
Chapter 10

The Middle Ages

(600 - 1450 ad)

Artificial wealth comprises the things which of themselves satisfy
no natural need, for example money, which is a human contrivance.

—St. Thomas Aquinas

IF THE AXIAL AGE saw the emergence of complementary ideals of com-
modity markets and universal world religions, the Middle Ages were the period
in which those two institutions began to merge.

Everywhere, the age began with the collapse of empires. Eventually, new
states formed, but in these new states, the nexus between war, bullion, and
slavery was broken; conquest and acquisition for their own sake were no longer
celebrated as the end of all political life. At the same time, economic life, from
the conduct of international trade to the organization of local markets, came
to fall increasingly under the regulation of religious authorities. One result was
a widespread movement to control, or even forbid, predatory lending. Another
was a return, across Eurasia, to various forms of virtual credit money.

Granted, this is not the way we’re used to thinking of the Middle Ages. For
most of us, “medieval” remains a synonym for superstition, intolerance, and
oppression. Yet for most of the earth’s inhabitants, it could only be seen as an
extraordinary improvement over the terrors of the Axial Age.

One reason for our skewed perception is that we’re used to thinking of the
Middle Ages as something that happened primarily in Western Europe, in ter-
ritories that had been little more than border outposts of the Roman Empire
to begin with. According to the conventional wisdom, with the collapse of the
empire, the cities were largely abandoned and the economy “reverted to barter,”
taking at least five centuries to recover. Even for Europe, though, this is based
on a series of unquestioned assumptions that, as I’ve said, crumble the moment
one starts seriously poking at them. Chief among them is the idea that the
absence of coins means the absence of money. True, the destruction of the Ro-
man war machine also meant that Roman coins went out of circulation; and the
few coins produced within the Gothic or Frankish kingdoms that established
themselves over the ruins of the old empire were largely fiduciary in nature.1

Still, a glance at the “barbarian law codes” reveals that even at the height of

1Coins produced by the barbarian successor states generally did not have a great deal of
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the Dark Ages, people were still carefully keeping accounts in Roman money as
they calculated interest rates, contracts, and mortgages. Again, cities shriveled,
and many were abandoned, but even this was something of a mixed blessing.
Certainly, it had a terrible effect on literacy; but one must also bear in mind
that ancient cities could only be maintained by extracting resources from the
countryside. Roman Gaul, for instance, had been a network of cities, connected
by the famous Roman roads to an endless succession of slave plantations, which
were owned by the urban grandees.2 After around 400 ad, the population of the
towns declined radically, but the plantations also disappeared. In the follow-
ing centuries, many came to be replaced by manors, churches, and even later,
castles—where new local lords extracted their own dues from the surrounding
farmers. But one need only do the math: since medieval agriculture was no
less efficient than ancient agriculture (in fact, it rapidly became a great deal
more so), the amount of work required to feed a handful of mounted warriors
and clergymen could not possibly have been anything like that required to feed
entire cities. However oppressed medieval serfs might have been, their plight
was nothing compared with that of their Axial Age equivalents.

Still, the Middle Ages proper are best seen as having begun not in Europe
but in India and China, between 400 and 600 ad, and then sweeping across
much of the western half of Eurasia with the advent of Islam. They only really
reached Europe four hundred years later. Let us begin our story, then, in India.

Medieval India (Flight into Hierarchy)

I left off in India with Aśoka’s embrace of Buddhism, but I noted that ultimately,
his project foundered. Neither his empire nor his church was to endure. It took
a good deal of time, however, for this failure to occur.

The Mauryans represented a high watermark of empire. The next five hun-
dred years saw a succession of kingdoms, most of them strongly supportive of
Buddhism. Stupas and monasteries sprang up everywhere, but the states that
sponsored them grew weaker and weaker; centralized armies dissolved; soldiers,
like officials, increasingly came to be paid by land grants rather than salaries.
As a result, the number of coins in circulation steadily declined.3 Here too,
the early Middle Ages witnessed a dramatic decline of cities: where the Greek
ambassador Megasthenes described Aśoka’s capital of Patna as the largest city
in the world of his day, medieval Arab and Chinese travelers described India as
a land of endless tiny villages.

As a result, most historians have come to write, much as they do in Europe,
of a collapse of the money economy; of commerce becoming a “reversion to

gold or silver in them; as a result they tended to circulate only within the principality of the
king or baron who issued them and were largely useless for trade.

2Dockés (1979:62-70) provides a good overview of the situation—literally, since current
understandings of the extent of Roman slave estates in France are based largely on aerial
photography. Over time even the free communities largely ended up in debt peonage of one
sort or another, or bound to the land as serfs (in Latin, coloni).

3As we’ve seen, Kosambi saw Magadha as a peak of monetarization. R.S. Sharma
(2001:119-62) argues that coinage remained commonplace under the Guptas (280 to 550 ad)
but then abruptly disappeared almost everywhere thereafter. However, even if he is right that
the total number of coins in circulation did not diminish until then, he himself points out
(ibid:143) that the total population of the Ganges Plain almost tripled over this period, so
even this would mark a steady decline.
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barter.” Here too, this appears to be simply untrue. What vanished were the
military means to extract resources from the peasants. In fact, Hindu law-books
written at the time show increasing attention to credit arrangements, with a so-
phisticated language of sureties, collateral, mortgages, promissory notes, and
compound interest.4 One need only consider how the Buddhist establishments
popping up all over India during these centuries were funded. While the ear-
liest monks were wandering mendicants, owning little more than their begging
bowls, early medieval monasteries were often magnificent establishments with
vast treasuries. Still, in principle, their operations were financed almost entirely
through credit.

The key innovation was the creation of what were called the “perpetual
endowments” or “inexhaustible treasuries.” Say a lay supporter wished to make
a contribution to her local monastery. Rather than offering to provide candles
for a specific ritual, or servants to attend to the upkeep of the monastic grounds,
she would provide a certain sum of money—or something worth a great deal
of money—that would then be loaned out in the name of the monastery, at
the accepted 15-percent annual rate. The interest on the loan would then be
earmarked for that specific purpose.5 An inscription discovered at the Great
Monastery of Sanci sometime around 450 ad provides a handy illustration. A
woman named Harisvamini donates the relatively modest sum of twelve dinaras
to the “Noble Community of Monks”.6 The text carefully inscribes how the
income is to be divided up: the interest on five of the dinaras was to provide
daily meals for five different monks, the interest from another three would pay
to light three lamps for the Buddha, in memory of her parents, and so forth.
The inscription ends by saying that this was a permanent endowment, “created
with a document in stone to last as long as the moon and the sun”: since the
principal would never be touched, the contribution would last forever.7

Some of these loans presumably went to individuals, others were commer-
cial loans to “guilds of bamboo-workers, braziers, and potters,” or to village
assemblies.8 We have to assume that in most cases the money is an accounting

4For an overview: R.S. Sharma 1965, Kane 1968 III:411-61, Chatterjee 1971. Schopen
(1994) especially emphasizes that the techniques grow more sophisticated over the course of
the Middle Ages, for instance, developing bookkeeping techniques for combining compound
interest with partial repayments.

5Documents on the regulation of monastic affairs pay a great deal of attention to the details:
how when the money was lent out, contracts would be signed, sealed, and deposited in the
temple before witnesses; how a surety or pledge worth twice the amount of the loan should
be turned over, how “devout lay brothers” should be assigned to manage the investment, and
so forth (Schopen 1994).

6From the Arab dinar, which in turn derives from the Roman denarius. It is unclear
whether such sums were actually paid in coins at this point: one early monastic manual, for
example, speaking of objects that might be relegated to the Inexhaustible Treasuries and thus
put out at interest, mentions “gold and silver, whether in the form of coins, finished or raw,
in large or small quantities, pure or alloyed, or whether in the form of utensils, finished or
unfinished” (Mahāsāmghika Vinaya, in Gerner 1956 [1995:165]).

7Fleet 1888: 260-62, as translated in Schopen 1994:532-33. One need hardly remark on
the irony of this emphasis on eternity emerging within Buddhism, a religion founded on the
recognition of the impermanence of all worldly attachments.

8The commercial loans are documented from an inscription at the West Indian monastery
at Karle (Levi 1938:145; Gerner 1956 [1995:164]; Barreau 1961:444-47), the assemblies from
later Tamil temples (Ayyar 1982:4o-68, R.S. Sharma 1965.) It is not clear whether some of
these were commercial loans, or more like the later Buddhist custom of jisa still current in
Tibet, Bhutan, and Mongolia, where an individual, or collective, or group of families wishing
to support a specific ceremony or, say, an educational project might receive a 500-rupee loan
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unit: what were really being transacted were animals, wheat, silk, butter, fruit,
and all the other goods whose appropriate rates of interest were so carefully
stipulated in the law-codes of the time. Still, large amounts of gold did end up
flowing into monastic coffers. When coins go out of circulation, after all, the
metal doesn’t simply disappear. In the Middle Ages—and this seems to have
been true across Eurasia—the vast majority of it ended up in religious estab-
lishments, churches, monasteries, and temples, either stockpiled in hoards and
treasuries or gilded onto or cast into altars, sanctums, and sacred instruments.
Above all, it was shaped into images of gods. As a result, those rulers who did
try to put an Axial Age-style coinage system back into circulation—invariably,
to fund some project of military expansion—often had to pursue self-consciously
anti-religious policies in order to do so. Probably the most notorious was one
Harsa, who ruled Kashmir from 1089 to 1101 ad, who is said to have appointed
an officer called the “Superintendent for the Destruction of the Gods.” Accord-
ing to later histories, Harsa employed leprous monks to systematically desecrate
divine images with urine and excrement, thus neutralizing their power, before
dragging them off to be melted down.9 He is said to have destroyed more than
four thousand Buddhist establishments before being betrayed and killed, the
last of his dynasty—and his miserable fate was long held out as an example of
where the revival of the old ways was likely to lead one in the end.

For the most part, then, the gold remained sacrosanct, laid up in the sacred
places—though in India, over time these were increasingly Hindu ones, not
Buddhist. What we now see as traditional Hindu-village India appears to have
been largely a creation of the early Middle Ages. We do not know precisely
how it happened. As kingdoms continued to rise and fall, the world inhabited
by kings and princes became increasingly distant from that of most people’s
everyday affairs. During much of the period immediately following the collapse
of the Mauryan empire, for instance, much of India was governed by foreigners.10

Apparently, this increasing distance allowed local Brahmins to begin reshaping
the new—increasingly rural—society along strictly hierarchical principles.

They did it above all by seizing control of the administration of law. The
Dharmaśāstra, law-codes produced by Brahmin scholars between roughly 200
bc and 400 ad, give us a good idea of the new vision of society. In it, old
ideas like the Vedic conception of a debt to gods, sages, and ancestors were
resuscitated—but now, they applied only and specifically to Brahmins, whose
duty and privilege it was to stand in for all humanity before the forces that
controlled the universe.11 Far from being required to attain learning, members
of the inferior classes were forbidden to do so: the Laws of Manu, for instance,
set down that any Sudra (the lowest caste, assigned to farming and material
production) who so much as listened in on the teaching of the law or sacred texts
should have molten lead poured into their ears; on the occasion of a repeat

“in perpetuity” and then be expected to provide 800 rupees a year to organize the ceremony.
The responsibilities are then inherited, though the “loan” can be transferred (Miller 1961,
Murphy 1961).

9Kalhana, Rajatarangini 7.1091-98; see Basham 1948, Riepe 1961:44n49. The monks were
apparently Ajivkas, who still existed at this time.

10Naskar 1996, R.S. Sharma 2001:45-66, on the Puranic description of the “Kali age,” which
seems to be the way later Brahmins referred to the period from roughly Alexander’s reign to
the early Middle Ages, a period of insecurity and unrest when foreign dynasties ruled much
of India, and caste hierarchies were widely challenged or rejected.

11Manusmr.ti 8.5.257 Significantly, the debt to other humans vanishes entirely in these texts.
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offense, have their tongues cut out.12 At the same time Brahmins, however
ferociously they guarded their privileges, also adopted aspects of once-radical
Buddhist and Jain ideas like karma, reincarnation, and ahimsa. Brahmins were
expected to refrain from any sort of physical violence, and even to become
vegetarians. In alliance with representatives of the old warrior caste, they also
managed to win control of most of the land in the ancient villages. Artisans and
craftsmen fleeing the decline or destruction of cities often ended up as suppliant
refugees, and, gradually, low-caste clients. The result were increasingly complex
local patronage systems in the countryside—jajmani systems, as they came to
be known—where the refugees provided services for the landowning castes, who
took on many of the roles once held by the state, providing protection and
justice, extracting labor dues, and so on—but also protected local communities
from actual royal representatives.13

This latter function is crucial. Foreign visitors were later to be awed by
the self-sufficiency of the traditional Indian village, with its elaborate system of
landowning castes, farmers, and such “service castes” as barbers, smiths, tan-
ners, drummers, and washermen, all arranged in hierarchical order, each seen as
making its own unique and necessary contribution to their little society, all of it
typically operating entirely without the use of metal currency. It was only possi-
ble for those reduced to the status of Sudras and Untouchables to have a chance
of accepting their lowly position because the exaction of local landlords was,
again, on nothing like the same scale as that under earlier governments—under
which villagers had to support cities of upwards of a million people—and be-
cause the village community became an effective means of holding the state and
its representatives at least partially at bay.

We don’t know the mechanisms that brought this world about, but the role
of debt was surely significant. The creation of thousands of Hindu temples
alone must have involved hundreds of thousands, even millions, of interest-
bearing loans—since, while Brahmins were themselves forbidden to lend money
at interest, temples were not. We can already see, in the earliest of the new
law-codes, the Laws of Manu, the way that local authorities were struggling to
reconcile old customs like debt peonage and chattel slavery with the desire to
establish an overarching hierarchical system in which everyone knew their place.
The Laws of Manu carefully classify slaves into seven types depending on how
they were reduced to slavery (war, debt, self-sale ...) and explain the conditions
under which each might be emancipated—but then go on to say that Sudras can
never really be emancipated, since, after all, they were created to serve the other
castes.14 Similarly, where earlier codes had established a 15-percent annual rate
of interest, with exceptions for commercial loans,15 the new codes organized
interest by caste: stating that one could charge a maximum of 2 percent a
month for a Brahmin, 3 percent for a Ksatriya (warrior), 4 percent for a Vaisya

12Manusmr.ti 8.5.270-72. A Sudra’s tongue would also be cut off for insulting a member of
the twice-born castes (8.270).

13R.S. Sharma 1958, 1987, Chauhan 2003.
14“A Sudra, though emancipated by his master, is not released from a state of servitude,

for a state which is natural to him, by whom can he be divested?” (Manusmr.ti, Yājñavalkya
Smr.ti 8.5.419), or even “Sudras must be reduced to slavery, either by purchase or without
purchase, because they were created by God for the sake or serving others” (8.5.413).

15Kautilya allowed 60 percent for commercial loans, 120 percent “for enterprises that in-
volve journeys through forests,” and twice that for those that involve shipping goods by sea
(Arthasastra 3.11; one later code, Yājñavalkya Smr.ti 2.38 follows this.)
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(merchant), and 5 percent for a Sudra-which is the difference between 24 percent
annually on the one extreme and a hefty 6o percent on the other.16 The laws also
identify five different ways interest can be paid, of which the most significant for
our concerns is “bodily interest”: physical labor in the creditor’s house or fields,
to be rendered until such time as the principal is cleared. Even here, though,
caste considerations were paramount. No one could be forced into the service
of anyone of lower caste; moreover, since debts were enforceable on a debtor’s
children and even grandchildren, “until the principal is cleared” could mean
quite some time—as the Indian historian R.S. Sharma notes, such stipulations
“remind us of the present practice according to which several generations of
the same family have been reduced to the position of hereditary ploughmen in
consideration of some paltry sum advanced to them.”17

Indeed, India has become notorious as a country, in which a very large part
of the working population is laboring in effective debt peonage to a landlord or
other creditor. Such arrangements became even easier over time. By about 1000
ad, restrictions on usury by members of the upper castes in Hindu law-codes
largely disappeared. On the other hand, 1000 ad was about the same time that
Islam appeared in India—a religion dedicated to eradicating usury altogether.
So at the very least we can say that these things never stopped being contested.
And even Hindu law of that time was far more humane than almost anything
found in the ancient world. Debtors were not, generally speaking, reduced to
slavery, and there is no widespread evidence of the selling of women or children.
In fact, overt slavery had largely vanished from the countryside by this time.
And debt peons were not even pawns, exactly; by law, they were simply paying
interest on a freely contracted agreement. Paying the principal might take
generations, but the law stipulated that even if it was never paid, in the third
generation, they would be freed.

There is a peculiar tension here: a kind of paradox. Debt and credit ar-
rangements may well have played a crucial role in creating the Indian village
system, but they could never really become their basis. It might have made a
certain sense to declare that, just as Brahmins had to dispatch their debts to the
gods, everyone should be, in a certain sense, in debt to those above them. But
in another sense, that would have completely subverted the very idea of caste,
which was that the universe was a vast hierarchy in which different sorts of
people were assumed to be of fundamentally different natures, that these ranks
and grades were fixed forever, and that when goods and services moved up and
down the hierarchy, they followed not principles of exchange at all but (as in all
hierarchical systems) custom and precedent. The French anthropologist Louis
Dumont made the famous argument that one cannot even really talk about
“inequality” here, because to use that phrase implies that one believes people
should or could be equal, and this idea was completely alien to Hindu concep-
tions.18 For them to have imagined their responsibilities as debts would have
been profoundly subversive, since debts are by definition arrangements between

16Yājñavalkya Smr.ti 2.37, Manusmr.ti 8.143, Vis.n. usmr.ti 5.6.2, see Kane 1968 III:421.
17R.S. Sharma 1965:68. Similarly, early law-codes specified that anyone who defaulted on a

debt should be reborn as a slave or even a domestic animal in their creditor’s household: one
later Chinese Buddhist text was even more exact, specifying that for each eight wen defaulted,
one must spend one day as an ox, or for each seven, one day as a horse (Zhuang Chun in Peng
1994:244n17)

18Dumont (1966).
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equals—at least in the sense that they are equal parties to a contract—that
could and should be repaid.19

Politically, it is never a particularly good idea to first tell people they are your
equals, and then humiliate and degrade them. This is presumably why peasant
insurrections, from Chiapas to Japan, have so regularly aimed to wipe out debts,
rather than focus on more structural issues like caste systems, or even slavery.20

The British Raj discovered this to their occasional chagrin when they used debt
peonage—superimposed on the caste system—as the basis of their labor system
in colonial India. Perhaps the paradigmatic popular insurrection was the Deccan
riots of 1875, when indebted farmers rose up to seize and systematically destroy
the account books of local money-lenders. Debt peonage, it would appear, is far
more likely to inspire outrage and collective action than is a system premised
on pure inequality.

China: Buddhism (the Economy of Infinite Debt)

By medieval standards, India was unusual for resisting the appeal of the great
Axial Age religions, but we observe the basic pattern: the decline of empire,
armies, and cash economy, the rise of religious authorities, independent of the
state, who win much of their popular legitimacy through their ability to regulate
emerging credit systems.

China might be said to represent the opposite extreme. This was the one
place where a late Axial Age attempt to yoke empire and religion together was
a complete success. True, here as elsewhere, there was an initial period of
breakdown: after the collapse of the Han dynasty around 220 ad, the central
state broke apart, cities shrank, coins disappeared, and so on. But in China
this was only temporary. As Max Weber long ago pointed out, once one sets
up a genuinely effective bureaucracy, it’s almost impossible to get rid of it.
And the Chinese bureaucracy was uniquely effective. Before long, the old Han
system reemerged: a centralized state, run by Confucian scholar-gentry trained
in the literary classics, selected through a national exam system, working in
meticulously organized national and regional bureaus where the money supply,
like other economic matters, was continually monitored and regulated. Chinese
monetary theory was always chartalist. This was partly just an effect of size:
the empire and its internal market were so huge that foreign trade was never
especially important; therefore, those running the government were well aware
that they could turn pretty much anything into money, simply by insisting that
taxes be paid in that form.

The two great threats to the authorities were always the same: the nomadic
peoples to the north (who they systematically bribed, but who nonetheless pe-
riodically swept over and conquered sections of China) and popular unrest and

19Gyan Prakash (2003:184) makes this point for the colonial period: when one-time caste
hierarchies began to be treated instead as matters of debt bondage, subordinates turned into
persons who had equal rights, but whose rights were temporarily “suspended.”

20To be fair, one could also argue that indebted peasants are also likely to be in command of
more resources, and thus be more capable of organizing a rebellion. We know very little about
popular insurrections in medieval India (though see Guha (1999). Palat (1986, 1988:205-15;
Kosambi 1996:392-93), but the total number of such revolts seems to have been relatively low
in comparison to Europe and certainly in comparison to China, where rebellion was almost
ceaseless.
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rebellion. The latter was almost constant, and on a scale unknown anywhere
else in human history. There were decades in Chinese history when the rate
of recorded peasant uprisings was roughly 1.8 per hour.21 What’s more, such
uprisings were frequently successful. Most of the most famous Chinese dynas-
ties that were not the product of barbarian invasion (the Yuan or Qing) were
originally peasant insurrections (the Han, Tang, Sung, and Ming). In no other
part of the world do we see anything like this. As a result, Chinese statecraft
ultimately came down to funneling enough resources to the cities to feed the
urban population and keep the nomads at bay, without causing a notoriously
contumacious rural population to rise up in arms. The official Confucian ideol-
ogy of patriarchal authority, equal opportunity, promotion of agriculture, light
taxes, and careful government control of merchants seemed expressly designed
to appeal to the interests and sensibilities of a (potentially rebellious) rural
patriarch.22

One need hardly add that in these circumstances, limiting the depredations
of the local village loan shark—the traditional bane of rural families—was a
constant government concern. Over and over we hear the same familiar story:
peasants down on their luck, whether due to natural disaster or the need to pay
for a parent’s funeral—would fall into the hands of predatory lenders, who would
seize their fields and houses, forcing them to work or pay rent in what had once
been their own lands; the threat of rebellion would then drive the government to
institute a dramatic program of reforms. One of the first we know about came
in the form of a coup d’état in 9 ad, when a Confucian official named Wang
Mang seized the throne to deal (so he claimed) with a nationwide debt crisis.
According to proclamations made at the time, the practice of usury had caused
the effective tax rate (that is, the amount of the average peasant’s harvest that
ended up being carried off by someone else) to rise from just over 3 percent,
to 50 percent.23 In reaction, Wang Mang instituted a program reforming the
currency, nationalizing large estates, promoting state-run industries—including
public granaries—and banning private holding of slaves. Wang Mang also es-
tablished a state loan agency that would offer interest-free funeral loans for up
to ninety days for those caught unprepared by the death of relatives, as well
as long-term loans of 3 percent monthly or 10 percent annual income rates for
commercial or agricultural investments.24 “With this scheme,” one historian
remarks, “Wang was confident that all business transactions would be under his
scrutiny and the abuse of usury would be forever eradicated.”25

Needless to say, it was not, and later Chinese history is full of similar sto-
ries: widespread inequality and unrest followed by the appointment of official
commissions of inquiry, regional debt relief (either blanket amnesties or annul-

21“No one knows just how many rebellions have taken place in Chinese history. From the
official record there were several thousand incidents within just three years from 613 to 615 ad,
probably one thousand events a year (Wei Z. ad 656: ch. ”Report of the Imperial Historians“).
According to Parsons, during the period 1629-44, there were as many as 234,185 insurrections
in China, averaging 43 events per day, or 1.8 outbreaks per hour” (Deng 1999:220).

22Following Deng (1999).
23Huang 1999:231.
24These loans appear to have been an extension of the logic of the state granaries, which

stockpiled food; some to sell at strategic moments to keep prices low, some to distribute free
in times of famine; some to loan at low interest to provide an alternative to usurers.

25Huang op cit; cf. Zhuoyun & Dull 1980:22-24. For his complex currency reforms: Peng
1994:111-14.
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ments of all loans in which interest had exceeded the principal), cheap grain
loans, famine relief, laws against the selling of children.26 All this became the
standard fare of government policy. It was very unevenly successful; it certainly
did not create an egalitarian peasant utopia, but it prevented any widespread
return to Axial Age conditions.

We are used to thinking of such bureaucratic interventions—particularly
the monopolies and regulations—as state restriction on “the market”—owing
to the prevailing prejudice that sees markets as quasi-natural phenomena that
emerge by themselves, and governments as having no role other than to squelch
or siphon from them. I have repeatedly pointed out how mistaken this is,
but China provides a particularly striking example. The Confucian state may
have been the world’s greatest and most enduring bureaucracy, but it actively
promoted markets, and as a result, commercial life in China soon became far
more sophisticated, and markets more developed, than anywhere else in the
world.

This despite the fact that Confucian orthodoxy was overtly hostile to mer-
chants and even the profit motive itself. Commercial profit was seen as legiti-
mate only as compensation for the labor that merchants expended in transport-
ing goods from one place to another, but never as fruits of speculation. What
this meant in practice was that they were pro-market but anti-capitalist.

Again, this seems bizarre, since we’re used to assuming that capitalism
and markets are the same thing, but, as the great French historian Fernand
Braudel pointed out, in many ways they could equally well be conceived as op-
posites. While markets are ways of exchanging goods through the medium of
money—historically, ways for those with a surplus of grain to acquire candles
and vice versa (in economic shorthand, C-M-C’, for commodity-money-other
commodity)—capitalism is first and foremost the art of using money to get
more money (M-C-M’). Normally, the easiest way to do this is by establishing
some kind of formal or de facto monopoly. For this reason, capitalists, whether
merchant princes, financiers, or industrialists, invariably try to ally themselves
with political authorities to limit the freedom of the market, so as to make
it easier for them to do so.27 From this perspective, China was for most of
its history the ultimate anti-capitalist market state.28 Unlike later European
princes, Chinese rulers systematically refused to team up with would-be Chi-
nese capitalists (who always existed). Instead, like their officials, they saw them
as destructive parasites—though, unlike the usurers, ones whose fundamentally
selfish and antisocial motivations could still be put to use in certain ways. In
Confucian terms, merchants were like soldiers. Those drawn to a career in the
military were assumed to be driven largely by a love of violence. As individuals,
they were not good people; but they were also necessary to defend the frontiers.
Similarly, merchants were driven by greed and basically immoral; yet if kept
under careful administrative supervision, they could be made to serve the pub-
lic good.29 Whatever one might think of the principles, the results are hard to

26Generally, interest rates were set at a maximum of 20 percent and compound interest was
banned. Chinese authorities eventually also adopted the Indian principle that interest should
not be allowed to exceed the principal (Cartier 1988:28; Yang 1971:92-103).

27Braudel 1979; Wallerstein 1991, 2001.
28I am here especially following the work of Boy Bin Wong (1997, 2002; also Mielants 2001,

2007). Granted, most Braudelans only see later dynasties like the Ming as fully embodying
this principle, but I think it can be projected backwards.

29So, for instance, while markets themselves were considered beneficial, the government
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deny. For most of its history, China maintained the highest standard of living
in the world—even England only really overtook it in perhaps the 1820s, well
past the time of the Industrial Revolution.30

Confucianism is not precisely a religion, perhaps; it is usually considered
more an ethical and philosophical system. So China too could be considered
something of a departure from the common medieval pattern, whereby com-
merce was, almost everywhere, brought under the control of religion. But it
wasn’t a complete departure. One need only consider the remarkable economic
role of Buddhism in this same period. Buddhism had arrived in China through
the Central Asia caravan routes and in its early days was largely a religion pro-
moted by merchants, but in the chaos following the collapse of the Han dynasty
in 220 ad, it began to take popular roots. The Liang (502-557) and Tang (618-
907) dynasties saw outbreaks of passionate religious fervor, in which thousands
of rural young people across China would renounce their farms, shops, and
families to seek ordination as Buddhist monks and nuns; where merchants or
landed magnates pledged their entire fortunes to the propagation of the Dharma;
building projects hollowed out whole mountains to create bodhisattvas and giant
statues of the Buddha; and pageants where monks and devotees ritually burned
their heads and hands or, in some instances, set themselves on fire. By the
mid-fifth century, there were dozens of such spectacular suicides; they became,
as one historian put it “a macabre kind of fashion.”31

Historians differ over their meaning. Certainly the passions unleashed pro-
vided a dramatic alternative to the staid orthodoxy of the Confucian literati,
but it’s also surprising, to say the least, to see this in a religion promoted above
all by the commercial classes. The French Sinologist Jacques Gernet observes:

It is clear that these suicides, so contrary to traditional morality,
aimed to redeem the sins of all beings, to compel the gods and men
at one and the same time. And they were staged: usually, in the
fifth century, a pyre was erected on a mountain. The suicide took
place in the presence of a large crowd uttering lamentations and
bringing forward rich offerings. People of all social ranks attended
the spectacle together. After the fire had burned out, the ashes of
the monk were collected and a stupa, a new place of worship, was
created to house them.32

Gerner’s picture of dozens of Christ-like redeemers seems overstated, but
the precise meaning of these suicides was unclear—and widely debated—even
in the Middle Ages. Some contemporaries saw them as the ultimate expression
of contempt for the body; others as recognition of the illusory nature of the self
and all material attachments; yet others, as the ultimate form of charity, the
giving of that which can only be most precious, one’s very physical existence, as

also systematically intervened to prevent price fluctuations, stockpiling commodities when
they were cheap and releasing them if prices rose. There were periods of Chinese history
when rulers made common cause with merchants, but the result was usually a major popular
backlash (Deng 1999:146).

30Pommeranz 1998, Goldstone 2002 for an introduction to the vast literature on comparative
standards of living. India was actually doing rather well also for most of its history.

31Zurcher 1958:282.
32Gernet 1956 (1999: 241-42); for the following discussion see Gernet 1960, Jan 1965,

Kieschnick 1997, Benn 1998, 2007.
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a sacrifice to the benefit of all living things; a sentiment that one tenth-century
biographer expressed in the following verses:

To give away the thing that is difficult to part with,
Is the best offering amongst the alms.
Let this impure and sinful body,
Turn into something like a diamond.33

That is, an object of eternal value, an investment that can bear fruit for all
eternity.

I draw attention to this because this sentiment provides an elegant illustra-
tion of a problem that seems to have first appeared in the world with notions of
pure charity that always seemed to accompany Axial Age religions, and which
provided endless philosophical conundrums. In human economies, it does not
appear to have occurred to anyone that any act could be either purely selfish
or purely altruistic. As I noted in chapter five, an act of absolute selfless giving
can only also be absolutely antisocial—hence in a way, inhuman. It is merely
the mirror image of an act of theft or even murder; hence, it makes a certain
sort of sense that suicide be conceived as the ultimate selfless gift. Yet this is
the door that necessarily opens as soon as one develops a notion of “profit” and
then tries to conceive its opposite.

This tension seems to hang over the economic life of medieval Chinese Bud-
dhism, which, true to its commercial origins, retained a striking tendency to
employ the language of the marketplace. “One purchases felicity, and sells one’s
sins,” wrote one monk, “just as in commercial operations.”34 Nowhere was this
so true as in those schools, such as the School of the Three Stages, that adopted
the notion of “karmic debt”—that each of the sins of one’s accumulated past
lives continues as a debt needing to be discharged. An obscure and unusual view
in classical Indian Buddhism, the notion of karmic debt took on a powerful new
life in China.35 As one Three Stages text puts it, we all know that insolvent
debtors will be reborn as animals or slaves; but in reality, we are all insolvent
debtors, because acquiring the money to repay our temporal debts necessarily

33Tsan-ning (919-1001 ad) quoted in Jan 1965:263. Others appealed to the history of
bodhisattvas and pious kings who had made gifts of their own bodies, such as the king who,
in time of famine, leapt to his death to be transformed into a mountain of flesh, replete with
thousands of heads, eyes, lips, teeth, and tongues, which for ten thousand years only grew
larger no matter how much of it humans and animals ingested (Benn 2007:95, 108; cf. Ohnuma
2007).

34Tu Mu, cited in Gerner 1956 (1995:245).
35This might come as something of a surprise, since the phrase is used so often in contempo-

rary Western popular usage, “karmic debt” becoming something of a New Age cliché. But it
seems to strike a much more intuitive chord with Euro? Americans than it ever did in India.
Despite the close association of debt and sin in the Indian tradition, most early Buddhist
schools avoided the concept—largely because it implied a continuity of the self, which they
saw as ephemeral and ultimately illusory. The exception were the Sammitiya, called “per-
sonalists” as they did believe in an enduring self, who developed the notion of aviprāñaśa,
whereby the results of good or bad actions—karma—“endure like a sheet of paper on which
a debt is inscribed” as an unconscious element of the self that passes from one life to another
(Lamotte 1997:22-24, 86-90; Lusthaus 2002:209-10). The idea might have died with that sect
had it not been taken up by the famous Mahayana philosopher Nāgārjuna, who compared
it to an “imperishable promissory note” (Kalupahana 1991:54-55, 249; Pasadika 1997). His
Mādhyamaka school in turn became the Sanlun or “Three Treatise” school in China; the
notion of karmic debt was taken up in particular by the “Three Stages” or “Three Levels”
school created the monk Hsin-Hsing (540-94 ad) (Hubbard 2001).
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means acquire new, spiritual ones, since every means of acquiring wealth will
necessarily involve exploiting, damaging, and causing suffering to other living
beings.

Some use their power and authority as officials in order to bend
the law and seize wealth. Some prosper in the marketplace ... They
engage in an excess of lies and cheat and extort profits from others.
Still others, farmers, burn the mountains and marshes, flood the
fields, plough and mill, destroying the nests and burrows of animals
. . .

There is no avoiding the fact of our past debts, and it is difficult
to comprehend the number of separate lives it would require if you
wanted to pay them one by one.36

As Gernet remarks, the idea of life as an endless burden of debt would surely
have struck a chord with Chinese villagers, for whom this was all too often
literally true; but, as he also points out, like their counterparts in ancient Israel,
they were also familiar with that sense of sudden liberation that came with
official amnesties. There was a way to achieve that too. All that was required
was to make regular donations to some monastery’s Inexhaustible Treasury. The
moment one does so, the debts from every one of one’s past lives are instantly
blotted out. The author even provides a little parable, not unlike Jesus’s parable
of the ungrateful servant, but far more optimistic. How, it might be asked, would
a poor man’s tiny contribution possibly have such cosmic effects?

Answer: In a parable it is like a poor man burdened by a debt of
one thousand strings of coins to another person. He always suffers
from his debt, and the poor man is afraid whenever the debt-master
comes to collect.

He visits the rich man’s house and confesses he is beyond the
time-limit and begs forgiveness for his offense—he is poor and with-
out a station in life. He tells him that each day he makes a single
coin he will return it to the rich man. On hearing this, the rich man
is very pleased and forgives him for being overdue; moreover, the
poor man is not dragged away to jail.

Giving to the Inexhaustible Storehouse is also like this.37

One might almost call this salvation on the installment plan—but the im-
plication is that the payments shall be made, like the interest payments on the
wealth when it is subsequently loaned out, for all eternity.

Other schools concentrated not on karmic debt, but on one’s debt to one’s
parents. Where Confucians built their system of morality above all on filial
piety to fathers, Chinese Buddhists were primarily concerned with mothers;
with the care and suffering required in raising, feeding, and educating children.
A mother’s kindness is unlimited, her selflessness absolute; this was seen to be
embodied above all in the act of breastfeeding, the fact that mothers trans-
form their very flesh and blood into milk; they feed their children with their

36Commentary on the Dharma of the Inexhaustible Storehouse of the Mahayana Universe,
as translated by Hubbard (2001:265), with a few changes based on Gerner (1956 [1995:246]).

37In Hubbard 2001:266.
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own bodies. In doing so, however, they allow unlimited love to be precisely
quantified. One author calculated that the average infant absorbs precisely 180
pecks of mother’s milk in its first three years of life, and this constitutes its debt
as an adult. The figure soon became canonical. To repay this milk debt, or
indeed one’s debt to one’s parents more generally, was simply impossible. “If
you stacked up jewels from the ground up to the twenty-eighth heaven,” wrote
one Buddhist author, “it would not compare” with the value of your parent’s
nurturance.38 Even if you were to “cut your own flesh to offer her three times a
day for four billion years,” wrote another, “it would not pay back even a single
day” of what your mother did for you.39

The solution, however, is the same: donating money to the Inexhaustible
Treasuries. The result was an elaborate cycle of debts and forms of redemption.
A man begins with an unpayable milk-debt. The only thing of comparable value
is the Dharma, the Buddhist truth itself. One can thus repay one’s parents by
bringing them to Buddhism; indeed, this can be done even after death, when
one’s mother will otherwise wind up as a hungry ghost in hell. If one makes
a donation to the Inexhaustible Treasuries in her name, sutras will be recited
for her; she will be delivered; the money, in the meantime, will be put partly
to work as charity, as pure gift, but partly, too, as in India, as interest-bearing
loans, earmarked for specific purposes for the furtherance of Buddhist education,
ritual, or monastic life.

The Chinese Buddhist approach to charity was nothing if not multifaceted.
Festivals often led to vast outpourings of contributions, with wealthy adherents
vying with one another in generosity, often driving their entire fortunes to the
monasteries, in the forms of oxcarts laden with millions of strings of cash—a
kind of economic self-immolation that paralleled the spectacular monastic sui-
cides. Their contributions swelled the Inexhaustible Treasuries. Some would be
given to the needy, particularly in times of hardship. Some would be loaned.
One practice that hovered between charity and business was providing peasants
with alternatives to the local moneylender. Most monasteries had attendant
pawnshops where the local poor could place some valuable possession—a robe,
a couch, a mirror—in hock in exchange for low-interest loans.40 Finally, there
was the business of the monastery itself: that portion of the Inexhaustible Trea-
sury turned over to the management of lay brothers, and either put out at loan
or invested. Since monks were not allowed to eat the products of their own
fields, the fruit or grain had to be put on the market, further swelling monastic
revenues. Most monasteries came to be surrounded not only by commercial
farms but veritable industrial complexes of oil presses, flour mills, shops, and

38Dao Shi, in Cole 1998:117. Cole’s book provides an excellent summary of this literature
(see also Ahern 1973, Teiser 1988, Knapp 2004, Oxfeld 2005). Some medieval texts focus
exclusively on the mother, others on parents generally. Interestingly, the same notion of an
infinite and unpayable “milk-debt” to one’s mother also appears in Turkey (White 2004:75-76).

39Sutra for the Recompense of Gratitude cited in Baskind 2007:166. My “four billion years”
translates “kalpa,” which is technically 4.32 billion years. I also changed “them” for parents
to “her” for mother since the context refers to a man who cut his own flesh specifically for his
mother’s sake.

40Chinese Buddhists did not invent the pawnshop, but they appear to have been the first to
sponsor them on a large scale. On the origins of pawnbroking in general, see Hardaker 1892,
Kuznets 1933. On China specifically: Gerner 1956 [1995:170-73], Yang 1971:71-73, Whelan
1979. In a remarkable parallel, the first “formal” pawnshops in Europe also emerged from
monasteries for similar purposes: the monti di pieta or “banks that take pity” created by the
Franciscans in Italy in the fifteenth century. (Peng 1994:245, also makes note of the parallel.)
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hostels, often with thousands of bonded workers.41 At the same time, the Trea-
suries themselves became—as Gerner was perhaps the first to point out—the
world’s first genuine forms of concentrated finance capital. They were, after all,
enormous concentrations of wealth managed by what were in effect monastic
corporations, which were constantly seeking new opportunities for profitable in-
vestment. They even shared the quintessential capitalist imperative of continual
growth; the Treasuries had to expand, since according to Mahayana doctrine,
genuine liberation would not be possible until the whole world embraced the
Dharma.42

This was precisely the situation—huge concentrations of capital interested
in nothing more than profit—that Confucian economic policy was supposed
to prevent. Still, it took some time for Chinese governments to recognize the
threat. Government attitudes veered back and forth. At first, especially in
the chaotic years of the early Middle Ages, monks were welcomed—even given
generous land grants and provided with convict laborers to reclaim forests and
marshes, and tax-exempt status for their business enterprises.43 A few emperors
converted, and while most of the bureaucracy kept the monks at arm’s length,
Buddhism became especially popular with court women, as well as with eunuchs
and many scions of wealthy families. As time went on, though, administrators
turned from seeing monks as a boon to rural society to its potential ruination.
Already, by 511 ad, there were decrees condemning monks for diverting grain
that was supposed to be used for charitable purposes to high-interest loans,
and altering debt contracts—a government commission had to be appointed to
review the accounts and nullify any loans in which interest was found to have
exceeded principal. In 713 ad we have another decree, confiscating two Inex-
haustible Treasuries of the Three Stages sect, whose members they accused of
fraudulent solicitation.44 Before long there were major campaigns of government
repression, at first often limited to certain regions, but over time, more often
empire-wide. During the most severe, carried out in 845 ad, a total of 4,600
monasteries were razed along with their shops and mills, 260,000 monks and
nuns forcibly defrocked and returned to their families—but at the same time,
according to government reports, 150,000 temple serfs released from bondage.

Whatever the real reasons behind the waves of repression (and these were
no doubt many), the official reason was always the same: a need to restore the
money supply. The monasteries were becoming so large, and so rich, adminis-

41Gerner 1956 [1995:142-86], Ch’en 1964:262-65; Collins 1986:66-71; Peng 1994:243-45. It
would seem that Taoist monasteries, which also multiplied in this period, banned making
loans (Kohn 2002:76), perhaps in part to mark a distinction.

42Gerner 1956 [1995:228], where he famously wrote, “the donors to the Inexhaustible Trea-
suries were shareholders, not in the economic domain but that of religion.” As far as I know,
the only contemporary scholar who has fully embraced the premise that this was indeed an
early form of capitalism is Randall Collins (1986) who sees similar monastic capitalism in
later medieval Europe as well. The accepted Chinese historiography has tended to see the
first “shoots of capitalism” developing later, in the Song, which was much less hostile to mer-
chants than other dynasties, followed by a full embrace of the market—but firm rejection of
capitalism—in the Ming and Qing. The key question is the organization of labor, and in Tang
times this remains somewhat opaque, since even if statistics were available, which they’re not,
it’s difficult to know what terms like “serf,” “slave,” and “wage-laborer” actually meant in
practice.

43Gerner 1956 [1995:116-39], Ch’en 1964:269-71, on land reclamation and monastic slaves.
44“It is claimed that the purpose of this generosity is to relieve the poor and orphans. But

in fact there is nothing to it but excess and fraud. This is not a legitimate business” Gerner
1956 (1995:104-5, 211).
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trators insisted, that China was simply running out of metal:

The great repressions of Buddhism under the Chou emperor Wu
between 574 and 577, under Wu-tsung in 842-845, and finally in 955,
presented themselves primarily as measures of economic recovery:
each of them provided an opportunity for the imperial government
to procure the necessary copper for the minting of new coins.45

One reason is that monks appear to have been systematically melting down
strings of coins, often hundreds of thousands at a time, to build colossal copper
or even gilded copper statues of the Buddha—along with other objects such as
bells and copper chimes, or even such extravagances as mirrored halls or gilded
copper roof tiles. The result, according to official commissions of inquiry, was
economically disastrous: the price of metals would soar, coinage disappear, and
rural marketplaces cease to function, even as those rural people whose children
had not become monks often fell deeper into debt to the monasteries.

It perhaps stands to reason that Chinese Buddhism, a religion of merchants
that then took popular roots, should have developed in this direction: a genuine
theology of debt, even perhaps a practice of absolute self-sacrifice, of abandoning
everything, one’s fortune or even one’s life, that ultimately led to collectively
managed finance capital. The reason that the result seems so weird, so full
of paradoxes, is that it is again an attempt to apply the logic of exchange to
questions of Eternity.

Recall an idea from earlier in the book: exchange, unless it’s an instantaneous
cash transaction, creates debts. Debts linger over time. If you imagine all
human relations as exchange, then insofar as people do have ongoing relations
with one another, those relations are laced with debt and sin. The only way
out is to annihilate the debt, but then social relations vanish too. This is
quite in accord with Buddhism, whose ultimate aim is indeed the attainment
of “emptiness,” absolute liberation, the annihilation of all human and material
attachments, since these are all ultimately causes of suffering. For Mahayana
Buddhists, however, absolute liberation cannot be achieved by any one being
independently; the liberation of each depends on all the others; therefore, until
the end of time, such matters are in a certain sense always in suspension.

In the meantime, exchange dominates: “One purchases felicity, and sells
one’s sins, just as in commercial operations.” Even acts of charity and self-
sacrifice are not purely generous; one is purchasing “merit” from the bod-
hisattvas.46 The notion of infinite debt comes in when this logic slams up
against the Absolute, or, one might perhaps better say, against something that
utterly defies the logic of exchange. Because there are things that do. This
would explain, for instance, the odd urge to first quantify the exact amount of
milk one has absorbed at one’s mother’s breast, and then to say that there is no
conceivable way to repay it. Exchange implies interaction between equivalent
beings. Your mother, on the other hand, is not an equivalent being. She created
you out of her own flesh. This is exactly the point that I suggested the Vedic

45Gerner 1956 [1995:22].
46See Adamek 2005, Walsh 2007.
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authors were subtly trying to make when they talked about “debts” to the gods:
of course you cannot really “pay your debt to the universe”—that would imply
that (1) you and (2) everything that exists (including you) are in some sense
equivalent entities. This is clearly absurd. The closest you can come to repay-
ment is to simply recognize that fact. Such recognition is the true meaning of
sacrifice. Like Rospabé’s original money, a sacrificial offering is not a way to
pay a debt, but a way to acknowledge the impossibility of the idea that there
could ever be repayment:

The parallel was not missed in certain mythological traditions.
According to one famous Hindu myth, two gods, the brothers Kar-
tikeya and Ganesha, had a quarrel over who should be the first to
marry. Their mother Parvati suggested a contest: the winner would
be the one to most quickly circle the entire universe. Kartikeya
set off on the back of a giant peacock. It took him three years to
transverse the limits of the cosmos. Ganesha bided his time, then,
finally, walked in a circle around his mother, remarking, “You are
the universe to me.”

I’ve also argued that any system of exchange is always necessarily founded on
something else, something that, in its social manifestation at least, is ultimately
communism. With all those things that we treat as eternal, that we assume will
always be there—our mother’s love, true friendship, sociality, humanity, belong-
ing, the existence of the cosmos—no calculation is necessary, or even ultimately
possible; insofar as there is give and take, they follow completely different prin-
ciples. What, then, happens to such absolute and unlimited phenomena when
one tries to imagine the world as a set of transactions—as exchange? Generally,
one of two things. We either ignore or deify them. (Mothers, and caregiving
women in general, are a classic case in point.) Or we do both. What we treat
as eternal in our actual relations with one another vanishes and reappears as an
abstraction, an absolute.47 In the case of Buddhism, this was framed as the in-
exhaustible merit of bodhisattvas, who exist, in a certain sense, outside of time.
They are at once the model for the Inexhaustible Treasuries, and also their prac-
tical foundation: one can only repay one’s endless karmic debt, or one’s infinite
milk-debt, by drawing on this equally infinite pool of redemption, which, in
turn, becomes the basis for the actual material funds of the monasteries, which
are equally eternal—a pragmatic form of communism, in fact, since they were
vast pools of wealth collectively owned and collectively managed: the center of
vast projects of human cooperation, which were assumed to be similarly eternal.
Yet at the same time—here I think Gernet is right—this communism became
the basis, in turn, of something very much like capitalism. The reason was,
above all, the need for constant expansion. Everything—even charity—was an
opportunity to proselytize; the Dharma had to grow, ultimately, to encompass
everyone and everything, in order to effect the salvation of all living beings.

The Middle Ages were marked by a general move toward abstraction: real
gold and silver ended up largely in churches, monasteries, and temples, money

47This is probably why abstractions like Truth, Justice, and Freedom are so often repre-
sented as women.
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became virtual again, and at the same time, the tendency everywhere was to
set up overarching moral institutions meant to regulate the process and, in
particular, to establish certain protections for debtors.

China was unusual in that it was one place where an Axial Age empire
managed to survive—though at first, only barely. Chinese governments did
manage to keep coins in circulation in most places most of the time. This was
made easier by their reliance exclusively on small-denomination coins made of
bronze. Even so, it clearly took enormous efforts.

As usual, we don’t know a lot about how everyday economic transactions
took place, but what we do know suggests that in small-scale transactions, coins
were probably most often used in dealing with strangers. As elsewhere, local
shopkeepers and merchants extended credit. Most accounts seem to have been
kept through the use of tally sticks, strikingly similar to those used in England,
except that rather than hazelwood they were usually made of a split piece of
notched bamboo. Here, too, the creditor took one half, and the debtor held
the other; they were joined at the moment of repayment, and often broken
afterward to mark the cancellation of the debt.48 To what degree were they
transferable? We don’t really know. Most of what we do know is from casual
references in texts that are mainly about something else: anecdotes, jokes, and
poetic allusions. The great collection of Taoist wisdom, the Leizi, probably
written during the Han dynasty, contains one such:

There was a man of Sung who was strolling in the street and
picked up a half tally someone had lost. He took it home and stored
it away, and secretly counted the indentations of the broken edge.
He told a neighbor: “I shall be rich any day now.”49

Rather like someone who finds a key and figures “just as soon as I can figure
out which lock. . . ”50 Another story tells of how Liu Bang, a bibulous local
constable and future founder of the Han dynasty, used to go on all-night drinking
binges, running up enormous tabs. Once, while he lay collapsed in a drunken
stupor in a wine-shop, the owner saw a dragon hovering over his head—a sure
sign of future greatness—and immediately “broke the tally,” forgiving him his
accumulated drinking debts.51

48Marco Polo observed the practice in the southern province of Yunnan in the thirteenth
century: “But when they have any business with one another, they take a round or square
piece of stick, and split it in two; and one takes one half and the other takes the other half.
But before they split it, they make two or three notches in it, or as many as they wish. So,
when one of them comes to pay another, he gives him the money or whatever it is, and gets
back the piece of stick the other had” (Benedetto 1931:193). See also Yang 1971:92, Kan 1978,
Peng 1994:320, 33O, 508, Trombert 1995:12-15. Tallies of this sort seem, according to Kan,
to have preceded writing; and one legend claims that the same man, a minister to the Yellow
Emperor, invented both writing and tally contracts simultaneously (Trombert 1995:13).

49Graham 1960:179.
50Actually the similarity was noticed in antiquity as well: Laozi (Daodejing 27) speaks of

those who can “count without a tally, secure a door without a lock.” Most famously, he also
insisted “when wise men hold the left tally pledge, they do not press their debtors for their
debts. Men of virtue hold on to the tally; men lacking virtue pursue their claims” (stanza 79).

51Or one might better say, turning them at one snap from monetary debts to moral ones,
since the very fact that we know the story implies he was eventually rewarded (Peng 1994:100).
It is probably significant that the word fu, meaning “tally,” also could mean “an auspicious
omen granted to a prince as a token of his appointment by Heaven” (Mathews 1931:283).
Similarly, Peng notes a passage from Strategems of the Warring States, about a lord attempt-
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Tallies weren’t just used for loans, but for any sort of contract—which is
why early paper contracts also had to be cut in half and one half kept by each
party.52 With paper contracts, there was a definite tendency for the creditor’s
half to function as an IOU and thus become transferable. By 806 ad, for
instance, right around the apogee of Chinese Buddhism, merchants moving tea
over long distances from the far south of the country and officials transporting
tax payments to the capital, all of them concerned with the dangers of carrying
bullion over long distances, began to deposit their money with bankers in the
capital and devised a system of promissory notes. They were called “Flying
Cash,” also divided in half, like tallies, and redeemable for cash in their branches
in the provinces. They quickly started passing from hand to hand and operated
something like currency. The government first tried to forbid their use, then
a year or two later—and this became a familiar pattern in China—when it
realized that it could not suppress them, switched gears and established a bureau
empowered to issue such notes themselves.53

By the early Song dynasty (960-1279 ad), local banking operations all over
China were running similar operations, accepting cash and bullion for safekeep-
ing and allowing depositors to use their receipts as promissory notes, as well as
trading in government coupons for salt and tea. Many of these notes came to
circulate as de facto money.54 The government, as usual, first tried to ban the
practice, then control it (granting a monopoly to sixteen leading merchants),
then, finally, set up a government monopoly—the Bureau of Exchange Medium,
established in 1023—and before long, aided by the newly invented printing
press, was operating factories in several cities employing thousands of workers
and producing literally millions of notes.55

At first, this paper money was meant to circulate for a limited time (notes
would expire after two, then three, then seven years), and was redeemable in bul-
lion. Over time, especially as the Song came under increasing military pressure,
the temptation to simply print money with little or no backup became over-
whelming—and, moreover, Chinese governments were rarely completely willing
to accept their own paper money for tax purposes. Combine this with the fact
that the bills were worthless outside China, and it’s rather surprising that the
system worked at all. Certainly, inflation was a constant problem and the money
would have to be recalled and reissued. Occasionally the whole system would
break down, but then people would resort to their own expedients: “privately

ing to win popular support: “Feng hurried to Bi, where he had the clerks assemble all those
people who owed debts, so that his tallies might be matched against theirs. When the tallies
had been matched, Feng brought forth a false order to forgive these debts, and he burned the
tallies. The people all cheered” (ibid:100n9). For Tibetan parallels, see Uebach 2008.

52Similar things happened in England, where early contracts were also broken in half in
imitation of tally sticks: the phrase “indentured servant” derives from this practice, since
these were contract laborers; the word actually derives from the “indentations” or notches on
the tally stick used as a contract (Blackstone 1827 1:218).

53L. Yang 1971:52; Peng 1994:329-31. Peng perceptively notes “this method of matching
tallies to withdraw cash was actually an outgrowth of the process used in borrowing money,
except that the movement over time of loans was transformed into a movement over space”
(1994:330).

54They were called “deposit shops”? and L. Yang (1971:78-80) calls them “proto-banks.”
Peng (1994:323-27) notes something along these lines was already operating, at least for
merchants and travelers, under the Tang, but the government had strict controls preventing
bankers from reinvesting the money.

55The practice began in Sichuan, which had its own peculiar form of cash, in iron, not
bronze, and therefore much more unwieldy.



CHAPTER 10. THE MIDDLE AGES 19

issued tea checks, noodle checks, bamboo tallies, wine tallies, etc.”56 Still, the
Mongols, who ruled China from 1271 to 1368 ad, chose to maintain the system,
and it was only abandoned in the seventeenth century.

This is important to note because the conventional account tends to rep-
resent China’s experiment with paper money as a failure, even, for Metallists,
proof that “fiat money,” backed only by state power, will always eventually
collapse.57 This is especially odd, since the centuries when paper money was
in use are usually considered the most economically dynamic in Chinese his-
tory. Surely, if the United States government was eventually forced to abandon
the use of federal reserve notes in 2400 ad, no one would be arguing that this
showed that the very idea was always intrinsically unworkable. Nonetheless,
the main point I’d like to emphasize here is that terms like “fiat money,” how-
ever common, are deceptive. Almost all of the new forms of paper money that
emerged were not originally created by governments at all; they were simply
ways of recognizing and expanding the use of credit instruments that emerged
from everyday economic transactions. If it was only China that developed paper
money in the Middle Ages, this was largely because only in China was there
a government large and powerful enough, but also, sufficiently suspicious of its
mercantile classes, to feel it had to take charge of such operations.

The Near West: Islam (Capital as Credit)

Prices depend on the will of Allah; it is he who raises and lowers
them.

—Attributed to the Prophet Mohammed

The profit of each partner must be in proportion to the share of
each in the adventure.

—Islamic legal precept

For most of the Middle Ages, the economic nerve center of the world economy
and the source of its most dramatic financial innovations was neither China nor
India, but the West, which, from the perspective of the rest of the world, meant
the world of Islam. During most of this period, Christendom, lodged in the
declining empire of Byzantium and the obscure semi-barbarous principalities of
Europe, was largely insignificant.

Since people who live in Western Europe have so long been in the habit of
thinking of Islam as the very definition of “the East,” it’s easy to forget that,
from the perspective of any other great tradition, the difference between Chris-
tianity and Islam is almost negligible. One need only pick up a book on, say,
medieval Islamic philosophy to discover disputes between the Baghdad Aristote-
leans and the neo-Pythagoreans in Basra, or Persian Neo-Platonists—essentially,
scholars doing the same work of trying to square the revealed religion tradition
beginning with Abraham and Moses with the categories of Greek philosophy,

56Peng 1994:508, also 515, 833. All this is very much like the token money that circulated
in much of Europe in the Middle Ages.

57The most important scholarly exponent of this view is von Glahn (1994, though Peng
[1994] holds to something close), and it seems the prevailing one among economists, popular
and otherwise.
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and doing so in a larger context of mercantile capitalism, universalistic mis-
sionary religion, scientific rationalism, poetic celebrations of romantic love, and
periodic waves of fascination with mystical wisdom from the East.

From a world-historical perspective, it seems much more sensible to see Ju-
daism, Christianity, and Islam as three different manifestations of the same
great Western intellectual tradition, which for most of human history has cen-
tered on Mesopotamia and the Levant, extending into Europe as far as Greece
and into Africa as far as Egypt, and sometimes farther west across the Mediter-
ranean or down the Nile. Economically, most of Europe was until perhaps the
High Middle Ages in exactly the same situation as most of Africa: plugged into
the larger world economy, if at all, largely as an exporter of slaves, raw mate-
rials, and the occasional exotica (amber, elephant tusks. . . ), and importer of
manufactured goods (Chinese silks and porcelain, Indian calicoes, Arab steel).
To get a sense of comparative economic development (even if the examples are
somewhat scattered over time), consider the following table:58

Populations and Tax Revenue, 350 bc-1200 ad

Population Revenue Revenue per Head
Millions Tons of Silver Grams of Silver

Persia, c. bc 350 17 697 41
Egypt, c. bc 200 7 384 55
Rome, c. 1 ad 50 825 17
Rome, c. 150 ad 50 1,050 21
Byzantium, c. 850 ad 10 150 15
Abbasids, c. 850 ad 26 1,260 48
T’ang, c. 850 ad 50 2,145 43
France, 1221 ad 8.5 20.3 2.4
England, 1203 ad 2.5 11.5 4.6

What’s more, for most of the Middle Ages, Islam was not only the core of
Western civilization; it was its expansive edge, working its way into India, ex-
panding in Africa and Europe, sending missionaries and winning converts across
the Indian Ocean.

The prevailing Islamic attitude toward law, government, and economic mat-
ters was the exact opposite of that prevalent in China. Confucians were suspi-
cious of governance through strict codes of law, preferring to rely on the inherent
sense of justice of the cultivated scholar—a scholar who was simply assumed to
also be a government official. Medieval Islam, on the other hand, enthusiasti-
cally embraced law, which was seen as a religious institution derived from the
Prophet, but tended to view government, more often than not, as an unfortunate
necessity, an institution that the truly pious would do better to avoid.59

In part this was because of the peculiar nature of Islamic government. The
Arab military leaders who, after Mohammed’s death in 632 ad, conquered the
Sassanian empire and established the Abbasid Caliphate, always continued to
see themselves as people of the desert, and never felt entirely part of the ur-
ban civilizations they had come to rule. This discomfort was never quite over-
come—on either side. It took the bulk of the population several centuries to

58Diagram from MacDonald 2003:65.
59One of the favorite images employed when remembering the rule of the Legalists, under

the much-hated First Dynasty, was that they constructed great brass cauldrons, in which each
law was openly and explicitly spelled out—then used them to boil criminals alive.
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convert to the conqueror’s religion, and even when they did, they never seem
to have really identified with their rulers. Government was seen as military
power—necessary, perhaps, defend the faith, but fundamentally exterior to so-
ciety.

In part, too, it was because of the peculiar alliance between merchants and
common folk that came to be aligned against them. After Caliph al-Ma’mum’s
abortive attempt to set up a theocracy in 832 ad, the government took a hands-
off position on questions of religion. The various schools of Islamic law were free
to create their own educational institutions and maintain their own separate
system of religious justice. Crucially, it was the ulema, the legal scholars, who
were the principal agents in the conversion of the bulk of the empire’s population
to Islam in Mesopotamia, Syria, Egypt, and North Africa in those same years.60

But—like the elders in charge of guilds, civic associations, commercial sodalities,
and religious brotherhoods—they did their best to keep the government, with
its armies and ostentation, at arm’s length.61 “The best princes are those who
visit religious teachers,” one proverb put it, “the worst religious teachers are
the those who allow themselves to be visited by princes.”62 A medieval Turkish
story brings it home even more pointedly:

The king once summoned Nasruddin to court.
“Tell me,” said the king, “you are a mystic, a philosopher, a man

of unconventional understandings. I have become interested in the
issue of value. It’s an interesting philosophical question. How does
one establish the true worth of a person, or an object? Take me for
example. If I were to ask you to estimate my value, what would you
say?”

“Oh,” Nasruddin said, “I’d say about two hundred dinars.”
The emperor was flabbergasted. “What?! But this belt I’m

wearing is worth two hundred dinars!”
“I know,” said Nasruddin. “Actually, I was taking the value of

the belt into consideration.”

This disjuncture had profound economic effects. It meant that the Caliphate,
and later Muslim empires, could operate in many ways much like the old Axial
Age empires—creating professional armies, waging wars of conquest, capturing
slaves, melting down loot and distributing it in the form of coins to soldiers

60See Bulliet 1979 (also Lapidus 200J:141-46) on the process of conversion. Bulliet also
emphasizes (ibid:129) that the main effect of mass conversion was to make the ostensible
justification of government, as protector and expander of the faith, seem increasingly hollow.
Mass popular support for caliphs and political leaders only reemerged in periods, like the
Crusades or during the reconquista in Spain, when Islam itself seemed under attack; as of
course, for similar reasons, it has in much of the Islamic world today.

61“Most of the time the lower circles paid their taxes through their heads, and looked after
themselves. Similarly the government received the taxes and provided some sort of security,
and apart from this, occupied itself with matters of concern to itself: external war, patronage
of learning and the arts, a life of luxmious ostentation” (Pearson 1982:54).

62The proverb appears, attributed to the Prophet himself, in al-Ghazali’s Ihya’, kitab al-
’Ilm, 284, followed by a long list of similar statements: “Sa’id Bin Musaiyab said, ‘When you
see a religious scholar visiting a prince, avoid him, for he is a thief.’ Al-Auza’i said, ‘There is
nothing more detestable to Allah than a religious scholar who visits an official’ . . .” etc. This
attitude has by no means disappeared. A strong majority of Iranian ayatollahs, for example,
oppose the idea of an Islamic state, on the grounds that it would necessarily corrupt religion.
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and officials, demanding that those coins be rendered back as taxes—but at the
same time, without having nearly the same effects on ordinary people’s lives.

Over the course of the wars of expansion, for example, enormous quantities
of gold and silver were indeed looted from palaces, temples, and monasteries
and stamped into coinage, allowing the Caliphate to produce gold dinars and
silver dirhams of remarkable purity—that is, with next to no fiduciary element,
the value of each coin corresponding almost precisely to its weight in precious
metal.63 As a result, they were able to pay their troops extraordinarily well.
A soldier in the Caliph’s army, for example, received almost four times the
wages once received by a Roman legionary.64 We can, perhaps, speak of a
kind of “military-coinage-slavery” complex here—but it existed in a kind of
bubble. Wars of expansion, and trade with Europe and Africa, did produce
a fairly constant flow of slaves, but in dramatic contrast to the ancient world,
very few of them ended up laboring in farms or workshops. Most ended up
as decoration in the houses of the rich, or, increasingly over time, as soldiers.
Over the course of the Abbasid dynasty (750-1258 ad) in fact, the empire came
to rely, for its military forces, almost exclusively on Mamluks, highly trained
military slaves captured or purchased from the Turkish steppes. The policy
of employing slaves as soldiers was maintained by all of the Islamic successor
states, including the Mughals, and culminated in the famous Mamluk sultanate
in Egypt in the thirteenth century, but historically, it was unprecedented.65 In
most times and places slaves are, for obvious reasons, the very last people to
be allowed anywhere near weapons. Here it was systematic. But in a strange
way, it also made perfect sense: if slaves are, by definition, people who have
been severed from society, this was the logical consequence of the wall created
between society and the medieval Islamic state.66

Religious teachers appear to have done everything they could to prop up
the wall. One reason for the recourse to slave soldiers was their tendency to
discourage the faithful from serving in the military (since it might mean fight-
ing fellow believers). The legal system that they created also ensured that it
was effectively impossible for Muslims—or for that matter Christian or Jew-
ish subjects of the Caliphate—to be reduced to slavery. Here al-Wahid seems
to have been largely correct. Islamic law took aim at just about all the most
notorious abuses of earlier, Axial Age societies. Slavery through kidnapping,
judicial punishment, debt, and the exposure or sale of children, even through
the voluntary sale of one’s own person—all were forbidden, or rendered unen-
forceable.67 Likewise with all the other forms of debt peonage that had loomed

63Lombard 1947, Grierson 1960. This is often represented as a wise policy of refusal to
“debase” the coinage, but it might equally be read as meaning that the caliph’s signature
added no additional value. An experiment with Chinese-style paper money in Basra in 1294
failed, as no one was willing to accept money backed only by state trust (Ashtor 1976:257).

64MacDonald 2003:64. Gradually this became unsupportable and Muslim empires adopted
the more typically medieval iqta’ system, whereby soldiers were granted the tax revenues from
specific territories.

65Neither have slaves been employed as soldiers since, except in temporary and anomalous
circumstance (e.g., by the Manchus, or in Barbados).

66It seems significant that (1) the “inquisition” of 832, the failed Abbasid attempt to take
control of the ulema; (2) the most important mass conversion of the Caliphate’s subjects
to Islam, peaking around 825-850; and (3) the definitive ascent of Turkish slave soldiers in
Abbasid armies, often dated to 838, all roughly corresponded in time.

67Elwahed 1931:111-35 As he puts it (ibid:127), “the inalienability of liberty is one of the
fundamental and uncontested principles of Islam.” Fathers do not have the right to sell their
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over the heads of poor Middle Eastern farmers and their families since the dawn
of recorded history. Finally, Islam strictly forbade usury, which it interpreted
to mean any arrangement in which money or a commodity was lent at interest,
for any purpose whatsoever.68

In a way, one can see the establishment of Islamic courts as the ultimate
triumph of the patriarchal rebellion that had begun so many thousands of years
before: of the ethos of the desert or the steppe, real or imagined, even as the
faithful did their best to keep the heavily armed descendants of actual nomads
confined to their camps and palaces. It was made possible by a profound shift in
class alliances. The great urban civilizations of the Middle East had always been
dominated by a de facto alliance between administrators and merchants, both
of whom kept the rest of the population either in debt peonage or in constant
peril of falling into it. In converting to Islam, the commercial classes, so long the
arch-villains in the eyes of ordinary farmers and townsfolk, effectively agreed to
change sides, abandon all their most hated practices, and become instead the
leaders of a society that now defined itself against the state.

It was possible because from the beginning, Islam had a positive view toward
commerce. Mohammed himself had begun his adult life as a merchant; and no
Islamic thinker ever treated the honest pursuit of profit as itself intrinsically
immoral or inimical to faith. Neither did the prohibitions against usury—which
for the most part were scrupulously enforced, even in the case of commercial
loans—in any sense mitigate against the growth of commerce, or even the de-
velopment of complex credit instruments.69 To the contrary, the early centuries
of the Caliphate saw an immediate efflorescence in both.

Profits were still possible because Islamic jurists were careful to allow for
certain service fees, and other considerations—notably, allowing goods bought
on credit to be priced slightly higher than those bought for cash—that ensured
that bankers and traders still had an incentive to provide credit services.70

children, and individuals do not have the right to sell themselves—or at least, if they do,
no courts will recognize any resultant ownership claims. I note that this is the diametrical
opposite of the “natural law” approach that later developed in Europe.

68There is a certain controversy here: some scholars, including some contemporary Muslim
scholars opposed to the Islamic economics movement, insist that riba, which is unequivocally
condemned in the Koran, did not originally refer to “interest” in general, but to a pre-Islamic
Arabian practice of fining late payment by doubling the money owed, and that the blanket
condemnation of interest is a misinterpretation (e.g., Rahman 1964, Kuran 1995). I am in
no position to weigh in but, if true, this would suggest that the ban on usury really emerged
in Iraq itself as part of the process of the creation of grassroots Islam, which would actually
reinforce my general argument.

69The best records we have are actually from a community of Jewish merchants in Geniza,
in twelfth-century Egypt, who observed the ban on interest even in dealings with one another.
The one area where we regularly hear of interest being charged is the one area where coercion
was also regularly employed: that is, in dealings with kings, viziers, and officials, who often
borrowed large sums of money at interest—especially, but not exclusively, from Jewish or
Christian bankers—to pay their troops. Obliging a request for such an illegal loan was a
dangerous business, but refusing even more so (for Abbasid examples, see Ray 1997:68-70,
mainly drawing from Fischel 1937).

70There were also a whole host of legal subterfuges (called hiyal) that one might undertake
if one were absolutely determined to charge interest: for instance, buying one’s debtor’s house
for the amount of the loan, charging them rent for it, and then allowing them to buy it back
for the same sum; having one’s debtor agree to buy a certain product monthly and sell it to
one at a discount, and so forth. Some schools of Islamic law banned these outright; others
merely disapproved. It used to be assumed that these methods were widely employed, since
most economic historians assumed interest to be a necessary element of credit, but recent
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Still, these incentives were never enough to allow banking to become a full-
time occupation: instead, almost any merchant operating on a sufficiently large
scale could be expected to combine banking with a host of other moneymaking
activities. As a result, credit instruments soon became so essential to trade
that almost anyone of prominence was expected to keep most of his or her
wealth on deposit, and to make everyday transactions, not by counting out
coins, but by inkpot and paper. Promissory notes were called sakk, “checks”, or
ruq’a, “notes.” Checks could bounce. One German historian, picking through
a multitude of old Arabic literary sources, recounts that:

About 900 a great man paid a poet in this way, only the banker
refused the check, so that the disappointed poet composed a verse
to the effect that he would gladly pay a million on the same plan. A
patron of the same poet and singer (936) during a concert wrote a
check in his favor on a banker for five hundred dinars. When paying,
the banker gave the poet to understand that it was customary to
charge one dirham discount on each dinar, i.e., about ten per cent.
Only if the poet would spend the afternoon and evening with him,
he would make no deduction. . .

By about 1000 the banker had made himself indispensable in
Basra: every trader had his banking account, and paid only in checks
on his bank in the bazaar. . . . 71

Checks could be countersigned and transferred, and letters of credit (suftaja)
could travel across the Indian Ocean or the Sahara.72 If they did not turn into de
facto paper money, it was because, since they operated completely independent
of the state (they could not be used to pay taxes, for instance), their value was
based almost entirely on trust and reputation.73 Appeal to the Islamic courts
was generally voluntary or mediated by merchant guilds and civic associations.
In such a context, having a famous poet compose verses making fun of you for
bouncing a check was probably the ultimate disaster.

When it came to finance, instead of interest-bearing investments, the pre-
ferred approach was partnerships, where (often) one party would supply the
capital, the other carry out the enterprise. Instead of fixed return, the in-
vestor would receive a share of the profits. Even labor arrangements were often
organized on a profit-sharing basis.74 In all such matters, reputation was cru-
cial—in fact, one lively debate in early commercial law was over the question

research provides no evidence that they were especially common (for the older view: Khan
1929, for the new: Ray 1997:58-59).

71Mez 1922:448, quoted in Labib 1969:89. Note that Basra, the city where everyone in the
market paid by check, was also the city where, a century later, Mongol attempts to introduce
government-issue paper money were so doggedly resisted. The word sakk is incidentally the
origin of the English “check.” The ultimate origins of sakk are contested: Ashtor (1972:555)
suggests they were Byzantine; Chosky (1988), Persian.

72Goitein (1966, 1967, 1973) provides a detailed summary of financial practices among
Jewish merchants in twelfth-century Egypt. Almost every transaction involved credit to some
degree. Checks, remarkably similar even in appearance to the kind used today, were in common
usage—though sealed bags of metal coins were even more common in everyday transactions.

73Though apparently governments sometimes paid wages by check (Tag El?-Din 2007:69.) I
am no doubt underplaying the government role in all this: there were, for instance, attempts
to set up central government banks, and certainly usually a commitment in principle that the
government should enforce commercial standards and regulations. It seems, however, that
this rarely came to much in practice.

74Udovitch 1970:71-74.
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of whether reputation could (like land, labor, money, or other resources) itself
be considered a form of capital. It sometimes happened that merchants would
form partnerships with no capital at all, but only their good names. This was
called “partnership of good reputation.” As one legal scholar explained:

As for the credit partnership, it is also called the “partnership
of the penniless” (sharika al-mafalis). It comes about when two
people form a partnership without any capital in order to buy on
credit and then sell. It is designated by this name partnership of
good reputations because their capital consists of their status and
good reputations; for credit is extended only to him who has a good
reputation among people.75

Some legal scholars objected to the idea that such a contract could be con-
sidered legally binding, since it was not based on an initial outlay of material
capital; others considered it legitimate, provided the partners make an equitable
partition of the profits—since reputation cannot be quantified. The remarkable
thing here is the tacit recognition that, in a credit economy that operates largely
without state mechanisms of enforcement (without police to arrest those who
commit fraud, or bailiffs to seize a debtor’s property), a significant part of
the value of a promissory note is indeed the good name of the signatory. As
Pierre Bourdieu was later to point out in describing a similar economy of trust
in contemporary Algeria: it’s quite possible to turn honor into money, almost
impossible to convert money into honor.76

These networks of trust, in turn, were largely responsible for the spread of
Islam over the caravan routes of Central Asia and the Sahara, and especially
across the Indian Ocean, the main conduit of medieval world trade. Over the
course of the Middle Ages, the Indian Ocean effectively became a Muslim lake.
Muslim traders appear to have played a key role in establishing the principle
that kings and their armies should keep their quarrels on dry land; the seas were
to be a zone of peaceful commerce. At the same time, Islam gained a toehold
in trade emporia from Aden to the Moluccas because Islamic courts were so
perfectly suited to provide those functions that made such ports attractive:
means of establishing contracts, recovering debts, creating a banking sector
capable of redeeming or transferring letters of credit.77 The level of trust thereby
created between merchants in the great Malay entrepôt Malacca, gateway to
the spice islands of Indonesia, was legendary. The city had Swahili, Arab,
Egyptian, Ethiopian, and Armenian quarters, as well as quarters for merchants
from different regions of India, China, and Southeast Asia. Yet it was said

75Sarakhsi in Udovitch 1975:11, who has a good discussion of the issues involved. Likewise
Ray 1997:59-60.

76This should surely also be of interest to students of Pierre Bourdieu, who made a famous
argument, based on his study of Kabyle society in Algeria, that a man’s honor in such a society
is a form of “symbolic capital,” analogous to but more important than economic capital, since
it is possible to turn honor into money but not the other way around (Bourdieu 1977, 1990).
True, the text above does not quite say this, but one does wonder how much this is Bourdieu’s
own insight, and how much simply reflects the common sense of his informants.

77Following K.N. Chaudhuri (1985:197). The expansion of Islam was spearheaded by both
Sufi brotherhoods and legal scholars; many merchants doubled as either or both. The schol-
arly literature here is unusually rich. See, for instance: Chaudhuri 1985, 1990; Risso 1995;
Subrahmanyam 1996; Barendtse 2002; Beaujard 2005.
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that its merchants shunned enforceable contracts, preferring to seal transactions
“with a handshake and a glance at heaven.”78

In Islamic society, the merchant became not just a respected figure, but
a kind of paragon: like the warrior, a man of honor able to pursue far-flung
adventures; unlike him, able to do so in a fashion damaging to no one. The
French historian Maurice Lombard draws a striking, if perhaps rather idealized,
picture of him “in his stately town-house, surrounded by slaves and hangers-on,
in the midst of his collections of books, travel souvenirs, and rare ornaments,”
along with his ledgers, correspondence, and letters of credit, skilled in the arts
of double-entry book-keeping along with secret codes and ciphers, giving alms
to the poor, supporting places of worship, perhaps, dedicating himself to the
writing of poetry, while still able to translate his general creditworthiness into
great capital reserves by appealing to family and partners.79 Lombard’s picture
is to some degree inspired by the famous Thousand and One Nights description
of Sindbad, who, having spent his youth in perilous mercantile ventures to
faraway lands, finally retired, rich beyond dreams, to spend the rest of his life
amidst gardens and dancing girls, telling tall tales of his adventures. Here’s
a glimpse, from the eyes of a humble porter (also named Sindbad) when first
summoned to see him by the master’s page:

He found it to be a goodly mansion, radiant and full of majesty,
till he brought him to a grand sitting room wherein he saw a com-
pany of nobles and great lords seated at tables garnished with all
manner of flowers and sweet-scented herbs, besides great plenty of
dainty viands and fruits dried and fresh and confections and wines
of the choicest vintages. There also were instruments of music and
mirth and lovely slave girls playing and singing. All the company
was ranged according to rank, and in the highest place sat a man
of worshipful and noble aspect whose bearded sides hoariness had
stricken, and he was stately of stature and fair of favor, agreeable
of aspect and full of gravity and dignity and majesty. So Sindbad
the Porter was confounded at that which he beheld and said in him-
self, “By Allah, this must be either some king’s palace, or a piece of
Paradise!”80

It’s worth quoting not only because it represents a certain ideal, a picture
of the perfect life, but because there’s no real Christian parallel. It would
be impossible conceive of such an image appearing in, say, a medieval French
romance.

The veneration of the merchant was matched by what can only be called
the world’s first popular free-market ideology. True, one should be careful not
to confuse ideals with reality. Markets were ever entirely independent from the
government. Islamic regimes did employ all the usual strategies of manipulating
tax policy to encourage the growth of markets, and they periodically tried to
intervene in commercial law.81 Still, there was a very strong popular feeling

78In Goody 1996:91.
79M. Lombard 2003:177-79.
80Burton’s translation; 1934 IV:2013.
81And what’s more, officials employed their own person bankers, and themselves made

extensive use of credit instruments such as suftaja both for transfer of tax payments, and the
secreting away of ill-gotten gains (Hodgson 1974 I:301, Udovitch 1975:8, Ray 1994:69-71.)
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that they shouldn’t. Once freed from its ancient scourges of debt and slavery,
the local bazaar had become, for most, not a place of moral danger, but the very
opposite: the highest expression of the human freedom and communal solidarity,
and thus to be protected assiduously from state intrusion.

There was a particular hostility to anything that smacked of price-fixing.
One much-repeated story held that the Prophet himself had refused to force
merchants to lower prices during a shortage in the city of Medina, on the grounds
that doing so would be sacrilegious, since, in a free-market situation, “prices
depend on the will of God.”82 Most legal scholars interpreted Mohammed’s
decision to mean that any government interference in market mechanisms should
be considered similarly sacrilegious, since markets were designed by God to
regulate themselves.83

If all this bears a striking resemblance to Adam Smith’s “invisible hand”
(which was also the hand of Divine Providence), it might not be a complete
coincidence. In fact, many of the specific arguments and examples that Smith
uses appear to trace back directly to economic tracts written in medieval Persia.
For instance, not only does his argument that exchange is a natural outgrowth of
human rationality and speech already appear both in both Ghazali (1058-1111
ad), and Tusi (1201-1274 ad); both use exactly the same illustration: that no
one has ever observed two dogs exchanging bones.84 Even more dramatically,
Smith’s most famous example of division of labor, the pin factory, where it takes
eighteen separate operations to produce one pin, already appears in Ghazali’s
Ihya, in which he describes a needle factory, where it takes twenty-five different
operations to produce a needle.85

The differences, however, are just as significant as the similarities. One
telling example: like Smith, Tusi begins his treatise on economics with a dis-
cussion of the division of labor; but where for Smith, the division of labor is
actually an outgrowth of our “natural propensity to truck and barter” in pursuit
of individual advantage, for Tusi, it was an extension of mutual aid:

Let us suppose that each individual were required to busy him-

82“For Mohammed this natural regulation of the market corresponds to a cosmic regulation.
Prices rise and fall as night follows day, as low tides follow high, and price imposition is not
only an injustice to the merchant, but a disordering of the natural order of things” (Essid
1995:153).

83Only very limited exceptions were made, for instance in times of disaster, and then most
scholars insisted it was always better to provide direct relief to the needy than to interfere
with market forces. See Ghazanfar & Islahi 2003, Islahi 2004:31-32; for a fuller discussion of
Mohammed’s views on price formation, see Tuma 1965, Essid 1988, 1995.

84Hosseini 1998:672, 2003:37: “Both indicate that animals, such as dogs, do not exchange
one bone for another.”

85Hosseini 1998, 2003. Smith says he visited such a factory himself, which may well be true,
but the example of the eighteen steps originally appears in the entry “Épingle” in Volume 5
of the French Encyclopedie, published in 1755, twenty years earlier. Hosseini also notes that
“Smith’s personal library contained the Latin translations of some of the works of Persian
(and Arab) scholars of the medieval period” (Hosseini 1998:679), suggesting that he might
have lifted them from the originals directly. Other important sources for Islamic precedents for
later economic theory include: Rodison 1978, Islahi 1985, Essid 1988, Hosseini 1995, Ghazanfar
1991, 2000, 2003, Ghazanfar & Islahi 1997, 2003. It is becoming more and more clear that
a great deal of Enlightenment thought traces back to Islamic philosophy: Decartes’ cogito,
for example, seems to derive from Ibn Sina (a.k.a. Avicenna), Hume’s famous point that the
observance of constant conjunctions does not itself prove causality appears in Ghazali, and
I have myself noticed Immanuel Kant’s definition of enlightenment in the mouth of a magic
bird in the fourteenth-century Persian poet Rumi.
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self with providing his own sustenance, clothing, dwelling-place and
weapons, first acquiring the tools of carpentry and the smith’s trade,
then readying thereby tools and implements for sowing and reaping,
grinding and kneading, spinning and weaving. . . Clearly, he would
not be capable of doing justice to any one of them. But when men
render aid to each other, each one performing one of these important
tasks that are beyond the measure of his own capacity, and observ-
ing the law of justice in transactions by giving greatly and receiving
in exchange of the labor of others, then the means of livelihood are
realized, and the succession of the individual and the survival of the
species are assured.86

As a result, he argues, divine providence has arranged us to have different
abilities, desires, and inclinations. The market is simply one manifestation of
this more general principle of mutual aid, of the matching of, abilities (supply)
and needs (demand)—or, to translate it into my own earlier terms, it is not
only founded on, but is itself an extension of the kind of baseline communism
on which any society must ultimately rest.

All this is not to say that Tusi was in any sense a radical egalitarian. Quite
the contrary. “If men were equal,” he insists, “they would all perish.” We need
differences between rich and poor, he insisted, just as much as we need dif-
ferences between farmers and carpenters. Still, once you start from the initial
premise that markets are primarily about cooperation rather than competi-
tion—and while Muslim economic thinkers did recognize and accept the need
for market competition, they never saw competition as its essence87—the moral
implications are very different. Nasruddin’s story about the quail eggs might
have been a joke, but Muslim ethicists did often enjoin merchants to drive a
hard bargain with the rich so they could charge less, or pay more, when dealing
with the less fortunate.88

Ghazali’s take on the division of labor is similar, and his account of the
origins of money is if anything even more revealing. It begins with what looks
much like the myth of barter, except that, like all Middle Eastern writers, he
starts not with imaginary primitive tribesmen, but with strangers meeting in
an imaginary marketplace.

Sometimes a person needs what he does not own and he owns
what he does not need. For example, a person has saffron but
needs a camel for transportation and one who owns a camel does
not presently need that camel but he wants saffron. Thus, there
is the need for an exchange. However, for there to be an exchange,
there must be a way to measure the two objects, for the camel-owner
cannot give the whole camel for a quantity of saffron. There is no
similarity between saffron and camel so that equal amount of that

86Tusi’s Nasirean Ethics, in Sun 2008:409.
87Ghazanfar & Islahi 2003:58; Ghazanfar 2003:32-33.
88So for example among Ghazali’s ethical principles, we find “the buyer should be lenient

when bargaining with a poor seller and strict when transacting with a rich seller,” and “a
person should be willing to sell to the poor who do not have the means and should extend
credit to them without the expectation of repayment” (Ghazali Ihya Ulum al Din II:79-82,
cited in Ghazanfar & Islahi 1997:22)—the latter of course recalling Luke 6:35.
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weight and form can be given. Likewise is the case of one who de-
sires a house but owns some cloth or desires a slave but owns socks,
or desires flour but possesses a donkey. These goods have no direct
proportionality so one cannot know how much saffron will equal a
camel’s worth. Such barter transactions would be very difficult.89

Ghazali also notes that there might also be a problem of one person not
even needing what the other has to offer, but this is almost an afterthought; for
him, the real problem is conceptual. How do you compare two things with no
common qualities? His conclusion: it can only be done by comparing both to a
third thing with no qualities at all. For this reason, he explains, God created
dinars and dirhams, coins made out of gold and silver, two metals that are
otherwise no good for anything:

Dirhams and dinars are not created for any particular purpose;
they are useless by themselves; they are just like stones. They are
created to circulate from hand to hand, to govern and to facilitate
transactions. They are symbols to know the value and grades of
goods.90

They can be symbols, units of measure, because of this very lack of useful-
ness, indeed lack of any particular feature other than value:

A thing can only be exactly linked to other things if it has no
particular special form or feature of its own—for example, a mirror
that has no color can reflect all colors. The same is the case with
money—it has no purpose of its own, but it serves as medium for
the purpose of exchanging goods.91

From this it also follows that lending money at interest must be illegitimate,
since it means using money as an end in itself: “Money is not created to earn
money.” In fact, he says, “in relation to other goods, dirhams and dinars are
like prepositions in a sentence,” words that, as the grammarians inform us, are
used to give meaning to other words, but can only do because they have no
meaning in themselves. Money is a thus a unit of measure that provides a
means of assessing the value of goods, but also one that operates as such only
if it stays in constant motion. To enter in monetary transactions in order to
obtain even more money, even if it’s a matter of M-C-M’, let alone M-M’, would
be, according to Ghazali, the equivalent of kidnapping a postman.92

Whereas Ghazali speaks only of gold and silver, what he describes—money as
symbol, as abstract measure, having no qualities of its own, whose value is only
maintained by constant motion—is something that would never have occurred

89Ghazali in Ghazanfar & Islahi 1997:27.
90Ibid:32.
91Ibid:32.
92Ibid:35. On postmen in medieval Islam: Goitein 1964. Ghazali’s position here recalls

and is no doubt influenced by Aristotle’s Nicomachean Ethics (1121b): that since money is
a social convention meant to facilitate exchange, diverting it into usury defies its purpose;
but its ultimate thrust is quite different, closer to Thomas Aquinas’ argument that money is
basically a measure and that usury distorts it, and Henry of Ghent’s argument that “money is
a medium in exchange and not a terminus”—unsurprisingly, since Aquinas was likely directly
influenced by him (Ghazanfar 2000).
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to anyone were it not in an age when it was perfectly normal for money to be
employed in purely virtual form.

Much of our free-market doctrine, then, appears to have been originally
borrowed piecemeal from a very different social and moral universe.93 The mer-
cantile classes of the medieval Near West had pulled off an extraordinary feat.
By abandoning the usurious practices that had made them so obnoxious to their
neighbors for untold centuries before, they were able to become—alongside re-
ligious teachers—the effective leaders of their communities: communities that
are still seen as organized, to a large extent, around the twin poles of mosque
and bazaar.94 The spread of Islam allowed the market to become a global phe-
nomenon, operating largely independent of governments, according to its own
internal laws. But the very fact that this was, in a certain way, a genuine free
market, not one created by the government and backed by its police and pris-
ons—a world of handshake deals and paper promises backed only by the integrity
of the signer—meant that it could never really become the world imagined by
those who later adopted many of the same ideas and arguments: one of purely
self-interested individuals vying for material advantage by any means at hand.

The Far West: Christendom (Commerce, Lend-
ing, and War)

Where there is justice in war, there is also justice in usury.
—Saint Ambrose

Europe, as I mentioned, came rather late to the Middle Ages and for most
of it was something of a hinterland. Still, the period began much as it did
elsewhere, with the disappearance of coinage. Money retreated into virtuality.
Everyone continued to calculate costs in Roman currency, then, later, in Car-
olingian “imaginary money”—the purely conceptual system of pounds, shillings,
and pence used across Western Europe to keep accounts well into the seventeenth
century.

Local mints did gradually come back into operation, producing coins in an
endless variety of weight, purity, and denominations. How these related to the
pan-European system, though, was a matter of manipulation. Kings regularly
issued decrees revaluing their own coins in relation to the money of account,
“crying up” the currency by, say, declaring that henceforth, one of their ecus or
escudos would no longer be worth 1/12 but now 1/8 of a shilling (thus effectively
raising taxes) or “crying down” the value of their coins by doing the reverse (thus
effectively reducing their debts).95 The real gold or silver content of coins was

93It’s hard to overstate this. Even the famous “Laffer Curve,” by which the Reagan Ad-
ministration in the 1980s tried to argue that cutting taxes would increase government revenue
by stimulating economic activity, is often called the Khaldun-Laffer curve because it was first
proposed, as a general principle, in Ibn Khaldun’s 1377 Muqaddimah.

94Goitein 1957 for the rise of the “Middle Eastern bourgeoisie.”
95“Crying down” acted as a de facto tax increase, since one would now need to pay more

ecus to make up a tax rate fixed in shillings. Since wages were fixed in pounds, shillings,
and pence, this also had the effect of raising their value, and hence it was usually popular.
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endlessly readjusted, and currencies were frequently called in for re-minting.
Meanwhile, most everyday transactions dispensed with cash entirely, operating
through tallies, tokens, ledgers, or transactions in kind. As a result, when the
Scholastics came to address such matters in the thirteenth century, they quickly
adopted Aristotle’s position that money was a mere social convention: that it
was, basically, whatever human beings decided that it was.96

All this fit the broader medieval pattern: actual gold and silver, such of
it as was still around, was increasingly laid up in sacred places; as centralized
states disappeared, the regulation of markets was increasingly in the hands of
the Church.

At first, the Catholic attitudes toward usury were just as harsh as Muslim
ones, and attitudes toward merchants, considerably harsher. In the first case,
they had little choice, as many Biblical texts were quite explicit. Consider
Exodus 22:25:

If you lend money to My people, to the poor among you, you are
not to act as a creditor to him; you shall not charge him interest.

Both the Psalms (15:5, 54:12) and Prophets (Jeremiah 9.6, Nehemiah 5:11)
were explicit in assigning usurers to death and hellfire. What’s more, the early
Christian Fathers, who laid the foundation of Church teachings on social issues
in the waning years of the Roman empire, were writing amidst the ancient
world’s last great debt crisis, one that was effectively in the process of destroying
the empire’s remaining free peasantry.97 While few were willing to condemn
slavery, all condemned usury.

Usury was seen above all as an assault on Christian charity, on Jesus’s in-
junction to treat the poor as they would treat the Christ himself, giving without
expectation of return and allowing the borrower to decide on recompense (Luke
6:34-35). In 365 ad, for instance, St. Basil delivered a sermon on usury in
Cappadocia that set the standard for such issues:

The Lord gave His own injunction quite plainly in the words,
“from him that would borrow of thee turn not thou away.”98

But what of the money lover? He sees before him a man under
stress of necessity bent to the ground in supplication. He sees him
hesitating at no act, no words, of humiliation. He sees him suffering
undeserved misfortune, but he is merciless. He does not reckon that
he is a fellow-creature. He does not give in to his entreaties. He
stands stiff and sour. He is moved by no prayers; his resolution is
broken by no tears. He persists in refusal. . . 99

That is, until the suppliant mentions “interest.”

“Crying up” by contrast had the effect of lowering the effective value of the units of account.
This could be useful to reduce a king’s—or his allies’—personal debt measured in such units,
but it also undercut the income of wage-earners and those on any sort of fixed income and so
was often protested.

96Langholm 1979, Wood 2002:73-76.
97On the patristic literature on usury: Maloney 1983; Gordon 1989; Moser 2000; Holman

2002:112-26; Jones 2004:25-30.
98Matthew 5:42.
99St Basil of Caesarea, Homilia 11 in Psalmum XIV (PG 29, 268-69).
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Basil was particularly offended by the crass dishonesty by which moneylen-
ders operated; their abuse of Christian fellowship. The man in need comes
seeking a friend, the rich man pretends to be one. In fact he’s a secret enemy,
and everything he says is a lie. Witness, St. Basil said, how the rich man will
always at first swear mighty oaths that he has no money to his name:

Then the suppliant mentions interest, and utters the word secu-
rity. All is changed. The frown is relaxed; with a genial smile he
recalls old family connection. Now it is “my friend.”

“I will see,” says he, “if I have any money by me. Yes, there
is that sum which a man I know has left in my hands on deposit
for profit. He stipulated a very heavy rate of interest. However,
I shall certainly take something off, and give it to you on better
terms.” With pretences of this kind and talk like this he fawns on
the wretched victim, and induces him to swallow the bait. Then he
binds him with a written security, adds loss of liberty to the trouble
of his pressing poverty, and is off. The man who has made himself
responsible for interest that he cannot pay has accepted voluntary
slavery for life.100

The borrower, coming home with his newfound money, at first rejoices. But
quickly, “the money slips away,” interest accumulates, and his possessions are
sold off. Basil grows poetic in describing the debtor’s plight. It’s as if time
itself has become his enemy. Every day and night conspires against him, as
they are the parents of interest. His life becomes a “sleepless daze of anxious
uncertainty,” as he is humiliated in public; while at home, he is constantly hiding
under the couch at every unexpected knock on the door, and can barely sleep,
startled awake by nightmare visions of his creditor standing over his pillow.101

Probably the most famous ancient homily on usury, though, was Saint Am-
brose’s De Tobia, pronounced over several days in Milan in 380 bc. He repro-
duces the same vivid details as Basil: fathers forced to sell their children, debtors
who hanged themselves out of shame. Usury, he observes, must be considered
a form of violent robbery, even murder.102 Ambrose, though, added one small
proviso that was later to have enormous influence. His sermon was the first to
carefully examine every Biblical reference to moneylending, which meant that he
had to address the one problem later authors always had to struggle with—the
fact that, in the Old Testament, usury is not quite forbidden to everyone. The
key sticking point is always Deuteronomy 23:19-20:

Thou shalt not lend upon usury to thy brother; usury of money,
usury of victuals, usury of any thing that is lent upon usury.

Unto a stranger thou mayest lend upon usury; but unto thy
brother thou shalt not lend upon usury.

So who then is this “stranger” or, a better translation of the Hebrew nokri,
“foreigner”? Presumably, one against whom robbery and murder would have
been justified as well. After all, the ancient Jews lived amidst tribes like the
Amalekites, on whom God had specifically instructed them to make war. If by

100op cit.
101op cit.
102Ambrose De Officiis 2.25.89.
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extracting interest one is, as he puts it, fighting without a sword, then it is only
legitimate to do so from those “whom it would not be a crime to kill.”103 For
Ambrose, living in Milan, all this was something of a technicality. He included
all Christians and all those subject to Roman law as “brothers”; there weren’t,
then, lot of Amalekites around.104 Later, the “Exception of St. Ambrose,” as
it came to be known, was to become extremely important.

All of these sermons—and there were many of them—left certain critical
questions unanswered. What should the rich man do when receiving a visit
from his troubled neighbor? True, Jesus had said to give without expectation
of return, but it seemed unrealistic to expect most Christians to do that. And
even if they did, what sort of ongoing relationships would that create? St. Basil
took the radical position. God had given us all things in common, and he had
specifically instructed the rich to give their possessions to the poor. The com-
munism of the Apostles—who pooled all their wealth, and took freely what they
needed—was thus the only proper model for a truly Christian society.105 Few
of the other Christian Fathers were willing to take things this far. Communism
was the ideal, but in this fallen and temporary world, they argued, it was simply
unrealistic. The Church must accept existing property arrangements, but also
come up with spiritual arguments to encourage the rich to nonetheless act with
Christian charity. Many of these employed distinctly commercial metaphors.
Even Basil was willing to indulge in this sort of thing:

Whenever you provide for the destitute on account of the Lord,
it is both a gift and a loan. It is a gift because you entertain no
hope in recovering it, a loan because of our Lord’s munificence in
paying you back on his behalf, when, having taken a small sum for
the poor, he will give you back a vast sum in return. “For he who
takes pity on the poor, lends to God.”106

Since Christ is in the poor, a gift of charity is a loan to Jesus, to be repaid
with interest inconceivable on earth.

Charity, however, is a way of maintaining hierarchy, not undermining it.
What Basil is talking about here really has nothing to do with debt, and playing
with such metaphors seems ultimately to serve only to underline the fact that
the rich man doesn’t owe the poor suppliant anything, any more than God is in
any way legally bound to save the soul of anyone who feeds a beggar. “Debt”
here dissolves into a pure hierarchy (hence, “the Lord”) where utterly different
beings provide each other utterly different kinds of benefit. Later theologians
were to explicitly confirm this: human beings live in time, noted St. Thomas
Aquinas, so it makes sense to say that sin is a debt of punishment we owe to
God. But God lives outside of time. By definition, he cannot owe anything to

103Ambrose De Tobia 15:51. See Nelson 1949:3-5, Gordon 1989:114-118.
104Though not entirely. It’s worthy to note that the main supply of slaves to the empire

at this time came from Germanic barbarians outside the empire, who were acquired either
through war or debt.
105“If each one,” he wrote, “after having taken from his personal wealth whatever would

satisfy his personal needs, would leave what was superfluous to those who lack every necessity,
there would be no rich or poor” (In Illiud Lucae 49D)—Basil himself had been born an
aristocrat, but he had sold off his landed estates and distributed the proceeds to the poor.
106Homilia II in Psalmum XIV (PG 29, 277C). The reference is to Proverbs 19.17.



CHAPTER 10. THE MIDDLE AGES 34

anyone. His grace can therefore only be a gift given with no obligation.107

This, in turn, provides an answer to the question: What are they really
asking the rich man to do? The Church opposed usury, but it had little to say
about relations of feudal dependency, where the rich man provides charity and
the poor suppliant shows his gratitude in other ways. Neither, when these kinds
of arrangements began to emerge across the Christian West, did the Church
offer significant objections.108 Former debt peons were gradually transformed
into serfs or vassals. In some ways, the relationship was not much different,
since vassalage was, in theory, a voluntary, contractual relationship. Just as a
Christian has to be able to freely choose to submit himself to “the Lord,” so
did a vassal have to agree to make himself someone else’s man. All this proved
perfectly consonant with Christianity.

Commerce, on the other hand, remained a problem. There was not much
of a leap between condemning usury as the taking of “whatever exceeds the
amount loaned” and condemning any form of profit-taking. Many—Saint Am-
brose among them—were willing to take that leap. Where Mohammed declared
that an honest merchant deserved a place by the seat of God in heaven, men
like Ambrose wondered if an “honest merchant” could actually exist. Many held
that one simply could not be both a merchant and a Christian.109 In the early
Middle Ages, this was not a pressing issue—especially since so much commerce
was conducted by foreigners. The conceptual problems, however, were never
resolved. What did it mean that one could only lend to “strangers”? Was it
just usury, or was even commerce tantamount to war?

Probably the most notorious, and often catastrophic, way that this problem
worked itself out in the High Middle Ages was in relations between Christians
and Jews. In the years since Nehemiah, Jewish attitudes toward lending had
themselves changed. In the time of Augustus, Rabbi Hillel had effectively ren-
dered the sabbatical year a dead letter, by allowing two parties to place a rider
on any particular loan contract agreeing that it would not apply. While both the
Torah and the Talmud stand opposed to loans on interest, exceptions were made
in dealing with Gentiles—particularly as, over the course of the eleventh and
twelfth centuries, European Jews were excluded from almost any other line of
work.110 This in turn made it harder to contain the practice, as witnessed in the
common joke, current in twelfth-century ghettos to justify usury between Jews.
It consisted, it is said, of reciting Deuteronomy 23:20 in interrogative tones to
make it mean the opposite of its obvious sense: ’Unto a foreigner thou mayest
lend upon usury, but unto thy brother thou shalt not lend upon usury?’111

107Summa 8.3.1.3: “since grace is freely given, it excludes the idea of debt ... In [no] sense
does debt imply that God owes anything to another creature.”
108Clavero (1986) sees this as a basic conflict over the nature of the contract, and hence

the legal basis of human relations in European history: usury, and by extension profit, was
denounced, but rent, the basis of feudal relations, was never challenged.
109Gordon 1989:115. “What is commerce,” wrote Cassiodorus (485-585), “except to want to

sell dear that which can be bought cheap? Therefore those merchants are detestable who, with
no consideration of God’s justice, burden their wares more with perjury than value. Them
the Lord evicted them from the Temple saying, ‘Do not make my Father’s house into a den
of thieves’” (in Langholm 1996:454).
110On the Jewish legal tradition concerning usury, see Stein 1953, 1955; Kirschenbaum 1985.
111Poliakov 1977:21.
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On the Christian side, in 1140 ad the “Exception of Saint Ambrose” found
its way into Gratian’s Decretum, which came to be considered the definitive
collection of canon law. At the time, economic life fell very much under the ju-
risdiction of the Church. While that might appear to leave Jews safely outside
the system, in reality, matters were more complicated. For one thing, while both
Jews and Gentiles would occasionally attempt to make recourse to the Excep-
tion, the prevailing opinion was that it only really applied to Saracens or others
with whom Christendom was literally at war. After all, Jews and Christians
lived in the same towns and villages. If one were to concede that the Exception
allowed Jews and Christians the right to lend to each other at interest, it would
also mean that they had the right to murder one another.112 No one really
wanted to say that. On the other hand, real relations between Christians and
Jews often did seem to skate perilously close to this unfortunate ideal—though
obviously the actual murder (apart from mere economic aggression) was all on
one side.

In part this was due to the habit of Christian princes of exploiting, for their
own purposes, the fact that Jews did sit slightly outside the system. Many
encouraged Jews to operate as moneylenders, under their protection, simply
because they also knew that protection could be withdrawn at any time. The
kings of England were notorious in this regard. They insisted that Jews be
excluded from merchant and craft guilds, but granted them the right to charge
extravagant rates of interest, backing up the loans by the full force of law.113

Debtors in medieval England were regularly thrown in prisons until their fami-
lies settled with the creditor.114 Yet the same regularly happened to the Jews
themselves. In 1210 ad, for example, King John ordered a tallage, or emergency
levy, to pay for his wars in France and Ireland. According to one contemporary
chronicler “all the Jews throughout England, of both sexes, were seized, impris-
oned, and tortured severely, in order to do the king’s will with their money.”
Most who where put to torture offered all they had and more—but on that
occasion, one particularly wealthy merchant, a certain Abraham of Bristol, who
the king decided owed him ten thousand marks of silver (a sum equivalent to
about a sixth of John’s total annual revenue), became famous for holding out.
The king therefore ordered that one of his molars be pulled out daily, until he
paid. After seven had been extracted, Abraham finally gave in.115

John’s successor, Henry III (1216-1272 ad), was in the habit of turning over
Jewish victims to his brother the Earl of Cornwall, so that, as another chronicler
put it, “those whom one brother had flayed, the other might embowel.”116

Such stories about the extraction of Jewish teeth, skin, and intestines are, I
think, important to bear in mind when thinking about Shakespeare’s imaginary

112Nelson (1949) assumed that the “Exception” was often held to apply to relations between
Christians and Jews, but Noonan (1957:101-2) insists that it was mainly held to apply only
to “heretics and infidels, particularly the Saracens,” and by some, not even to them.
113Up to 52 percent with security, up to 120 percent without (Homer 1987:91).
114Debtor’s prisons, in the sense of prisons exclusively for debtors, existed in England only

after 1263, but the imprisonment of debtors has a much longer history. Above all, Jewish
lenders seem to have been employed as the means of transforming virtual, credit money into
coinage, collecting the family silver from insolvent debtors, and turning it over to royal mints.
They also won title to a great deal of land from defaulting debtors, most of which ended up
in the hands of barons or monasteries (Singer 1964; Bowers 1983; Schofield & Mayhew 2002).
115Roger of Wendower, Flowers of History 252-53. Roger doesn’t name the victim; in some

later versions his name is Abraham, in others, Isaac.
116Matthew Prior, in Bolles 1837:13.
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Merchant of Venice demanding his “pound of flesh.”117 It all seems to have
been a bit of a guilty projection of terrors that Jews had never really visited on
Christians, but that had been directed the other way around.

The terror inflicted by kings carried in it a peculiar element of identification:
the persecutions and appropriations were an extension of the logic whereby
kings effectively treated debts owed to Jews as ultimately owed to themselves,
even setting up a branch of the Treasury (“the Exchequer of the Jews”) to
manage them.118 This was of course much in keeping with the popular English
impression of their kings as themselves a group of rapacious Norman foreigners.
But it also gave the kings the opportunity to periodically play the populist card,
dramatically snubbing or humiliating their Jewish financiers, turning a blind
eye or even encouraging pogroms by townsfolk who chose to take the Exception
of Saint Ambrose literally, and treat moneylenders as enemies of Christ who
could be murdered in cold blood. Particularly gruesome massacres occurred in
Norwich in 1144 ad, and in France, in Blois in 1171. Before long, as Norman
Cohn put it, “what had once been a flourishing Jewish culture had turned into
a terrorized society locked in perpetual warfare with the greater society around
it.”119

One mustn’t exaggerate the Jewish role in lending. Most Jews had nothing to
do with the business, and those who did were typically bit players, making minor
loans of grain or cloth for a return in kind. Others weren’t even really Jews.
Already in the 1190s, preachers were complaining about lords who would work
hand in glove with Christian moneylenders claiming they were “our Jews”—and
thus under their special protection.120 By the 1100s, most Jewish moneylenders
had long since been displaced by Lombards (from Northern Italy) and Cahorsins
(from the French town of Cahors)—who established themselves across Western
Europe, and became notorious rural usurers.121

The rise of rural usury was itself a sign of a growing free peasantry (there
had been no point in making loans to serfs, since they had nothing to repos-
sess). It accompanied the rise of commercial farming, urban craft guilds, and the
“commercial revolution” of the High Middle Ages, all of which finally brought
Western Europe to a level of economic activity comparable to that long since
considered normal in other parts of the world. The Church quickly came un-
der considerable popular pressure to do something about the problem, and at
first, it did try to tighten the clamps. Existing loopholes in the usury laws were
systematically closed, particularly the use of mortgages. These latter began as
an expedient: as in medieval Islam, those determined to dodge the law could
simply present the money, claim to be buying the debtor’s house or field, and
then “rent” it back to the debtor until the principal was repaid. In the case

117Or even, for that matter, Nietzsche’s fantasies of the origins of justice in mutilation.
Where one was a projection onto Jews of atrocities actually committed against Jews, Nietzsche
was writing in an age where actual “savages” were often punished by similar tortures and
mutilations for failure to pay their debts to the colonial tax authorities, as later became a
most notorious scandal in Leopold’s Belgian Congo.
118Mundill (2002), Brand (2003).
119Cohn 1972:80.
120Peter Cantor, in Nelson 1949:10-11.
121It was a firm from Cahors, for instance, who received the property of the English Jews

when the latter were finally expelled in 1290. Though for a long time, Lombards and Cahorsins
were themselves dependent on royal favor and hardly in much better position than the Jews.
In France, the kings seemed to expropriate and expel Jews and Lombards alternately (Poliakov
1977:42).
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of a mortgage, the house was in theory not even purchased but pledged as se-
curity, but any income from it accrued to the lender. In the eleventh century
this became a favorite trick of monasteries. In 1148 it was made illegal: hence-
forth, all income was to be subtracted from the principal. Similarly, in 1187
merchants were forbidden to charge higher prices when selling on credit—the
Church thereby going much further than any school of Islamic law ever had.
In 1179 usury was made a mortal sin and usurers were excommunicated and
denied Christian burial.122 Before long, new orders of itinerant friars like the
Franciscans and Dominicans organized preaching campaigns, traveling town to
town, village to village, threatening moneylenders with the loss of their eternal
souls if they did not make restitution to their victims.

All this was echoed by a heady intellectual debate in the newly founded
universities, not so much as to whether usury was sinful and illegal, but precisely
why. Some argued that it was theft of another’s material possessions; others that
it constituted a theft of time, charging others for something that belonged only
to God. Some held that it embodied the sin of Sloth, since like the Confucians,
Catholic thinkers usually held that a merchant’s profit could only be justified
as payment for his labor (i.e., in transporting goods to wherever they were
needed), whereas interest accrued even if the lender did nothing at all. Soon the
rediscovery of Aristotle, who returned in Arabic translation (and the influence of
Muslim sources like Ghazali and Ibn Sina), added new arguments: that treating
money as an end in itself defied its true purpose; that charging interest was
unnatural, in that it treated mere metal as if it were a living thing that could
breed or bear fruit.123

But as the Church authorities soon discovered, when one starts something
like this, it’s very hard to keep a lid on it. Soon, new popular religious move-
ments were appearing everywhere, and many took up the same direction so
many had in late Antiquity, not only challenging commerce but questioning
the very legitimacy of private property. Most were labeled heresies and vio-
lently suppressed, but many of the same arguments were taken up amongst
the mendicant orders themselves. By the thirteenth century, the great intellec-
tual debate was between the Franciscans and the Dominicans over “apostolic
poverty”—basically, over whether Christianity could be reconciled with prop-
erty of any sort.

At the same time, the revival of Roman law—which, as we’ve seen, began
from the assumption of absolute private property—put new intellectual weapons
in the hands of those who wished to argue that, at least in the case of commercial
loans, usury laws should be relaxed. The great discovery in this case was the
notion of interesse, which is where our word “interest” originally comes from:

122Noonan 1957:18-19; Le Goff 1990:23-27.
123There are two sorts of wealthgetting, as I have said; one is a part of household manage-

ment, the other is retail trade: the former necessary and honorable, while that which consists
in exchange is justly censured; for it is unnatural, and a mode by which men profit from one
another. The most hated sort, and with the greatest reason, is usury, which makes a profit
out of money itself, and not from the natural object of it. For money was intended to be used
in exchange, but not to increase at interest. And this term “interest” (tokos), which means
the birth of money from money, is applied to the breeding of money because the offspring
resembles the parent. “Wherefore of all modes of getting wealth this is the most unnatural”
(Aristotle, Politics 1258b). The Nicomachean Ethics (1121b) is equally damning. For the
best general analysis of the Aristotelean tradition on usury: Langholm 1984.
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a compensation for loss suffered because of late payment.124 The argument
soon became that if a merchant made a commercial loan even for some minimal
period (say, a month), it was not usurious for him to charge a percentage for
each month afterward, since this was a penalty, not rental for the money, and it
was justified as compensation for the profit he would have made, had he placed
it in some profitable investment, as any merchant would ordinarily be expected
to do.125

The reader may be wondering how it could have been possible for usury laws
to move in two opposite directions simultaneously. The answer would seem to
be that politically, the situation in Western Europe was remarkably chaotic.
Most kings were weak, their holdings fractured and uncertain; the Continent
was a checkerboard of baronies, principalities, urban communes, manors, and
church estates. Jurisdictions were constantly being renegotiated—usually by
war. Merchant capitalism of the sort long familiar in the Muslim Near West
only really managed to establish itself—quite late, compared with the situation
in the rest of the medieval world—when merchant capitalists managed to secure
a political foothold in the independent city-states of northern Italy—most fa-
mously, Venice, Florence, Genoa, and Milan—followed by the German cities of
the Hanseatic League.126 Italian bankers ultimately managed to free themselves
from the threat of expropriation by themselves taking over governments, and
by doing so, acquiring their own court systems (capable of enforcing contracts)
and even more critically, their own armies.127

What jumps out, in comparison with the Muslim world, are these links of
finance, trade, and violence. Whereas Persian and Arab thinkers assumed that
the market emerged as an extension of mutual aid, Christians never completely
overcame the suspicion that commerce was really an extension of usury, a form
of fraud only truly legitimate when directed against one’s mortal enemies. Debt
was, indeed, sin—on the part of both parties to the transaction. Competition
was essential to the nature of the market, but competition was (usually) nonvi-
olent warfare. There was a reason why, as I’ve already observed, the words for
“truck and barter” in almost all European languages were derived from terms
meaning “swindle,” “bamboozle,” or “deceive.” Some disdained commerce for
that reason. Others embraced it. Few would have denied that the connection
was there.

One need only examine the way that Islamic credit instruments—or for that
matter, the Islamic ideal of the merchant adventurer—were eventually adopted
to see just how intimate this connection really was.

It is often held that the first pioneers of modern banking were the Military
Order of the Knights of the Temple of Solomon, commonly known as the Knights

124Noonan 1957:105-12; Langholm 1984:50.
125The technical term for the lost income is lucrum cessans: see O’Brien 1920:107-10; Noonan

1957:114-28; Langholm 1992:60-61, 1998:75; Spufford 1989:260.
126As German merchants also did in the Baltic cities of the Hanseatic alliance. On the Medici

bank as a case in point, see de Roover 1946, 1963, Parks 2005.
127The situation in Venice, a pioneer in these matters, is telling: there was no merchant

guild, but only craft guilds, since guilds were essentially created as protection against the
government, and in Venice, the merchants were the government (MacKenney 1987; Mauro
1993:259-60).
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Templar. A fighting order of monks, they played a key role in financing the
Crusades. Through the Templars, a lord in southern France might take out
a mortgage on one of his tenements and receive a “draft” (a bill of exchange,
modeled on the Muslim suftaja, but written in a secret code) redeemable for
cash from the Temple in Jerusalem. In other words, Christians appear to have
first adopted Islamic financial techniques to finance attacks against Islam.

The Templars lasted from 1118 to 1307, but they finally went the way of
so many medieval trading minorities: King Phillip IV, deep in debt to the
order, turned on them, accusing them of unspeakable crimes; their leaders were
tortured and ultimately killed, and their wealth was expropriated.128 Much
of the problem was that they lacked a powerful home base. Italian banking
houses such as the Bardi, Peruzzi, and Medici did much better. In banking
history, the Italians are most famous for their complex joint-stock organization
and for spearheading the use of Islamic-style bills of exchange.129 At first these
were simple enough: basically just a form of long-distance money-changing. A
merchant could present a certain amount in florins to a banker in Italy and
receive a notarized bill registering the equivalent in the international money
of account (Carolingian derniers), due in, say, three months’ time, and then
after it came due, either he or his agent could cash it for an equivalent amount
of local currency in the Champagne fairs, which were both the great yearly
commercial emporia, and great financial clearing houses, of the European High
Middle Ages. But they quickly morphed into a plethora of new, creative forms,
mainly a way of navigating—or even profiting from—the endlessly complicated
European currency situation.130

Most of the capital for these banking enterprises derived from the Mediter-
ranean trade in Indian Ocean spices and Eastern luxuries. Yet unlike the Indian
Ocean, the Mediterranean was a constant war zone. Venetian galleys doubled as
both merchant vessels and warships, replete with cannon and marines, and the
differences between trade, crusade, and piracy often depended on the balance
of forces at any given moment.131 The same was true on land: where Asian
empires tended to separate the sphere of warriors and merchants, in Europe
they often overlapped:

All up and down Central Europe, from Tuscany to Flanders,
from Brabant to Livonia, merchants not only supplied warriors—as
they did all over Europe—they sat in governments that made war

128They were accused of both heresy and sodomy: see Barber 1978.
129One cannot “prove” the Islamic inspiration of European bills of exchange, but considering

the amount of trade between the two sides of the Mediterranean, denying it seems bizarre.
Braudel (1995:816-17) proposes that the idea must have reached Europe through Jewish mer-
chants, who we know to have long been using them in Egypt.
130On bills of exchange: Usher 1914; de Roover 1967; Boyer-Xambeu, Deleplace, and Gillard

1994; Munro 2003b:542-46; Denzel 2006. There were innumerable currencies, any of which
might at any time be “cried up,” “cried down,” or otherwise fluctuate in value. Bills of
exchange also allowed merchants to effectively engage in currency speculation, and even get
around usury laws, once it became possible to pay for one bill of exchange by writing a different
bill of exchange, due in several months’ time, for a slightly higher sum. This was called “dry
exchange” (de Roover 1944), and over time the Church became increasingly skeptical, causing
yet another round of financial creativity to get around the laws. It’s worthy of note that the
rates of interest on such commercial loans were generally quite low: twelve percent at the
highest, in dramatic contrast to consumer loans. This is a sign of the increasingly lower risk
of such transactions (see Homer 1987 for a history of interest rates).
131Lane 1934.
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and, sometimes, buckled on armor and went into battle themselves.
Such places make a long list: not only Florence, Milan, Venice,
and Genoa, but also Augsburg, Nuremberg, Strasbourg, and Zurich;
not only Lubeck, Hamburg, Bremen, and Danzig, but also Bruges,
Ghent, Leiden, and Cologne. Some of them—Florence, Nuremberg,
Siena, Bern, and Ulm come to mind—built considerable territorial
states.132

The Venetians were only the most famous in this regard. They created
a veritable mercantile empire over the course of the eleventh century, seizing
islands like Crete and Cyprus and establishing sugar plantations that eventu-
ally—anticipating a pattern eventually to become all too familiar in the New
World—came to be staffed largely by African slaves.133 Genoa soon followed
suit; one of their most lucrative businesses was raiding and trading along the
Black Sea to acquire slaves to sell to the Mamluks in Egypt or to work mines
leased from the Turks.134 The Genoese republic was also the inventor of a
unique mode of military financing, which might be known as war by subscrip-
tion, whereby those planning expeditions sold shares to investors in exchange
for the rights to an equivalent percentage of the spoils. It was precisely the same
galleys, with the same “merchant adventurers” aboard, who would eventually
pass through the pillars of Hercules to follow the Atlantic coast to Flanders or
the Champagne fairs, carrying cargoes of nutmeg or cayenne, silks and woolen
goods—along with the inevitable bills of exchange.135

It would be instructive, I think, to pause a moment to think about this
term, “merchant adventurer.” Originally it just meant a merchant who operated
outside his own country. It was around this same time, however, at the height
of the fairs of Champagne and the Italian merchant empires, between 1160 and
1172, that the term “adventure” began to take on its contemporary meaning.
The man most responsible for it was the French poet Chretien de Troyes, author
of the famous Arthurian romances—most famous, perhaps, for being the first to
tell the story of Sir Percival and the Holy Grail. The romances were a new sort
of literature featuring a new sort of hero, the “knight-errant,” a warrior who
roamed the world in search of, precisely, “adventure”—in the contemporary
sense of the word: perilous challenges, love, treasure, and renown. Stories of
knightly adventure quickly became enormously popular, Chretien was followed
by innumerable imitators, and the central characters in the stories—Arthur
and Guinevere, Lancelot, Gawain, Percival, and the rest—became known to
everyone, as they are still. This courtly ideal of the gallant knight, the quest,

132“In very many respects, such as the organization of slave labor, management of colonies,
imperial administration, commercial institutions, maritime technology and navigation, and
naval gunnery, the Italian city-states were the direct forerunners of the Portuguese and Spanish
empires, to the shaping of which the Italians contributed so heavily, and in the profits of which
they so largely shared” (Brady 1997:150).
133They appear to have used Greek serfs at first, and sometimes Arabs captured in the

Crusades, and only later, Africans. Still, this was the economic model that was eventually
transported by Portuguese merchants to Atlantic islands like the Canaries, then eventually to
the Caribbean (Verlinden 1970, Phillips 1985:93-97, Solow 1987, Wartburg 1995).
134Scammell 1987:173-75.
135Spufford 1988:142.
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the joust, romance and adventure, remains central to our image of the Middle
Ages.136

The curious thing is that it bears almost no relation to reality. Nothing
remotely like a real “knight-errant” ever existed. “Knights” had originally been
a term for freelance warriors, drawn from the younger or, often, bastard sons of
the minor nobility. Unable to inherit, many were forced to band together to seek
their fortunes. Many became little more than roving bands of thugs, in an end-
less pursuit of plunder—precisely the sort of people who made merchants’ lives
so dangerous. Culminating in the twelfth century, there was a concerted effort
to bring this dangerous population under the control of the civil authorities: not
only the code of chivalry, but the tournament, the joust—all these were more
than anything else ways of keeping them out of trouble, as it were, in part by
setting knights against each other, in part by turning their entire existence into
a kind of stylized ritual.137 The ideal of the lone wandering knight, in search of
some gallant adventure, on the other hand, seems to have come out of nowhere.

This is important, since it lies at the very heart of our image of the Mid-
dle Ages—and the explanation, I think, is revealing. We have to recall that
merchants had begun to achieve unprecedented social and even political power
around this time, but that, in dramatic contrast to Islam, where a figure like
Sindbad—the successful merchant adventurer—could serve as a fictional exem-
plar of the perfect life, merchants, unlike warriors, were never seen as paragons
of much of anything.

It’s likely no coincidence that Chretien was living in Troyes, at the very heart-
land of the Champagne fairs that had become, in turn, the commercial hub of
Western Europe.138 While he appears to have modeled his vision of Camelot
on the elaborate court life under his patron Henri the Liberal (1152-1181),
Count of Champagne, and his wife Marie, daughter of Eleanor of Aquitaine,
the real court was staffed by lowborn commerçants, who served as serjeants
of the fairs—leaving most real knights in the role of onlookers, guards, or—at
tournaments—entertainers.

This is not to say that tournaments did not become a kind of economic focus
in their own right, according to one early twentieth-century medievalist, Amy
Kelly:

The biographer of Guillaume le Marechal gives an idea of how
this rabble of courtly routiers amused itself on the jousting fields
of western Europe. To the tournaments, occurring in a brisk sea-
son about twice a month from Pentecost to the feast of St John,
flocked the young bloods, sometimes three thousand strong, taking
possession of the nearest town. Thither also flocked horse dealers
from Lombardy and Spain, from Brittany and the Low Countries, as
well as armorers, haberdashers for man and beast, usurers, mimes
and story-tellers, acrobats, necromancers, and other gentlemen of

136On the notion of adventure: Auerbach 1946, Nerlich 1977.
137Duby (1973) makes this point. The “round table” was originally a type of tournament,

and especially in the 1300s, it became common to make such tournaments explicit imitations
of King Arthur’s court, with knights entering the contests taking on roles from them: Galahad,
Gawain, Bors, etc.
138Also at a time when technological changes, especially the invention of the crossbow and

the rise of professional armies, were beginning to render knights’ role in combat increasingly
irrelevant (Vance 1973).
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the lists, the field, the road. Entertainers of every stripe found lib-
eral patronage. . . There were feasts in upper chambers, and forges
rang in the smithies all night long. Brawls with grisly incidents—a
cracked skull, a gouged eye—occurred as the betting progressed and
the dice flew. To cry up their champions in the field came ladies of
fair name and others of no name at all.

The hazards, the concourse, the prizes, keyed men to the pitch of
war. The stakes were magnificent, for the victor held his prize, horse
and man, for ransom. And for these ransoms fiefs went in gage or
the hapless victim fell into the hands of usurers, giving his men, and
in extremity, himself, as hostages. Fortunes were made and lost on
the point of a lance and many a mother’s son failed to ride home.139

So, it was not only that the merchants supplied the materials that made
the fairs possible; since vanquished knights technically owed their lives to the
victors, merchants ended up, in their capacity as moneylenders, making good
business out of liquidating their assets. Alternately, a knight might borrow
vast sums to outfit himself in magnificence, hoping to impress some fair lady
(with handsome dowry) with his victories; others, to take part in the continual
whoring and gambling that always surrounded such events. Losers would end
up having to sell their armor and horses, and this created the danger that they
would go back to being highwaymen, foment pogroms (if their creditors were
Jews) or, if they had lands, make new fiscal demands on those unfortunate
enough to live on them.

Others turned to war, which itself tended to drive the creation of new mar-
kets.140 In one of the most dramatic of such incidents, in November 1199, a
large number of knights at a tournament at the castle of Écry in Champagne,
sponsored by Henry’s son, Theobald, were seized by a great religious passion,
abandoned their games, and swore a vow to instead retake the Holy Land. The
crusader army then proceeded to commission the Venetian fleet for transport in
exchange for a promise of a 50-percent share in all resulting profits. In the end,
rather than proceeding to the Holy Land, they ended up sacking the (much
wealthier, Orthodox) Christian city of Constantinople after a prolonged and
bloody siege. A Flemish count named Baldwin was installed as “Latin Em-
peror of Constantinople,” but attempting to govern a city that had been largely
destroyed and stripped of everything of value ensured that he and his barons
soon ended up in great financial difficulties. In a gigantic version of what was
happening on the small scale in so many tournaments, they were ultimately
reduced to stripping the metal off the church roofs and auctioning holy relics to
pay back their Venetian creditors. By 1259, Baldwin had sunk to the point of
taking out a mortgage on his own son, who was taken back to Venice as security
for a loan.141

All this does not really answer the question: Whence, then, this image of
the solitary knight-errant, wandering the forests of a mythic Albion, challenging
rivals, confronting ogres, fairies, wizards, and mysterious beasts? The answer

139Kelly 1937:10.
140See Schoenberger 2008 for a recent and compelling take: comparing the role of war mo-

bilization in creating markets in Greece and Rome to Western Europe in the High Middle
Ages.
141Wolf 1954.
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should be clear by now. Really, this is just a sublimated, romanticized image
of the traveling merchants themselves: men who did, after all, set off on lonely
ventures through wilds and forests, whose outcome was anything but certain.142

And what of the Grail, that mysterious object that all the knights-errant
were ultimately seeking? Oddly enough, Richard Wagner, composer of the opera
Parzifal, first suggested that the Grail was a symbol inspired by the new forms of
finance.143 Where earlier epic heroes sought after, and fought over, piles of real,
concrete gold and silver—the Nibelung’s hoard—these new ones, born of the
new commercial economy, pursued purely abstract forms of value. No one, after
all, knew precisely what the Grail was. Even the epics disagree: sometimes it’s a
plate, sometimes a cup, sometimes a stone. (Wolfram von Eschenbach imagined
it to be a jewel knocked from Lucifer’s helmet in a battle at the dawn of time.)
In a way it doesn’t matter. The point is that it’s invisible, intangible, but at
the same time of infinite, inexhaustible value, containing everything, capable of
making the wasteland flower, feeding the world, providing spiritual sustenance,
and healing wounded bodies. Marc Shell even suggested that it would best be
conceived as a blank check, the ultimate financial abstraction.144

What, Then, Were the Middle Ages?

Each of us is a mere symbolon of a man, the result of bisection,
like the flat fish, two out of one, and each of us is constantly searching
for his corresponding symbolon.

—Plato, The Symposium

There is one way that Wagner got it wrong: the introduction of financial
abstraction was not a sign that Europe was leaving the Middle Ages, but that
it was finally, belatedly, entering it.

Wagner’s not really to blame here. Almost everyone gets this wrong, be-
cause the most characteristic medieval institutions and ideas arrived so late in
Europe that we tend to mistake them for the first stirrings of modernity. We’ve
already seen this with bills of exchange, already in use in the East by 700 or 800
ad, but only reaching Europe several centuries later. The independent univer-
sity—perhaps the quintessential medieval institution—is another case in point.

142A point originally made by Vance (1986:48). The similarity is more obvious in the German
poet Wolfram von Eschenbach’s Parzifal, written perhaps twenty years later, in which knights
“roam freely over Spain, North Africa, Egypt, Syria, to Baghdad, Armenia, India, Ceylon”
(Adolf 1957:113)—and Islamic references are legion (Adolf 1947, 1957)—that is, areas known
to Europeans of the time only through trade. The fact that actual merchants, on those rare
occasions when they appear, are never sympathetic characters has little bearing.
143Wagner, Die Wibelungen: Weltgeschichte aus der Sage (1848)—which in English is

“World History as Told in Saga.” I am taking my account of Wagner’s argument from another
wonderful, if sometimes extravagant, essay by Marc Shell called “Accounting for the Grail”
(1992:37-38). Wagner’s argument is really more complicated: it centers on the failed attempt
by the Holy Roman Emperor Frederick Barbarossa to subdue the Italian city-states and the
abandonment of his principle that property can only flow from the king; instead, we have the
rise of mercantile private property, which is echoed by financial abstraction.
144Shell sees the Grail as a transformation of the older notion of the cornucopia or inex-

haustible purse in an age “just beginning to be acquainted with checks and credit”—noting
the connection of the legend with the Templars, and the fact that Chretien—whose name
means “Christian”—was likely, for that reason, to have been a converted Jew. Wolfram also
claimed that he got the legend from a Jewish source (Shell 1992:44-45).
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Nalanda was founded in 427 ad, and there were independent institutions of
higher learning all over China and the Near West (from Cairo to Constantino-
ple) centuries before the creation of similar institutions in Oxford, Paris, and
Bologna.

If the Axial Age was the age of materialism, the Middle Ages were above all
else the age of transcendence. The collapse of the ancient empires did not, for
the most part, lead to the rise of new ones.145 Instead, once-subversive popular
religious movements were catapulted into the status of dominant institutions.
Slavery declined or disappeared, as did the overall level of violence. As trade
picked up, so did the pace of technological innovation; greater peace brought
greater possibilities not only for the movement of silks and spices, but also
of people and ideas. The fact that monks in medieval China could devote
themselves to translating ancient treatises in Sanskrit, and that students in
madrasas in medieval Indonesia could debate legal terms in Arabic, is testimony
to the profound cosmopolitanism of the age.

Our image of the Middle Ages as an “age of faith”—and hence, of blind obe-
dience to authority—is a legacy of the French Enlightenment. Again, it makes
sense only if you think of the “Middle Ages” as something that happened pri-
marily in Europe. Not only was the Far West an unusually violent place by
world standards, the Catholic Church was extraordinarily intolerant. It’s hard
to find many medieval Chinese, Indian, or Islamic parallels, for example, to the
burning of “witches” or the massacre of heretics. More typical was the pattern
that prevailed in certain periods of Chinese history, when it was perfectly ac-
ceptable for a scholar to dabble in Taoism in his youth, become a Confucian in
middle age, then become a Buddhist on retirement. If there is an essence to me-
dieval thought, it lies not in blind obedience to authority, but rather in a dogged
insistence that the values that govern our ordinary daily affairs—particularly
those of the court and marketplace—are confused, mistaken, illusory, or per-
verse. True value lay elsewhere, in a domain that cannot be directly perceived,
but only approached through study or contemplation. But this in turn made
the faculties of contemplation, and the entire question of knowledge, an end-
less problem. Consider for example the great conundrum, pondered by Muslim,
Christian, and Jewish philosophers alike: What does it mean to simultaneously
say that we can only know God through our faculties of Reason, but that Rea-
son itself partakes of God? Chinese philosophers were struggling with similar
conundrums when they asked, “Do we read the classics or do the classics read
us?” Almost all the great intellectual debates of the age turned on this question
in one way or another. Is the world created by our minds, or our minds by the
world?

We can see the same tensions within predominant theories of money. Aris-
totle had argued that gold and silver had no intrinsic value in themselves, and
that money therefore was just a social convention, invented by human commu-
nities to facilitate exchange. Since it had “come about by agreement, therefore
it is within our power to change it or render it useless” if we all decide that
that’s what we want to do.146 This position gained little traction in the mate-
rialist intellectual environment of the Axial Age, but by the later Middle Ages,

145Even China was often split and fractured. Just about all the great empirebuilding projects
of the Middle Ages were the work not of professional armies, but of nomadic peoples: the
Arabs, Mongols, Tatars, and Turks.
146Nicomachean Ethics 1133a29-31.
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it had become standard wisdom. Ghazali was among the first to embrace it.
In his own way he took it even further, insisting that the fact that a gold coin
has no intrinsic value is the basis of its value as money, since this very lack of
intrinsic value is what allows it to “govern,” measure, and regulate the value of
other things. But at the same time, Ghazali denied that money was a social
convention. It was given us by God.147

Ghazali was a mystic, and a political conservative, so one might argue that
he ultimately shied away from the most radical implications of his own ideas.
But one could also ask whether, in the Middle Ages, arguing that money was an
arbitrary social convention was really all that radical a position. After all, when
Christian and Chinese thinkers insisted that it was, it was almost always as a
way of saying that money is whatever the king or the emperor wished it to be.
In that sense, Ghazali’s position was perfectly consonant with the Islamic desire
to protect the market from political interference by saying that it fell properly
under the aegis of religious authorities.

The fact that medieval money took such abstract, virtual forms—checks,
tallies, paper money—meant that questions like these (“What does it mean to
say that money is a symbol?”) cut to the core of the philosophical issues of the
day. Nowhere is this so true as in the history of the word “symbol” itself. Here
we encounter some parallels so extraordinary that they can only be described
as startling.

When Aristotle argued that coins are merely social conventions, the term he
used was symbolon—from which our own word “symbol” is derived. Symbolon
was originally the Greek word for “tally”—an object broken in half to mark a
contract or agreement, or marked and broken to record a debt. So our word
“symbol” traces back originally to objects broken to record debt contracts of
one sort or another. This is striking enough. What’s really, remarkable, though,
is that the contemporary Chinese word for “symbol,” fu, or fu hao, has almost
exactly the same origin.148

Let’s start with the Greek term “symbolon.” Two friends at dinner might
create a symbolon if they took some object—a ring, a knucklebone, a piece of
crockery—and broke it in half. Any time in the future when either of them
had need of the other’s help, they could bring their halves as reminders of the
friendship. Archeologists have found hundreds of little broken friendship tablets
of this sort in Athens, often made of clay. Later they became ways of sealing
a contract, the object standing in the place of witnesses.149 The word was also
used for tokens of every sort: those given to Athenian jurors entitling them to
vote, or tickets for admission to the theater. It could be used refer to money
too, but only if that money had no intrinsic value: bronze coins whose value

147He compares money not only to a postman, but also, to a “ruler,” who also stands outside
society to govern and regulate our interactions. It’s interesting to note that Thomas Aquinas,
who might have been directly influenced by Ghazali (Ghazanfar 2000), did accept Aristotle’s
argument that money was a social convention that humans could just as easily change. For a
while, in the late Middle Ages, this became the predominant Catholic view.
148As far as I know, the only scholar to have pointed out the connection is Bernard Faure,

a French student of Japanese Buddhism: Faure 1998:798, 2000:225.
149Later still, as cash transactions became more common, the term was applied to small

sums of cash offered as downpayment, rather in the sense of English “earnest money.” On
symbola in general: Beauchet 1897; Jones 1956:217; Shell 1978:32-35.
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was fixed only by local convention.150 Used for written documents, a symbolon
could also be passport, contract, commission, or receipt. By extension, it came
to mean: omen, portent, symptom, or finally, in the now-familiar sense, symbol.

The path to the latter appears to have been twofold. Aristotle fixed on the
fact that a tally could be anything: what the object was didn’t matter; all that
mattered was that there was a way to break it in half. It is exactly so with
language: words are sounds we use to refer to objects, or to ideas, but the
relation is arbitrary: there’s no particular reason, for example, that English-
speakers should choose “dog” to refer to an animal and “god” to refer to a
deity, rather than the other way around. The only reason is social convention:
an agreement between all speakers of a language that this sound shall refer to
that thing. In this sense, all words were arbitrary tokens of agreement.151 So, of
course, is money—for Aristotle, not only worthless bronze coins that we agree
to treat as if they were worth a certain amount, but all money, even gold, is
just a symbolon, a social convention.152

All this came to seem almost commonsensical in the thirteenth century of
Thomas Aquinas, when rulers could change the value of currency simply by
issuing a decree. Still, medieval theories of symbols derived less from Aristotle
than from the Mystery Religions of Antiquity, where “symbolon” came to refer
to certain cryptic formulae or talismans that only initiates could understand.153

It thus came to mean a concrete token, perceptible to the senses, that could only
be understood in reference to some hidden reality entirely beyond the domain
of sensory experience.154

The theorist of the symbol whose work was most widely read and respected in
the Middle Ages was a sixth-century Greek Christian mystic whose real name
has been lost to history, but who is known by his pseudonym Dionysius the
Areopagite.155 Dionysius took up the notion in this latter sense to confront what
was to become the great intellectual problem of the age: How is it possible for
humans to have knowledge of God? How can we, whose knowledge is confined to
what our senses can perceive of the material universe, have knowledge of a being
whose nature is absolutely alien to that material universe—“that infinity beyond
being,” as he puts it, “that oneness that is beyond intelligence”?156 It would be
impossible were it not for the fact that God, being all-powerful, can do anything,
and therefore, just as he places his own body in the Eucharist, so can he reveal
himself to our minds through an endless variety of material shapes. Intriguingly,

150Descat 1995:986.
151Aristotle On lnterepretation 1.16-17. Whitaker (2002:10) thus observes that for Aristotle,

“the meaning of a word is fixed by convention, just as the importance attached to a tally,
token, or ticket depends on agreement between the parties concerned.”
152Nicomachean Ethics 1133a29-31.
153But they believed that these formulae summed up or “drew together” the essence of those

secret truths that the Mysteries revealed—“symbolon,” being derived the verb symballein,
meaning “to gather, bring together, or compare.”
154Miiri 1931, Meyer 1999. The only knowledge we have of such symbola comes from Christian

sources; Christians later adopted their own symbolon, the Creed, and this remained the
primary referent of the term “symbol” throughout the Middle Ages (Ladner 1979).
155Or pseudo-Dionysius, since the real Dionysius the Areopagite was a firstcentury Athenian

converted to Christianity by St. Paul. Pseudo-Dionysius’ works are an attempt to reconcile
neo-Platonism, with its notion of philosophy as the process of the liberation of the soul from
material creation and its reunification with the divine, with Christian orthodoxy. Unfortu-
nately, his most relevant work, Symbolic Theology, has been lost, but his surviving works all
bear on the issue to some degree.
156In Barasch 1993:161.
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Dionysius warns us that we cannot begin to understand how symbols work until
we rid ourselves of the notion that divine things are likely to be beautiful.
Images of luminous angels and celestial chariots are only likely to confuse us,
since we will be tempted to imagine that that’s what heaven is actually like,
and in fact we cannot possibly conceive of what heaven is like. Instead, effective
symbols are, like the original symbolon, homely objects selected apparently at
random; often, ugly, ridiculous things, whose very incongruity reminds us that
they are not God; of the fact that God “transcends all materiality,” even as,
in another sense, they are God.157 But the notion that they are in any sense
tokens of agreement between equals is gone entirely. Symbols are gifts, absolute,
free, hierarchical gifts, presented by a being so far above us that any thought of
reciprocity, debt, or mutual obligation is simply inconceivable.158

Compare the Greek dictionary above to the following, from a Chinese dic-
tionary:

FU. To agree with, to tally. The two halves of a tally.

• evidence; proof of identity, credentials

• to fulfill a promise, to keep one’s word

• to reconcile

• the mutual agreement between Heaven’s appointment and hu-
man affairs

• a tally, a check

• an imperial seal or stamp

• a warrant, a commission, credentials

• like fitting the two halves of a tally, in exact agreement

• a symbol, a sign. . . 159

The evolution is almost exactly the same. Like symbola, fu can be tallies,
contracts, official seals, warrants, passports, or credentials. As promises, they
can embody an agreement, a debt contract, or even a relation of feudal vas-
salage—since a minor lord agreeing to become another man’s vassal would split
a tally just as he would if borrowing grain or money. The common feature
seems to be a contract between two parties that begin as equal, in which one
agrees to become subordinate. Later, as the state became more centralized, we
mainly hear about fu presented to officials as a means of conveying order: the

157Pseudo-Dionysius, On the Celestial Hierarchy 141A-C. On Dionysius’ theory of symbolism
in general, and its influence, see Barasch 1993:158-80, also Goux 1990:67, Gadamer 2004:63-64.
158He calls them, like communion, “gifts that are granted to us in symbolic mode.” On the

Celestial Hierarchy 124A.
159Mathews 1934:283. Compare the definition of symbolon:

– tally, i.e. each of two halves or corresponding pieces of a knucklebone or other object,
which two guest friends, or any two contracting parties, broke between them, each party
keeping one piece, in order to have proof of the identity of the presenter of the other.

– of other devices having the same purpose, e.g. a seal-impression on wax,

∗ any token serving as proof of identity

∗ guarantee

∗ token, esp. of goodwill

After Liddell and Scott 1940:1676-77, without the examples, and with the Greek words for
“knucklebone” and “guest-friend” rendered into English.
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official would take the left half with him when posted to the provinces, and
when the emperor wished to send an important command, he would send the
right half with the messenger to make sure that the official knew it was actually
the imperial will.160

We’ve already seen how paper money seems to have developed from paper
versions of such debt contracts, ripped in half and reunited. For Chinese theo-
rists, of course, Aristotle’s argument that money was simply a social convention
was hardly radical; it was simply assumed. Money was whatever the emperor
established it to be. Though even here there was a slight proviso, as evidenced
in the entry above, that “fu” could also refer to “the mutual agreement between
heaven’s appointment and human affairs.” Just as officials were appointed by
the emperor, the emperor was ultimately appointed by a higher power, and he
could only rule effectively as long as he kept its mandate, which is why propi-
tious omens were called “fu,” signs that heaven approved of the ruler, just as
natural disasters were a sign that he had strayed.161

Here Chinese ideas did grow a bit closer to the Christian ones. But Chinese
conceptions of the cosmos had one crucial difference: since there was no empha-
sis on the absolute gulf between our world and the one beyond it, contractual
relations with the gods were by no means out of the question. This was particu-
larly true in medieval Taoism, where monks were ordained through a ceremony
called “rending the tally,” ripping apart a piece of paper that represented a con-
tract with heaven.162 It was the same with the magical talismans, also called
“fu,” which an adept might receive from his master. These were literally tallies:
the adept kept one; the other half was said to be retained by the gods. Such
talismanic fu took the form of diagrams, said to represent a form of celestial
writing, comprehensible only to the gods, which committed them to assist the
bearer, often giving the adept the right to call on armies of divine protectors
with whose help he could slay demons, cure the sick, or otherwise attain mirac-
ulous powers. But they could also become, like Dionysius’ symbola, objects of
contemplation, by which one’s mind can ultimately attain some knowledge of
the invisible world beyond our own.163

Many of the most compelling visual symbols to emerge from medieval China
trace back to such talismans: the River Symbol, or, for that matter, the yin-yang
symbol that seems to have developed out of it.164 Just looking at a yin-yang
symbol, it is easy enough to imagine the left and right (sometimes, too, called

160Rotours 1952:6. On fu (or qi, another name for debt tallies that could be used more
generally for “tokens”) more generally: Rotours 1952, Kaltenmark 1960, Kan 1978, Faure
2000:221-29: Falkenhausen 2005.
161There is a curious tension here: the will of heaven is also in a certain sense the will of the

people, and Chinese thinkers varied on where they placed the emphasis. Xunzi, for instance,
assumed that the authority of the king is based on the confidence of the people. He also
argued that while confidence among the people is maintained by contracts ensured by the
matching of tally sticks, under a truly just king, social trust will be such that such objects
will become unnecessary (Roetz 1993:73-74).
162Kohn 2000:330. Similarly in Japan: Faure 2000:227.
163In the Encyclopedia of Taoism they are described as “diagrams, conceived as a form of

celestial writing, that derive their power from the matching celestial counterpart kept by the
deities who bestowed them” (Bokenkamp 2008:35). On Taoist fu: Kaltenmark 1960; Seidel
1983; Strickmann 2002:190-91; Verellen 2006; on Buddhist parallels, see Faure 1998; Robson
2005.
164Sasso 1978; the origins of the yinyang symbol remain obscure and contested but those

Sinologists I’ve consulted find this plausible. The generic word for “symbol” in contemporary
Chinese is fúhào, which is directly derived from fu.
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“male” and “female”) halves of a tally.

A tally does away with the need for witnesses; if the two surfaces agree,
then everyone knows that the agreement between the contracting parties exists
as well. This is why Aristotle saw it as a fit metaphor for words: word A
corresponds to concept B because there is a tacit agreement that we shall act as
if it does. The striking thing about tallies is that even though they might begin
as simple tokens of friendship and solidarity, in almost all the later examples,
what the two parties actually agree to create is a relation of inequality: of debt,
obligation, subordination to another’s orders. This is in turn what makes it
possible to use the metaphor for the relation between the material world and
that more powerful world that ultimately gives it meaning. The two sides are
the same. Yet what they create is absolute difference. Hence for a medieval
Christian mystic, as for medieval Chinese magicians, symbols could be literal
fragments of heaven—even if for the first, they provided a language whereby one
could have some understanding of beings one could not possibly interact with,
while for the second, they provided a way of interacting, even making practical
arrangements, with beings whose language one could not possibly understand.

On one level, this is just another version of the dilemmas that always arise
when we try to reimagine the world through debt—that peculiar agreement be-
tween two equals that they shall no longer be equals, until such time as they
become equals once again. Still, the problem took on a peculiar piquancy in
the Middle Ages, when the economy became, as it were, spiritualized. As gold
and silver migrated to holy places, ordinary transactions everywhere came to be
carried out primarily through credit. Inevitably, arguments about wealth and
markets became arguments about debt and morality, and arguments about debt
and morality became arguments about the nature of our place in the universe.
As we’ve seen, the solutions varied considerably. Europe and India saw a return
to hierarchy: society became a ranked order of Priests, Warriors, Merchants,
and Farmers (or in Christendom, just Priests, Warriors, and Farmers). Debts
between the orders were considered threatening because they implied the poten-
tial of equality, and they often led to outright violence. In China, in contrast,
the principle of debt often became the governing principle of the cosmos: karmic
debts, milk-debts, debt contracts between human beings and celestial powers.
From the point of view of the authorities, all these led to excess, and potentially
to vast concentrations of capital that might throw the entire social order out
of balance. It was the responsibility of government to intervene constantly to
keep markets running smoothly and equitably, thus avoiding new outbreaks of
popular unrest. In the world of Islam, where theologians held that God recre-
ated the entire universe at every instant, market fluctuations were instead seen
as merely another manifestation of divine will.

The striking thing is that the Confucian condemnation of the merchant and
the Islamic celebration of the merchant ultimately led to the same thing: pros-
perous societies with flourishing markets, but where the elements never came
together to create the great merchant banks and industrial firms that were to
become the hallmark of modern capitalism. It’s especially striking in the case
of Islam. Certainly, the Islamic world produced figures who would be hard to
describe as anything but capitalists. Large-scale merchants were referred to as
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sāhib al-māl, “owners of capital,” and legal theorists spoke freely about the cre-
ation and expansion of capital funds. At the height of the Caliphate, some of
these merchants were in possession of millions of dinars and seeking profitable
investment. Why did nothing like modern capitalism emerge? I would highlight
two factors. First, Islamic merchants appear to have taken their free-market ide-
ology seriously. The marketplace did not fall under the direct supervision of the
government; contracts were made between individuals—ideally, “with a hand-
shake and a glance at heaven”—and thus honor and credit became largely in-
distinguishable. This is inevitable: you can’t have cutthroat competition where
there is no one stopping people from literally cutting one another’s throats.
Second, Islam also took seriously the principle, later enshrined in classical eco-
nomic theory but only unevenly observed in practice, that profits are the reward
for risk. Trading enterprises were assumed to be, quite literally, adventures, in
which traders exposed themselves to the dangers of storm and shipwreck, savage
nomads, forests, steppes, and deserts, exotic and unpredictable foreign customs,
and arbitrary governments. Financial mechanisms designed to avoid these risks
were considered impious. This was one of the objections to usury: if one de-
mands a fixed rate of interest, the profits are guaranteed. Similarly, commercial
investors were expected to share the risk. This made most of the forms of finance
and insurance that were to later develop in Europe impossible.165

In this sense the Buddhist monasteries of early medieval China represent the
opposite extreme. The Inexhaustible Treasuries were inexhaustible because, by
continually lending their money out at interest and never otherwise touching
their capital, they could guarantee effectively risk-free investments. That was
the entire point. By doing so, Buddhism, unlike Islam, produced something very
much like what we now call “corporations”—entities that, through a charming
legal fiction, we imagine to be persons, just like human beings, but immortal,
never having to go through all the human untidiness of marriage, reproduction,
infirmity, and death. To put it in properly medieval terms, they are very much
like angels.

Legally, our notion of the corporation is very much a product of the European
High Middle Ages. The legal idea of a corporation as a “fictive person” (persona
ficta)—a person who, as Maitland, the great British legal historian, put it, “is
immortal, who sues and is sued, who holds lands, has a seal of his own, who
makes regulations for those natural persons of whom he is composed”166—was
first established in canon law by Pope Innocent IV in 1250 ad, and one of the
first kinds of entities it applied to were monasteries—as also to universities,
churches, municipalities, and guilds.167

The idea of the corporation as an angelic being is not mine, incidentally.
I borrowed it from the great medievalist Ernst Kantorowicz, who pointed out
that all this was happening right around the same time that Thomas Aquinas
was developing the notion that angels were really just the personification of
Platonic Ideas.168 “According to the teachings of Aquinas,” he notes, “every

165Insofar as I’m weighing in on the “Why didn’t the Islamic world develop modern capi-
talism?” debate, then, it seems to me that both Udovitch’s argument (1975:19-21) that the
Islamic world never developed impersonal credit mechanisms, and Ray’s objection (1997:39-
40) that the ban on interest and insurance was more important, carry weight. Ray’s suggestion
that differences in inheritance laws might play a role also deserves investigation.
166Maitland 1908:54.
167Davis 1904.
168In the Platonic sense: just as any particular, physical bird we might happen to see on
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angel represented a species.”

Little wonder then that finally the personified collectives of the
jurists, which were juristically immortal species, displayed all the
features otherwise attributed to angels. . . The jurists themselves rec-
ognized that there was some similarity between their abstractions
and the angelic beings. In this respect, it may be said that the po-
litical and legal world of thought of the later Middle Ages began to
be populated by immaterial angelic bodies, large and small: they
were invisible, ageless, sempiternal, immortal, and sometimes even
ubiquitous; and they were endowed with a corpus intellectuale or
mysticum [an intellectual or mystical body] which could stand any
comparison with the “spiritual bodies” of the celestial beings.169

All this is worth emphasizing because while we are used to assuming that
there’s something natural or inevitable about the existence of corporations, in
historical terms, they are actually strange, exotic creatures. No other great tra-
dition came up with anything like it.170 They are the most peculiarly European
addition to that endless proliferation of metaphysical entities so characteristic
of the Middle Ages—as well as the most enduring.

They have, of course, changed a great deal over time. Medieval corporations
owned property, and they often engaged in complex financial arrangements, but
in no case were they profit-seeking enterprises in the modern sense. The ones
that came closest were, perhaps unsurprisingly, monastic orders—above all, the
Cistercians—whose monasteries became something like the Chinese Buddhist
ones, surrounded by mills and smithies, practicing rationalized commercial agri-
culture with a workforce of “lay brothers” who were effectively wage laborers,
spinning and exporting wool. Some even talk about “monastic capitalism.”171

Still, the ground was only really prepared for capitalism in the familiar sense of
the term when the merchants began to organize themselves into eternal bodies as
a way to win monopolies, legal or de facto, and avoid the ordinary risks of trade.
An excellent case in point was the Society of Merchant Adventurers, charted by
King Henry IV in London in 1407, who, despite the romantic-sounding name,
were mainly in the business of buying up British woolens and selling them in
the Flanders fairs. They were not a modern joint-stock company, but a rather
old-fashioned medieval merchant guild, but they provided a structure whereby
older, more substantial merchants could simply provide loans to younger ones,
and they managed to secure enough of an exclusive control over the woolen trade
that substantial profits were pretty much guaranteed.172 When such companies

a nearby fruit tree is merely a token of the general idea of “bird” (which is immaterial,
abstract, angelic), so do the various physical, mortal individuals who join together to make
up a corporation become an abstract, angelic Idea. Kantorowicz argues that it took a number
of intellectual innovations to make the notion of the corporation possible: notably, the idea of
the aeon or aevum, eternal time, that is, time that lasts forever, as opposed to the Augustinian
eternity which is outside of time entirely and was considered the habitation of the angels, to
the revival of the works of Dionysius the Areopagite (1957:280-81).
169Kantorowicz 1957:282-83.
170Islamic law, for instance, not only did not develop the notion of fictive persons, but

steadfastly resisted recognizing corporations until quite recently (Kuran 2005).
171Mainly Randall Collins (1986:52-58), who also makes the comparison with China; cf.

Coleman 1988.
172See Nerlich 1987:121-24.
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began to engage in armed ventures overseas, though, a new era of human history
might be said to have begun.


