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ON THE IMPORTANCE OF CLASSICAL POLITICAL ECONOMY - 1
A discussion of the science as practiced by MHenry Ceorge In the nineleenth century ‘
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LAMBERT:
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HUDSON:

DODSON:

LAMBERT:

Discussions on Hemry George do not generzliv focus on his coniributions to economics =5 a science.

- Georgists terid to concentrate o his ideas about land monopoly, land tenure and taxation. We are

going o broaden this discussion as far as it can be tzken based on our perception of what Is involved
inthe subject. t 8m going o lead and participate in this discussion. My name, for those who do not
know me, is Ed Dodson. | am a trustee of the Henry George School in New York and am currently
its President. And, | have more than a passing interest in this subject because | am working on a
book, so | hope to learn from my fellow discussants and from the audience. Perhaps | will come
away from this discussion with some ideas of what to write about that | can steal from them. We will
talk for forty-five minutes and then open this upto audience-participation.- We hope this will be
entertaining and enlightening as weli. With that, ] am going to ask each of our discussants to re-
introduce themselves to you.

! am lan Lambert. | am an attorney at law down in the Cayman islands. | have been coming to.
‘Georgist conferences since 1989 in Philadelphia, and | am one of the founding members of the
Congress of Political Economists. -

tam Nicholas Tideman, professor.of ecanomics at Virginia Polytechnic Institute and State University.
I am also a fourth generation Georgist. My great grandfather came to this country without knowing
how to speak English. But he asked another Swede how to learn to speak English. That Swede
suggested he read the Standard because of the excelient English in it, and so my great grandfather
picked up Henry George's meaeaiong with msi:ngiisn And, they nave been iransmitted through the
family ever since. R AR T T ..’»..4"-,; L
1 am Michael Hudson. | am Research Director of the Henry George School. My background is mainly
in financial analysis. | came to New York in.1960 and spent four years as economist with a savings
bank analyzing how property prices-were a function of financial flows arjd distinguishing between
savings banks, commercial banks; S&Ls:and financing real estate. | went to. work for Chase
Manhattan Bank as a balance of payments ana!yst and mostof my work since that time has been
on international flow of funds, balance of payments and domes’ﬁc flow of funds analysis.
1l in l o

Let me open this drscussron by saymg that I started out teachrng Henry George s work at the Henry
George School in Philadelphia,. And, for those of you who have had that experience as either a
teacher or a student, you know that the School teaches the full system of production and distribution
that Henry George wrote about — the laws of production and distribution which he describes as "laws
of tendency.” There has been a lot of academic evaluation of Geaorge's writings, and the bottom line
seems to be that while economists and others support his analysis of the laws of rent and wages,
there is a ot of criticism of George and his law of interest. That is where | would like to start, by
throwing out to our discussants a question to respond to; that is, do you think based on your
understanding of George that he gave us a good picture of how the fundamental laws of production
and distribution work and, in parhcu]ar what do you thlnk about his analysrs of the law of interest?
{ think a fot of people do not rea!aze that George s who!e theory of poimcai economy ‘evolved over
time. And, what he ended up with in his final book, which-he never;actually completed but aimost
completed (the Science of Political Economy) had the same essential framework but in many
respects was very different from what he had in Progress and Poverty. Progress and Poverty is the
book that everyone has read and everyone knows. And, in particular, it seems to be the only book
that known Georgist economists touch on. in there, George has what he calls a "natural fructification
theory” of interest. But, by the time he has got to the.Science of Political Economy, he has really
changed that and doesn't talk a great deal about interest. For the fir=t time, he started to talk about
credit— and implicitly about ime preference, and he is going towards a much more Austrian theory
of interest which is related to ime preferences., -, - 1, g

. Now, [ think it is a great tragedy that theory was not workeo out more fulty, because people
constantly go back to his original observation and then dismiss it out of hand. | think there is a great
deal in the Science of Political Economy which hadn't really beenteased out. The way | describe it
is that there are a great many unpolished gems there. You keep stumbling over those which are
almost liké throw-away lines.-And, | genuinely feel that if he had lived another ten years he would
have polished up a number of those and would have taken his system of political economy in a way
in which it would have addressed credit, banking, money markets and dealt with the growth of
national debt on money rnarkets and things like thata lot further,- - . &, .
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A discussion of the sclence as practived by Henry Geome in the nineteenth century
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A hundred years ago when Henry Geolge wrote, the Engiish ianguage was used differently than its
is today. If you read the works of anyone who wrote at that time, they used the word "interest”
ambiguously. They used it boih o describe the money interest earned and accruing on money
capital and they also used it to mean profit. For instance, the Austrian who wrote about capital and
interest was really referring to profit. This made people who earned money interest real happy
because by justifying the profits that the entrepreneur made undertaking physical investments, they
somehow got a free ride on what they did which was money stipulated in advance. No ecenomist at
the time really made much of a difference in this even at the other end of the political spectrum. Karl
Marx in the third volume of Capital wrote that, of colrse, there is a distinction between money capital
and interest, but he believed that the growth of money infefest,and financial capital — if everything

- would be consumed by industriat capital as would rent in the aggregate as land would be converted

into capital — that none of this would be a problem in the industrialized countries. Nobody was

_making the distinction that we see coming.to be made in the twentieth century. . ...

Michael has mentioned the Science of Political Economy. In addition, George has an entire chapter
in Social Problemns on the national debt, and he developed what he called "fictive” capital. This is a
wonderful word because it shows that. Gearge saw.there was a difference between. physical capital
and money capital. Money capital riding on the shoulders, not uniike the industrial capital investors,
but also on the landlord. And, nobody of his time denounced national debt as more of a fraud, more
a parasitism and a rip-off than Henry George. The landlords which managed to load down the
ratepayers with bonds and interest. So, we see policies developed in the late 1880s and early 1890s.
George was writing at a time when America almost entirely paid off its national debt. So, Henry

- George comes to Europe. He is listened to by the land reform league, and others listened to what

he said. Then, they all asked what about debt? George responded that debt was not a problem in
America. But, the Europeans said it certainly is a problem here. Debt ends tp loading down the

+ economy with taxes and basically the tax growth in Europe was a function of national debt incurred

in wars. Neither of these are part of the productive system. They were part of the parasite system
iiving off production. Yet nobody at that time drew the conclusion that actually these were claims on
production. So, | think the results of that — if you want to carry forward George's spirit — you have to
develop these strains that he began to develop and see where they lead today, where no one a
hundred years ago would have believed. Everyone, no matter where they stood in the political
spectrum a hundred years ago thought things would turn out naturally, for the best and well. Nobody
saw that there were many ways of being unnatural and that what we live in foday is certainly
unnatural and is not only an unnatural economy but one in which the problems no one anticipated
to the degree they have developed. " L o s :

l'am zfraid it has been too long since | have read the Science of Political Economy. | really cannot
add anything to what these gentlemen have said. L :

. P P T PO v K .:..E,._‘_" Lo - ‘
DODSONT™"Would you add yoli "peispective "on Geoige's ‘overall"System? How does i square with your
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understanding of economic principles and economic science? Do you feel as though he basically
got it right, and we are in need of fine-tuning his work, or are there elements in this that are
fundamentally offthe mark? , . - -, .| : N -

When George was teaching himself economics, economics was just on the verge of some important
new insights into how prices are determined, particularly prices for products and how the output is
divided among wages, rent and interest, in economics this is called the "marginal revolution,” and
it occurred in the 1870s. And, George relied on the ideas of Ricardo and to some extentthose of
John Stewart Mill, and there really wasn't anything ‘wrong with what Ricardo and Mill said, but the
ideas that were new in the 1870s in economics provided an important generalization of the problems
that rent is determined by the output on marginal land. i generalized that idea to show how you could
look at prices o& products generally and prices of factors of production as determined by what
happened in marginal circumstances. And, | think that it is unfortunate that Henry George did not
absorb that new learning that was occurring at the same time he was writing, because it created a
guif between him and other economists. But, at the same time there isn't anything wrong with what
George did. He just did not absorb the generalization of the ideas that other economists were
working on at thattime. . .- S '

T ..8 iy .
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Vwsousld Qr’s%y ackd one %hlnn and that ik that there wers thres seonomiste whe snde_ srrie mf!y worked
on margina! uillity theory and carmg up with roughly corresponding theories, One was the historian
Kar Menger, the second the Englishman Sianley Jevons, and the third was Leon Wzlrus, the
Frenchman. And, he [Walrus] in fact — although he did rot call himself a Georgist — specifically was
very miich a proponent of land value taxaiion. But, as Nic Tideman rightly said, one of the probiems
that George had inthe Science of Political Economy is that the Austrians who we know were writing
in the 1870s had almost none of their publications in English, so that when he is talking about

Austrian theory in there (he doesn't talk for very iong) he.is talking about such ideas as he knows
from sennndary wrifinos, A‘nr-l Tthink there'ig a’ nnmunn mlsnndnrs’tandmn there bacause he did not
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have more writings in English; and, vice verse, | do not think any of the Austrians had George's
writings in German. :

! would mention the gap that has certainly grown up and widened between George and the other

‘economists. And yet, at the time John Stuart Mill supported the idea of land value taxation, he said:

"here are people getting an unearned increment,” as did Woirath (sp?). Ever since, as | am sure
most of you know from the mailings, many, many economists have endorsed taxing the land
because you tax the unearned increment. And.yet, they ate not very interested in this. They grant that
the principle is right, but they all had reasons for believing it is not as important as the other things
that they have studied. So, what had begun as a central point of econormics — through Ricardo and
many others — the tendency for unearned increment to crowd out earnings, for unproductive income
to crowd out productive incorné — has beer dropped by modern economists.

Everything has been homogenlzed to a large degree. And, the fact that the Georgists are one

of the few people retaining the classical distinction between productive and unproductive income --
or earned and unearned — had lead to this dwergence and it has hot been put back together.
I hate to take excepﬁon Mrchae[ to your statement that John Stuan MHI supported a tax on land. One
might remember the qualifi oaﬂoh from.what you said. And that.is, John Stuart Mill said it was guite
alnight to tax addiions fo land value but you should not tax the starting land value. [ think this inability
to deal with the injustice of the past is something that pervades the response to Henry George. |
think, as Henry George said, recognizing that land is our. common heritage is very much like freeing
the slaves. It is something that people find hard to realize is right because there is such strong self-
interest involved in continuing to see the world in such terms as allow you to continue to get what you
get without any work. And, | thmk that John Stuart Mill couid not overcome that, and it is important
o reccgnize that.

Ithink more he was being poiftical. He realized well we cannot take away the vested interests as they
are. We can't come right out and take what they already have. At least lets stop them fro getting any
ficher, and | think there were discussions at the time that may be after a hundred years we get to take
it back. They wanted ... fo tax the future increment in land value for society. That logically implies that
the point does not have qmte the public Eegmmacy of other forms in this country

There are times when | have taken that tact, and | thmk itis wonh deve!opmg ;ust a little bit further.
It is worth realizing now that if our forbearers had gotten John Stuart Mill's agreement or the
agreement of society then that they would only let land; rent be collected for another hundred years
that by now we would be done. Maybe what we should do is iry to get people to agree that, suppose
we were designing society for a hundred years from now, what rules would you want, or a thousand
vears from now? Pick some fime that is long enough in advance that. they are not going to be
concerned about the problem of transition. And then, after you get them to agree what the idea looks
like, then ask them what Is the most appropnate transﬁson hme : ‘

Or, what if you asked: Suppose you were dessgmng perfect ru!es for a hundred years ago What
rules would have produced a. better today" o : .

b s e . Ty R
} am going to shift gears a !rttie bit taklng the prerogative of the moderator. And, the things 1 am
interested in talking about. We wili find out what you all think. L
|, as a practical person not really trained in economics but workmg in the housmg f inance sndustry
and business in general, | sort of observe how the market works, how people really react under
different conditions — what interest rates are in the market, what demand is for goods and services,
efc. And, one of the thrngs that | feelas though we write -about and need to talk about is the idea that,

f |
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with regarid to land, the price mechamsm does not work. Everyone who has had Economics 101 (or
102 or however high} gets iaught thal the price mechanism in a2 market economy'is the clearing
device, And yet, inventories run in the face of that to me. For example, individual companies have
a vested interest in keeping producing wights, whatever those wights are, and those wights hopefully
have a home. Atwhat price, the market will determine on a constantly changing basis. If the supply
of wights is very high and there are too many wights on the shelf, what happens to price? Price
comes way down. In fact, soime prices come all the way down close to zero even though the cost
of prodiicifig them was guité high. So, this element of the price mechahism clearing markets works
very well for things that we produce and which are-in a constant state of depreciation.

Wighits depreciate very quickly. Computers are a perfect example. Five years ago | boughtthe
best computer | could buy in the market and today — $6,000 later -- it is totally depreciated and
obsolete. | couldn't sell it for $200. There are computers hitting the market right now that will be

--obsolete-by-Christmas;-Hanukkah-or whatever-ethnic-holiday-you want to-chose: The land market

is in my view one exception. That the price méchdrism does not Witk with thie land 'market because
land doesn't depreciate; so, those with the deepest pockets in our society are able to keep land off
the market for the longest because they don’t need any cash fiow. That is my observation. | would
ask my discussants whetherthey think | am an the. maney, T e e ke

I think that you are on the right general track, but | would put it differently. The question is not
whether land is depreciable but whether land is producible, which is closely related but is not exactly
the same. That interacts with ahotherimportant aspect of the difference between the real world and
the idealized markets that economists'talk-about. Economists often assume that people will be able
to predict the future accurétely. And, that doesn't happen with land. The fact that land cannot be
produced makes it possible for people to have fantastic dreams about what land wilt be worth in the
future. Economic theorists sometimes refer o these as “bubbies ‘There was the great South Sea
bubble of about 1720 pr so. The tulip bubble. , .

A bubble Is a price that rises and nises for. no good reason but keeps on nsmg because rt is hard
to come up with stpply, io meet the rlsmg demand; and, people keep thinking that it will keep geing
up as it has in the past. People get these unreaiis’ec expectat;ons about land and it creates an
artificial scarcity of land and. mablhzy o get, iand for. produetive purposes: And then, -eventually you
have some kind of correction'to-people’s beliefs and a big crash. And; a lot of banks go out of
business, and we fax ourselves to bail them out, and things like that o

So, 1f there is an Important difference between land and other thmgs it has {0 do with the
combmatzon of the fact that land cannot be produced_and people develop unrealistic expectatlons
that get suppor’xed by markets for awhile and then we have these violent osc:ilatxons

itis an interesting thlng that Ed has raised i thlnk as a lawyer the comment [ would make 15 that
when you talk of land as a thlng that you can sort of give and take and use and transfer, butin fact
you cannot do any of those things with land. When we are talking aboutland in this sense, we are
really talking about rights.over fand, nght;to use land in Some particular way. And, those nghts must
have some time horizon. And, in the case of most freeholds, there is no ultimate time limit when you
lose the title. But, not all land rights are like that. You could take, for-example, a hotel room for an

“evening or a seat on an airplane. Now, those have a very short life span. : :

When you have a hotel room you are really taking a lease for some iand for twenty four hours,
And, itis effectively a perishable and the clearing mechanism that Ed was. descnblng does work to
some degree with things like that, We all know that it is quite:possible-to get standby tickets at
airplanes and hotels if you are prepared to go “right now” because any money made in the next
twenty-four hours is well worth it given that tomorrow hotel rooms for tonlght are already gone. So,
it does work in that sense. And, the reason it doesn’t work in relation to what we call the “land
market” is that it doesn’t work in relation to- {what effectively freeholds are) very long leases. But, if
this clearing mechanism takes time — this whole, element of things, being capable of being
reproduced, of being deprecxabie —they depremate or are capable, of being reproduced over time.
What Nic is talking about when he was talking about the tulip bubble is the fact that the tulip growers
cannot get tulips on the market fast enough to create the extra supply | because the demand has
grown absolutely crazy. So, it is al| related to time and what s the time horizon your land rights have.
Then, if you get toward near the end, when you run out, that clearing mechanism may start to work.
But it is never going to work for something that is an absolute fitle. -

When there is an infinite time horizon and land doesn’t deprec:ate and is not capable of being
produced.

b
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There is an accounting aspect to this. Any healthy society should be abie to have a statistical picture
of what is happening just as a-doctor when he takes a diagnosis takes the blood pressure and other
things. Land is not accuraiely reflected in our accounting system. Mor are the categoties that
economists use such as “rent” or “profits” or other categofties répresented by our accounting. The
result is that since the 1950s, actually the 1920s, you have had an entire profession of brokerage
house analysts scanning the balance sheets of corporations looking for undervalued property. And,
the main undervalued property there is, is land.

They want to look for a manufacturing company that has a whole factory that really should be
torn down and made into something other than a factory that is a-luxury development. As a matter
of fact, if there is no productive activity at all on the area it would be even better because he wouldn't
have the costs of tearing it down.

You cannot look at a statistical picture of the American economy and see {he under-utilization
of land because you wouldn't have a need for the wonderful professuon of analysts As a matter of

" fact, if you look at the employment of the United States since World War I, you would see that alt

the growth in employment has been in what is called the “fire sector” - finance, insurance and real
estate, all benefiting from this invisibie land appreciation process that doesn't seem to appear in
textbooks and has no. place.in.the econamic. curriculum. and.is_difficult.to locate in the national
income accounts. y

| think what Michael is referring to is the'source of leverage buy out activities that corporate raiders

have been so successful in taking advantage of. | was going to say “capitalizing on” but | would rather
say taking advantage of. It brings up the next subject that has always interested me. In'fact, the first
Georgist conference | attended | gave a presentation (I think it was in about 1884) on the “debt
bomb.” — the international debt bormb. What was going to happen. And, | was one of those who was
very pessimistic that the mtematlonal monetary system was on the verge of.collapse. Lo and behold,
the banks came upwrth a number of schemes that transferred debt from one to another and many
of them have managed to surv:ve e T

We — as we are in some respecls in my vaew the benefi csaries of the results of the fact that most
of the international debt was in dollar denominations, so the less _developed fourth world countries
who owed debt to banks had to sell everything they could — their land, their crops, whatever they
could get hold of to sell in order te raise revenue and pay the interest on their debt or restructure their
debt with banks or the IMF. This game seems to be continuing now, and many other countries seem
on the verge of very difficult economic circumstances because of the debt.

Some of us in the United States — not all economists — are very concerned that the nationai debt
of the United States is fast approaching $5 trillion, and that the interest on that debt resulis in heavy
taxation in order to maintain itin a constant refunding. | would ask our-panelists to give me their
thoughts on how important an-externality do they see national debt and what do they see as the

immediate consequences ofhldmg of this global probEem Lt

H ' " I 1. : )
| should probably speak ﬁrst beoause ] have wntten seven books on ‘the subject of thlrd worid deb.

A topic that once again does not appear in the economic curriculum — as a matter of fact it
doesn’t even appear on the side of the lender — | got involved in the subject in 1864, when | was
Chase Manhattan's balance of payments analyst, specifically dealing with third world countries. Every
study that [ did showed that there was nhot ability for any of these countries to:generate more revenue.
This made the international department head very unhappy, and the real estate man (who was
getting promoted) making all of these loans.

David Rockefeller then came in and replaced George Champton as head of the bank and said:
“ook, the State Department wants us to make this loan to Argentina. What.do you mean they cannot
pay?” We all went over fo the Federal Reserve in New York, and the Federal Reserve man said: “Mr.
Hudson, by your analysis, England_ is broke and cannot afford to pay.” And, | said [ cannot see how
it could. He said: "England has been broke since 1345. How has it paid? We have lent them the
money.” Of course. “And we have to keep lending the money to friendly governments so that they
confinue to pay. We want to be good citizens and make money at the same tims. We have a moral
responsibility.”

Well, David Rockefeller beheved in this. That was the yearthat his brother Nelson said that New
York State had a moral responsibility to repay the thruway bonds and real estate development
bonds. When they defautted two years later, he said: “Thank god we only have a moral responsibility
and not a legal responsibility.” Unfortunately, the banks were not ahle to ¢laim that when it came to
their loans to the third world countries. It was obvious from the very beginning that the third world
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could not repay their debts. That is why they took it on. The third world banks and the presidents of
their countries knew that the attempts to repay debt far beyond their ability to bzy would lead to a
currency flight. Countries like Argentina would simply print the local money — the pesos, they kept
changing the name of the money; but, whatever it was they would print as much as they needed to
raise the doliars at some price, to repay their creditors. Why did they do it? Were they crazy? Well,
not really. ,

Because they were not Argentina, or the third world as a whole, they were a particular class
within the couniry. And, it was very weil-known fo the banks and to the industrialists and to the rulers
that if you did print the money and ... your currency, that meant that iabor unionization was not really
a problem because what they were really devaluing was the price of your own labor. The price of
world raw materials were fixed in dollars. They remained constant. The only thing that you could
effectively devalue was labor. And, the mathod to devalue labor relative to other sources of

-production was to take on-debt so far beyond the capacity to do so that your currency depreciated.

The relationship between'débt and the abllity to' pay thiat your'got the disparity' that has lead to the
bubbles in some countries with regards to many of the other problems. To read the economics
books, you read a kind of Walt Disney story about why people borrower: they borrower because you
calculate how much you can afford.to.pay.and you are always able ta repay it. But, in reality, most
of the really dynamic changes in the world come from the inability to repay debt. Something
happens. Itis not well-known, for instance, that — well, many of you may be familiar with Malthus
comparing the arithmetic rate of increase to the geometric rate of increase in population. What not
many people know is that Malthus plagiarized this idea from a book by a friend of the American
revolution, a reverend Richard Price, who.was wiiting about England’s national debt, forecasting in
the 1770s with remarkable accuracy what would happen to the next 200 years (although he didn't
quite mean to do this). He pointed out that if you had a penny saved at 4 percent interest (at the time
itis price deferred), and you calculated it at simple interest, it would accrue to about 15 pounds; but,
if this penny accrued at compound interest (that is, if you reinvested the interest every year) the value
of this penny would be a solid sphere of gold extending from the sun out to the orbit of Jupiter.

e TN P

Then, I'lf blame my ancestors for failufe o properly invest.

That brings up a point. Obviously, somebody would save a penny at the time of the great spurt,
Somehow, nobody has a sphere of gold extending out to the orbit of Jupiter. Why is this? Well, Price
thought there was a wonderful way of repaying national debt. And, that we to start a sinking fund. You
woutd appropriate a million poungds and you-would just fet it accumulate at compound interest until
the magic of compound interest would repay the debt: Well, what England did was it had to go to war
with Napoleon, and it borrowed the money again and again for military reasons, and it never did try
this grand experiment in repaying debt with compoundinterest. - ., .. ...y

e TR N PRI PSS - dioaosT ! - f: i

I think the national debt is probably the biggest problem that faces the world today. We don't even
have a proper handle on it in the United States. Because of what we have there and around the world
— | see it in my legal practice. all the tme — is what is properly called.“creative accounting.” In
particular, what is called “off balance sheet financing.”| wili give you a rough idea because } do not
know how many people will understand this. If you have a holding company, for example, that has
its shares posted on the stock exchange, it will have a number;of operating subsidiaries doing a
number of different activities around the world. If you were to draw up a sample set of accounts for
that top cormnpany, the only assets it would show would simply be shares of stock in subsidiaries.
Now, thatis not much help to investors because they want to know what the real underlying «ctivities
are of the corporation. And, so the corporation is obliged to produce what are called “consoiidated
accounts.” They are a kind of pass thru photograph. Itis a kind of barren photograph that is taken
atthe fop of the building that actually shows you what is happening at the basement or ground floor
level and takes away all the intervening levels. They have o do that if itis a subsidiary of a controlling
compary, or something, and what has grown up is a huge industry of corperations that do financing
transactions where they say, “We want this company to do something and, of course, we are going
fo teli you what it is going to do, but we don't want to own it because we don’t want to have to include
itin our accounts.” e T S

it means that accounts today are extremely misleading in some cases. It has become a real art
form. How any accountant ... , ) P S

Orgovemmentagencyl;.. Lo e ; ) O
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Sure. ltis the same sort of thing that is happerning because as faras | can gather, every so often you
have a problem like the savings and loan problem, you mpky getit of the balance sheet and get it
into some other agency's accounts. And, then magically it doesn appear in your figures. it
disappears into somebody else,

[ think the situation is so bad that we have ourselves into the position that we have to keep lying
to ourselves that it is not quite as bade as it is. There is a book by (1 can’t remember the name) ... it's
a book called “The Greatest Every Bank Robbery,” about the collapse of the Saving and Loan
associations. And, one of the things that is mentioned and that ! find deeply, deeplv worrymg is what
were called “rnm!lainrv nr‘r‘nnn‘hnn 'nnnr-mim:: s ——— il

Let ihe give youa briefidea of what we mvolved If you have a loan of $100, 000 outstandlng but
the borrower is paying you a very low fixed rate of interest, it may well be that loan to you does not
really correspond to an asset worth $100,000. If you were to sell it, you would probably get $80,000.
itis like selling a bond. The savings and loan associations were encouraged to off-load those badly

~ performing — under performing — loans. So, you would have made a loan for $100,000. You would

have sold it to somebody else for $80,000, and you would (in anyone’s book) realized an immediate
$20,000 loss. But, under regulatory acccunting principles, you were not obligated to take that loss
in the year that you made it. You were allowed to_— wait for this. — amortize_the_loss_over the
outstanding period of the non-existing ioan. Which, basically means that if it has a 20 year track, you

‘couid take $1,000 a year for the next 20 years. It is one of the reasons why when they foreclosed on

some of the savings and loan associations all these assets suddenly up and disappeared. In one
minute they had millions of dollars wiped off their balance sheets because it was never really there.

| just wanted o comment specifically about what lan talked about -~ because it is close to my pocket
book. Another think that is going on in the banking industry (at least in the United States) is a very
strong regulatory pressure — post Reagan/Bush — to mark assets to market value. This is extremely
controversial because of the. balance sheet tmphcatlons ‘But,, prior to the, curren’t regulatory
environment exactly what Ian descnbed took place. | do not blame the S&Ls — as managers and as
business persons. They were, in effect, forced by other circumstances into a lot of these actions.
Approximately $300 billion left Ihe_ thnft industry after the. 1 970»dere,gulation of inferest rates and the
creation of money market accounts. This also resulted in.closing of your friendly S&Ls in all of the
inner city neighborhoods and.any ne:ghborhood that had marginal business opportunities.

After the debacle that occurred and the estimated $1 trillion clean- -up bill that we as taxpayers
are paying (and will pay over time), the regulators were finally given a little teeth and the banks now
have more pressure to mark their assets to market value. Their response, however, is that: “We dont
know what the market value is of an asset until we actualiy sellit.” And s0, the debate continues over
how this ought fo be mcorporated

Just one thing | would add. The regulatorjf acco.u'nting principles were speelf ca']l;(' Bciiﬂéél efeahons
and almost all of the major accounting firms specifically cr:t:cmzed them and did not like having to use
thern, but were opposed by the Adm:mstratlon B A .t

A couple of points | want to make Ftrst a klnd of off the top ofm head reactlon to what EdJUSI told
us about being unable to value things to market. One of the possm:!mes that comes to mind is to
create a market in options in some of these things. ,. ... ... {.

There is 2 market in options as there is market in naﬁona!debt S .

A bank could hoid onto a loan wh:ie fndmg out what rts vaiue is- by tradmg some kmd of Optnons on
that specific loan. i

But, | also want tc get back to the problem of excess debt As Mlchaef sald at the beglnnmg,
there are good reasons for going into debt as well as bad reasons for going into debt. You can go
into debt because you are injerested in undertaking a worthwhile project that you can provide
benefits over a fong span of hrne Those future benefits will be able-to pay back the loan with interest.
And, a lot of cities and states have gotten into trouble over the last:couple of hundred years in the
Unrted States by borrowing teo much money and then going to the taxpayers and having to declare
bankruptcy of one kind or another. And, through all,of these experiences, we have come up with
some devices for avoiding excessive debt. We require very often that the voters themselves approved

bonded indebtedness of a city ora state. And, sometimes we require such approval-o occur with the

el
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HUDSON:
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it ks interesting to ask what kind of... how much of the trouble of the third world debt would have
been avoided if the only way a nation could incur the debt was to have a plebesciie approval of the
debt that was proposed. it seems to me that you might even argue that if a nation throws out the
rascals (as, for example, in the Philippines when Marcos was thrown out), if you took a biltion dollars
and stuffed it in a Swiss bank account the people of the Philippines should not have to pay that back.
If people would lend whatever money, international agencies would lend them without regard
whether it was in the interest of the citizens, the citizens in bringing in a new government might be
able to say: “We didn't approve those ioans. There s no reason why we shou!d be taxed our wages
should be taxed, in order {0 pay them back.™

There is an iliusicn that is always necessary to avoid and keep in mind. Most people think that the
reason you go into debt is because you borrower the money. That is the reason the government goes

- into debt: It borrows the money, maybe to advance programs. But thatis not the reason that most

debt occurs throughout history. Debt simply accrues interest.

If you look at the United States budget, almost the entire budget deficit in this country each year
is interest payments on the past debt. in effect, what America does is borrow the money to pay the
interest; or, it iets interest simply. accrue_and by paying the interest.it puts. the_money into the
monetary system that is then recycled into acquiring new debt. America in this sense is joining the
ranks of Brazil. | mentioned the meeting at Chase. Brazil was notorious for saying: “We are going
to borrow every Y year and keep an borrowing the interest. At some rate of interest you will always lend
us the money.” That worked until 19883,'when the money was no longer avaiiable.

In this country, we are having this dsbt grow by accruing the interesl. And, as a matter of actif
you look at the United States economy, all the savings in the American economy — and, in fact, the
only savings in the American ecopomy — are the accrual of interest to holders of money capital; that
is, holders of bonds, mortgages, bank loans, etc. Most of the American economy, 85 percent, are
not net savers. They save nothing at all over and above their going into debt. Each year the debt for
the private sector - for the corporations, fqr_ individuals — the debt goes up more than savings. So,
all of the savings that-are jumped on by the security holders (and this includes  the institutional_
investors) have the interest accrue. So, itis not really a borrowing process;at all. Itis not as if money
were advanced to somebody for usein mvestrng in something that can repay the debt. It accrues.

e - l

It is fike a credit card you cannot afford to pay’?

| o
t

(S . P | EIFTE A [ e T L b ey

Thatis correct. Sl e

Weli, you have all patienfly sa“t‘there [ ;didn"t see'r.r‘er;mans‘r-eye!s‘o[osed S0 'h:o“oefu'lly we have
covered some fopics of inferest that have shmulated your thinking. We will now take some questsons

B NN A Vo

What is the difference between earned” and unearned” rncome’? o ‘

The beauty of the drﬁeren-ce rs that r{ can be whatever you want lt to be ‘ ;

That is the economist’s answer And now,,he wilt answer oh behalf of human;ty

| think unproductive is when somebody eams an :ncome wrthout bemg part of the productn.re process.
In most of Henry George's literature and the writings of mostly every other economist, they talk about
the factors of production and they talk about the rewards to the factors of produiction — fand, labor
and capital. That is all clear.-But what about taxes? ;What about interest? What about criminal
profits? What about ail these- ways of making money | that have: nothmg to do wrth the productive
processes that are claims on productron? :

B S N S e -

| use this in teaching. The most drstant re!aoonship between produchon and services is perhaps the
professional musician or athiete. These individuals ceriainly do not produce wealth. But, | note that
after | watch Monday night football, the next day | am psyched up and ready to go (if my team has
wony). 8o, | get great... my own production may increase because of the services the entertainment
services of some other individuals.
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Does Michael Hudson think there will come 2 time when the interest on the debt exceeds the ability
of government to raise revenue to pay the interest? Rephrased, the interest will exceed taxes unless
they raise taxes by 100 percent.

And, will this lead to bankruptcy? The answer is no. First of all, if you go bankrupt, you wipe out the
debt #tis a wonderful thing 1o go bankrupt if you are a deblor, You wipe cut the debt and begin with
a clean slate. | don't anticipate the United States doing that by 1895. Also, the United States is very
different from other debtors. The United States cannot go bankrupt. You can simply print the money.
And, you can print as much money as there is, if you control the printing presses;thanif you are a
corporation or an individual.

| think you will deﬁni‘tely bankrupt the creditors, but the government may go on and on for a time.

What does Michael mean whén he usés'the word ‘“proﬁrs*-ia's ‘distihét from the"Geatyist definition of
“interest™? Or, is there a distinction? And “money capital” as well.

By “profits” | mean the eamipgs on_physical capital and enterprise. These.profits are_known only after
the fact. You don't know them beforehand because you are taking a risk. Interest is a claim on
money advanced or the value of money advanced which is stipulated in advance regardless of the
rate of return.

The profession now distinguishes between these two forms of what used to be called “interest”
and now distinguishes between profits and interest; but, in the national income account you will have
profits reported fo the government. Interest is consr‘ered a tax deductible expenses. Profits are what
is left after faxes. So, by law, these interest and profits are dlstingurshed in our tax code. and therefore
used that way by the economics profession. . =~ . & . & .. i o

Well, | think there is an impor’{ant difference between accounts and economists in the meaning of
the word “profit.” I think that what Michael has given:us is the economic definition of profit. Profitis
the return you receive on your investment: Whereas, an economists is inclined to separate out this
amount of money into two parts. One part is what the economist calls “interest” - the ordinary
expectable return on the | money that was invested. To an economist, profit is the unexpected part
which could be positive or negative and averages outto be zero. So; in the way economrsts use the
word “profit” is something that only happens as a result of our inability to foresee the future and the
ordinary profitis zero and the expectable teturn is called “interest.”

What is your definition of “rheney eéprfel’;'?

The amount of bonds, the amount of mortgages, the amount of debt claims. Anything, any
instrument or securify which yrelds a s’ﬂpulated rate of return
In

[ think that “money caprta!” is . Jf you remember George sard money was not capltal at all and he
talks in Science of Political Economy about vaiue from production and value from obligation. And,
he says that when you took at the overall economy, anything which represents an obligation
effectively nets out because there is-an obligee and an obligor — a debtor and a creditor. Money is
not capital but because people think.of money certainly in- casual terms as capital and as an asset,
anything like stocks and bonds and cash is traditionaily thought of as a capital assef and called
money capital to distinguish from physical capltal L P R

What political reforms do we feel are necessaryto heip us in the economic area?

| think the tragedy of our tlme |s that our economic enwronment d oes not steer weatth to be invested
in ways that increase the productive resources and well-being of our society. Now,.of course, when
you talk about production, there are many grey areas here (which is why | did not want to discuss it).
But, you can go further. You can say that the way our society operates is to create an economic
environment where the fastest way to get rich Is to be a landlord, or.to buy underdeveloped land, or
to be a creditor or to be a corporate raider. | think that all of us would agree that whatever productive
or unproductive enterprise or Jabor is, these are not'the- most productive ways of developing an
economy. And, yet that is the way the pohtrcaf system has created an environment in which
gnterprise operates. . ., s, . s

'...y : ,,.h
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would comment this way. i has & ol lo do with the commernis we heard eariier. We heard yesterday
about the aftiiude that the United Siates is founded under perfect principles, when we know that the
system is flawed. Is, that anyone here who really believes we live in & society with anting close to full
participatory democracy? That ought to be our objective. Certainly, mistakes will be made under

" participatory democracy. Nic specifically referenced having citizens approve spending and approve

borrowing. Right now that is done in some cases but not very often. So, we need much stronger
parficipation in the governing process. | personally am a strong advocate for cleaning the House
every so often. Let's have term limits and make our politicians representatives of us ratherthan full-
fime bureatcrats or virtual hofders of office. A balanced:budyet-amendment: Al these things ought

" to be in my view seriously considered by us as an electorate, so that we take control of society and

not let a small elite of the most wealthy, the most powerful, maintain control of our destiny.

[ think one of the first things that ought to.be done is.1o say that, if. government wanis to.borrow, for.. ..
example, without the kind ‘of plebescite Nic suggested;ito have-a-constitutional provision that there
has to be “limited recourse borrowing,” which means the monies have to be used for a specific
purpose and the recourse of the lenders is limited in getting repaid out of the particular assets or
enterprises into which the maneyisput.. . oL —

it basically means that the Philippine people can say to Chase Manhattan “you go and try to find
out where Mr. Marcos put all that money. If you can find it you can get repaid. But, we are not paying
out of taxes levied on productzon

Iwanted to answer Fioyd [Morrow s! C[UESt[OH by saylng that lt seems to me that we want to further
the distinction that Henry George’ began to develop in the tenth book of Progress and Poverty; that
is, the distinction between .acquiring weaith by producing, something and acquiring wealth by
arranging for something that is already been produced to,come to you instead of: somebody else,

| think we need to call attention to,that distinction as'a very important moral distinction. At the
same time, we have to recognize that when we do so,;we have a bit of a: prob!em because we are
saying that something that would otherw:se belong to landlords ought to beiong to everybody. So,
we have to be somewhat more complex and say that the basic principle is that everybody gets to
keep what they produce; and; -we have an obligation to share that which nobody produced. And, the
redistribution that is.involved in that transition from the -existing, order to one in which we share the
proceeds from that which, nobody produced Is governed by a principle that wz all ought to accept and
is fundamentally different from the kind:of activity that economists call “rent seeking,”which involves
arranging for laws to be made-that you benefit at the expense of other people. .. . . .

What is your definition of land value in the context of George s tax pr:ncrples'? o

want o take the first shot at that one 1t ;s necessary to d:stmgursh between the renrai value of iand
and the sale value of land. The sale value of land is what you can get for fand if it is unimproved and
you putin on the market, The rental value of land is what somebody would be willing to pay for the
use of the land for one period of time -~ a year — if you could renew the lease in the future on
whatever terms comparable land would be rented for elsewhere. So, when people say the value of
tand, what they ordinarily mean is the sale value of land. And, the simple way to implement Henry
George's idea is to have a tax on the saie value of land.

But, a full implementation of Henry George’s ideas would involve collection of all the rental value
of land, which would drive the sale value down to sornethmg close 1o zero. And then you would
have to shift your basis of taxation from sale value 1o rental value in order to make it work as your
drove up the tax rate. But, it really isn't all that diffi cult to do that- admmrstra‘avely You just have to
recognize thatin the hmrt as a percentage of the rent approaches 100 percent collected by the
government you need an arbitrarity high multiple of the sale value to collect that revenue. But, the
value of land is what Iand wselfis. = L. _ ? .

I

You could say that the d:spanty between the sale value of land and the renta[ value is the defmtaon
of the public. And, in the Henry George News that will be available iater this afternoon, there is an
articie on that very sub}ect as xt appI:es to Russra N -",; : - _5:;_' :

Common Ground has urged a separatron of the budget process for govemment between capital
expenditures and operahng expendrtures What does the panel think about that?

o Tle oL L '_..'.-..r.
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It sounds fike & wondeérful'idéa’in priricipie. But in New York City they tried that and they seerned to
call everything capital. And, you can call everything capital in the sense that everything somehow
feeds into the development of society. So, they have been using their capital budget for all sorts of
operating expenditures for years. So, you have the probiem that the gentlemen from Pittsburgh
mentioned earlier today; the problem is in the administration of this principle.

I have one thought, politics aside, that grows out of my own experience in mortgage finance. One of
the innovations in the morigage finance industry has been what some of you may know as the

“miortgage backed security.” And, basically, as an investor you buy a security that has a constantly
decreasing principle, or face value. Every time people make mortgage payments you get pnncnple
and interest hack. :

!} would suggest that one way to finance capltaf by government would be by a mor’tgage backed
bond that would fully amortize, so that by the end of the life of the capital infrastructure the whole
debt would be refired and there would be no principle fo be refunded by a new debt issue: And, the
principle and interest payments due on that bond couid be by statute collected on a balanced budget
basis through taxation. That's just one idea. .

AUTRE D bk e e R R e BT et A [EL PRV 7 R

[to Ed Dodson] Dld you intend to mean that by limiting the term of eiected ofﬁmals you Iamlt the term
of bureaucracy?

I was speaking directly aboutielected officials, If, however, yo{‘ have some ideas about limiting the
tenure of bureaucrats | wouid be glad to support you. e

Therz is 2 certain distinction between paying taxes on earnings from investment in equities versus
taxes paid ... [rephrased] Will we be successful in convincing others if we do not emphasize the
moral pﬂnctple that we all have an equrty interest in the earth? - ) .

1
« [ i

tthink that Sieve Cord is showmg that it ts posssble to make progress wsthout convmcrng peopie on
a moral basis. But, | also think that if we are ever going to tax land to the point where we serioushy
reduce its value, we are only going to make that acceptable by getting people to agree that land is
our comment heritage ; ‘

My response is that | amié GeoEgist because | a}rh Iobl"(ing'fclr' r_ﬁora! justice in the world and ethical
systems of government and for i'rving. Ta'xation is just a means to help us get there.
[Jerry Shaw] Do we taik about taxation when we ta[k to people about how to posrtwe!y improve
things? | o

It depends on how much of a jhu'ffy‘l ém“in.; | often do take the time to 'sai/ that I am not talking about
a tax. But, sometimes the only way | can make a point is to use the traditional language.
DA T A . .

END






