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fact in connection wlth the “first’’; because price is determined by
actual costs on free marginal (no-rent) land, where there is no rent cost
to include though other costs are rclativcly high. In fact the rent
costs which come in only on better sites, simply make the total costs
there equal the marginal (no rent) costs and the seemingly incon-
sistent facts are actually in full accord. Marginal costs determine
price everywhere; the advantages of better sites determine the equal-
izing rent cost.

But it must be borne in mind that this ‘‘second’’ fact (‘‘that no
rent is included in the determining of price”’) does not tell the whole
truth. As to the “first’ fact (*that all rent must be included in the
determining of cost™), it does not mattcr whether this rent goes to
private owners or to government, for it must in any case be included
in costs; but it docs very much matter where this rent goes to in the
determining of fotal costs and price. For if this rent does not go to
government (as it now does not) then government must raise that
amount of revenue otherwise; and the whole amount so raised must be
added to costs all along the line,—including the marginal costs which
determine price. This addition does not appear as rent but as ‘‘taxes"
(substituted for diverted rent which has already been included in costs).

Notwithstanding the obvious fact that rent cannot directly enter
jnto price at the price-fixing margin where there is no rent, it is true
that such a bald statement of the law is a misleading ‘‘half-truth,”
For it ignores the further fact that rent can (and now does) indirectly
enter into costs and price everywhere—when it is diverted from govern-
ment uses; its entering being in the form of substituted taxes fully
equalling the diverted rent and further raising costs and prices every-
where as Mr. Jorgensen mainly contends. It is important to know
that Single Tax will reduce costs and prices everywhere by fully ap-
propriating rent to public use and so cutting off these substitutcd
taxes on production from marginal as well as other costs.

Reading, Pa. WALTER G. STEWART.

THE TIME ELEMENT IN INTEREST
EpiTorR LAND AND FREEDOM:

In the last issue of LAND AND FrREEDOM our fellow Georgcist, Ray-
mond V. McNally, completely disposed of numerous theories dealing
with the cause of interest. His arguments are unanswerable. It
is to be regretted that even Henry George with all his ability to analyze
should set up a theory rcgarding the cause of interest that is no more
tenable than the ones he so successfully demolished. His interest
theory is the one weak link in his grcat book, *Progress and Poverty.”
Mr. McNally has very ably disposed of this theory.

On the other hand I am not so sure that there is not a law of inter-
est. Neither am I convinced by Mr. McNally's argument that what
we term interest is merely ‘‘compensation for risk.”” If what we term
interest is merely compensation for risk, then it occurs to mc that
under existing conditions intercst rates would be much higher than
they are, as the element of risk has steadily increased since the last
industrial breakdown. Instead of going up as the element of risk
has increased they have fallen, which only proves Mr. George's con-
tention that wages and interest tend to rise and fall together. Surely
no one will contend that investments are morc secure now than they
were during the years preceding the depression and that this accounts
for the present lower interest rates. As a matter of fact investments
are not nearly as secure, not even investments in government bonds,
yet the interest rate is lower. If Mr. McNally is right they should
be higher.

While it is true that part of the commercial interest ratc consists
of insurance to cover risk, I am convinced that in addition to this
there is true interest, which is payment for the use of capital.

Dcspite the fact that Mr. McNally has upset the Bohm-Bawerk
time theory as a cause of interest, I am still persuaded that the element
of time does account for interest. LEven Mr. George saw this dimly
but confused it with his ‘reproductive forces of nature’ theory.
Time is a most important factor in the satisfying of human wants.
A saving in time in the satisfaction of human desires is equivalent

’

to greater earnings. We want things now and not ten to twenty
years hence. This being the case we are willing to pay a premium
for the use of capital or wealth, so as to more quickly satisfy our wants,
Thus interest arises. ! want a home, I can secure one by going to
work over a period of years, but 1 want it now, hence I am willing to
pay some owner of a home a premium for the use of it over and above
the cost of depreciation and insurance to cover risk, and this premium
is interest, It is quite obvious that as long as people feel that they
are obtaining an advantage by borrowing, they will be willing to pay
for this advantage. Interest thcrefore is natural and it is just. It
is a rewared for- accumulation. It gives encouragement to storc up
capital in excess of personal nceds. If is is natural, then it can be
said that there is a law of interest.
Spokane, Washington. D. L. Tunompson.

THE PITTSBURGH PLAN

Epitor LAaxXD AND FREEDOM:

I notice in the May-June, 1937, issue of LAND AND FREEDOM,
article by Mr. Lawson Purdy on the subject of the assessment of
land. In this article, Mr. Purdy notes the obvious fact that an in-
crease of the rate of taxation on land values causes a reduction in the
selling price of land. As Mr. Purdy expresses it,‘'our tax base will
shrink as the tax rate increases.”

I enclose a study made by this project entitled, “Practical Appli-
cation of the Pennsylvania Graded Tax Plan.” In this study we call
attention to the effect of a,land tax rate upon the base of taxation
and recommend that the tax department shall assess land at its full
economic value and then apply the increased tax rate to that base,

In Pittsburgh, it has becn noted that the decrease of the rate of
building tax to one half that on land has not brought the result which
was popularly expected.

Although the tax rate on land is twice that on buildings, the amount
collected from the land has not been doubled. There are three reasons
for this: First, mathematically, assuming land value and improvement
value to be approximately equal in amount, the reduction on buildings
to onc-half the tax on land has the result of reducing the tax burden
on buildings to one-third of the total tax; second, reduction in the
selling price of land which is used as the land tax base; third, an in-
crease in the value of buildings and improvements due to the en-
couragement to improvers to build more and better buildings. |

A form of graded tax law is in prcparation which will correct the
difficulty to which Mr. Purdy calls attention.
N. Y. City. WALTER FAIRCHILD.
WHAT IS INTEREST?

EpiTor LAND AND FREEDOM:

In your May-June issue appeared a long article by Raymond V.
McNally with the above caption. It shows much reading and thought,
but is more clear in proving what interest is not than what it is. His
conclusion seems to be that interest is ‘‘very likely nothing else but
compensation for risk.”” That risk has much to do with the rate of
intcrest I heartily agree, but I also believe that there is a fundamental
reason for interest which Mr. McNally has not made clear.

The primary cause of interest is the service rendered by the lender
to the borrower, which enables thc latter to overcome the disutility
of time. For example—A has land but little money. By working
for a year hc could accumulate money enough to cultivate his farm,
but in the meantime the land would lie idle. He knows that B has
capital and persuades B to lend him $500 for one year at 6 per cent.
With this A purchases the necessary stock, seed and tools and then
plants and tills his land. Within the twelve month’s period he sells
the produce of his farm for $1,000. He pays B principal and interest
($530) and finds himself the possessor of a stock of tools and several
hundred dollars in cash. Both A and B are benefited—A by the usc
of liis own labor and land to advantage; and B by the interest added
to his principal. Moreover the community is benefited by the in-
creased production of food.



