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(Professor Brown teashes the basiz Georgist principles in his sconomics
tlasses at iversity of mbﬁmgmwF@ Hig course n Seonomics, however,
ﬁeﬁmw@ mare of the field than does Gaorgs's Poverty."  Professor
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The hardesgt t ourse in General Reonomic
at the Un: theory of intersat on
vw v m@qbwm five Weells to it,  In teaching it,
58 a problem w H you tondght, as I think it la vepry
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Suppose s man nnmnﬁ 100 Fish per year, Insbead ol catehe
ing 100 fish per year he mig a neb, Constructing capital {3 an altere
swwwmm w& making things for wbﬁmxwm.w uge. e mwﬁm not assume he has no
squipment at all, but he is catehing 100 figh per with such eguipment
as yﬁ 3ng e ocan make in a year one fishing Don't quarrel with the
wre gwwwﬁ of my illustretion - 4t - “Pm problem simpler. The man soendy

ne entirs year {194%) meking wa ham of eatehing 100 wwmwﬁ Suppose
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A xmw a2 long discussion on

This is an example of eapital alding
a yesr ﬁwxwwm e net he will, with ibs aid, er
never uded 1t ab 511, The investment 1s 100 r
net he could have Caught 100 fish. My class a1
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line, wa@x & Fear Jduring which m¢ mmmrw 0t 100 fish to make
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er could afford to pay anything up important aspect of

tha prob

3987



Prof, H. G. Brown - #2

The man can construct that not in the time he caught the figh, op
he can borrew some Plah From somgbody else to 1ive on., 1P he doesn’t havs
anything to live on he either has to congtrust the net after hours {he has
Lo have that 100 fish to live on, or have some other source of incoms, or.
Someone clge would have to stake him), wheress the Way it works in our sconoe
mic soelety, the iadividusl may not construet the net nimselfls he may ssteh
more fish than he needs and glve to somasone elge the job of congtrusting that
net,

The point I want to emphasize 1s this; anybody whe produces more
than he needs and makes 1% available to somebody olse « food, clothing, or
the neesssities of life - with the understanding that the othey parsen will
then construct capitel, is pot exploiting the other person st all. He iz
ﬂhﬁﬁwQﬂw&mwﬁ@Méﬁamﬁwﬁmﬁ§§§§@ IFf my family requires all I san
produse, I can't construet capital., The result of my labor must 2o to thom
now - something that vields a guick result., Somebody has to save to got
capltal. I you save and give me a1l the figh I san possibly cateh and tell
me Lo make & net for you and T make the net for you, the nat then ecsts 100
ish = here’s 110, vou gat the other 104 - the capltal has added to the cute
put of industry and the capital would not some into sxistense excapt for that,
That increase dees not depend upon the repraductive foree of aature, as George
claims, The net dosant't grow Like a trew or salves and cowg, bub it adds to
the oubput of industry and like the growth of animals and plants, it iz =
step by which we engage in what we call round-sbout production. That im, you

Pl

waﬁ%wmmywﬁ wwomﬂmmﬁmmmo&mwgwmﬁﬂmﬁwmwg congumption in order to produce
goods which will in the future incrense your output, I can congtruct this
capital myself, if T have acoess to means Lo live on, or I can save anpd DAY
somebody slse to construct it, Op I dan save and lend to somebody slge to
congtruet and pay me intersat, domebody’s saving hag made round-about pro-
dustion possible; and that person is reasonably entitlsd to intarest, e
couldn’t get along without capltal. We aan do practically nothing without
tonls.
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Ya oome now to the prineiple of diminishing returns, which is very
important. This prineivie can be (llustrated as follows: Just as a person
naturally goes £irst to s betiar plece of land, so will he alse use savings
to construet the capital whieh is most lmportant, most needsd., If more save
ings are available, he will then congtrunt the next mast important thing, and
80 on. After the net, the next thing I would want night be a boat, Supposgs
the boat also costs, as did the nety, 100 fish, 1% takes as Long to build it
as 1t dossg to eateh 100 Pish, or to make 4 net, Tt i3 not as important as
the net. Suppose the boat alse wears oul in s year, but adds sncagh to the
output of industry to replase itself. Vou get back 109 for it instead of 110.
Additional units of eapital add less and less, The pain of the net wag 10%,
that of the boat 94, further eapltal would gain 8%, 7%, &%, and so an down,

%mmmmmﬁﬁWﬁwmg@M&wozmH ﬁm@mwmw%w@w@m diminishing returns is wsll
eatablished., It has an important part in flxlng the rate of interest. Lot
us iilustrate: Adssume thers ie BE00C worth of capital, Beginning with the
Sth 51000, assums b it edds 384 to the otttput in addition to replagling
itself, The &th 81000 adds 15 net per year, A farmer with a 300=nzre farm
can’t do well without capital, but that farmer would not dream of borrowing

a willion dollars to improve his “arm. Avcording to the prineiple of
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diminishing returms, the last #1000 of eapital he borroved would add 80 Little
Lo the capital 4t wouldn't be worthwhile to contine borrowing, of eourss,
for the country as s vhole we Lever reach that peint,  Let s continue with
our table of awawswwmwmm returng:

Sth $1000 adds 384 net gain per vear
m%wm 1 i mwm i 8 $
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If the interasst rate is 8%, the farmer will borraw Boto 35,000 o
luprove his fapm beeause the stn 41000 WOrth of eapital venld lncreass his
output Ly snough Lo replacs the eapltal, pay the irtersst | gng 8tL11 have g
Bel gain. He will net borrow the Gty $1000 Because with his diminishing
returng 1t wily ineresse hig outout only 744, g0 if the interest rate ig4 84
he will BLop with the Sthe  If the interest pate ware 548 he wils stiil
borreow the bth, etil3 borrow the Yth, thae Bth, 9th, 10%h, 1lth, if ne Gan
and only pay 53, For the 12th you pan flin » ooin a8 1t is just even,
12 wontt pain, This oruds pleture oan he refined and refined untiyl it
approaches rogl life,

mmﬁwmwﬁw S8sume there are 100 establishrants ip given community,
‘here 1a g Biven amount af land, & given mwmher of workers. snd s total of
#9840, 000 worth of trucks, wmw@ﬁ&qummw repping machines, nets, boats - a1
the things ve unge LU ocarry on on produsti

O, What will the intersst rate hgo
The totsl capltal comes soméwhers between 30000 and 10000 per establishment,
orf COUrse, ome form Pight want to pse only 32000 warth o capital; another
L5000 worth, 4 blg mine might want $350000, anothey Little mind 35000 warth
of eapital, Tn real life yoy don't have 511 satablishments alike, but fop
luplicity et US assume that a3 the establishment s are alike and agn U
the same apount o capital,

w@mmwwmw&%ﬁ with 6,63 as the rate of interest, Nobody would
DOTTow the 9th 31000 WOTLR if you have te pay 6.6% « 344 PRE year on evary
31000 used, and the 94h FLODD woyld only increase Jour output ahove depre-
iation by &3, Would you pay 364 for 863 every Jear? Angwer, ng, 1p the
rate wers 4,463 nobody would berroy beyond the fen #1000, The regt of the
trueks, raaping nachines, looms, ote, world b iying idle ang the owners will
hen offer it for lass, Owners wouldn't wenh tal lying arcund deprociatm
o2 all the time, =m0 the interest rats could » smain fH,6%, Similarly the
interest rate coudd not be 5y, The sstabitame vould then be raady to
borrow up to the podnt whers they would be using the 1/th 1000 a1 1 ir they
ouly had to pay 5%, 00 establishments . 4 then be using $1,400,000 worts
af looms, Lruaeks, raaping chines, Parms, orohards, ene,, but thapn fants
that much capltal in the stmmtnity new, gt &k everybody would use the 9th
FLO00, 1y couldn't be above 55 because 1 ¢ Wore nobody would uge the 10th
1000, Yoy wor't pay 41 tg g2et 60,  The interest sute must some down 1ok




Prof, H, G, Brown - #e

encugh Lo get the 10th "wemo The equalizing process will continus betwse
ymawz er and lendeyr, and the interest rate will some out near 6%,

omething else not genera 1ly understood. That is the effsct
Lat us say that the total maerwﬁ of capital remains thg

8 levied on all 3;3H< 1w that i3, %20 on every 1000,
: cperate a store worth $10000 wfw amb% ,m 000 is mine. I
borrow the wwvww wumca er I @w contemnn. s%@wm porreving Lhe last $1000 to
make the $10000 story 3dmwa That last 31000 would inerease my output 360
per year, but the 2% tax, @mqw 18 going to be taken away from me, I won't
borrow at more than 4%, Thus the tax of 290 will peq uce interest from &% 44
&R It mav also reduse the amcunt ow savings, .

ucﬂfrwrmwwwwxﬂmxag Tore adophed a s 7stem of abolishing taves
on Improvements 8, and decided to tax wmwm values instead. In Na York people
could get 6HF sm capiial, whersas in Naw Jeragey an¢ could only get 47, :ﬁw&
would you do if you wwqmm in New Jersey? You would ﬁnﬁm aavings to New York.
But the rate ;% interest wouldn't remain 6% in New mﬂ wmw would ine
crease anhd ﬁwo wwwt Qn intersst would begin to go do Hew York, But
capltal flowing inte « mwww would mean workers W@ﬂ&@ an M ped with tools,
and since ﬁmwwwﬂw WO w w» ¢:M;\w aew eapital sould be ﬁ\mwﬁwﬂmwgm
There would also be » gre den capital, which would cqualize the
intersst rate,
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“hen interest ig e explained in this WAy, it can be seen that capital
does not exploit labor and that g free capltalist seconomy increases production

and Improves the lot o the worker

(Further dev: slopment of Profegsor Brown's approach to interest is fo be
found in his pamphiet :,@mﬁawm 28, Prejudice and Ter thnigues in the Teaching
o :

.
af Loonomics, " available from the Robert awhmMWmmf&m@ Foundation fop 0, )



