).

Both terms are regularly discussed together in Marxist literature (e.g. Shaikh 1991; Fos-
ter 2010). In the orthodoxy, concentration can best be captured by the term consolidation,
but centralisation is a conundrum in the orthodoxy, partly because of its poverty of terms.
Unlike in the orthodoxy, where both terms tend to denote the antithesis of “perfect” or
“pure” competition, among Marxists both aspects go hand in hand with an intensification
of competition, further promoting the accumulation of capital (e.g. Shaikh 1991, p. 76;
Foster 2010, pp. 1719-1722; Fine and Saad-Filho 2016, p. 75).

117
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medium of exchange in circulation or as a hoard outside of circulation.!'® As
such it is a counter-tendency to centralisation.!'” As money as capital, it must
engage in a process of valorisation (in production to extract surplus value)
in order to generate profit that is reinvested. Either as money-dealing capital
or as interest-bearing capital, both requiring prior centralisation. But a char-
acteristic of cryptocurrencies is that they are not centralised. Rather, it is a
private(!) hoard outside circulation, like gold in ancient times, just without in-
trinsic value. Valorisation only takes place as an asset that can become more
valuable as demand for the asset increases. As such, it is itself a form of fi-
nancialisation, because it serves as an (additional) investment opportunity for
money capital, which was previously centralised and is now looking for val-
orisation. As Harvey (2010) points out, it is not unusual for Marx to integrate
countervailing tendencies (Harvey 2010, p. 271). So this development is not
unimportant for Marxist economists either, but since this form of money is
not the (typical) form of money of capitalism, namely credit money, this ten-
dency is less dramatic than it appears in the orthodoxy. The decentralisation
of (part of) money is to be seen here as an effect similar to entropy, sim-
ply prior to the much larger effect of the increasing centralisation of capital
through financialisation. Banks are adapting accordingly and are increasingly
active in the capital markets themselves. Financial-market intermediation is
becoming increasingly important for banks. However, even in this form of
intermediation, banks are anything but passive actors. As dos Santos (2009)
explicitly shows with reference to the Marxist tradition, banks are active as
money dealers in fund management, proprietary trading and derivatives trad-
ing (dos Santos 2009, p. 203). This is also reflected in the composition of bank
liabilities, which is determined less by deposits and more by borrowed funds

(Lapavitsas 2013, pp. 231-238).

118 However, this does not imply that these cryptocurrencies are independent of social rela-
tionships, as demonstrated by Dodd (2018) through the example of Bitcoin.

Ironically, Halaburda et al. (2022) use the terms concentration and centralization in a
different context regarding cryptocurrencies. The mining that goes hand in hand with the
necessary computing power, “increases concentration, which runs contrary to Bitcoin’s
decentralization objective [...] such centralization forces are a natural consequence of the
competitive environment set up by the Bitcoin protocol” (Halaburda et al. 2022, p. 96).

119
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Financialisation has intensified the competition for the accumulation of cap-
ital, which the banks also have to face. In this sense, capital looks for the
sector or entrepreneurial unit that promises the most lucrative rate of return,
and accordingly capital is withdrawn from sectors or entrepreneurial units that
promise no or lower profits (it is a question of future expectations). This com-
petition takes place intra-sectorally but also inter-sectorally (Fine and Saad-
Filho 2016, pp. 72-75). Banks, of course, also have a profit rate. If this is
too low, capital will be withdrawn and invested elsewhere until the banks or
the banking sector is competitive again vis-a-vis other sectors, which argues
for possible new business models, mergers and acquisitions, etc. However, it
should be noted that, contrary to the orthodoxy, banks are not facing these
challenges as passive actors and have considerable (monetary) power them-

selves. The future prospects for banks are therefore much brighter.

D.8. Summary and Conclusion

This paper explored how thinking about money influences thinking about the
future of banks. More specifically, the focus on money provided a possible
explanation for certain narratives already circulating in connection with the

disintermediation of banks by new forms of money.

The starting point was a quotation from Hicks, “Money is what money does,”
which in a sense captures the functionalism of the orthodoxy. It was argued
that the orthodoxy overemphasises money as a means of exchange and ne-
glects its function as a store of value and its credit/payment function, in line
with the microeconomic models of a timeless exchange economy. With the
emphasis on money as neutral and a tendency towards the quantity theory of

money, money as a whole does not deserve a particularly high status.

This view was countered with the reversal of the quotation to “Money does
what money is,” an ontological position that could be classified by a Marxist

political economy. Here it was shown that money was derived from the devel-
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opment of the form of value and according to this is the ‘universal equivalent,’
or else the monopolist of buying ability or the independent form of value. In
this context, money is neither neutral nor exogenously given by an authority,
but genuinely connected with power and endogenous. In this sense, it is in-
dispensable for the functioning of a capitalist economy and as capital it then
also strives for the valorisation of value, which entails a special emphasis on
credit money. Money tends to settle debts rather than circulate commodities.

According to this ontological view, money takes on a much higher status.

Subsequently, Hicks’ quote was mirrored for banks, “A bank is what a bank
does,” again striking at the heart of orthodoxy’s view. Parallels with money are
easy to see. As with money, banks, as intermediaries, take on a rather passive
role. Insofar as the activities of a bank can be carried out by other actors, they
appear superfluous. This view is reinforced by the fractional reserve theory,
according to which banks also pass on funds in a rather mechanic way or the

banks serve as transit points.

The counter-view, again raised with the inversion of the quote to “A bank does
what a bank is,” shows a different picture here as well. In a continuation of the
analysis of the value form, everything boils down to the fact that banks must
emerge as institutions. Banks are here a necessary building block of the capi-
talist mode of production. Banks are thus the institutionalisation of the capital
form of money-dealing capital and producers of the homogeneous commodity
interest-bearing capital. Here, too, the parallels to money became abundantly
clear. Banks are active agents that overcome the limits of accumulation and
set the monetary circuit in motion. Through their money-creation potential,
they hold enormous power and the relationship with the central bank is char-

acterised by much more autonomy than in the orthodoxy.

The implication for the future of banks is this. If, as in the orthodoxy in which
the various economic categories are derived from functions, the functions can
be performed elsewhere or if intermediaries are no longer needed due to new

forms of money, then banks have little room for action to adapt to the chal-
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lenges. According to this reading, banks are threatened in their very existence
and do not even deserve to be called actors. Moreover, if one assumes an in-
creasing decentralisation of the monetary system, which has historically taken
place with a detachment from the money commodity, then banks may also be
affected. In this respect, the decentralisation of finance leads to disinterme-
diation, which can then lead to the separation of banking functions from the

institution of banks.!2°

According to the ontological view of Marxism, this assessment cannot be
shared. Banks, as the institutionalisation of money-dealing capital, are still
central to the capitalist mode of production and necessary as producers of
the commodity of interest-bearing capital. Decentralisation and disintermedi-
ation, among other things through new forms of money, must be embedded
here in the larger tendency of financialisation, where new forms of money
emerge spontaneously in the process of circulation. And even if, hypotheti-
cally, capitalism were to try to make banks obsolete as institutions, as money
commodities already are for money, the big difference between money and
banks is that banks have something like a consciousness, in the sense of an
institutional memory. Money has no consciousness and in this sense cannot
or could not resist the transformation of its form. Banks can, because they do

not have to wait deterministically for their end.

These findings have implications for academic practice. On the one hand, it
has been shown that the assumptions of the theories allow for a clear differ-
ence in the construction of narratives, which here diverge to such an extent
for the future of banks that future articles should once again be encouraged to
clearly disclose and critically reflect on their assumptions. On the other hand,
it has become clear that pluralist economics is important in order to be able
to theoretically embed social phenomena. Unfortunately, an economics that

is merely positivist and wants to work in an evidence-based way is often still

120 The extent to which this approach is viable needs to be synchronised with the consider-
ation of shadow banks in a further step. After all, it can be argued that they take over the
functions of banks (Bednarek et al. 2023, p. 29). However, the concept of disintermedi-
ation must then be questioned, as intermediation still takes place.
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not aware of this necessity. Whether the orthodox narrative is, or should be,
given much weight in this respect is at least questionable. Through this work,

ontological issues should also become more relevant.

There are also practical implications for banks. They should recognise the
narratives at an early stage because of possible performative actions and po-
sition themselves in such a way that they can counter the future challenges. It
should have become clear that the consideration of action dispositions is not

only based on one (prevailing) theory.

Of course, this work is not free of limitations. First, as is so often the case
when discussing different schools of thought, there is the possibility of creat-
ing a straw man that has little in common with the thinking of the adherents
of these theories, because the theory is interpreted in a biased way based on
one’s own beliefs. Here, a substantial simplification of the assumptions of
both the orthodoxy and Marxism is evident. Nevertheless, a pointed presenta-
tion of a school of thought can more easily stimulate reflection on issues, and
this can be used as an opportunity to formulate certain aspects more clearly,
and perhaps even to discard old cherished beliefs. Second, by taking only a
“money view,” it is of course an incomplete picture of the challenges facing
banks. However, it is a start that every economist has to make at some point.
Considerations in the light of other economic categories are expressly to be
welcomed. In this sense, I conclude with the familiar phrase that further re-

search is necessary.
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E. Conclusion

E.1. Summary and Discussion

E.1.1. The Relevance of a Narrative Perspective

In the domain of economics, the task of anticipating and navigating the fu-
ture is a distinct challenge. Conventionally, endeavours have been made to
make the future tangible through forecasts based on econometric methods.
Nevertheless, these predictions are contingent on assumptions that may not
always be realistic, and their validity is constrained in complex and uncer-
tain systems. Narratives play an important role here. They serve as structur-
ing mechanisms for expectations and orientations for action in an uncertain
future. Narratives develop their impact independently of their empirical valid-
ity. Economists therefore often produce narratives involuntarily, for example
through the choice of theoretical models or the way in which they commu-
nicate their results. These narratives shape not only the thinking about the
future, but also concrete actions, which makes them a delicate and at the same
time essential part of the debate about the future. It is thus important to recog-

nise narratives and be able to classify them theoretically.

The future of banks is a particularly relevant topic of discussion, given their
pivotal role within the economic system. Following a common narrative, one
could argue that banks are indispensable as intermediaries for capital flows
and as entities ensuring stability and trust in the financial system. However,

in face of technological disruptions, regulatory challenges and changing cus-
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tomer requirements, banks are facing fundamental transformations.

Analysing the future of banks is therefore crucial not only for academics, but
also for practitioners. It makes it possible to react to potential developments
at an early stage and set the strategic course to ensure the stability and adapt-
ability of this key sector. Narratives concerning the future of banks are of
far-reaching importance, as they not only shape the way in which the banking
sector is perceived, but also influence concrete actions and decisions. In finan-
cial markets narratives have the potential to act as a source of risk. Fictitious
expectations and oversimplified narratives have the capacity to erode public

confidence in banks, even if there is no real economic basis for insecurity.

Currently, the discourse surrounding the future of banks takes mainly place
in the non-academic sector. The media, interest groups and individual actors
are collectively shaping this discourse, frequently without a scientific founda-
tion or under the influence of specific interests. Such a potentially one-sided
discourse is susceptible to overlooking significant aspects and establishing
narratives that can be detrimental in the long term, both for banks and for

society as a whole.

From an academic viewpoint, economic science has only insufficiently ad-
dressed the role of narratives. By placing economic theory at the centre of
the discourse on narratives concerning the future of banks, a more sound un-
derstanding of these narratives can be developed. The approach not only en-
hances the significance of these narratives within the banking sector but also
creates opportunities for critical scrutiny and management of their potential

effects. This perspective forms the foundation for the objective of this thesis.

The aim of this thesis is to reveal the implications that lie within economic
theories for thinking about the future of banks and that take effect through
narratives. By analysing fundamental economic concepts and categories — in
particular markets, institutions and money — it has been illustrated how dif-
ferent conceptual frameworks and theories shape narratives about the future

of banks. This creates an understanding that makes it possible to critically re-
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flect on the impact of such narratives and assess their influence on the banking
landscape. By demonstrating how economic theories are not only analytical
tools but also performative constructs, this thesis contributes to making the
role of economic theory in the debate on the future of banks explicit. This
goal forms the basis for the derivation of the research questions. Parallel to
analysing how economic theories shape narratives about the future of banks,
this thesis also highlights the implicit inferential structures that underpin these
theories. The assumptions embedded in economic theories are not just sim-
plifications, but actively shape what is considered thinkable in economic dis-
course. By making these structures explicit, this thesis does not just contribute
to the understanding of banking narratives but also to a broader reflection on

how economic thought constructs future expectations.

E.1.2. Insights From the Perspective of Economics

A preliminary investigation into extant academic literature was conducted to
identify statements and potential narratives concerning the future of banks.
The literature review (Section B) involved the analysis of 99 articles from the
period 2001 to 2021, which addressed statements on the future of banks. The
review offers significant insights into various aspects of existing research on

the future of banks.

The analysis shows that the academic discourse on the future of banks in
the literature is surprisingly underdeveloped. While technological, regulatory
and institutional challenges, such as fintechs, and structural challenges, such
as digitalisation and globalisation, are occasionally discussed, there is rarely
a systematic consideration of the long-term development of banks. The dis-
course is frequently fragmented and limited to specific aspects, lacking an
overarching perspective. Consequently, the literature lacks a comprehensive
and integrated understanding of the future of banks. The spectrum of pre-
dictions ranges from the demise of banks to their stable future with a solid

standing in the financial system. In this sense, the discourse on the future of
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banks remains superficial. Formally, this fragmentation becomes evident in
the absence of cross-citations or mutual quotations, with each contribution on

the future of banks starting more or less from scratch.

The extant literature contains references to implicit narratives that are rarely
explicitly addressed. Moreover, individual visions of the future are largely
presented with minimal transparency. Consequently, the images of the future
can only vaguely be traced back to the assumptions disclosed by the authors.
Narratives such as the supposed replacement of banks by technology com-
panies, or the popular ‘Banking is necessary, banks are not’ assertion, which
itself exhibits a substantial lack of transparency, are largely based on assump-
tions that tend to be overly simplistic. The extant literature is conspicuous by
its absence of systematic approaches to the analysis or critical interrogation
of these narratives. The analysis of narratives concerning the future of banks
is not regarded as a subject of its own. Ignoring the relationship between eco-
nomics and narratives, the literature demonstrates an absence of recognition
of the significance of assumptions for different visions of the future. Never-
theless, economic theories play an important, albeit often implicit, role in the
creation and formulation of narratives. The performative dimension of eco-

nomics remains largely unrecognised in the literature.

The results of the literature review lay the foundation for an in-depth ontolog-
ical examination of the relationship between economic theory and narratives

on the future of banks in the following of this thesis.

E.1.3. The External Perspective on Banks as Institutions

Against this background, the first research question is: ‘How Thinking about
Markets and Institutions Influences Thinking about the Future of Banks?’
which can be found in Section C. There, the categories of markets and institu-
tions were discussed and it was shown how the basic theoretical assumptions
of new institutional economics (NIE) can shape or underpin a narrative on

the future of banks. The analysis demonstrated that the NIE elucidates mar-
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kets and institutions through an efficiency-based framework. In particular, it
is shown that banks are viewed as institutions primarily to reduce transaction
costs and agency costs in order to remain competitive, and that their relevance
is subordinated to its efficiency-enhancing role. In this context, banks are of-
ten viewed as passive actors. This perspective gives rise to a narrative that
banks, in their traditional form can be replaced for example by technology-
based market players that serve to perfect the market. Again, an image that is

implicit in the narrative ‘Banking is necessary, banks are not.’

A subsequent critical analysis takes up the aspects of ‘uncertainty,” ‘trust’
and ‘power’ in order to scrutinise the ontological foundation of this narrative
on the future of banks. As the eminent philosopher Althusser pertinently ob-
served, “it is enough to introduce a new word to open up the space for a ques-
tion that has not been asked before. The new word confuses the old words and
thus creates a space for the new question. It challenges the old answers and
thus also the old questions that lie dormant behind them. This engenders a

new perspective on the subject” (Althusser 1985, p. 38, author’s translation).

In the NIE, rationality is constrained solely by the cognitive, i.e. computa-
tional limitations of individuals. The market mechanism essentially adopts a
deterministic perspective, disregarding any role for radical uncertainty. How-
ever, the emphasis on such radical uncertainty leads to the characterisation of
institutions as havens of stability and continuity, which bring advantages in
the long term. This is also relevant on a methodological level, since a harmo-
nious market equilibrium is no longer central to the analysis. In such a highly
open and uncertain process, the explanatory power of the price mechanism is

diminished, and institutions are legitimised on their own.

This is supplemented by the aspect of trust. In the NIE, individuals are char-
acterised by opportunistic behaviour and shirking. However, the trust factor,
when considered in conjunction with habits, favours institutions that build or
already maintain long-term relationships, as these reduce costs. This is appli-

cable, even if a rational actor perspective is maintained, accompanied by the
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relevant cultural conditions. In such a framework, a virtuous circle can be es-
tablished within banks as institutions. This is due to the fact that trust creates

habits, and habits in turn promote trust.

Finally, the consideration of the power factor allows banks to be seen as hav-
ing an advantage over their new competitors. In the NIE institutions are sup-
posed to have no power. On the contrary, they are assumed to be embedded in
a superior coercitive setting which is the market mechanism. They are atom-
istic, passive actors with limited power in the sense that their actions do not
have an impact on the economic outcome. The old institutional economics’
(OIE) denial of the natural state of the market and the resulting implicit power
to act of the actors makes it possible for banks, as large institutions, to take
their fate into their own hands and not to surrender themselves to the market

mechanism.

Following an inferentialist approach, Section C has made explicit the inferen-
tial structures underlying economic theories (particularly NIE). The norma-
tive pragmatics of the NIE, which cannot be reduced to a final rule but rests on
an implicit assumption of market efficiency and Panglossianism as a guiding
principle, suggests a highly dominant market-centered thinking. This, in turn,
shapes its inferential semantics, leading to conclusions in which the future of
banks is framed predominantly as a question of survival within competitive
constraints, reinforcing a rather gloomy narrative of inevitable institutional

transformation or decline.

The paper makes a contribution to the field by offering insights into the impli-
cations of considering the categories of markets and institutions according to
the NIE and OIE. The study shows that the NIE’s theoretical framework most
likely lead to the narrative of a gloomy future, as it does not consider banks as
being indispensable institutions. The gloomy conclusions of the NIE quickly
reach their limits when trust, uncertainty, and power are considered, as these
are not only rationally justifiable but also more reflective of economic reality

than the NIE’s assumptions.
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E.1.4. The Internal Perspective on Banks as Monetary

Institutions

The first research question consideres banks merely as institutions, without
taking into account the precise characteristics that (actually) distinguish banks
from other institutions. In the second research question: ‘How does thinking
about money influence thinking about the future of banks?’ this is changed
and an attempt is made to characterise banks as special institutions of capital-

ism via the question of money.

In this third contribution (Section D), Hicks” well-known quote ‘money is
what money does’ was first scrutinised for its implications for thinking about
money. The quote was then applied to banks. This functionalist perspective
was then juxtaposed within an an ontological framework, whereby the quote
was reversed to ‘money does what money is’ and subsequently applied to
banks. A critical examination of the prevailing narratives concerning the dis-
intermediation of banks and the decentralisation of money, which were em-
bedded in an economic theoretical framework, was carried out. Theories of
intermediation and money creation (out of nothing) were examined in this

context.

The findings of the third essay demonstrate that narratives concerning the fu-
ture of banks are contingent on assumptions regarding the nature of money
itself. The functionalist view of money and banks — as represented in mone-
tarism and the theory of intermediation — has parallels in that just as money is
neutral, banks are also seen as rather passive actors. Such narratives support
the idea that banks could be replaced by technological innovations or other
institutions rather easily. This is what is suggested, for example, by the nar-
rative ‘Banking is necessary, banks are not.” In contrast, an ontological view,
including a theory of money creation, emphasises the central and indispens-
able role of banks, as they create money and credit and thus provide essential

foundations of the capitalist system.

The paper makes a contribution to the central aim of this thesis by demonstrat-
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ing the close linkage between narratives concerning the future of banks and
implicit assumptions about money. By explicitly addressing these assump-
tions, it becomes apparent that the conceptualisation of the fundamental na-
ture of banks gives rise to divergent conclusions in terms of their future out-
look. While the functionalist view describes banks as interchangeable inter-
mediaries, the ontological perspective emphasises that banks, as creators of
credit money, have a performative power that shapes economic realities and

sets the capitalist system in motion.

Furthermore, the paper provides new insight to the question of what banks
essentially are: Following the Circuitists’ School, it is argued that banks are
the creators of credit money that sets the monetary cycle in motion (Graziani
1989; Bossone 2001a). It is shown that banks are necessary building blocks
of the capitalist economic system. It is shown that, by extending the Marxist
analysis of the value form to banks, banks receive a new explanation and
legitimisation. They institutionalise the capital form of commercial capital
and produce the homogeneous commodity of interest-bearing capital, thereby

assuming a key role in capitalism.

The development of these theoretical building blocks allow clarifying the cen-
tral difference between a functionalist view of banks and an ontological per-
spective. While the functionalist perspective reduces banks to the tasks they
perform — such as intermediation between savers and borrowers — the ontolog-
ical perspective goes further by viewing banks as constitutive institutions of
the capitalist system. The ontological perspective asks what banks are at their
core, regardless of what specific functions they have, and how they shape the
economic system as producers of credit money and interest-bearing capital.
It focuses less on questions of efficiency and more on the significance of the

existence of banks within the framework of capitalism.

In the sense of an inferentialist approach, a normative pragmatism could also
be worked out here. On the one hand, there is a functionalism that assumes rel-

atively stable economic functions for money and banks and thus implies that
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these functions can be fulfilled in different ways. On the other hand, it focuses
on the systemic role of money and banks and their origins. In the functionalist
view, money and banks appear as neutral and passive intermediaries, while an
alternative perspective emphasises their active role and systemic indispens-

ability.

E.1.5. The Synthesis of Perspectives

The two essays from Sections C and D complement each other. The second
essay (Section C) examines banks as institutions in a market environment
from an external perspective. Conversely, the third essay (Section D) exam-
ines banks from an internal perspective, utilising the concept of money.

Both contributions are aligned, on the one hand by making explicit theoretical

121 in the sense of inferentialism, on the future of banks, and on

derivations,
the other hand by maintaining the rational choice perspective referred to in
the introduction. To use Hegel’s words once again, this is not about a rational-
ity that only outlines understanding [Verstand], but also reason [ Vernunft]. In
this regard, understanding is defined as the capacity to infer according to es-
tablished rules, while reason is defined as the ability to reflect upon these rules
at a meta-level (Stekeler-Weithofer 2020, p. 32). The rational-choice theory
in economics is one-sidedly focused on what can be outlined with bigoted
understanding. It lacks reason and, above all, meta-level reflection. The appli-
cation of blindly following formal inferences, as opposed to the recognition
of material inferences in conjunction with unrealistic assumptions, results in
the production of questionable results. In the field of mathematics, such an
approach is inconceivable; for example, omitting the bracket calculation for
reasons of simplification. It is therefore not unreasonable to demand that, in

economic thinking and reasoning, the same standards should be applied. A

key insight in this context should be that banks are not passive players, a re-

121" Brandom can be applied here to the economic sphere: “For what I have tried to do is in
a clear and specific inferential sense make explicit what is implicit in various economic
important concepts” (modified from Brandom 2000, p. 31, emphasis added).
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alisation that is also shared by leading researchers in the field of finance, but
which does not yet seem to have penetrated textbooks as well as in various

narratives within th public debate.!??

While this thesis does not advocate a particular narrative, it does argue in
favour of an examination of narratives that follows the most realistic assump-
tions possible and largely avoids (often overly) simplistic assumptions, as
these lead to distorted images of the future.'>® The ‘Banking is necessary,
banks are not’ narrative put forward by Bill Gates can be seen as a (somewhat
oversimplified) vision of the future in this sense, based on the insights gained
in this thesis.'?* This thesis attemptes a step towards a holistic understanding
of these narratives. Addressing ontological foundations is essential in order
to draw meaningful epistemological conclusions, thus helping to avoid the
‘epistemic fallacy’ — the reduction of reality to our knowledge of it (Bhaskar

1975/2008, p. 5).

E.2. Implications

E.2.1. Utilising Narratives for Banks

Dealing with narratives may initially appear to be an unconventional approach
within the context of business administration and economics, irrespective of
the specific subject or topic dealt with. However, such an approach has im-
plications on various levels, which are summarised in the following. Unless
explicitly mentioned, when the term economics is used, it always refers to

business administration as well.

122 «We explore the hypothesis that the financial intermediary sector, far from being passive,

is instead the engine that drives the boom-bust cycle” (Adrian and Shin 2010, p. 602).
To return to the quote from The Name of the Rose at the beginning of this thesis, the
aim of this work was not to find as many possibilities as possible, but perhaps to identify
some more convincingly than others.

123

124 This position is derived from the economic categories that have been discussed thus far,

without there having been a more thorough elaboration on the subject of shadow banks
and the extensive and intricate regulatory framework.
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For banks, the deliberate management of narratives is of paramount impor-
tance, since they not only influence the perception of the industry, but also
directly set the scope for strategic decisions. Consequently, a systematic anal-
ysis of narratives is essential. To this end, it is crucial for banks to analyse
narratives concerning the future of their industry, so as to understand their ori-
gins, implicit assumptions and potential impact. It enables them to recognise
risks at an early stage and react proactively to problematic narratives. This
approach enables them to make more informed strategic decisions and bet-
ter prepare for potential changes. Furthermore, it is recommended that banks
proactively cultivate and disseminate their own narratives. Positive narratives
that emphasise the importance of banks as indispensable players in money
creation or as drivers of sustainable innovation can help to promote trust and
stability. In a context of increasing uncertainty, effective communication as-
sumes a pivotal role. It is incumbent upon banks to employ their commu-
nication strategies with precision to fortify their narrative positioning. This
encompasses the neutralisation of potentially harmful narratives that could

compromise the trust placed in the banking sector.

The discourse on the ‘specialness’ of banks (e.g. Gande and Saunders 2012;
Huertas 2018; Lumpkin and Schich 2020) has witnessed a resurgence in their
significance, particularly in the aftermath of the 2007-2008 financial crisis.
It is vital for the banking sector to proactively influence this discourse, as it
underscores their distinctive role within the financial system. From an onto-
logical perspective, banks differ from other financial actors in their ability to
create money and their central position in capitalism. By highlighting their
distinctive role and capabilities, banks can emphasise their unique selling
proposition and effectively defend themselves against narrative attacks that

question their relevance.
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E.2.2. Expanding the Scope of Economic Research

It needs to be emphasized that the field of economics itself is affected by these
developments. Business administration in particular sees itself as an applied,
not to say practical, science. This perspective is frequently misinterpreted,
leading to the misconception that research in business administration should
be conducted in a manner that ensures the efficient operation of companies,
enhances their profitability, or fulfils customer requirements more effectively.
However, the field of business administration is not primarily designed to
serve the interests of companies, nor is it responsible for conducting research
on their behalf, just as geology is not concerned with ensuring the well-being
of minerals in order to facilitate their pleasant existence. It is unfortunate (but
all too common) to see economists who only want to solve practical prob-
lems!? and therefore avoid dealing with theoretical questions and conceptual

challanges, not to speak of scientific foundational problems.'?®

A conscious approach to narratives has the potential to offer business admin-
istration the opportunity to significantly expand its reach and understanding
of economic phenomena. Narratives have the capacity to influence economic
decisions by creating expectations that are not necessarily grounded in real-
ity. This shows that narratives are not merely by-products of economic pro-
cesses, but they can actively shape reality. Consequently, it is imperative for
business administration to systematically integrate narratives into the analy-
sis of economic issues. In particular, the performative effect of narratives, i.e.

their ability to shape markets and institutions, requires a broader perspective.

125 Keynes also comments on this aspect: “But apart from this contemporary mood, the
ideas of economists and political philosophers, both when they are right and when they
are wrong, are more powerful than is commonly understood. Indeed the world is ruled by
little else. Practical men, who believe themselves to be quite exempt from any intellectual
influences, are usually the slaves of some defunct economist. Madmen in authority, who
hear voices in the air, are distilling their frenzy from some academic scribbler of a few
years back” (Keynes 1978, p. 383).

It is therefore the case that if problem solving itself becomes problematic (in accordance
with the established pattern), due to the formation of problematic narratives that appear
to be problematic in reality, even with the best will of the scientist, the problem is no
longer only unsolvable, but the scientist may even worsen the problem. In a way, it is
similar to the nine dots puzzle.

126
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Narratives are not merely descriptive; they are also normative and strategic.
They can be used strategically to assert interests, and as such, they are an
instrument of power that must be given greater attention in economics. Fur-
thermore, narratives can be considered as an independent object of research.
Their emergence, dissemination and impact on economic processes require
a methodological investigation that goes beyond traditional economic analy-
ses. Such an approach has the potential to enhance business administration
by integrating interdisciplinary approaches, for example by incorporating so-
ciological, cultural studies and communication science perspectives. Finally,
narratives in business administration offer a tool for dealing with uncertainty.
This is especially the case in situations where objective data is lacking or
future developments are uncertain. In such situations, narratives provide ori-
entation and a framework for action. As emphasised in Section C, uncertainty
and trust play a central role in the design of narratives. Business administra-
tion can benefit from utilising this capacity to more effectively prepare or-
ganisations for future scenarios that are uncertain, and to develop long-term

strategies.

Economic theories in business administration necessitate enhanced transparen-
cy and introspection regarding the underlying assumptions. Academics and
practitioners should make their assumptions and the implicit narratives that
arise from them explicit in order to objectify the academic and public debate.
This thesis demonstrates, in accordance with inferentialism as outlined by
Brandom (1994), that assumptions embedded within theories serve not only as
analytical instruments, but can also exert a direct influence on future-oriented
thinking and decision-making processes. In essence, these assumptions shape
expectations in a performative manner, thereby conditioning decision-making
processes. The thesis argues for expanding economic research beyond a purely
functionalist view of institutions. Banks, in particular, can not be seen merely
as intermediaries but as constitutive elements of the capitalist system. Fur-
thermore, economic theories do not merely describe reality; they actively

shape expectations and influence narratives about the future. Recognizing this
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performative dimension is crucial for a more reflexive and methodologically
aware approach in business administration.

127 jt is also

The employment of narratives is not solely a form of performance,
a reproduction of theory, as narratives are invariably — consciously or uncon-
sciously — based on theoretical considerations. Without critical reflection on
these narratives and the theories on which they are based, there is a danger

that science will slip into the realm of ideology instead of being scientifically

sound.

E.2.3. Rethinking the Practice of Economic Science

There are further implications for the practice of economics. The more critical
the understanding of economics is, the more likely it is that these implications

will meet with approval.

To put it conservatively, this work is basic research that highlights the cen-
tral need to promote financial literacy more strongly. This could help to im-
prove the general public’s understanding of basic economic concepts and thus
increase their ability to reflect on economic narratives. Progressively formu-
lated, this thesis calls for a critical examination of the scientific image of eco-
nomics and in particular the development process of economic theories. The
thesis questions the narrow focus on efficiency and functionalism and argues
in favour of critically deconstructing unrealistic assumptions and exposing
their implications. A stronger understanding of the theory of science could be
trained in the education and practice of economics, for example through the
application of inferentialism, which emphasises how meanings arise through

inferential relationships within a normative context.

The thesis advocats that the context of knowledge production should be given
greater consideration. Orthodox economics often receives disproportionate at-
tention, while heterodox theories take a back seat. A broader focus could open

up new perspectives and enrich science.

127" An idea that can also be found in linguistics (Maclean 1988, ch. 1, especially p. 41-42).
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A pivotal element here is the journal system and its reform. There can be good
reasons in favour of a journal system. But in its current form, it rewards those
who achieve many citations — the currency of the scientific enterprise. This
favours connectivity and conformity, to commit to the same derivations, while
the critical reflection and deviant development of science falls by the wayside.
As Brandom demonstrates, the expertise of professionals is founded on nor-
mative authority. It is furthermore noted by Brandom (1994, p. 39) that every
significant performance judged as correct or incorrect results in a change in
the deontic status of those involved. This practice legitimises authorities to
evaluate or even sanction in a normative way (Brandom 1994, p. 166). In
the prevailing journal system, this normative practice is exacerbated by strict
limitations, such as page and word counts. Such restrictions often prevent in-
tentional states and the normative significance of content from being made
explicit. The judgement of what is considered correct and what is considered
incorrect is then the responsibility of a few (so-called gatekeepers) who have
joined a practice(!) or have committed themselves to a practice(!) and can
thus exclude everything from their conception of science (their intentional
states with normative significance) that does not correspond to their rules of
derivation. The normative practice of economics (in this case orthodoxy) thus
becomes a closed system and leads itself ad absurdum in terms of scientific

theory.

E.3. Limitations and Future Research

E.3.1. Limitations of This Study

This thesis is not free of limitations. A fundamental danger when dealing with
several theories is that they may not be presented properly. This can even lead
to a caricature of the theory, i.e. a particular theory is presented in a different
way that its proponents had in mind. This does not mean that individual theo-

ries cannot be criticised. Again, it is important that the criticism is appropriate
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and does not present a false problem.

Another weakness of this thesis could be seen in the use of the term bank.
Although the term was deliberately not defined further, one may ask whether
banks are not too heterogeneous to be lumped together in one generic term, as
is done here. This is a legitimate question, but doing otherwise would miss the
point of the project. The aim was to work at a theoretical level and to derive
from theory the implications for banks in their generality. The only way to
do this was to use the generic term bank, which does not involve any further
subdivision by geography (such as Anglo-Saxon, continental Europe, etc.,
or the distinction between city vs. country, or bricks and mortar vs. digital),
size or target group.!?® Clearly, this does not mean that future research may
not start there and try to analyse its implications. In Section B.4., some hints
concerning the space factor were taken up. This paper, however, showed that
it was not possible to identify a systematic approach to images of the future,
so the more fundamental work had to be done first under the generic term

bank.

Another conceptual ambiguity that can be found throughout the thesis is the
concept of efficiency.!?® In particular, in Section C, which is concerned with
market efficiency, a more precise breakdown of the concept of efficiency
could facilitate a more comprehensive understanding of the divergent atti-
tudes found in the theories. Nevertheless, it would most likely not be feasible

to harmonise the NIE and the OIE either.

Other limitations concern the scope of the literature taken into account. The

literature review in Section B could have been expanded to include mono-

128 A broader range of banking business models may also have provided a more compre-
hensive foundation for this thesis (e.g. Ayadi 2019; Tanda and Schena 2019; Tewes et al.
2020).

According to Tobin (1984), this can be divided into information-arbitrage efficiency,
fundamental-valuation efficiency, full-insurance efficiency and functional efficiency. In
the German-language literature, by contrast, a distinction is made between allocation
efficiency (a combination of full-insurance efficiency and functional efficiency), valua-
tion efficiency (equivalent to fundamental valuation efficiency), information efficiency
(equivalent to information arbitrage efficiency) and also operational efficiency. These
terms build on each other as follows: without operational efficiency, there is no informa-
tion efficiency, etc. (Wiebke 1992, pp. 33-34; Bienert 1996, pp. 31-33).

129
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graphs on banks, but above all to include sources from the news and media
landscape or internet forums. In these latter spaces, the discourse surrounding
the future of banks appears to be more lively and heated. This phenomenon
is partly driven by a cryptocurrency community marked by both courage and
overconfidence. Many within this group show little understanding of the bank-
ing system and hesitate to engage with its risks. Outside academia, statements
are often made swiftly, and narratives to a certain extent rely on the unspo-
ken and unexplained. This tendency is exemplified by the significant influence
and longevity of Bill Gates’ narrative. The discourse tends toward a simplistic
dichotomy — ‘Are you for or against?’ — a framing less common in scientific

debate.

The extensive literature from the broader social sciences could also have been
included in more detail on the topic of narratives. Concepts such as interpre-
tive power [Deutungsmacht] (Hastedt 2023), ideology (Eagleton 2000), and
narratives from a communication or neuroscientific perspective (Breithaupt
2022) would have enriched this thesis. Its literature was excluded, however,
since the focus should remain limited to the derivational contexts and infer-
ences of economic theories. The thematic exploration of concepts on narra-

tives should not be considered an end in itself.

In addition to the literature, the theories analysed could have been explored in

more depth. In Section C, for example, the NIE could have been discussed in

more detail.!3°

130 However, the accusation that the NIE is presented in too transaction cost-oriented man-
ner should not be conceded. In contrast to Wagner’s Rheingold, the poperty rights ap-
proach as another important line of the NIE does not apply to ‘“What you are, you are
only by contracts.” Rather, it can be assumed that (once again) an (preceding) institu-
tion is required, namely that of the market (Rapaczynski 1996). Property rights theory,
a foundational element of NIE, underscores the significance of clearly delineated and
enforceable property rights as the cornerstone of economic activity. Their establishment
fosters incentives for efficient resource utilisation by enabling owners to use, modify,
or trade assets within the market. Through competition, the market mechanism directs
resources to their most productive use, ensuring efficiency (Furubotn and Richter 2009,
pp- 84-85). A key example is emissions trading, where clearly allocated pollution rights
are expected to lead to efficient outcomes. Like the transaction cost and principal-agent
approaches, property rights theory is thus deeply embedded in market logic and its role
in resource allocation.
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The subject of narratives may be considered unusual by economists, but the
conceptual approach is probably even more unusual. In this sense, the ab-
sence of an empirical element can also be interpreted as a weakness of this
thesis. Interviews could have been conducted, or statistical data on the ‘ac-
tual’ situation of the banks could have been prepared and analysed. However,
an essential characteristic of narratives is that they do not require any ‘actual’

equivalent in reality.

Given the over-determined nature of the topic, even experts are not immune
to offering narratives on the future of banks that may not correspond to their
favoured theory. The emphasis was placed on the theory and its associated
implications, and the utilisation of expert interviews or statistical data was

considered unnecessary.

E.3.2. Directions for Future Research

It is evident that further research is a worthwhile endeavour. In addition to the
categories of market, institutions and money, the following categories were
mentioned in the derivation of categories for analysing narratives on the future
of banks: regulation, state, technology and progress. The fact that these could
not be taken into account in this project could lead to the conclusion that
the work stopped just when it was getting exciting. However, the categories
mentioned are complex concepts for which more space and time is needed.

Nevertheless, some preliminary ideas are suggested here.

To stay within the narrative of a game, the rules of the game would be thema-
tised with the categories of regulation and state. In this context, the analysis
will and must become much more specific with regard to what can be roughly
termed as shadow banking. The emergence of shadow banks is largely linked
to the regulation or, more precisely, the deregulation of the financial system
in recent decades. Legal aspects, which are often neglected in economic anal-
ysis, must also be considered. As with the categories analysed thus far, the

starting point would be a critique of unrealistic assumptions in property rights
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theory, as it is implemented in NIE. The pivotal question in this context is:
Can shadow banks exist without banks? A whole series of further considera-
tions is linked to this. Since money plays a role in the emergence of a crisis, as
mentioned in Section D, (financial) crises and risk have to be part of this con-
sideration. The role of shadow banks in the crises of the recent past cannot be
ignored (Lysandrou and Nesvetailova 2015). One hypothesis, in the broadest
sense, which remains to be fully developed, is that shadow banks cannot exist
without banks. Shadow banks may be considered a by-product of capitalist
accumulation, with the purpose of overcoming the barriers to capital accumu-
lation. However, it is also the case that shadow banks are dependent on the
money creation practices of banks, which have created a second market for
loans, among other things, in order to open up new avenues for the pursuit
of profit. This would imply a mutual dependency between banks and shadow

banks, rather than the standard (neoclassical orthodox) form of competition.

Another facet of regulation that has not been touched in this thesis makes
it difficult to paint a gloomy picture, even from a functional perspective. The
regulatory hurdles for financial institutions that want to perform some or more
banking functions are usually very high, requiring them to obtain a banking
licence. But: if fintechs or BigTechs, which are seen as challengers to banks,
become banks themselves in the course of their own transformation by obtain-
ing a banking licence, then the question of disruption to the banking industry
by challengers is less about the end of banks as an institution per se, but more
about the end of certain established or ‘traditional’ banks.'?! However, banks
would continue existing in the sense of the generic term that has been the fo-
cus in this thesis. In conjunction with technology, Erturk and Solari’s (2007)

view of ‘banks as continuous reinvention’ could be postulated here.

The categories of technology and progress can be seen as categories that

change the rules of the game. In a manner analogous to the increased num-

131 In a way, this is the phenomenon of the ship of Theseus, which was replaced piece by
piece with new materials, so that in the end there was nothing left of the original ship
(Stekeler-Weithofer 2005, p. 137).
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ber of outcomes that become possible if a dice possessed more than six sides,
the integration of technology into the economic game can result in a trans-
formation of the rules. In relation to these categories, it can be hypothesised
that orthodox economics tends to have a belief in progress and, as evidenced
in the essay on the market and institutions, places new technologies within
an efficiency context. In the broadest sense, this phenomenon can also be
attributed to an image of science according to which science gradually ap-
proaches the truth. This could be related to a Popperian falsificationism (in
part also a naive falsificationism) and a logic of scientific discovery. Struc-
tural breaks and research conducted within thought collectives (Fleck 2015),
which operate more in accordance with a psychology of research, are ex-
cluded in such a manner that, as in the essay on the market and institutions,
new competitors (who utilise new technology) are regarded as the perfection
of the market in the sense of Panglossianism. This suggests that banks face

pessimistic outlooks. !

E.3.3. Limitations Beyond This Study

Finally, it should be noted that, as with any frontier, there are two sides to limi-
tations. A limitation lies in academia itself. It remains to be assumed that such
a debate is not well received and is simply ignored. In this sense, Berger can
be quoted as a spokesman for a hermeneutic tradition in economics: “[T]he

profession is not listening. Of course, it is typical of the profession to be more

132 In contrast to scientific progress, the danger of a step backwards must always be taken
into account: “Scientific regression arises (a) from ignoring earlier research results, espe-
cially through textbooks, which blunt the sense of the history of science. (b) [by] avoiding
scientific discussions, e.g. the avoidance of critical book reviews, as well as a renunci-
ation of research [...] to scientific stagnation [...]. (c) The suppression of an awareness
of the problems of empirical science by the comfortable elegance of mathematical tech-
niques leads to stagnation or scientific regression if the frustrating diversity of empirical
influences is pushed aside and the testability of statements that were originally logically
inadequate but empirically meaningful is put to one side [...]. (d) Awareness of the prob-
lems of empirical science also reduces the tendency for science to be only application-
oriented [...]. (¢) The meaning statements of a scientific language concern in detail the
field of investigation, the scientific goals with regard to the direction of results and the
ways of obtaining results as well as the guiding principles of research” (Schneider 2001,
pp. 10261027, author’s translation).
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interested in exporting its product than in learning from other disciplines”

(Berger 1989, p. 209).!%3

The methodology of hermeneutics has only a marginal presence in economics,
therefore it would be unwise to expect fanfare for this thesis. Nevertheless,
this thesis calls for greater attention to narratives and critiques of established
standard theories, such as the NIE, as well as references to Marxist literature.
After all, a thinker who can successfully establish the connection between in-
sight and practice, as well as theory and practice, should be given the oppor-
tunity to articulate his perspective. This appeal is not made in a presumptuous
or pathetic manner, but rather in the spirit of inferentialism, as quoted here at

length:

“[...] in a hermeneutical science, a certain measure of insight
is indispensable, and this insight cannot be communicated by the
gathering of brute data, or initiation in modes of formal reasoning
or some combination of these. It is unformalizable. [...] Thus, a
hermeneutical science encounters a gap in intuitions. [...] Hence
the gap in intuitions doesn’t just divide different theoretical po-
sitions, it also tends to divide different fundamental options in
life. The practical and the theoretical are inextricably joined here.
It may not just be that to understand a certain explanation one
has to sharpen one’s intuitions, it may be that one has to change
one’s orientation — if not in adopting another orientation, at least
in living one’s own in a way which allows for greater compre-
hension of others. Thus, in the sciences of man in so far as they
are hermeneutical there can be a valid response to ‘I don’t under-
stand” which takes the form, not only ‘develop your intuitions,’

but more radically ‘change yourself.” This puts an end to any as-

133 1In this context, reference should be made to the Milgram experiment, which can also
be applied to economics. The rejection of certain theoretical frameworks in economic
practice necessitates the acknowledgement of past missteps. However, the continuation
of established practices legitimises prior actions. The belief in authority, whether it be
textbooks or established networks, allows one to continue as before.
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piration to a value-free or ‘ideology-free’ science of man. A study
of the science of man is inseparable from an examination of the
options between which men must choose. This means that we can
speak here not only of error, but of illusion. We speak of ‘illusion’
when we are dealing with something of greater substance than er-
ror, error which in a sense builds a counterfeit reality of its own.
But errors of interpretation of meaning, which are also selfdefini-
tions of those who interpret and hence inform their lives, are more
than errors in this sense: they are sustained by certain practices of

which they are constitutive” (Taylor 1985, pp. 53-54).

In this respect, the present thesis is a call to change the practice of business ad-
ministration and economics, or more generally, the practice of the economists
as such. It is a call to lift the ideological veil'** (which results from unrealistic
assumptions). It is therefore not merely an intellectual necessity to attempt to

understand certain things, but existentially to change practice.

134 This includes ‘the idea that scientists have of their own practice and their relationship to
their own practice’ (Althusser 1985, p. 40).
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Author(s) & Year Form of Publication Nature of Source Search Results Author Cites Author is Cited By
From

Beck (2001) Journal article Conceptual IDEAS/RePEc
Bossone (20015b) Journal article Conceptual IDEAS/RePEc
DeYoung and Hunter (2001)  Working paper Conceptual IDEAS/RePEc DeYoung and Dufty (2002)
Myers (2001) Monetary authority Empirical IDEAS/RePEc Myers and Sullivan (2001)

institution article
Myers and Sullivan (2001) Monetary authority Empirical IDEAS/RePEc Myers (2001)

institution article
Baba and Hisada (2002) Journal article Conceptual IDEAS/RePEc
DeYoung and Duffy (2002)  Monetary authority Empirical IDEAS/RePEc DeYoung and Hunter (2001)

institution article
Berger and Udell (2003) Edited volume article Conceptual Non-systematic
Beck (2001) Journal article Conceptual IDEAS/RePEc
Bossone (2001b) Journal article Conceptual IDEAS/RePEc
DeYoung and Hunter (2001)  Working paper Conceptual IDEAS/RePEc DeYoung and Duffy (2002)
Myers (2001) Monetary authority Empirical IDEAS/RePEc Myers and Sullivan (2001)

institution article
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Author(s) & Year Form of Publication Nature of Source Search Results Author Cites Author is Cited By
From

Myers and Sullivan (2001) Monetary authority Empirical IDEAS/RePEc Myers (2001)
institution article

Baba and Hisada (2002) Journal article Conceptual IDEAS/RePEc

DeYoung and Duffy (2002)  Monetary authority Empirical IDEAS/RePEc DeYoung and Hunter (2001)
institution article

Berger and Udell (2003) Edited volume article Conceptual Non-systematic

Bradley and Stewart (2003)  Journal article Empirical Scopus

Cobeas et al. (2003) Edited volume article Conceptual Non-systematic

Cocca and Csoport (2003) Edited volume article Conceptual Non-systematic

DeYoung and Hunter (2003)  Edited volume article Conceptual Non-systematic DeYoung et al. (2004)

Gischer and Jiittner (2003) Edited volume article Empirical Non-systematic

Gup (2003a) Edited volume article Conceptual Non-systematic

Gup (2003D) Edited volume article Conceptual Non-systematic

Harper and Chan (2003) Edited volume article Conceptual Non-systematic

Hine and Phillips (2003) Edited volume article Conceptual Non-systematic

Kamath et al. (2003) Journal article Conceptual Scopus
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Form of Publication
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Search Results

From

Author Cites Author is Cited By

Seelig (2003)

Shull (2003)

Degryse and Ongena (2004)
DeYoung and Rice (2004)

DeYoung et al. (2004)

Klose (2004)

Myers and Robbins (2004)

Shanmugam and Nair

(2004)
Yeager (2004)

Edited volume article
Edited volume article
Journal article
Monetary authority
institution article

Journal article

Monetary authority
institution article
Monetary authority
institution article

Journal article

Monetary authority

institution article

Empirical
Conceptual
Conceptual
Conceptual &
Empirical
Conceptual &

Empirical

Empirical

Empirical

Conceptual

Empirical

Non-systematic
Non-systematic
IDEAS/RePEc
IDEAS/RePEc

IDEAS/RePEc

IDEAS/RePEc

IDEAS/RePEc

Scopus

IDEAS/RePEc

DeYoung et al. (2004)

DeYoung and Hunter (2003)  Yeager (2004); DeYoung
and Rice (2004); Gilbert

(2007)

DeYoung et al. (2004)
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Author(s) & Year Form of Publication Nature of Source Search Results Author Cites Author is Cited By
From
Wan et al. (2005) Journal article Empirical Scopus
Tiwari et al. (2006) Conference paper Empirical IDEAS/RePEc
Benston et al. (2007) Practioners magazine Conceptual IDEAS/RePEc
article
Gilbert (2007) Monetary authority Empirical IDEAS/RePEc DeYoung et al. (2004)
institution article
Scornavacca and Hoehle Journal article Conceptual & IDEAS/RePEc
(2007) Empirical
Hardie and Howarth (2009)  Journal article Conceptual Scopus
Lamberti and Biiger (2009)  Journal article Conceptual IDEAS/RePEc
Corner (2010) Practioners magazine Conceptual IDEAS/RePEc
article
Kodres and Narain (2010) Monetary authority Conceptual IDEAS/RePEc
institution article
Wessels and Van Rooyen Journal article Empirical Scopus

(2010)
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Author(s) & Year Form of Publication Nature of Source Search Results Author Cites Author is Cited By
From
Bulgdrea (2011) Journal article Conceptual IDEAS/RePEc
Sargu and Roman (2010) Conference paper Conceptual IDEAS/RePEc
Dailami and Adams-Kane Monetary authority Empirical IDEAS/RePEc
(2012) institution article
Loncar and Rajic (2012) Journal article Empirical IDEAS/RePEc
Moshirian (2012) Journal article Conceptual IDEAS/RePEc
Balasubramanyan et al. Practioners magazine Conceptual IDEAS/RePEc
(2013/2014) article
Gilbert et al. (2013) Monetary authority Empirical IDEAS/RePEc Lux and Greene (2015);
institution article Chiorazzo et al. (2018)
Gjino and Ilollari (2014) Journal article Conceptual IDEAS/RePEc
Allen et al. (2015) Journal article Conceptual & Scopus
Empirical
Kroszner (2015) Conference paper Conceptual Non-systematic
Lenz (2015) Journal article Conceptual IDEAS/RePEc
Lux and Greene (2015) Working paper Empirical Non-systematic Gilbert et al. (2013)
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Author(s) & Year Form of Publication Nature of Source Search Results Author Cites Author is Cited By
From

Moser (2015) Journal article Empirical Scopus

Prodanova et al. (2015) Journal article Empirical Scopus

Boot (2016) Edited volume article Conceptual IDEAS/RePEc

Claessens and van Horen Edited volume article Empirical Non-systematic

(2016a)

Claessens and van Horen Edited volume article Empirical Non-systematic

(2016b)

Dugan (2016) Edited volume article Conceptual IDEAS/RePEc

Fender and McGuire (2016)  Edited volume article Conceptual Non-systematic

Huertas (2016) Edited volume article Conceptual Non-systematic

Jagtiani and Lemieux Monetary authority Empirical IDEAS/RePEc

(2016) institution article

Marchetti (2016) Edited volume article Conceptual Non-systematic

Swagel (2016) Edited volume article Conceptual IDEAS/RePEc

Tahir et al. (2016) Journal article Empirical Scopus

Alam and Parinduri (2017) Journal article Empirical Scopus
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Author(s) & Year Form of Publication Nature of Source Search Results Author Cites Author is Cited By
From
Ariff (2017) Journal article Conceptual Scopus
Beer et al. (2017) Monetary authority Conceptual IDEAS/RePEc Puschmann (2017)
institution article
Chen et al. (2017) Journal article Conceptual IDEAS/RePEc Omarini (2018b)
Girtner and Flogel (2017) Journal article Conceptual IDEAS/RePEc
Hintz and Smith (2017) Practioners magazine Conceptual Non-systematic
article
Ilie et al. (2017) Conference paper Conceptual IDEAS/RePEc
Miralles-Quir6s et al. Journal article Empirical Scopus
(2017)
Monvoisin (2017) Edited volume article Conceptual Non-systematic
Puschmann (2017) Conference paper Conceptual Non-systematic Beer et al. (2017)
Anagnostopoulos (2018) Journal article Conceptual IDEAS/RePEc Broby (2021)
Chiorazzo et al. (2018) Journal article Empirical Non-systematic Gilbert et al. (2013)
Coetzee (2018) Journal article Conceptual Scopus
Cullen (2018) Journal article Conceptual Scopus
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Author(s) & Year Form of Publication Nature of Source Search Results Author Cites Author is Cited By
From
Ilie and Tacob (2018) Journal article Conceptual IDEAS/RePEc
Omarini (2018b) Journal article Conceptual IDEAS/RePEc Chen et al. (2017); Omarini
(2018a)
Omarini (2018¢) Journal article Conceptual IDEAS/RePEc
Omarini (2018a) Journal article Conceptual Non-systematic Omarini (2018b)
Pointner and Raunig (2018)  Monetary authority Conceptual & IDEAS/RePEc
institution article Empirical
Selmier (2018) Journal article Conceptual Scopus
Smaghi (2018) Journal article Empirical IDEAS/RePEc
de Andrés et al. (2019) Journal article Conceptual Scopus
Dicuonzo et al. (2019) Journal article Conceptual IDEAS/RePEc
Dombret et al. (2019) Journal article Empirical Scopus
Othman et al. (2019) Journal article Empirical Scopus Feldman (2020)
Raja Rao et al. (2019) Journal article Conceptual Scopus
Sedaghatparast (2019) Journal article Conceptual Scopus
Stulz (2019) Journal article Conceptual IDEAS/RePEc Thorbecke (2020)
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Boustani (2020) Edited volume article Conceptual & IDEAS/RePEc
Empirical
Brandl (2020) Journal article Conceptual Scopus
Feldman (2020) Journal article Empirical Scopus Othman et al. (2019)
Go et al. (2020) Journal article Empirical Scopus
Giindiiz (2020) Journal article Conceptual Scopus
Hatami et al. (2020) Private publisher article =~ Conceptual Non-systematic
Saunders (2020) Journal article Conceptual IDEAS/RePEc
Thorbecke (2020) Discussion Paper Empirical IDEAS/RePEc Stulz (2019)
Broby (2021) Journal article Conceptual Scopus Anagnostopoulos (2018)
Rahman and Abedin (2021)  Journal article Empirical Scopus
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