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Hel COMPETITION FOR SALES FORLES
BOONCMIC INTEREST DOWH TO ZERD

{Talk delivered by M. 8. Luric st & meeting May 26, 1956 of the Hemry
George School of Social Science at Monlreal, Quebset)

b fow months ago [ heard Me. Williow Backley, Jr. {(sothor of "God and Men ab Yala®)
stewt his tolk at tho Hogvord Low School Ferue in Combridge, Moss. by soying: Yeouy
probably expecl me bo say somcthing eubrogoous -~ = = 1 sholl try to obligo. So,

with 1ittlc modesty, 1'11l start by scying that you probobly expoclt this discussicn
of cooncmie interost to bo cbstrusce and pondorous - - » I shall try not to oblige.

Sofore plunging ifnto the subjoet, I werld 1ike fo stobe thot in my oplnion Goorge's
proposal or remody iz anfficiont wnto itsclf, regerdless of our Aifferencos o8 to
whother pure economic intercst exists or nob, snd 1f decmed to oxist, our giffor=
onces ne to its cause end lew. George, to borrow from the languoge of Mp. Jobn

8, Codmen, long the doan of the Henry George movement in Boston, secks to abolish
the contimuous robbery of oll of us, which robbery is due to our permitting the
private sollaction of & sensiderable part of rental velucs, thus dopriving the
compunity of its proper souree of povenus, and sonsing the different brenches of
sowernment unnecessorily %o sonfisente ever larger portions of the products of our
isboy in boxstion. Stated in this menner 3% is scen thot the essence of George's
proposal lies In asserting the individusl pight to the full product of his labor,
and the sommunity's right to the bountles of nature by the teking of rentel walues
for public uses. Wnether the belonce of the product, nfter deducting rental value,
is #11 wages or bolh weges mnd interest, is o separabe problem that needs O e
solved if one is seeking s more couplete and selentific theorsticsl foundation of
aocnomies.

T Gpink thot mest of us weuld like %o find the answer to the guestion of econcale
ipterest. And the snswer that I hawe come to accepl - though 1t scemed fentestle
when the ides wes first brought to ny abiention - throws a fleod of light all over
the econonic ficld mnd enswers meny othor econcnle questions. :

Tet us begln by going beck to the definition or the cencept of sconomie interest.

1 don't went to be o perfectionist - o person who hes been defined as one who tekes
infinite paing and glves then Lo everyous around him. It seems to me that mach of
enry 4iffiouity Lies in ocur failing to keep in mind ell nspects of this concepl.
George ealls ioterest as wsll ae weslin sbestragt terms, by which be means thet he
ig tolking of o cotegory or a class, gistinguished by certain common guallities,
peculisy to each class. '

L4 times we moy Find it convenient and helpful to dlscuss individusl ezamples of
wealth or intevest, tut it is important that we keep fn mind that we are gacking
informetion ss bo the totality of the items included in enoh concept. dWhen the
whole of econcnic inberest is considered, the premium for visy is gancelled oul,
for what one geins snother Loses, snd in the suomation these offsel ench other.
When we consider individual expmples, thers muet first e o deduction of the
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rramium for risk which everyone sgrees 1s at least n congidersble perd of individusl
copmereial travsactions in which interest iz considered te bes drvolived.

Thera is apnother aspect of the concept of economic interest that reguires congider.
ation. George, in Progress and Foverty, pege 156, says: Intersst "impliss the
return for the use of capiial, exclusive of any labor in its use or management,

and exclusive of eny risk, except such ag may be involved in the gecurity.¥ What
does he mean by excepling "the risk That may be involved in the gecurity®? This

iz understendable cnly in special cases, such as eggs or gold, which can be dupli-
cated in practicelly identicel form at any fubture date {vr at least in the nesr-
future), but it is not clear in the case of machines, mebals, textiles or inventory
in general. The new products are not like the old becanse of improvemenis in
technology. The originel plece of capital may not be duplicated at a later date
bacause it is outmoded and would have little vaiue., BSome decision, therefors, has
to be reached as to the definition and messurement of replacement of capital which
must first be recovered before there can be sconomic intersst,

Lf thers were such a thing ag & constant dollar (commodity price indszes are often
used to define a congtant dollar, but these indexes are many and srbitrary sstimstes
which bresk down over long periods of tine)}, we could use dollar velues to measure
replacement., Gold would undoubtesdly be a betier measure than deollars, judging by
gvents in our own lifetime as well as the historical record of money, but I think
that the besl theorsticel unit would be some labor unit., Karl Herw and John May-
nard seynes proposed dsbor units, and aithough I think their conclusions completely
fallecious, it sesms bo ms that & labor unit doss have the essence of whab we sre
docking for,

To illustrate: 1if I losned 000 to s producer or snberpreneur who used it to buy .
machinery or inventory at s time when unskilled laber in his arss was getting 75¢
an hour; and if I got back a certain number of dollars some yesrs later, when une
skilled labor was getting 90¢ an hour, or 20% more, then I should get st least
$1200 to replace the origingl cepital before I sould begin te get any economic ine
terest. It is true that such & unit ag an hour of lessteskilled labor is diffiecult
to define acdurately and to messure with precision, but this is not a perfect world
znd the best we can do is Yo get the closest approximation for cur purpose.

Cne mors point in connsction with Ceorge's concept of ccconomic intevest: he stetes
explicitly thal he is discussing what takes place in a free markebt, the resgult of
voluntary trading vhere there is no mosopoly or privilege, and this must elways bte
kept in mird, o

What we are thinking of then, in comnsction with the concept of cconomic interest,

ig the changing configuretion of wealth that is being produced and simultansously
being distribuled in a free markst to the owners of land, labor and capital. Just

as in physies, one theorizes about a perfect gas or a frictionless surface, with sese
valuable resulis in application (though there is no perfect gas or frictionless
surface}, we are considering economic interest in a perfectly competitive sociely,

Yo are trying tu determine vhether or not under these circumstances there would be
anything over replacement sud wages received by the owners of capital. The im-
perigctions of compeiition may yield a peyment which is in the nature of sccidehe

tal gains or losses,

The first step would be a demomstration that interest exists. This is the first
question, completely ignored by practically all econwaistse, including George, who,
assuming that interest exists, sought its csuse and its law.
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Most of those who tske positive inbervest for grented beg the guentis
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sompbion thot a dollar today is more valuable than Just as wig 2 lar g ysar
iodoy - thervefore he who lends o dollar's worth of capitel today would vob consider
doing so unless he could get more than a dullar in return abt a later date. Ubhere
vwise, the ressoning goes, he would not save the dollar, or « if he did - he would
not land it .

Vare sgain, George, while discussing the failure of abstinence to explain interssi,
iasdvertently supports the positicn that it is difficull to preserve wealib even
without interest and without risk. To quote from Progress and roverty, page 1763
W{f 4% be seid that in lending it I do the borrower a serviee, il mey be replied
that he aslso doss me a service in keeping it gafely - & service that under some cone-
ditions may be very valuable, znd for which I would willingly pay, rabher than not -
have it; end & service which, ns to same forms of capital, may be even more abvisusg
than as to monsy. For there are many forms of capibal which will not keep, tut mus?
be constantly remewed; and many which are conercus to meintein if one has no lmediate
use for them. 8o, if the accumulator of capital helps the user of capital by lcan-
ing %t to him, does not the user dischsrge the debt in full when he hands it back?
Is not the secure preservation, the maintenance, the re-creabion of eapital, & cofi-
plete offset to the use? Arcumulation is the end and aim of abstinence. Abstinence
con go no Purther and accomplish no more; nor of itssif can it even do this. I wa
were merely to abstain from using it, how much wealth would dissppear in a year!l

And how little would be left at the end of two years! Hence, if more is demanded
than the safe reburn of capital, is not labor wronged? Such ideas as these underiie
the widespresd opinion thabt interest cen sccrue only at the expense of labor, and

is in facht o robbery of labor which in 2 sccisl condition based on justice would be
acolished.®

Thers are many reasons why people try to preserve part of the wealth they earn.
Thess sre emumersted in a similar menner in most textebooks. J. . Keynes lists
them in a picturesque Bunyan style zs the motives of Frecantion, Foresigat, Galw
culetion, Improvement, Independence, Enterprise, Fride and #Avarice. Keynes adds
what most writers do not smphesise - the motives of tusiness to accumuiste: more
sapital for investment in plant and supplies, better liquidity, invegtment in
securities to obtain & more constant income to sbebilise the fluctuating income in
it oun operabions, and prudent writing off of fixed essets ag they deprsciate.

Beb seldom does the emphasis sppesr where it should sppesr, Business men have no
cholce, They must sugment their capitsl in order to compete and to survive with
changing conditions. They won't even get their wages unless thelir equipment and
dnverntory are adequate for their particular level in a competitive world, wihich ig
always changing technologically.

If, then, thers sre many who wish to preserve part of their earnings, if wproducers
must maintain snd omprove their capital facilities just to compete regardless of
interest, if there is gemuine compstition and a never-ceasing pressure to lncrease
onets salss, if prices ars forced down by compelition go that there are many mar-
ginal enberprises which just barely yield marginal wages, then there iz no economie
intersst. Those which earn move are those with a bigher quality of menegement,
which is labor. Thers is no remson why we should essume thet after the dedustion
of rent there i1z left enything more to the lesst skilled laborer than subsistence
and anything more to the owner of capital than replacement. A grester deduetion
mekes it impossible for labor to continue or capital to be maintained so that cole
petitive pressure downward must bring economic interest to its lowest point which
is zero.
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Those who do not bave capital end need it are these to whom 1t 1s righy to lend.

Wnare the safely is relatively high, the rate Is relatively low, ot theve ip ale

weys some risk involved and some labor in the mansgement of capital.

A trust company officer ouce Jocularly remarked thaet the functlon of his company
- ~ = n ity care, And

i W eed Kmile w8
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wag, with dignity and grace, slowly to dissips
people in older countriss, who have learned from longer experience than curs hoy
money detericorates, will not give up their gold, b keep 1t burfied in secrst
hiding places as the best way to preserve part of their earnings ignoring interegh.
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T would like to sum up some of the significant conclugiong and implications of the
acceptapee of the conclusion that purse econcmic intersst is zero:

1} By removing the distinction between weallh and capital, thus elimingting many
thorny questions of exact definition {vhere none seems possible anyway), it simpli=
fies the study of economics, and mokes Georgze's proposal sasier to understand .,

2 It refutes Marx's doctrine of surplus value - because there is nothing left to
producers whoe have no privileges sxcept wages they have earned.

3} Land and lebor are like atoms, and wealth is like mclecules, combinetions of
phems, Logieally, thevefore, rent and weges ave like atoms, sgch conteining

no part of the other, but intersst mist really be rent and wages, just as wealth
or capital is really lsnd end labor.

4} Prom the point of view of justice as that condition in which ne one obbains
semething for pothing, which must be taken swey from scmebody else, the swislence
of interest ssserts the necessary condition of & perpstusl incoms withoub labor
or risk to someons who merely is the owner of & large amount of wealth.

Justice is the primary reason our efforts are made to spread George’s reasoning
snd remedy. The non-existence of interest removes the last cbetacle to a2 unified
and consistent theory that is in accordance with our perceptions of logic and
Justice. '



