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PREFACE

The phenomenon of lending at interest has intrigued men
for thousands of years. It has been the subject of contro-
versy for centuries. The list of antapgonists and protagon-
ists siretches interminably into the past. Philosophers and
economists, scholastles and sovereigns, have found, and still
find, the interest problem an everestimulsting question,

Intereste-setiors and thelr defenders would have it ap-
pear that interest is inevitable, They point out that it
has existed since earliest tlmes, that it exists now, and
will, in their opinion, continue to exist.in the future. BRe-.
ing thus inevitable, it must be Just and proper, an equitable :
demand, a righteous requirement.

On the other hand, those who condemn interestetaking find
it essentially unjust and unrighteous, a wholesale exploitation
of the weak by the strong, lany have lived handsomely upon
the interest from their investients., Some have had no other
end in 1ife than to spend their unearned incomes.

¥uech thoupht has been given to the questions - Vhence
interest u*ae'ra capital? What is the Justification for inter.
est? What is a fair and reasonable rate of interest which
should accm}e to the possessor of capital? Creat minds and
keen intellects have sought the answers; but, like Omar Khay-
yam of Haishapur, they

e » o+ » Gid eaperly frequent

Doctor and Saint, and heard great argument
About it and about: bul eover more

Came out by the same door where in they went..

Writings on the theory and practice of lending at inter-
est offer much data relating 1o legal rates, but little infor-
mation concerning the rates actually charged. What were the
rates charged by lenders which stirmlated repeated atlespts to
lighten the interest burden for borrowers? = It was to develop
this aspcet of interest-tgklng that this study was undertaken.

The practice of interecst-taking has influenced, and been
influenced by, the theories advanced to Justify or condemn it.
Therefore, a trief survey of the rore important theories has
been included. It can be sz2id with Justice bthat rmuch has
been omitteds The intention has been to consider only those
theories whieh best illustrate the principal currents of
thoughbe

Arthur leopold Blakeslee, Jv.
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CHAPTER I

Origin of the Conecept of Interest

Ages before man develeped even the simplest of civilizations 3
there was necessity for borrowing and lending. In those early
times, when men were but little removed from animals, the matter
of existence was cénstantly at stake.

In climes where nature dealt harshly with her progeny, life
was to be preserved only at the cost of great effort and privation.
The aged, the wealk, and the sick, were left to die that they might
not consume food and warmth needed for the existence of the young
and healthy. Even in those regions blessed with almost unlimited
food to be had for the taking, there were recurring years of drought,
or disasters which destroyed even the earth from v}henca ‘cams subsist-
ence. In such periods of torment, those who could not secure for
therselves what was needed to sustaln life were allowed to perish.
Heartless as this may seem, it was necessary in order to perpetuate
the race.

As men climbed slowly and painfully from the depths of savagery,
a sense of responsibility for the less fortunate gradually developed.
At first, only those in an immediate family were objects of soliei~
tude; later, members of a small group of families would be included.
Eventually, the idea was expanded to embrace entire tribes.
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For centuries the idea of responsibility for the welfare of
others was revol*«red in the mind of primitive man., Ocecasionally, it
was applied to individuals in a limited way. Ultimately, it becanme
part of family and tribal custom. As centuries passed, these cus-
toms became the force which regulated individual and group behavior.
When government evolved, customs were endowed with the attributes of
law, and in theocracies were enforced in the name of deity.

At some point during those timeless eons, there was born the idea
of expressing gratitude by returning to a benefactor more than had been
recelved during a pericd of misfortune. A prehistoric man might spend
much time znd ef.‘fbrt seeking just the right plece of flint and chipping
into shape a particularly nice arrowhead, in gratitude to one who had
sustained and protected him and his family while he was recovering from
an injury or severe illness. Or he would share with his benefactor
the rewards of his hunting or hushandric fortunes. In a nomadie so-
ciety there wight be a gift of cattle, sheep, or goats. An agrarian
might give grain, wine, or other produce. An artiele o¢f clothing
upon which more than usual care had been lavished in selecticn, pre-
paratioﬁ, and deccration, might be given by a woman skilled in house-
hold arts.

This practice led to a form of exchange of gift and return gift in
sone primitive societies, An article was presented by one individual
to another with the understanding that the recipient was obligated to
make some form of return in dus course. The return gift was ordinarily
wore lavish than its predecessor. Custom prescribed that the generos-
ity displayed in the original gift should be repaid with still greater
generosity. Some have professed to see in this practice a similarity
to lending at interest. Such an explanation seems highly improbable
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as a possible origin of the idea of interest. What was observed, it
would seem, was a social standard of generous conduct, rather than
anything in the nature of interest on a loan.+

When man began to conquer nature, some time could be devoted to
cultural pursuits of a simple sort, and to accunulate surpluses of
weapons, tools, food, and clothing.  Under suitable eircumstances,
these would be made available to the needy with the wnderstanding
that the same or equivalent items or amounts be returned when the
borrower was in a position to do so.

In gratitude for the loan of an article of value, some form of
increnent over and above return of the article or its equivalent, was
generally repaid by the borrower. “If grain.were loaned to one whose
crop had been ruined, or who had been prevented from sowing by injury
or illness, or if a hunting weapon had been borrowed, it seemed only
fitting that part of the crop raised or the game killed should be
glven to the lender in addition to return of the borrowed item.

As time went on, lenders began to expect a share in the incroment
which bountiful nature bestowed upen the borrower, in recognition of
the fact that their loan had made the inerement possible, even though
they had not helped with the zctual labor which produced it. This
viewpoint came to be sanctioned by patriarchal and tribal custom which -
dictated that a portion of the increment should be given to the lender
in addition to the amount loaned. The proportion of the increment
which should be glven depended upon a number of factors. The value of
the article or coumodity I?aned; the size of the increment; the needs
of borrower and lender at the time of repayment; the social position
of the parties; all had a bearing upon the amount to be paid to the

1. Bdmund Whitteker, A History of Eeonomic Ideas, p. 516
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lender. What had been in primitive times an expression of gratitude,
in later timés was distorted by mens' greed until a share in the incre-
ment was not only expected but demanded as a condition of a loén.

It is human nature to feel entitled to part of the increment re-
sulting {rom the loan of a good created by ones own time and effo
When a man fashioned tools or weapons, or railsed grain, he felt that
he should receive some of the game killed or crop raised when the pro-
duct of h).s labor was leaned to another. Even todey, if a man loans
his gun to another, not only does he expect it to be returned in good
condition, but he expects a share of the game killed. Should the
hunting trip be unproductive, return of the gun in good econdition will
satiéiy all the obligations of the borrower. He would not be expected
to go to warket and purchase game to be glven the owner of the gun.
This would be zﬁmessa::y if the concept of interest were applied. The
lender would be entitled to an increment regardless of the fortunes
of the borrower. It scems obvious, therefore, that since earliest
times the payment of an increment in addition to return of a loan has
been looked upon as sharing in the profits of the venture.

It is probable that many of the early eivilizations were well do-
veloped before the idea of interest appeared as a requirement for a
loan. Once this concept gained widespread acceptance, the amounts
demanded by lenders increased with the paseage of time until condi-
tions became so onerous that efforts were made Ly borrowers to reduce
the inmréent repaid in relatien to the ameunt borrowed. They felt
that all the profit bélanged by right to them, since their labor and
8kill had produced the increment.

lenders took the opposite view, contending that they were entitled
to a substantial part of the increment, because without their willing-
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rness to make the loan there would be no inerement, no matter how much
labor and skill were at the command ¢f the borrower. Over the con-
turies these conflicting viewpoints were in bltter strugpgle for the
ascendaney. Finally, the social implications of the controversy
were recognlzed. Wise counsellors sought to establish a compromise
which would compensate each fairly for their contribubtion to the

betterment of the social group of which beoth were members.
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CHAPTER II

Interest Among the Ancients

Babylon _
. The earliest record yeb brought to light which recognizes the

right of lenders to a part of the profit accruing to borrowers, would
seen to be the fawous code of laws promﬁlgated by the Babylonian mone
arch Hamaurabl, who relgned circa 2150 - 2100 B. C. Excavations dure
ing the past century have wnearthed mach documentary evidence to gubm
stantiate the view that this king was a wise and beneficent ruler who
realized that lenders were entitled to a proportion of the increment
derived from their lean aml the labor of borrowers, but that the share
they received should be fair and equitable to both. Exhorbitant
charges for loans would reduce to slavery too many freemen, and jeop-
ardize the greatness and wealth of his eupire.

That Justice might be dispensed equally to all throughout his
kingdom, he called together a group of the wisest and ablest men in
the realms They wore instructed to compile a code of laws to promote
the welfare and happiness of his subjects. When the code wag come
pleted and accepted by the monarch, he caused its terms Qnd provigions
to be carved on huge blocks of stone which were set up in the central
market places of the principal cities of the Ewpire. One has been
found almost intact where it stood for forty centuries under the sands
of the desert. From it has been reconstructed in large measure, the
legal, econoumic, and sccial, aspects of life in the great and departed
Kingdom of Babylon.
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Almost three hundred laws were listed. Several had reference to
contracts between lenders and borrowers. They recognized various cire
cumstances affecting the payment of interest on loans, refer to legally
egtablished rates, and set forth conditions under which borrowers were
absolved from payment of interest even though stipulated in the con-
tracts., These regulations must have constituted a great advance over
conditions previously obtaining, else there would have been no need for
incorporating any reference to the subject in such an important under-
taking, That charging interest for leans was widely practiced is in-
dicated by the inclusion of such laws and their being given prominence
through distribution in permanent form throughout the realm. It wags
considered loportant that all should be informed of the conditions
under which lenders were permitted to receive interest.

Discovery of the monolith bearing the Code of Hammurabi was an
event of great interest to all who sought inforration on ancient legal
practices. To economists it was of particular value for the light it
threw upon the nature of interest as practiced by a people exempt from
the prejudices which influenced later thinking on the subject.

Among the Dabylonians, the idea of interest was defined by the
term SIBTU which was used to designate it. SIBTU weant an increase,
an increment of capital. The term was very generalj the Pabylonians
did not distinguish between interest and profit. SIDTU was used to
identify not only the inerement aceruing to eapital, but to designate
also that increment which ‘resulted from the activities of the owner of
capital. |

The Ba’;»ylonians looked upon a loan as a contract in accordance
with which one of the partles gave the other a certain quantity of
things with the understanding that the borrower would return to the
lender at a stipulated time an equal quantity of things of the same
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kind and quality, or an equivalent quantity of things of another kind.
Under this concept, the notion of a loan was wide in scopes A loan of
money could be repaid in grain, onions » Or bricks. A loan of wheat or
peas was repayable in money. Ordinarily, loans were of grain or money.
Loans involving the more usual products of Babylonian agriculture and
industry, such as dates, onions s Wheat, peas, wool, or Ericka s were
commen.  Loans of money or wool were measured in terms of weight.
Other commodities were measured by volume, usually a standard size
vesasel or baake;b of fixed capacity, such as our gallon ai'. bushel.

Following are exanples of entries in the Code of I?é,nmzrabi which
relate to payment of intereat on loans:

If any owe a debt upon which he payse interest,
and a storm devastate his field and destroy the
grain, or, owing to a scarcity of water, the grain
have not grown in the field: in that year he need
not give any grain to the creditor: he shall
noisten his contract tablet in waler, and need pay
no interest this year. (Contract tablets were
made of clay. To moisten the tablet in water was
symbolieal of vuiding the contract. Tablets were
also destroyed.)

If a man have borrowed money from a merchant,
and have given the merchant a lien on an arable
field as security, the field te be planted in grain
or sesame, and have sald to him (by the merchant)
'Plant grain or sesame in the field and take the
crop's if the cultivator produce grain or sesame in
the fleld, then at the harvest the grain or sesame
that the field has produced shall be the property
of the owner of the field, and he shall pay grain
for the money he received from the merchant, and
for the interest and for the support of the renter,2

1. %. W. Davies, The Codes of Hammmwabi and Hoses, p. L2.

2+ Ibide, pe L3,
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If the field of grain or the field of sesame were
already planted when he gave it as securlty, the grain
or sesame in that field shall belong to the owner of
that field, and he shall return the money with interw
est to the merchant.3

If he have no money to pay back, he shall give the

merchant grain or sesame according to the current

price, for the money, and also interest according to

the royal tariff.h

Under King Hammurabi, an annual interest rate of 33 1/3 per cont
was permitted on loans of grain, while only 20 per cent was allowed on
loans of money. A thousand years later, during the Second Dynasﬁy of
Ur, these rates were brought closer together. A rate of 30 per cent
per amnum was sanctioned for loans of grain, while loans of money could
be made at 25 per cent. As in modern times, the state took advantape
of its position ard paid only 12 1/2 to 16 2/3 por cent.®
kuch prominence having been given t6 the reculation of interest

even at that early date, it would secem reasonable to assume that the
rates charged previous to the promilgation of King Hammurabi's code
were much higber than those subsequently permitted, since the purpose
of the codification, aa set forth in the preamble, was to benefit his
people and insure continued prosperity for his realm. INone of the
tablets so far deciphered tell what rates were eharged prior to Pro-
mlgation of the Code. But only a few of the more than 150,000
tablets unearthed have been deeiphered, so there iz hope that before
many yearg have passed some mere positive information on this point

will be am:llﬂblec

34 Ibida, P Lilh
ht Xbidi, p& ESu
5. Ed, Ccias de la Houe, Du Pret a Interet, p. 15.
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The Babylonians apparently felt that the lender was entitled to a
share in the profit resulting from the use of his capital, without which
no ingrement would bave been possible. Teo large a share was :ecogniaed
as being unfair to the borrewer. Therefore, they as;ioptgd regglatory
Heasures which would limit the rate of interest by setting maximum legal
rates. Similar measures were taken by the Assyrians who ruled Vestern
Asla for a thousand years between the First and Second Uynastles of Ur.

Recognition by the Pabylonians of the great importance of the
phenonienon of lending at intercst, and the promilgation of regulations
limiting the rates which could lawfully be charged, was a great forward
step in the legal, economic, and scelal history of the world. The ef-
fects of this zccomplishment have been felt in all the great civiliza-
tions which arose after the cities of Babylonia and Assyria were but

curious mounds in the deserted river valleys of Yestern Asla.

Judea

A narrow strip of land lying between the Arablan Desert and the
Nediterranean Sea was the home of the Hebrews., Through thls corridor
for centuries flowed the trade and military power of the worldls great
enpires. Enslaved alternately by the Dabylonians and Egyptlans, with
only a brief period of political power and splendor under Saul and
David, the Hebrews were oppressed and despised for centuries on end.
Finally, the Roman Titus destroyed Jerusalem in 70 A. D. and scattered
the survivers.

During their periods of captivity, the Jews observed closely the
cdmmial practices which made Pabylonla and Zgypt rich and prosperocus.
Their position along the trade route between Asila and Afriea brought
them into close contact with the commerce of many lands. It was only

natural, therefore, that they would examive the social and economic
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practices of other racés and nations. That they observed was submit-
ted to the scrutiny and anglysis of a people whom oppressicn had weld-
ed into a wnified group, and a philosophy was evolved which was pecu-
liarly adapted to their modes of thinking and aecting. The history of
the Jewlsh people thus provides a logical explanation of the similar-
ities and dissimilarities between the Hebraic attitude toward interest-
taking, as set down in the 0ld Testament and the Talmud, and the Baby-
lonlan viewpoint exerplified by the Code of Harmmurabi.

Yhen loses wrote the laws which were to .regulate the lives of the
Isrealltes, he placed the charglng of interest to the poor in the same
ecxtegory ag theft and other trespasses. "If thou lend money to any of
my people that is poor, that dwelleth with thee, thou shalt not be hard
upon them as an exbortioner, nor oppress them with usuries."é And
agains "If thy brother be impoverished, and weak of hand, and thou re-
ceive him as a stranpger and sojourner, and he live with thee, Take not
usury of him, nor more than thou gavest; fear thy God, that thy brother
may live with thee. Thou shalt not give him thy money on usury, nor
exact of him any increase of fruits.?

The first of these passages merely prohibits usury being charpged
t.ov the poor. Tribal loyalty is evident in the second which bans usury
hetweon Tbrothers.® That it was permissible to charge interest to
those not members of the Jewish faith seems evident from the following:
"Phou shalbt not lend to thy trother money at usury, nor corn, nor any

other things Dub to the stranger. To thy brother thou shalt lend

that which he wanteth, without usury . . 8

6. Exoaﬁs; 22’ Ye 25»
7. Leviticus, 25, vv. 35-37.
8. Deuteronomy, 23, vv. 19-20.
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o hint 4s given as to the level of interest rates whilch it was
permissable to charge ocbhers than lebrews, though it may be assumed
that the dJews werc allowed to conduod commercial transactions ;md euter
into coniracts with traders of other nations on their terms. They
would then be able to carry on trade and conerce W}.tii neighvoring
tribes and nations on oven ternd, insofar as negotlating loans at inte
erest was concerned. | | |
| The text oi' the Talmud, thab book whieh contains the Wlf_xole body

£ Jﬁ’l‘.’ish‘ 1oy and 'hradition » bases its prohibitio& of interest on the
Pen{;éteuch. Any kind of intercsi, no watber how trﬁ.vial,. is forbid-
den. Again it wounld appear thab thile stipulation applies only to
i‘éllmf Jews. I}sizr;,r in the Talsud is defined as lending a sela (four
Genars) for flve denars, an intevest rate of 25 per cent, or lending
two Beahs of wheat for three, an increment of 50 per cente?

A was to be expected, the losale injuncilon against naury wad
not always observed to the letter of the law. lehendah ordered
restitution to Jowlsh debtors of lands on which woney had been ad-
v:mceé by Jews at the rate of one per cent per mcnth,m ard Ezechiel
accused his brethren: "Thou hagt taken usury and increase, and hast

covetously oppressed thy neigmmrs.“ll

Greece

The Orecks, geographleally situated between the Fast ard the West,
devoted their attention to the development of a sea~borne commerces
Althousn the plains of Kacedon and (reege had been hut the grazing

grounds for nomadic tribea during the long centuries that the civile-

9, H. B. Goldin, Text of the Talmud, passim.

10. Hehemial, S, Ve To
3.1. EZBC‘.‘I&BE, 22, Ve 12.
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izations of Pabylon and fgypt were developing, azriculture did not
retain its favor among the Creeks as it did among the liebrews, an
eminently pastoral people. Coneentratlon of the people of the Greek
peninsula in their city-states necessitated laws prohibiting the ex-
rort of wheat beecause not enough was raised to feed the population.
Furthermore, in order that the supply mwizht be equitably distributed
throughout the land at a fair priece to all, it was forbidden for any-
one to tuy more than fifty basketfuls, This attitude was quite in
contrast o that of the Carthaginians who stimilated the export of
grain and cereals, and who, having conguered Sardinia, foreed its ine
habitants to raise grain and éend it to Carthapge.

The Greeks, divided between Athenians and Spartans, were subjected
ﬁe two distinet sets of laws and regulations. The Spartans had little
interecourse with neighboring peoples. Iycurgis, a King of Sparta,
flattered himself that he had irmproved human nature in his realm, that
he had ereated a nation in which progress and intellectual activities .
could proceed unhindered by hostile ianfluences. ?ossession of gold
or silver was prohibited under pain of deaths Iron was the cnly metal
used in eolning money, and it was heated and dipped in vinegar to make
it unfit for any other use. ILending at interest was forbldden, and
what little commerce there was, employed a system of barter for the
exchange of.gocds.

The lawg were broken, ncvertheless, upon occasion. One king of
Sparta is said to have restored respect for his authority by having the
tables of the money-lenders and bankers carried to a publie square
where he sot fire to them and reduced them to ashes. "Hever," said he

ironically, "have flames east a richer glow,n12

12, Quo igne nullum clarius lumen se vidisse.
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" 5imilar ideas were held by the Persians s whose attitude toward
interest was as strict as that of the Spartans.

The Athenians, on the other hand, held quite different views to=
ward interest. They were a commercial people, carrying on extensive
trade with Igypt, Phoenicia, and other nations along Fastern Vediter=
rancan shores. Silver mines in the mountains of Attica added to their
store of wealth. Athenian law did not prohibit interest-taking, but
was content to see that the practice was carried on with moderation.
The regulations were endowed with a protective character.

festrictions on the export of grain were rigidly enforced.

snosthenes tells us that any eitizen of Athens who loaned money on a
ship to be used to transport grain to any port other than Athens, for-
feited his rights to legal protecticn. In spite of this onerous re-
gtriction, loans were made freely at ‘high rates of interest, at times
up to 30 per cent. We read in Xonophon that capltal was generally
tripled in a yesr by the sddition of interest. "With respect to a
most numercus class of people," cays this historian, "I have noticed
‘that they double their capital in a year, because, according to ny
caleulations, those among them who have made advances have required
in return almost twice as much .i.nterési;, and go, without leaving the
elty (Athens) receive a most certaln and lasting form of income,nt3

Such rates,; regarded as reasonable when applied to a maritime
loan, were consiﬂered ugurious and oppressive when appiied to a eivil
loan., In the former case, the perils of the sea greatly increased
the risk and might easily eliminate any possible profit from the

venture.

creed being universal, we see the Athenians exacting up to 16 per

130 de 13. E‘:!Gue; 9‘21 S‘%‘Eo’ Pe 20,
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cent. How could borrowers ‘pay such ratea in a perioed when most loans
were made to the necessitous for consumptive, not produetive, purposes?
Thelr lands wore gencrally mortgaged, providing barely enough to cover
their debts. In addition, under the terms of loan contracis, they
were obliged to pay ereditors one-sixth of the inceme from their lands.
Furthormore, the law permitted a debtor, hils wife, and his children, to
be sold into slavery if his poods and chattels were insufficlent fo
satisfy hig debts. These penalties, long borne under duress, finally
roused the people to action,  They revolted and chose Solon as their
leader. He was considercd a disinterested party, reither greedy and
unservpulous like the rich, nor necessitous, as were the poor.

Solon proposed to distribute the land among the people and cancel
thelir debts while continuing the loan contracts in offects Accomplishe
ment of these proposals appeared quite difficult. Bub Solon had re-
course to a procedure that many nations in debt have used to their ad-
vantage. He. debased the coinape. Tho silver mina had been valued
‘at 73 drachmas. He proclaimed it to be worth 100 drachzas. Thus,
by payment of a revalued mina, a debtor could satisfy a debt of 100
drachnes where before he would have been obliged to pay one and one-
fourth minas. At the saue time, the laws permitting ilsprisonment
for debt were abolished, at least insofar as this pemalty could be
neted éut for non-payment of inierest on loans. By these measures
21l debts were immediately reduced by more than one-~fifth and the bur-
den of borrowers was lightened.  Lenders, denied the right of éppeal,
were too few in numbers to contest the new arrangement.

‘hen we seck to discover what was the usual rate of interest
among the Grecks, we find ’c_.ha‘t. it var_iad widely. Rates on overseas
commerae were as high as 20 to 30 per cent, bul general purpose loansg

could be had for around 12 per cent. Interesi was calculated on the
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basis of 100. When ons drachma was required as interest on a loan of
100 drachmas, the rate was said to be one per cent. The time interval
for caloulating interest being one month, not one year, money-lenders
were said to resemble the infernal powers which each month, at the new
moon, afflicted men with attacks of epilepsy.m |

Although the laws permitted intereste-taking, the philosophers and
poets were opposed to lending money at interest. They felt that money
had been invented to serve as a medium of exchange, and that it was a
glaring error to use it to produce more money. FPlato, for example,
taught that laws were dovised that men "should be as happy as possible,
and ag friendly as possible to one another."l'f" Sinece the rich are
not good, they are not happy; and as riches breed Jawsuits, men who
are always at law with one another can never be friends. Therefore,
#eold and silver ought not to be allowed in the city, nor wuch of the
yulgar sort of trade which is carried on by lending money."lé Again
he Bays, "no one shall . « . lend money upon interest.1 17

Some have professed to see in another passage a sort of left-
handed approval of interest when he says: "And let him who, having ale
ready received the work in exchange, does not pay the price in the time
agreed, pay double the price; and if a year has slapsed, although inte
ercst is not to be taken on loans, yet for every drachma which he owes

to the contractor let him pay a monthly interest of an obol,r1d

1. Similes dewonibus qui, recurrente luna, morbo comitiali homines
quosdan afflictant.

15‘, Plateg "La‘@’s,“ Dialogues of Platﬁ, 5, Pe 12!}:.

16, Ibid.
17. Ibid.
180 Ibido, ?a 308"’309;
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An obol was one=-sixth of a drachma, so that this would be equivalent to
an interest rate of 200 pei' cent yearly. Thls was obviously a penalty
for non-fulfillment of an obligation and in no sense interest on the
loan, since if paid when due no interest would accrue to the lender.

Aristotlets condemnation of interest 1l well-known:

There are two sorts of wealthegetting, as I have sald; one is a
part of household management, the other is retail trade: the former is
necessary and honorable, while that which consists in exchange is Jjust-
ly censured; for it is unnatural, and a mode by which men pgain from one
another. The most hated sort, and with the greatest reason, is uswry,
which makes a gain out of money itself, and not frem the natural object
of it. For money was intended to be used in exchange, bub not to in-
orcase at interest. And this ternm interest (tokos, offspring), which
means the birth of money from money, 1s applied to the breeding of mon-
¢y because the offspring resembles the parent. Therefor of all modes
of petting wealth, this is the most umatural.l? .

A8 transactions in money for its own sake increased, teachers such
as Aristotle realized that it would become more and more difficult to
engender a dislike for inordinate gain, and kindle in the breasts of
the people a feeling of gensrosity toward thelr fellow men. Accord-
ingly, they made it a practice to flay and deride the noney=-getbing
instinet at every opportunity. Aristotle himself went so far as to
say that he could see no difference between an usurer and a highvay
robber, and to him a merchant was only a little less culpable than the
former.

Aristophenes, in his celebrated play The Clouds, holds up to rid-
ieule the practice of intereste-taking, Do you believe," says a
debtor to his creditor, "that the ocean 1s any larger than it used to
ba?"® To which thé ereditor replied that he was certain the ocean had
always been as large. "What, you raseal,” continued the debtor, "You

say that the ocean, into which all the rivers of the world empiy, is

19, Aristotle, #politics,® 1256b, Introduction to Aristotle, p. 571.
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ne larger than i‘crmerly, and yet you claim your money should grow
day by dayi"20

The (recks applauded this bit of comedy as they had many times
epplauded the teachings of Socrates; but they changed neither their
vmaral principles nor their habits. FPhilosophers such as Cleanthe
might turn 2 2411 in order to live rather than resort to borrowing,
but the people thought this only showed the impracticability of the
doctrines they taught. They simply laugﬁed at this sincere woralist
who, having spent his 11fe thundering agalnst usurers, was obliged to
labor as a slave rather than borrow money and recoup his fallen fore
tunes throush commercial activities.

The discourses of the philosophers against the practice of lendw
ing money at interest may have served only to lessen the opposition 0,
and increased the number of usumré, because according to Flutarch,
they "made the palace where jJustice was dispensed a hell for the poor
debtai's, and fleeced and devoured them with beak and claw, until only
thelr whitened bones remained, as the flesh is picked off a skeleton
by starving vultures, 2t

Although there was prokably no fecling more deeply implanted in
the Creek mind thaﬁ that rebail trade was "vulgar" and money-lending
rusury,® they were, nonetheless, among the keenest traders and werche
anks of thelr day. They expelled the ‘Phoeniaians from their trading
stations in the Mediterranean; they went to Tartassus i‘of silver and
other metalsy to the shores of the Baltic for ambers; to the steppes of
Seythia for grain, They salled to Dritain and "farthest Thule® in

search of new products and openings for commerce. Perhapg the scale

20. de la loue, ope elbes Pe 32.
21, Ibide, P+ 3513
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of operations made a differcnce in the manner in which they were regard-
ed. The weallly aristocrat might ém?loy‘ his glavea in g worl:shop, or
lot them oud to hire as artisans or mechanics; he could not himself,
without social degradation, to use Plato's humorous language, "open a
shop or keep a tévarn"‘ ¥Yorgover, there appears to have been current
then, even as there is in some countries today,v a distinction between
the trader who has retired with a fortuns, and the man who is actually
engazed in trade and comaerce. ‘A?:. least, Aristotle asserts that it
was not ungemmon in oligarchies to allow only thosea to hold office who
had left business for a 'per:i.ed of ten years or moi'e.za

| And g0 1t seems ihét interest-getting, while roundly condemned by
the acknowledged leaders of Oreek thinking, was widely ﬁmcticed by the
people themselves at rates which enriched ﬁhé fow and impoverished the
manys There were prebably a number of reasons for the deeline of the
Creek city-states of antiquity. Perhaps the universal urge toward
money-getting was cue, In any event, thelr commercial and finaneial
influence is no more. Sie transit gloria mundil |

Roms

The practice of lending at interest greatly influenced the politi-
cal history of Rome. Debtors became o numercus, and thelr determina-
tion to sceurs relief from coppression reached sueh proportions, that
thoy overcame the government aud effected reforms which becane part of
Roman law for aemuriea.. any nations bhave Eased their codes of
Jurisprudence upen t%xai of the Romans,

Seven kings reigned in the early days over the Clby of the Seven
Tills, counting Romulus, 1ts mythleal founder, as the first. Cne of

these, Servius, was known as the "comuons' king" bocause he was a

22, Aristotle, "Politics," 127%a, Intreduction to Aristotls, p. 588.
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charpion of the common people against the nobility. e had been a
servant of a previous king, and way also have been a stranger in the
eity., All strangers in early Roze were classified as "plebeians" to
differentiate them from the descendants of the first inhabitants who
weye knowm as "patricians.®  Ounly the latter had full rights of
ecitigenship and could voie in the public assenbliss.

These early kings of Rome extended the power of the clty by cone
quering neighboring tribes, degstroying their cities, and bringing the
inhabitants to Home. hey becave servants and slaves, and did not
share in théz-diviaions of public wealth which were the epoils of eo
many succesaful wars. The plobelans had small chance of growing
rich. In later yoors they graduslly acquired the rights of citi-
gons,; 80 that the original distinetion belween the two classes disap-
peared, bub the :namzas continued in use to sipaify the rich and the
POOr. |

The quarrels between these two economic groups of eitizens of
Rome make up the early blstory of the eity, Scrviug, having beon a
servant himsell, did all he could to change the old laws sc a3 to eass
the lot of the poor and give them wore political power. Notielng
that silver coing seemed to leave the ¢ity in a continucus streanm, he
introdnced the innovation of coins mede of copper, 5o as o keop them
in eireulstion among the poor people of Rome. In splie ol determined
opposition from the rich, some irprovements were made in the laws and
others undoubtedly would have been made bad he not been murdered.

Under the early kings of Rome there was no standing army. ¥hene
ever the olty was threatened with attack, or a campaign was launched
against some foreign peoples, the eitizens were forced to leave their
homes and farms, squip themselves at their owm expense, and hurry to
the arena of defense or §anque£t. They returned from these periodie
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convalaions to find thelr patrinony ruined, their hcmes destroyed, and
a huge debt facing them for rebuilding their homes and restoring the
fertllity of thelr flelds, lest ’chrc;zgh negleet during the years of
var. The enly source to which they could turn for help was to the
rich patricians who loancd them the needed funds on extremely barsh
termss  But agriculture is not a praéisal eaiiing, so the interest
accusulated; the dobior could not pay when due, so the hand of the
eraditor atmtezzed .i‘grth, tock the last fsirthins; of hiz eatate, locked
him in prison, ;.mci, iﬁ‘ necessary to satlely the debt, sold him, his
"ﬁu,fﬂ, and his children, into slavery. Creditors were even peraitied
to divide the body of the wretched debtor emong them, though 4% is
difficult tc see what they would galin by doing so.

It is sald that one of the Lravest officers of the Roman avmy,
whose pralses were on every tongue because of hie patriotic deeds, had
heen thrown inte prison because he could nob pay the debls inmwred
during his years of scrvice to his country. One day he broke out of
prison and yushed to the Forum where he proclaimed his wistreatment
to tho anazed listencrs.

Jew it happened that aluost at the came moment the alarm sounded
at the spproach of the bhostile Volsel: The authoritles called the
peeple to arms to protect the elty. Sullen and incensed by the conw
seiousness of their wrongs, the plebelans refused to enlist and delled
their masters. The erisls was so threatening that the consuls yielded
for the moment and promised te right theiy wrongs. So the sufferers
marched against the em@ and helped defeat them. Vhen the carmpaign
was over, however, and the people had returned to their homes, the Senw
ate refused bo keep the promises made by the consuls and threatened to
appoint a dictator. The plebelans then united and left the city,
withdrawing to an adjoining elevatim; sone three miles away known as
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Yons Saccr (Sacred Vountain)e. Upon being assured that the Scnate
would fulfill the promlscs made to alleviate their suffcrings, they
returned to Rome.

The poor were svill the vietdms of masy wrongs and there could be
no lasting peace or security for the city until these were righted.
tne of their major complaints was that there was no regular code of
laws 1n exis*t.énce. Accordingly, in 450 B.C. a Councll of Ten, hence
¢alled Decemvirs, was appointed to prepare a code éf laws, wuch as had
Lbeen done sevendeen centurles earlier by King lammerabi of Rabylonda.
0f this, however, the Romans wost probably were quité ignorante The
Decemvirs fraxzzé;d a ecode based on the Greek. laws and knovn as the laws
of the Twelve Tables. The maximum legal rale é;i‘ intevest was fixed
at 1 per cent a menth or 12 per eent per jyears

The laws of the Twelve Tables gonfirmed érediﬁom in thelr right
to reducs to slavery any debior who was unable to pay his indebtedness
within thirty days after the due date, Debtors enslaved by thelr
ereditors were generally treated with unnecessary harshness and sever-
ity. Often they were not given the amounte of food required by aw
for their subsistence. Vhen several ereditors had eclaims against the
same debtor, they still had the right to divide his body arongst them
in proportion to his debt to each. Cruel as was this provision, its
impracticality rendered 1ts actual consummatieon a dead letter, although
the principle tiab the body of the debior became the property of the
creditor remaineds

The disgraceful excesses indulged in by the rich creditors became
notorious and caused great msermt among the peoples In 425 B. C.
one of them dared to demand "the flower of adolscence” in pzayz:ﬁent of
a loan., The debtor sought sanctuary in a tomple to keep the creditor

from laying implous hands upon his daughter. The Forum resounded with
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the crles of his fs.z*xi;y and friends. The pecple took up the ery. The
consuls, fearing another uwprising, called the Senate into gession. The
| farious erowd gvarmed into the Capitol and dewanded abolition of tue
cdious law, The Senate bowed to the will of the people and promlsed
Justice, The law was amended to provide that only ithe d@b£ had to be
paid. The body of the debltor was held to e as inalienable as hisg |
Liberty. Thus was defined one of the great mimipleé of Roman laws
The common pecple were clevated to a new level of diénity in the state.

This victory encouraged the pecple to gontim@ thelr efforts to
inprove thelr ecoz;omic éonditicn. Tne interest rate of 1 per cont a
wonth permitied by thc law of the Twelve Tables bore heavily on the
poor. It was considered sc oppressive that popular demand for relorm
waS needed and in 398 B. C. & comslttee was appointed to reaomr@nd
ways in which this plaguas preying on their vitals could be alleviated.
It is without doubl due to the suggesticns of this commitbee that the
following year the tribunes of the people zjx-o-pos_ed a law which would
reduce the intersst rate to one-half per cent per month or & per cent
per aamum. The people acclaimed this iefom with enthusiasm, bub
their joy was short-lived. Within a few years the Gauls swept dovm
from tho north, captured the c:it'y, and left it a burning ruln,.

Hardly had a new city been erccted upon the ruins of the old,
when the patricians again asserted their elaims, and demanded a revive
al of the fearful severitics of the acts governing debbor and creditor.
The plebeians had been reduced to the greatest poverty and distress
during the years of the Callie invasion, and the measures proposed by
t.im patricians, if carried out, would crush them into abject slavery.

The quarrel was bitter and cawe to a head in 376 B. C. whea two
of the ablest tridunes of the pecple advanced a plan for settlement of

the troubles. To remedy the unbearable pelitical inequallty, they
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demanded that the consuls should be restored as the chlel naglstrates
of the city and that one of the two annmually chosen should be a plobe-
ian. To izprove the grinding poverty of the plebelans, the new plan
previded that the interest already paid on debts should be deducted
from the prineipal, and the remsinder of the debt should be p#zid in
three equal annual payments. Publie lands, hitherto held almost
entlrely by the rich, were to be redistributed so that no patrician
should have more. than ebout three hundred acres. The remainder was
to be divided into small tracts for the plebeians.

The new plan, called Licinian Rogations after Liecinius Stolo,
one of its sponsors, was fiercely fought by the patricians. The
plebeians were equally resolute, and their tribunes prevented the
clection of cfficers and military _J.evies. ‘The patricians were hoelpw
less, and the plan as propeosed became Roman law in 367 B. C.  lucius
Sextus, the other sponsor of the plan, was elected consul the follows
ing yaar. 411 other offieces, of whatever natﬁre ,‘ were thrown open to
plebeians and political equality was at last established in Rome. The
aristocratic republic which had lasted for a century and g half afier
oxpulsion of the kings haé now beconme a truly democratic republic ox
governuent by the People. Having overcome its external foes and
settled its domestic diffilculties, Rome now stoed forth a young glant,
politically strong, morally selfwconfident, and economically healthy.
It stood poised to conguer the world, |

The consuls, eager to fulfill their mandate to improve the lot of
the plebeiang, vigorously prosecuted the bankers who loaned money at
more than the legal rate of interest, They were subpcenaed by the
officers of the law, inmprdisoned, and forced to pay off the public ciebt
inecurred during the last ﬁar. The fines levied against the culprits
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were wetamorphosed into four-horse golden chariots in honor of Jupiter,
the guardian god of Rome.
| The Licinian Rogations were the law of the land, insofar as the

legal rate of interest was concerned, for the next 800 years. During
these centuries the Rpméns extended their power over the then known
world. Rome ceased to be a liation and became an Eupire. A steadily
inecreasing number of foreigners was obsarbed. The sturdy anelent
Homan - the perfection of manly vigor and strength - disappeared.
Hils place was taken by a debauched, effeminate, lurury-loving people,
wholly‘abandoaed to self~-indulgence. The wealthy lived for pleasure
alone. o , _

~ Thelr downfall drew near with the surety of the tread of doom.
The @aath~blGW'was dealt by northern barbarians, who, magnilicent
specimens of manhood, inuwred Yo hardship and physica1 suffering,
swept over them like great bulls, ramaing their walls with lowered |
horns until they trewbled. Thelr savage cries made the Romans qualke
with dread as they traced themselves against the tottering gates in a
vain atbmqu'ta keep out the invaders.

Rome was captured and sacked by Alaric the Visigoth in the year
L1 A+ D.  He accomplished what Pyrrhus and Hannibal, the Greck and
the Carthaginian, had failed to do. For the Lfirst time in eight
hundred years Rome saw a foreign master within her gates. The fol~-
lowing year most of the Roman laws were abolished and the regulations
governing lending at interest became but a memory.

A hundred years or so later the Impire achieved a brief span of
life under the Ewpervor Justinian, whoge chief claim to renown 1s his
work as a legislator., Upon his accession in 527 A. D. he set about
collecting the vast mass of previous legislative enactments which

were still nominally in force. It took several years for this great
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rroject to be completed. In the new code formulated by Justinian,
the legal rate of interest was set at 1/3 per cent per month, or L per
cent per annmuz on loans to distinguished personages and agricultursle
ists; at 6 per eent per annum for persons not in busineas; at 8 per
cent on loans to businessmen and merchants; and at 12 per cent for
bottomry on ships and cargoes. The latter had been unlimited in
former times. ' Compound interest was not permitted, and the penalty
for usury was four times the interest té.ken.

The graduation of ’the rate of interest according to the rank of
the borrower, or the type of use to which the loan was to be put, pre-
suiably upon some hypothetical ability to pays was an innovation which
iz met for the first time in the history of lending at interest. The
complete system of Justinian, known as the Civil law, formed tho
ground-work of the law for nearly all the nations of Furope, the nost
nata’:')le exception being Fngland.

There wag little opport!mit;v for Justinian's graduated rates of
interest to become widely accepted, A few years after promulgation
of the new code, Italy was overrun by the Lombards, the ‘bhird and last
of the Teutonic invaders. The fall of the Roman Empire was complete.

Out of the hideous turmoil of blood and flame the power of Christ-
ianity rose indestructible and triwphants It was the scle influence
that had remained strong and unsullied amid the corruption and decay
‘of the Empire. With its ascendaney to a positien of importance in
the affairs of mations, a new viewpoint tomard commercialism and inte
erest-getting began to supplant the acecpted practices of more than

a thousand yoars.
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CHAPTER IIX

Interest During The kiddle Ages

Farly ledleval Perilod

The early Christian Church looked with dlsfavor upon the practlce
of usury, by which was meant any interest on loans. Farly in the
fourth century, the Couwteil of Zlvira, a provizﬁcial gathering, had ig-
sued a decree against us ve  Later, the great Cownell of NNicae, conw
vered by the Imperer Constantine in 325 A. D., laid dewn the principle
that lending at interest was an un-Christian practice. It was forme
ally forbidden to the clergy, subject to the penalty of losa of offlece,
ut ab that early perlod no definite han was promulsgated with respest
to the laity. The doctrine that all interest-talking was sinful was
largely the resullt of the teachings of three great doctors of the
Churchsy Dasil, Dishop of Cagsareai hls brother, Cregory, Blshop of
Nyssay and Ambrose, Hishep of !lilan. Other great leaders of the
early Christian Church who cpposed iniereat were Chrysostor and
Tertullian.

heasons for their attitude toward interest are not hard to find,
Disintezration of the Euplre meant that the central authority was no
lonzor able to enforce its will throughout the vast reaches of the
world. Iocal kings and barons took the law into their omm hands %o
an ever greatér' extent. The centuries which followed the lombard ine
vasion saw the gradual spread of ararchy and chaos, the almost ecom-
plete disappearance of trade and commeres. A system developed undey
which each community or peity principality was practically seclf-

contained, baving little inmtercourse with neighboring to@s except to
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wage wary burn, pillage, and steal each others belongings. Under
gsuch conditions there was little opportunity for loans to be made for
pro&ucm% porposes.  bost of the loans were made to kings and barons
to meeb exponses of thelr mllitary exploits and for the lwxurious live
ing of thelr households and retaivers. Sinee both varfare and high
dlving were conbrary to the prineiples of the Claweh, the early Fathers
cca&';sidered lending at interest a bad practice and condemned it.

Tae question might be asked, VWhy did nobt the early teachers of the
Chureh forbid borrowing instead of forbidding the taking of interest?
The reason appears to bo that so long as lenders were perndiled to make
Joans, people would borrow. Under the cconomic conditions then exlste
ing, the purposes for which they borrowed added nobhing to thelr earne-
ing capacily. They were in no better posltion 0 save money after
porrowing than they had been before., Had they been akle to save it
would not have beon necessary 1o LOrrow.

Irability to save wag faken to be conclusive evidence thal the
debt would not be paid, Borrowers therefore pub themselves in the
hands of wsurers. o dnsiead of forbidding sherb-sighted Lorrowing,
as all borrowing for conswmpbive purposes was regarded, the early
teachers went to the roobt of the mbier and tried to make it unprofit-
able for the usurers by Lfordidding interest-taking,

As the influence of Rome waned, the Church stepped inte ihe
i.vreach and became the most potent factor in determinineg the course of
medleval thought. Prior to the thirtecenth cenbtury, the Fathers of the
Church gave more consideration to religlous and moral concepds and
little thought to economic matbers. They introduced elements which
were at wariance with the ideas of anliquity and in which Roman Jurise
prudence was delficlent, The dignity of labor was esphasized; slavery

wag condemned; toe family and fawmily life were extolled; charity and
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almsziving were among the eardinal wvirtues; the rich were thelr poor
brobhers! kéepers; agriculture was praised; wmanufacture did nol dis-
please God; bub trade couid not be pleasing to the Deity bogause by
it men made a profit out of the necessities of others.  Furthermore,
‘value is independént of price, so exchange was jusﬁ-of tnjust In proe
portion to the eguality of the abzolute ﬁalues. Usury was forbidden
on the premise that in taking interest, a graater value would be ex-

acted than given, which would be an injustice to the borrower.

Seholasticion

For long perleds the subjest of intercst received 1little attenw
ticn, probably because sceilal life was too disturbed for 1endiﬁg to
occur on any considerable scale. From the twelfth century, however,
the situation changeds The Church hegan to take active measures
against the practice of lending at rates of interest which were op-
nressive and unconscionable., The srowth of rmonasteries, towms and
ruilds, the revival of trade and commerce, the inereasing use of money,
had introduced new problems.

¥Yedieval thought wis greatly influeneced by the introdustion into
Western Furope of the first Latin translations of Aristotle's works
direct from the Greek. The younser teachers of the Church seized
ypon Aristotle with avidity, muech as their earlier predecessors,

aeh as'Augustins, kad adonted Pi&to. Their problem was one of
welding the scomingly incompatible teachings of the Bible and of
Aristotle_into one harmenious bedy of thought. The accomplishment
of this apparently irpossible feat is knovm a8 Scholasticisz.

For the beginnings of this philesophical movement, we must go
back to Charlemagne. Conscious of the evil plight of learning, he

encouraged study and invited the monasteries to open their sehools
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to outsiders in addition to thelr own members. As the Ifane of teache
ers spread, they were invited to join the staffs of the cathedral
schools which were thus seupplied with coupotently trained professors
or Gcholastics, as they were called. These schools were usually loc-
ated in a towm, and with the gullds which came into belng about the
cane bime, provided a nucleus for a send-university life.

Probably the greatest of the teachers was Thomas of Aquino.
Son of a lombard Count of Aquino, ke spent his early years in the
nearby Cencdletine Abbey of lcnte Cassino.  ¥hen yeb a young wan, he
deflled parental objectlons and becare a Dominican Iriar. AL the
firet opportunity he wenbd to the Undverslty of Paris and had the good
fortune to have Albertus lagous lor his teacher. Albertus was ale
ready an aduirer of Aristotde and was entiwsiastically engaged in wilie
ning others to this systen. Thomé Aquinas becane his disciple and
the outstanding exponent of Aristotelianisaz.

" The Crusades had brought back ooty for the wind as well as for
the body. Arablan and Jewlsh ideas were galning ground in the univere
sities, I the ferment of old and new, younger minds were showlng a
precocif v whilch was alarming. The Church had stamped out a aumber of
heresies, but it was not sc easy to check and control nmovements of
thought which accompanied rapid and enthusiastic aequisition of new
mowledge. To hold the balance bLetween the philoscphy of nature and
of religlon vias difflcult. Some form of alliance was necessary now
that civilizsaticn was Christian.

The philoscphy which encouraged these tendencles was Aristotelian.
The Church at first did not realize the sorvice which that syotem could
render becauss of its Arablan assoclations. Albertus lagnus and Tho@a
Aquinas proved by deed that the suspicions wore unfounded, and the

hurch beecame a convert. Thus 1t came aboubt that, just at a tise when
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it was most needed, a system of philosophy came into favor which joined
harmoniously the physical and spiritual worlds. Aristotelianism e
came the successful rival of Flatonism, The synthesis accomplished by
Thomas Aquinas lmpressed itself upon the age as the complete Christian
interpretation of the world.

Two of the fundamental teachings of Scholasticism which have in-
fluenced economic thought even to the present day, are the concepts of
value and prices An indepen@ent domestic economy and the idea of pro-
duction for use only, were sufficilently prevalent - and competition
sufficiently absent = to make a freely determined market value seem unw
natural. labor was the chief factor in produetion, little capital be-
ing involved, so the value of a thing tended to be expressed in terms
of the amount of labor required to produce it. As formulated by
Albertus Magnus and Thomas Aquinas, value should equal the expenditure
of labor and other costs. The labor element was weighted according to
the social rank of the worker, so fixed rules as to the standard of life
for each group were necessary in oder that the cost of production could
be determined. The value thus fixed was lndependent of the estimates
of buyer and seller. It was an inherent value, and justice required
that the law step in and fix the price in gecordance with the above
prineiple, This did not mean, however, that a man could not sell a
thing for more than he had paid for it., According to Aquinas, he
nmight lawfully charge more for a thing than he had paid for it Yeither
because he has bettered the thing, or because the value of the thing
has been changed with the change of place or time, or on account of
the danger he incurs in transferring the thing from one place to an-

cther, or again in having it carried by another."l Furthermore, this

1, Thomas Aquinas, Summa Theologica, Pt. 2, Q. 77y Art. iv.
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true value was not to be determined with any great precision because,
as Aquinas said, it "depends cn a kind of estimate, so that a slight
addition or subtraction would not seem to destroy the equality of
justice."z

"The balance of justice is destroyed,” Aquinas thought, "if either
the price exceeds the value or, conversely, the value exceeds the price
of the thing."3 Consequently, to sell a thing for more than its worth
or to buy it for less than its worth, is unjust and unlawful.

Application of these principles of value to money brought up the
age-0ld guestion of usury., To take interest for a loan of money was
to take more than the "Just price” and was therefore unjust. This view
was reinforced by a number of arguments: the Mosaic law prohibits int-
erest-taking; Aristotle saild money is barren and therefore cannot breed
more money; to pay for money is to pay for time, and time is the common
property of man and God; meoney is consumptible, according to the civil
law, and its use cannot be separated from the ownership of it. A loan
of money amounts to its sale, and to ask payment for the use of that
which has been sold is unjust.

' The reasoning of Aquinas on this point is made eclear by the follow-
ing quotation: '

To take usury for a loan of money is in itself unjust; for it is
to sell what does not exist, which is an inequality, and therefore, an
injustice. To undersband this it must be known that there are some
things whose use consists in the consuming of them, as when we consume
wine « « « In articles of this kind, therefore, the use of the thing
must not be reckoned separately from the thing itselfy he who 1s given
the use is thereby glven the thing. And accordingly, in lending a
thing of this kind, all the rights of ownership are handed over. If,
therefore, a man wanted to sell wine and the use of the wine apart from

one another, he would either bs selling the same thing twice, or would
be selling what did not exist., Wherefor he would be manifestly com-

2. Ibid., Art, 1.
3. Ibid., Art. ii.
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aitting injustice and sinmning., For the same reason, he would commit
injustice who lent wine or corn, secking for himself two rewards, the
restitution of an equal amount of the article and also payment for
ite use, called usury. Pub money, as Aristotle says, « . » has been
devised for the making of exchanges. So the first and chief use of
money 1s its consumption or spending, - Vherefor it is in itself wrong
to receive a price for the uge of the money.

~ The development of industry and exchange wrought a gradual modifi-
cation in the viewpoint toward lending at interest. Aquinas and his
brother Scholasties recognized a mumber of important exceptions to the
general restrictions. lotwithstanding their prohibition of taking or
demanding interest, they tolerated its being given, It was unjust for
the lender to require interest to be pald, but a borrower need have no
scruples about paying it: "It is by no means lawful to induce a man to
lond under a condition of usury; yet it is lawful to borrow for usury
from a man who 1g ready to do so and is a usurer by profession.d
The Jews and Lombards could é.ccept usury and the Christians could pay
it!

Other exceptions included those cases where an owner, being de-
prived of his goods for a period of time, might realize a loss; for
instancey he might have to replace them at heavy cost. On the other
hand, he might lose a chance to profit from the use of the goods. In
either case a corresponding sum might be demanded of the borrower, al-
though these seem more in the nature of damages than of interest. As
time went on, the list of such excegstians was expanded. A buyer on
credit was not prohibited from paying more than the cash price; dis-
counts wereallowed on bills of exchange; penalties for non-payment of
advances on their due dates were permitied to be included in loan cone

tracts, as long as there was some period of free lending without inte

hv Ibido, Qe 78; m; i.
5. Ibid.
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erest, no matter how short this period might ve. ¥hile in practice
such penalties may have been intended to function as interest in an-
other gulse, they really de not partake of the essential nature of
interest since payment of the pemltj could be svolded simply by re-
paying the loan on time.

Iate in the perdiod, banking houses such as the Fuggers were
associated with the {inanecial operations of the Holy See. It thus
becare difficult for the Church to {rown upon interest on bank depos-
its. Furthermore, the Papal Sce employed a coupany of Jewish Mmer-
chant strangers® to collect its revenues in England. This company
took advantage of the exception and charged nothing for the first
three mouths of a leoan peried, but exacted 50 per cent for each addi-
tional month that the loan remained unpaid, a total of L50 per cent
for a year.6 | ' . _

Vhile scholastics theorized at Paris and Oxford and other great
universities, kings and nobles continued to borrow from professional
usurers who were not prohibited from receiving interest. The pre-
vailing rate charged by Jews was L0 per cont per year. However,
letters patent of the Fronch King Joha bearing the date 1360 are
extant which authorize the Jews to lend in pledge at the rate of
four deniers per week for every livre of 20 sous, which is more than
36 per cent,

At the other end of the social scale where poverty necessitated
borrowing, a Jew wounded a Christian within Colechurch in London in
1262 beecause he would not pay more than two pence for a loan of
twenty shillings for one week, a rate higher than 43 per cent.

60 Js Be Co mmﬁy, Hi‘stﬂry of Uﬁm, P 35-
7’1 Ef%id., Pe 3511'-
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It is also recorded that Ingland's Henry III in 1272 restrained the
Jows from charging poor Oxford scholars for books they had pawned,
two pence per week for every t.wen't.y; shillings Ioaned; aléo more than
113 per cent.®

The exactions of usﬁrers had ‘becoma s0 onerous; both nobles and
commons being deeply indebted, that Roger, Blshop of London, in 1233
had excommnicated professional money-lenders. In 1290, Edward I
expelled the Jews from Tngland and left the Lamhards with a clear
field for their lending operations. ”
| In Italy, the position of many money-lenders was quite differ-
| ent. lorenzo de' ¥edicl was an extremely imporitant personage because
| he was & banker and lent money to princes at 15 or 20 per cent, a rate
considerably lower, evidently, than that generally charged persons of
lesser rér&:.f? |

Businessmen of the period, actuated by a desire to make an honest
pound where only a shilling was before, exercised great ingenuity in
devlsing ways to evade the prohibition sgainst usury. One such method
was the "iriple contract." Partnership agreements had always bcen
lawful, and there was no objection to a contract of assurance. Accord-
ingly, A could enter into partnership with B, and insure with ¢ against
loss of capii;al, as well as with D against fluctuations in the profits
of the partnership. Such contracts were therefore legal is made di-
rectly between A and B, amounting to a loan at intersst; as A was fur-
nishing B with capital at what was essentially & fixed rate of interest.

Some theologlans, notably Johann Eck (1486-1543), Iuther's great
opponent, argued that the triple contract was legitimate, provided

8. Ibide; pPs 311“0

9. Franels Hackett, Francis the First, p. 33.
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(1) that the investor was actuated by a prudent desire to conserve his
eapltal and not by a sinful lust for galn, (2) that the recipient of
the capital was a merchant, making gain by lawful means and not himself
engaged in usury, and (3) that the merchant was known to be making pro-
fits. Also, the iavestor was nb'b to be in necessitous circunstances.

Another interesting exarple was the "mons® (meaning a heap or fund
of money), which represented the public debt of Italian cities at the
end of the 1iddle Ages. These wore a bone of contention between the
diffevent schools of Catholic thought, being justified on the grounds
(1) that in some cases the loans that formed them were compulscry,
and not made freely for persomal gain, and (2) that the lenders for-
feited the use of thelr money during the currency of the leans. It
was argued, too, that the pwrchase of bonds for the purpose of increas-
ing wealth was sinful but not where the objective was to procure 2
steady income suited to the lender's station in life. Iater, the
"montes pletatis,® which were charitable loan funds from which advances
wore made to the poor on sgecurity of pawns, wore treated on similar
lines.

Briefly, it can be sald that the exceptlons covered cases where
loans were used productively or for charity. Though some of them obe
viously violated both the letter and spirit of a rigid ban on usury,
they were quite in keeping with the géne‘ral pegition of the Church.
Relipgious standards had to be workable in praetical life., It had
been reasconable enough to prohibit all interest whea opportunities for
the ;:raductiira investment of borrowsd capital were almost non-existent,
but tho situation was changiﬁg'with the growth of trade and industry.
The old regulations seemed to be hindering the development of economic
activities, and the Church elaborated and extended its rules to meet

the altered circumstaﬂaés¢la

10‘ Whit‘haker, EE.O séi‘..’ pc_ ,‘;21""5221
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The Protestant Reformatien

Hartin Luther fav&red a return to the strict attitude toward
interest £hat had obtained before the excepiions aliciwed by the schol-
astics had been accepted. Put in 1546 the French jurist Molinaeus
(Charles Dumoulin) published his Tractatus Commerciorum et Usurarum,
in which he contended that usury was not forbidden by divine law and
that moderate interest should be allé%d. ‘

He was followed by ‘the reformer Calvin, who likewise denied that
intereét, in itseli‘ » was sinful. Interest as such was neither permit-
ted nor prohibitedy he thought; but was subject to certain restrictions
as indlcated by the followingt "Although I do not visit usuries with
wholesale condemnation, I cannot give them my indiscriminate approba-
tion, nor, indeed, do I approve that any one should make a businvess of
maneyalending. Usury for money may lawfully be taken only under the
following conditions « « « That usury should not be demanded from men
in need » » o he Who receives a loan on usury should make at least as
muech for himself by his labour and care as he obtains who gives the
lean."‘u

Although there may seém to be little actual difference betireen
the Catholie viewpoint that usury was forbidden except in certain de-
fined cases, and the position of Calvin that interest was allowable
wder given conditions,; the latter was quickly taken up as approval of
interest~taking generally, particularly by the Dutch who were rapidly
becoming the commercial leaders of contemporary Eurcpe,  However,
even in those countries which embraced the Reformgtion, the ideas and

practices of the previous centuries were not abandonned all at once.

11. ¥, J. Ashley, An Iniroduction to English Economic History and
Theory, vele 2, Lth. ed., London 1906, p. L59, quoted by
?&1 tt&ker; 22- E}_’Et’ P 5230 '
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Ingenious ways were still necessary in England to get around the pro-
hivition of interest. One, known euphemisgically as "dry exchange,"
involved making a bill of exchange agalnst an imsginary person in Ame
sterdam, VWhen due, the purchaser pald exchange, re-sxchange, protest
fes, and incidental expenses, all amounting to some 20 to 30 per cent.

Becognizing that increasing needs of business and commerce; and
that "the statutes prohibiting interest altogether had so little force
that little or no punishment ensued to the offenders," Henry VIII, in
1545, legalized interest-taking. A rate of 10 per cent was made
legal for the use of money and enything over this was forbldden as
" usury. There must have been considerable oppositlen to this low
legal rate because the act was repealed seven years later by Henry's
gon Edward VI. fThe prohibition against interest remained in effect
throughout the brief relgn of his successor, iary Tudor. That Her
Majesty considered herself above the law would seem to be evident
from her offer in 1558 to pay the City of London 12 per cent for a
1oan.12 The statute of Henry VIII was reenacted by Queen Elizabeth
in 1571, shortly after she came to the throne.

During the following century, rising commercial interests, and
the necessity for recognizing what was actwally taking place in busi-
ness, were powerful factors in overthrewing the ecanenist dectrines.
This was particularly true in the Netherlands where commerce and trade
were flourishing and a complete eystem of banking and credit was devel-
oping. Transgctions involving interest were very common there, and
the practice had legal sanctlons In 1638, Claudius Salmasius, in his
"De Usuris," succeeded where hig predecesgor iolingeus a hundred years

before, had failed. He convinced the public of the fallacies in the

12, Palgrave, Dictionary of Political Economy, vole. 2, De L32.
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canonlecal arguments against interest-taking, Although his ideas were
aken prineipally f{rom Molingeus, he excelled in the way he arranged
his argusents and in his manner of presentation.

Charles the First of England was beheaded on January 30, 1849.
England ceased to be a Kingdom and became a Commonwealth, under the
leadership of Oliver Cromwell. The fcllowing‘yoar the legal rate of
interest was reduced to & per cent. Cromwell died in 1658 and the
Commortwealth disintegrated. Two years later, Charles II, son of the
beheaded monarchy, returned Ifrom exile and was erowned king. ILater
that year the legal rate was again reduced, this time to 6 per cent.

Enxrlehment of the Duteh through extension of thelr trade and
comserce was watched with jealous eyes by the English and Irench.

Sir Josiah Child professed to sec in the wealth of Holland a relatione
ship to the low rates of interest prevalent thore. In 1660 he pube
lished his "Discourse of Trade" which advanced the thesis that pros-
perity might be seoured for England likewlse if the naximur interest
rate were reduced to L per cent. This drew a rebuttal to the effect
that a low rate of interest fized by law was not the cause of their
national wealth, for in Holland there was no law limiting the rate of
interest. It was argued that the low rate of interest was due to the
abundance of ready money. 1he subject was one of great interest to
buslinesszen and received much attentlon, but nothing was done about
it until 1713 when the legal intersst rate was lowered to 5 per cent
by the Statute of Anne.

During this period of political and economic ferment, of mercan—
tilistic thinking and dropping interest rates, French laws against

interest continued to be the most severe in Burcpe.
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CHAPTER IV

The Abandonment of Regulation

The sixteenth and seventeenth centuries were pericds of great
political and economlc change in Western Burope. The great civilizae
tions of the east had disappeared to such an extent that tﬁeir peocples
ne longer exerted any measurable degree of influence on world alfairs,
The emphasis had shifted westward. These centuries saw the rise of
two phenomena which were to reform mens' political, moral, and econ-
omic ideas, namely, the transition from Feudalism to Hationalism, and
the great inerease in trade and rommerce which stimulated the growth
of a money economy.

As these influsices began to make themselves felt they atiracted
wide attention. The flow of silver from the newly discovered mines
in North America greatly inereased the amount of momey in eireulatior
and resulted In a rapid risge in prices. This provoked much economic
speculation. Opinion was divided as to the advantages of lowering
the interest rate by law, or removing all restrictions and letting it
seek 1ts own level in the market place,

Sir Thomas Culpeper favored the former method. In a pamphlet
entitled ™A Tract Againct the High Rate of Usurie," published in 1621,
he advocated reduction of the legal intecrest rate ffam.la to 8 per cent.
Succeeding in this, he published, in 160, another tract advocating a
further reduction to & per cent,

8ir Josiah Child zlso thought lower interest would be heneficial
to trade and locked to the government to bring this about by law. In

*A New Discourse of Trade® he wrote:
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There is nothing in the World will engage our Merchants to Spend
less and Trade more, than the Abatement of Interest, for the subduing
of Interest will bring in multitudes of Traders, as it hath in Holland,
to such a degree that almost all their People of both Sexes are Traders,
and the many Traders will necessitate Verchants to Trade for less Prof-
it, and consequently be more frugal in their Expences, which is the
true Reason why many considerable Yerchants are against the lessening
of Interest . . .t

Generally; I say, the Dutch low Interest hath mlserably lessened
us in all Trades of the World, not secured to us by laws, or by some
natural advantage which over-ballanceth the dispropertion of our Int-
erest of Money « + 2 '

When I think of these things, I cannot but wonder that there
should be English-men who want not Bread to eat, or Cloaths to wear,
should yeat be so0 unkind and hard hearted to thelr Country, as stren-
uously to endeavor (for private Ends) the depriving her of so great a
gocd5 as would be the abatement of our Interest to L per cent, by a
Law,

In explaining how advantageous low interest was to business, Child
econtinueds

« + o« our greatest disadvantage is, that other Nations, espeeially our
Industrious Neighbors the Duteh, are therein Wiser than wej For with
them, and so in most Countries with whom we hold Commerce, there is
not any Use (i.e., intereet) for Money tollerated above the rate of
8ix in the Mundred: Whereby it must of necessity come to pass, though
they have no other Advantages of Industry and Frugality, that they
must out Trade usy for if they make a return of ten per cent. they al-
most double the Use allowed, and so make a very gainful Trade. Bub
with ug, where ten in the Hundred is so current, it is otherwise; for
if we make not above ten, we are loosers; and consequently the same
Trade, being with them and us equally good for the Publick, ﬁa to the
private Adventurers lossful with us, with them very gainful.

John lLocke, on the other hand, was of the opinion that lowering
the rate of interest would not be beneficial te trade:

High interest ls thought by some a prejudice to trade; but if we look
back, we shall find, that England never throve so well, nor was there
ever brought into England so great an increase of wealth since, as in
queen Elizabeth's and king James I, and Charles I. time, when money
was at ten and eight per cent. I will not say high interest was the
cause of it., For I rather think, that our thriving trade was the

1. Sir Josiah Child, A Wew Discourse of Trade, Preface (xiv), quoted
by Whittaker, 2_20 9_&&., D 092,

2. Ibid., Po 6930
3, Ibid. |
L. Ibid.
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cause of high interest, every one craving money to employ in a profit-
able commerce. But this, I think, I may reascnably infer from it,
That lowering of interest is not a sure way to improve either our
trade or wealth.”

Others, like Thomas Mun, maintained that the interest rate would
rise or fall with the expanéion or’céntraéticn of trade, Thomas Man-
;ey'was of the opinion that "it is the scarcity of money ( and many
borrowers) that maketh the high rates of interest, . « « 50 the plenty
of money and few borrowers nill make the rates low," John locke, too,
arpued that iaw rates of interest were the result of a plentiful supply
of money. Sir Dudley North also explained than an abundance of cap-
ital and security made interest rateadiww in Holland, 1In his Discours-
es upon Trade he wrote: ®. . « if there be more lenders than Borrowers,
Interest will also fallj wherefare it is not low Interest Makes Trade,
‘but Trade increasing, the Stock of the Nation makes Interest 10w."5
Sii Thomas Culpeper's son likewise published a Discourse attacking
the thon current interest rate of 6 per cent as too high,

The bltterness of the controversy, with its attendant flood of
harangues, discourses, tracts, pamphlets, and parliamentary speeches,
would give the impression that the fate of England and the welfare of
every individual in it, were dependent solely upon the rate of inter-
est on loans, The attention which the subjeet received through all
available informative channels, caused many men to give the phenomenon
of interest more critical analysis than it had received since the days
of the {reek philosophers. Every geacher or writer on economic sube

Jects had his own ldeas as to the nature of or necessity for interest.

5, John Locke, Some Considerations of the Lowering of Interest and
Raising the Value ol Loney, quoted by Whitlaker, op. Cits, p. 692.

6. Sir Dudley Horth, Discourses upon Trade, quoted by Whittaker,
_C?_Ra 9_&»; Pe 532; '
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Important as are these theories as contributions to the sum total of
economle knowledge, they had little practical effect. The rate of
interest continued to be regulated, and its level was retained at

5 per cent until 1854 when all legal restrictions were removed.

In France, the subject of interest rates did not receive the
same attention as in England. The French king in 1766 attempted by
edict to reduce the legal rate of 5 per cent, which had obtained since
1665, to L per ecent. The law being easily and safely evaded, however,
money continued to be loaned in most of France at 6 per eent. loans
in connection with more speculative industries brought 8 to 10 per
cent. This condition contributed to a financial crisis in the prove
ince of Angouleme, where A. R. J. Turget was intendant. After a
series of business failures, bankrupteies, and suspension of payments
by the banks, bankrupt borrowers combiued tovprosecute lenders under
the usury lavs. Turgot had the cases remanded to the couneil of
state and drew up his famous memorandum Sur Les Prets d'Argent, in
- defense of interest-taking.

Thls work may be briefly summarized as follows: The subject is
divided into three parts. The first secks to'eatablish the necessity
of interest~bearing loang for trade and industry and to prove that the
rate is varigble in proportion to the abundance or scarcity of capital
and the nature of the risk. The socond refutes the argumenis of
scholastie philesophers, jurists, and thecloglans, against interest
per se. The third part seeks the hiétoric causes of the hatefulness
of usury and of the bad reputaticn of money-lenders. In conclﬁsion,
it recommends that interest«bearing icans be legalized and that the
rate be left to the free agreement of lender and borrower. He also
récammendad'that usurers who prey upon the passions and inexperience

of youth be punished by laws relating to breach of confidence or other



kinds of imposition.

The canonistsbhad argued that in a contract which was not gratui-
tous, equity demands that there must be an equality of the values ex-
chmnged, and that if intefest is taken this equality is destroyed.
Turgot answered this as follows:

Between values exchanged, or between articles glven and received,
there is no such thing as metaphysical equality or in-equality. Equal-
ity of value depends upon the opinion of the contracting parties touch-
ing the degree of utility of the articles exchanged, for the satisfacte
ion of their desires or needs. Having discussed in-equality, they ale
lege as an example of in-equality the fact that the borrower, in return-
ing more than the principal, gives back more than he received; and they
infer that this is unjust. Such reasoning takes it for granted that
the money recelved today and the money which is to be returned in a
year, are two things perfectly equal. Is there not, on the contrary,
an obvious difference between the two values - g0 obvious as to be re-
ecognized by the proverdb 'A bird in the hand is worth two in the bush??

LI R I A L I I L I I I N L T T N D T D D R B L D I B I Y R

If these gentlemen supposed that a sum of a thousand francs and a
promlse of a thousand francs are exactly the same in value, they ad-
vance a still more absurd proposition; for if the two things were of
equal value why should any one borrow at all?7

His views on the practice of governments in regulating the rate
of interest are set forth in the following arguments:

There is no reason for a law which fixes the rate of interest.
The rate ought to be, as 1s the price of all commodities, fixed by
agreenent between the two contraecting partiea and by the relation of
gupply and demand + « «

The rate of interest is, moreover, even more diffieult to fix
than is the price of any kind of merchandize because the rate of inter-
est follows circumstances and considerations much more delicate and
variable than does the price of a commodity, which are the time of
naking the loan, the time at which payment is stipulated, and especizle
1y the risgk or the opinion of the risk which the eapital nust run.

This opinion varies from one time to another; a momentary alarm, a
series of bankrupteies, rumors of war, can cause a general uncertainty
which suddenly tightens all negotiations for money. The opinion and
the reality of the risk vary still more from one man to another and
are augmented or diminished in all possible degrees. Consequently
there nust be Just as many variations in the rate of interest.

A commodity may have the same price all over the ccuntry‘because
all the pecple pay for it with the sawme money, and commodities in

7+ Turgot, Sur les Preis d'Argent, qﬁoted by Ryan, Usury laws, p. h97
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general use, whose production and consumption proportion themselves
" naturally the one to the other, have for long times had very nearly
the same price.

But the money in a loan has neither the same price among all men,
nor at all times, because in the loan, money 1s exchanged for a prom—
ise, and even if the money of all purchasers is alike, the promlses of
all borrowers do not resemble each other.

To fix by law the rate of interest is to deprive of the expedient
of the loan, whoever cannot offer security proportionsd to the lowness
of the rate of interest fixed by the statute; it consequently renders
impossible a multitude of commercial entarprises which cannot be ear-
ried on without risk of capital.0

Turgot's memorandum was so convineing in its presentaticn that at
the time of the French Revolution the National Assembly declared all
loané at interest to be legal, thus repealing the old usury laws and
marking the end of three centuries of conflict between the canonists
and the economista. |

What Turget had done for France was acaomnlished in England by
Jeremy Bentham. Adam Smith had opposed legal prohibitions of inter-
est, remarking that *This regulation, instead of preventing, has been
found from experience to increase the evil of usury; the debtor being
oblized to pay not only for the use of the money, but for the risk
which his creditor runs by accepting a compensation for that use. He
is obliged, if one may say 8o, to insure his creditor from the penal-
ties of usury'“9 However, he was prepared to defend the existing law
that fixed the maximum rate of interest at 5 per cent as "perhaps, as.
proper as any,” and because he felt that if the legal rate were high-
er, the greater part of the money which was to bé lent would go to
prodigals and projectors (promoters) instead of to sober people who
were either unable or unwilling to pay higher rates.

Smith thought that ordinarily, in such countries as Britain,

8. Ibids, p. 50.
9. Smith, Wealth of Nations, quoted by Whittaker, op. cit., p. 525.
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one~half of the so-called profit on stock could be regarded as interest
on capital; and one~half ae payment for superintendence and risk; but
he said that the propertions varied from one country to another:

The proportion which the usual market rate of interest ought to
bear to the ordinary rate of clear profit, necessarily varies as profit
rises or falls, Double interest is in Creat Pritain reckoned, what
the merchants call, a good, moderate, reasomable profit; terms which I
apprehend mean no more than a common and usual profit, In a country
 where the ordinary rate of clear profit is eight or ten per cent. it
ray be reasonable that one-half of it should go to interest, wherever
business is carried on with borrowed money, The stock is at the risk
of the borrower, who, as it were, insures it to the lender; and four
or five per cent. may, in the greater part of trades, be both a suffi-
clent recompense for the trouble of employing the stock, Bul the pro-
portion between interest and clear profit might not Le the same in
countries where the ordinary rate of profit was elther a good deal
lower, or a good deal higher. If it were a good deal lower, one~
half of it perhaps could not be afforded fos interest; and more might
be afforded if it were a good deal higher.t

| Evidently Smith felt that the interest on capital varied more

than.did the remuneration for superintehﬁeﬁce and inesurance of the
riske | |

In his defense’of ugury, Bentham took Smith to task for the late
ter's aititude toward interest. ‘It w33 Qenthamis opinion that a man
hag a right to do what he will with his own, The first of his letters
in defense of usury states his thecrem: "That no man of ripe years and
sound mind, acting freely and with his eyes open, ought tc be hindered,
with a view to hia adVantagé, from malking such bargain, in the way of
obtaining money, as he thinks fit; nor (what iz a necessary consequence)
anybody hindered frou augpl&ing him, upon any terms he thinks proper
to accede to,mil _ ' |

Bentham's task was simplified by the fact that the cancnists!
doctrines had been averthrcwa, and he‘could therefore concentrate all

his arguments on thé one problem of limiting the rate of interest by

10. Ibid., ps 611,
11. Jercmy Bentham, Letters in Defence of Usury, p« 5.
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law. He listed five arguments in faver of statutory maximums for
interest rates which he proposed to refute: 1. Prejrention of Usury;
2. Prevention of Prodigality; 3. Protection of Indigence against
Extortion; lz. Protection of Smpliciﬁy against Imposition; 5. Re=
pression of the Temerity of Projectors.

In disposing of the first argument he ignores the canonist argu-
ments formerly used by Thomas Aquinas and others, since they no longer
had any weight in England., He f@i\xtea the idea that there can be any
correct rate of interest by showing that no one rate of interest is
more proper than another. He shows that interest rates have varied
widely at different times and in different countries, and that the
rate of interest should be merely a matter of convenience between the
parties to the contract. This is not as strong a point as Turgot's
theory that the rate of interest varies with the supply of loanable
capital, the duration of the loan, and the risks involved.

Talking up the second point, Bentham argues that interference to
prevent prodigality is not necessary to the existence of society, and
is a sort of paternalism. He also shows that it is not natural or
customary for a spendthrift to pay a rate of interest above the or-
dinary market rate to supply his wants. He will usually spend what
he has before he resorts to borrowing. Then, when all his money is
gone, and he has no security to offer, he cannot borrow at any rate,
so usually gets advances from his friends who, because of their
friendship for him, make the interest a secondary matter. Further-
more, a statutory limit on the rate of interest cannot prevent the
prodigal from buying goods on credit where he may, by reason of the
price and terms, be paying the equivalent of an exhorbitant rate of
interest. In fact, the law may be the means for compelling him to
do this, since he may want the money to buy goods.
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He next takes up the argument that legal maximums are neceasary
to protect the indigent or poverty-stricken against extortion. le
contends, as Turget had done, that no one rate can be équally suited
to all situations., Scme poor people may have to borrow at rates
above the 1egé,l linmit in order to avold losing what they possess.
Such situations happen quite frequently. Bentham points out that
even 1f the borrower had to pay a high rate of interest he might be
better off than if he could nobt borrow at all, and without adequate
geourity or credit standing he probably couldn't.  Apparently, it
aid not ocecur to him that ’a, higher maximum might be established for
consumer loans to enable ‘the peor, when in despcrate need, to borrow
~ when otherwise they cqnid not and would hé.ve to sell their meagre be-
longings or depeand upon charity. Nevertheless s his arguments were
perfectly valid as regards the usury laws in effect at the time he
wrote.

in taking up the argument that usury laws are necessary to pro-
tect the simple, he answers that, if a man is so simple as to need
protections; he needs it more in buying goeds than in borrowlng money,
a8 he will buy goods many times more frequently than he will borrow
wONey « |

Bentham wrote a specilal letter to Adam Smith to combat the argu-
ment advanced by the latter that promoters ought to be repressed to
prevent the waste and destruction of capital in risky undertakings,
and that usury laws would help to accomplish this. He points out
that it is a fallaey te say that promoters ought to be discouraged
beeause: 1l In every pex?iod of histcxy promoters have helped. %0 ine
prove society by finaneing new developments and impz'qvemnis in the
arts; 2. Restraints cannot lessen the proportion of unsuccessful

proj@ets to the successful ones, but would merely reduce the number
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of projeets; 3. The rulers of the State are the ones most likely to
ruin it, not the people, as the former are the greatest spendthrifts
in soclety. What support Bentham would have received today upon this
observationi

kié went on to say that the ruin of every promoter without exception
would not be suffieient to disprove the usefulness of projects, and that
since promoters take great risks, and either sustain large lossea if
they fail, or make big profits if they succeed, it is fair to charge
them high rates of interest, and since they are willing to pav high |
rates the law ought not to interfere.

Bentham's letters in Defence of Usury contain numerous other argu-
ments particularly applicable to the situation in England in his time.
Also, he discusses scveral ways in which usury laws work to the detri-
ment of the commorwealth, This célebrated polenic sc effectually
silenced all the arguments in favor of legal maxiwmums for interest
rates that counter-legislation Legan to be enacted whittling away the
seope of the statutes‘-in various ways ﬁntil in 185l all the English
acts ag;ainst ugury were repealed.

The effect of this sction in Britain was {ar-reachings Other
countries of Eurcpe followed suit in rapid successions 1855 - Denmark;
1856 - Spainy 1857 - Holland, Norway, Switzerland, Sardinia; 160l -
Saxouny, f:‘s?edén;' 1865 -~ Belgiwny 1867 - Prussia, and the Norith German
Goni’adez‘ation.lz

John Stuart ¥ill agreed with Bentham:

Tn so far as the motive of the restriction (on the interest rate) may
be supposed to be, not public policy, but regard for the interest of
' the borrower, it would be difficult to point ocul any case in which

such tenderness on the legislator's part is more misplaced. A per-
son of sanc mind, and of the age at which persons are legally compe-

12, Ry&n; Op. cit., p. 57.
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tent to conduet their own concerns, must be presumed to he a suffi-
cient guardian of his own pecuniary interests. If he may sell an
estate, or grant a relecase, or assign away all his property, without
contrel from the law, it scems very unnecessary that the only bargain
which he cannot make without its intermeddling, should be a loan of
moneys. The law seems to presume that the money~lender, dealing with
necessitous persons, can take advantage of their necessities, and ex-
act gonditions limited only by his own pleasure. It might be so if
there were only one uoney-lender within reach. But when there is the
whole moneyed capital of a wealthy commumity to resort to, no borrower
is placed under any disadvantage in the market merely by the urgency
of his need.i3

With regard to the protection of prodigals from the extortions of
ﬁaurers, Mill voiced the conviction that ™o law can prevent az prodige
al from ruining himself, unless it lays him or hig property under act-
val re&traint."lh He also took excéptidn to the proposal by Adam
Smith’bhat promoters should be "repressed" because

such laws may put a veto upon the prosecution of the most promising
enterprise, when planned, as it generally is, by a person who does
not possess capital adequate to its successful completion. Many of
the greatest improvements were at first leooked shyly on by capitale
ists, and had to wait leng before they feund one sufficiently advenw
turcus to be the first in the new path: many years elapsed before
Stephenson could convince even the enterprising mercantile public ef
Liverpool and Hanchester, of the advantage of substitubing railways
for turnpike roads; and plans on which great labor and larpge sums
have been expended with little visible result, (the epoch in their
progress when predictions of failure are most rife), may be indefe-
initely suspended, or altogether dropped, and the outlay all lost,
if, when the original funds are exhausted, the law will not allow
more to be ralsed on terms on which people are willing to expose

it to the chances of an enterprise not yet sure of success.d

The arpuments of Turgot and Bentham, reinforced at a later
date by John Stuart #ill, successfully demogstrated that the law
was an ineffectual agent for the control of usury. Also, that it
probably did more harm than pood by driving the money»lending bus-
iness underground and thereby making interest rates higher than

they would have been if all lending and borrowing transactions were

13. J. 8. #ill, Principles of Political Economy, Bk. 5, Ch. 10, Sect. 2.

4. Ibid.
15. Ibid.
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accomplished in the light of day. Since people always had and appar-
ently always would be willing to pay interest for the use of other
pecples' money, it became rather obvious that little could be expected,
as little had been accomplished over several thousand years, in the way
of prevention by the means advocated. Neither those measures which
would prohibit interestetaking altogether, nor those which would put
legal maximg on loans for the protection of borrowers, would be effecte
ive,

Accordingly, it seemed more rational to concede that interest was
here to stay, and to inquire into its nature and the why of its being.
¥odern writers on the subject, with important exceptions among the
socialists, have therefore tended to exclude the moral considerations
of what should be from their studies, and to theorize upon the nature

of iaterest per se.
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CHAPTER V

The Age of Theory

To examine all the theories of interest would be an impossidle
task. This paper does not pretend to accomplish even partially such
a difficult feat., According only a brief space to such theories as
should be included has necessitated the omission of others hardly
less important.

The latter part of the elghteenth century has been taken as a
starting point. Although theories of interest had their beginnings
in a remoter past, earlier thought was concerned more generally with
the moral aspects of interest--taking or the problem of regulation.
Since the latter part of the eighteenth century more attention has
been directed toward the Why? of interest. The number of theories
discussed has been kept 1o a minumum in order to focus attention
upon the main currents of thought. ‘

Choice in such matters must necessarily be arbitrary, for it is
not always easy to select the most represent.ative or those which had
the most far-reaching influence. The selection of certain theories
for discussion does not imply, however, that those dealt with are in
any way superior to those not included, either from the standpoint of
abstract truth or social utility. Even the history of error can
sérve a useful purpose. Errors should not be forgotten. Everyone
who wishes to make some progress in the search for truth should know
something of the mistakes of others wl;o thought they were extending
the boundaries of knowledge. The study of error would be justified
though the resull were simply a determination to avoid it in the future,
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Discussion of theories of interest in their historical sequence
would tend to be confusing since at times they reappear under differ-
ent conditions in a new guise so tﬂat the relationship is nﬁt obvious.
Accordingly, each theory is discussed as an entity and without regard
to chronologleal sequences, Should one theory be a development of an-
other, or a variation which has attained the maturity of the original,
attention is called to this relationship. Reappearances of theories,
while seemingly affected by the whims of fashion, should be considered
more in the nature of a struggle of ideas for existence. A theory
which seened at one time to be quite dead may arise under new condie _

tiong with greater vigor than ever.

The Exploitation Theory

The exploitation theory is hased upon the premise that the cépi«
talist robs the wnrker of'part of the product of his labor. It was
evidently this conception of interest-taking which prompted the re-
strictive legislation of King Hammurabi and numerous.rulers and legis~
lative bodies since his time. In early civilizations the only visi-
ble factors of production were capital and labor., It scemed that
the only way in which capital could be made productive was through
the application of labor. Accordingly, the entire product of the
laborerts effort was rightly his. Any share of the product of la-
bor which went to capital was considered to be a forced deduction
from the total value of the product which is the natural reward of
labor.

This view of interest was carried down through the centuries and
becams the cornerstone of medieval thinking, resulting in the prohibi-
tions against interest~taking as unjust exploitation of the borrower.
When the religious énd ethical aspects were removed, and the matter

viewed in an economic light, it was embodied in the teachings of Adam
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Smith. He held that participation of capital in the product of the
workere! labor could be traced to the desire of men "to reap where
they had not sown.® This may be considered the starting point of

the exploitation theory. With Smith, this remark was werely a pass-
ing expression of his peneral anti-capitalistic leanings and is not
of much consequence in his system. His remark would imply, however,
that it was his opinion the laborer no longer received the entire pro-
duet of his labor because of the grasping natures of capitalists and
landowners.

A member of the classieal school who developed an incomplete
form of the exploitation theory was Simonde de Sismondi. According
to his theory, the laborer's peverty places him at a disadvantage in
bargaining with the employer and makes for a labor contract unfavor-
able to the former who received merely encugh upon which to subsisp.
It might have been expected that Sismondi would pass from a statement
of this theory to a condemnation of interest as exploitation of the
borrower. He did just the opposite. He Justified interest. As
the landlord earned his'rent'by the labor he expended in settling the
land, so, Sismondi said, the capitalist rested his claim on the labor
of accumulation. The only difference was in point of time. The
laborerts right to the product of his work depended upon his present
effort; the rights of the landlord and the capitalist were based on
labor of the past. Sismondi, therefore, beginning with the idea of
exploitation, arrived at a labor explanation of interest.

A little thought will serve to show that this argument is in-
valid as a theory of interest. The labor incorporated in capital
goods should be recompensed with an equal quantity of labor. There
is nothing in Sismqndi's argument to demonstrate why the remuneration
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should include an additional amount in respect of interest.t

It might have been expected that David Ricardo, whose theory of
rent has been 80 widely accepted that he has appeared to many as the
greatest of all economists, would have developed a theory of interest.
To Rieardo, as, indeed, to all the classical economists s capital pro-
f£it is identical with interest, because no interest can be repularly
pald except out of profit., Interest is profit passed on to the cred-
itor whose loan has made production possible. Ricardo, however, did
not inquire into the nature of capital and profit; he took them for
granted. His writings would seem to imply, nevertheless, that capi-
tal formation and the growth of society would be stopped by a reduc-
tion in profit resulting from a rise in rents. In ather words, as
Turgot had pointed out, no capital can be formed unless there is a
reasonable prospect of profif.. This doetrine places dapital gide
by side with labor in opposition to land, the revenue from which,
according to Ricardo, is a mere sui'plua‘ not needed for production.
Hls view of capltal, however, was logically untenable in a system
founded on labor value, where capital was considered a speeial kind
of labor ~ embodied labor, as it were. This inconsistency was made
evident by Ricardo's failure to reconcile the existence of interest
with the walue theory. After the failure of Ricardo's theory, it
became clear that, on the basis of the doectrine of labor value, the
only logleal explanation of interest is that it is the frult of ex-
ploitation. The borrower is robbed of part of what he produces with
the borrowed capital.

Soelalist writers seized upon the Ricardian labor theory, and
its corollary, the exploitation theory of interest, and denied capi-

1. ¥hittaker, 22; EE&‘, P 528—529‘
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tal any right to interest. Karl Marx, one of the greatest proponents
of socialism, maintained that capital is not a faetor in production but
only the means of exploitation. He opened Das Kapital with the famous
deduction of the capitalist law of exploitation from the general law of
the exchange of equal lsbor values developed by the classical economists.
The paradox of capitalism is in the existence of unearned profit in a
world of equivalent exchange; in other words, in the combination of the
law of the exchange of equal labor values with the law of wages. Ac-
cording to this law, wages are determined, not by the product of laber,
but by the amcunt of labor necessary to reproduge labor, that is, ihe
labor'reqpired to produce the worker'eg minimuh standard of living.

Marx resolved the paradox ﬁy distinguishing between the labor value of
the product of labor (i.e., the amount of labor-time involved in pro-
dueing it) on the one hand, and on the other, the labor value of the

| workerts labof power. The worker sells the latter to the employer
»beoause the former has no means of production and nothing that he
could praduée and sell independently. The difference between the

twn falues, which is due to the inorease in the productivity af labor
to the point where the worker can produce more than his minimum stan-
dard, is the exploitation gain of‘the capitalist. If the worker had
access to the means of production, he would not sell his labor power
for its equivalent; he would sell the produect of his labor for its
equivalent. The latter is the higher, being the . total of surplus
value in its relation to labor and wage, and profit (including inter-
eai)yin its relation to the capital invested in the business. Not
having access to the factora of production in his own right, the
laborer works only part of the day for himself; the rest or the work
day is unpaid, and represents exploitation by the capitalist.Z

2, Karl Marx, Das Kapital, passim.
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A later group of soclalist writers, members of the Fabian Society,,
of which Sidney and Beatrice Webb were tiie most representative, protest~
ed against the lending of money at hundreds per cent interest to the
needy. They characterized interest-getters as soclal rarasites vhose
depredations are none the less real in that théy‘ara made with the sane-
tion of the law. In support of their thesis that interest-taking at
ugurious rates is uncenscionable exploitation of berrowers by lenders,
the Viebbs cited the following cases:

An unfortunate worker borrowed the sum of 300 pounds from a
money-lender, for which he gave a promissory note for 456 pounds, the
money being repayable in monthly installments. lHe paid several in-
stallments regularly, and then for a subsequent installment the check
was sent a single day late. The check was returned and payment of
the balance due demanded. Default interest was charged, and when the
borrower was haled into court he was cospelled to pay besides install-
ments of 1lL pounds, a sum of 600 pounds - 71k pounds in all - for the
doan of 300 pounds for a period of fifteen months, and annual rate of
110 per cent.

A small business man horrowed 50 pounds, signing a promissory
note for 200 pounds.  Further advances were made to him during the
succeeding twelve months totaling 120 pounds. Over the next two
years the lean was repald with interest, to the extent that at the
end of three years from the cdate of the original loan, L6l pounds
had been paid to the lender. In two years the 120 pounds borrowed

_had been repaid almost four times.3

Such practices as these were widely publicized by socialist
writéra of all nationalities and creeds., They strengthened the be-
llef of millions of workers throughout the world that the interest
they were forced te pay, either directly for their meagre loans for
necessities, or indireetly through higher prices for these same neces=
slties, or both, was an unearned share in the products of thelir labor,
and constituted thelr robbery and exploitation at the hands of the
money-lending fraternity. The ever-spreading accepiance of the ex~
ploitation theory as applied to wages and profits, suggests that the

time is not far distant when there will be demand for its extension

3, Vebb, The Decay of Capitalist Civilization, p. 133n.




to the profit of capital which is interest.

The Foney Theory

Another old view of interest was as a payment or rent for the use
of money rather than for ecapital, This éonceﬁticn of interest is to
be found in the writings of Aristotle and othefs of later dates. In
the early stages of our present money eccnomy, interest was spoken of
as the price of money, an& the price was considered to be deternmined
b& the ralatigﬂ‘of the amount of money in eirculation to the demand
for loans. It was belleved that a plenitude of money had tho sffect
of decreasing interest rates. Joﬁn Gilbert, an English mint officer
in 1625, said that "by plentie of monye the price of usury may of
gourse decreasé.“h Sir Willian Petty.echoed the same opinion when
he said:

As to Kony, the Interest thereof was within this fifty years, at 10
pounds per cent. forty years ago, at 0 pounds and now at 6 pounds no
thanks te any laws which have been made to that purpose, forasmuch as
those who can give good security, may now have 1t at less: But the

natural fall of Interest, is the effect of the increase of ﬁony.s

Davenant offered & similar exﬁlanatian, respecting the interval
that Petty had studied:

About the year 1666, the value of land in the best counties, was from
18 to 20 years; and in the worst, from 1L to 16 years purchase; and the
legal interest was then 6 per cent. and there was a greater plenty of
woney, than of securities; all of which will appear to any cne that
enquires into these matters. This considerable rise in the value of
land, and fall in interest, did without doubt proceed from a greater
quantity of money got some way or other inte the kingdom . .

It was natural that such importance should be given to money and
such powers ascribed to it during the early days of our capitalist

econony. Money was the capitalist form of wealth as opposed to the

Lie Whittaker, op. eit., pe 530.
5. Petty, Economle ¥ritings, quoted by Whittaker, op. cit.:, p. 530.

6. Charles D'Averant, Discourses on the Publick Revenues, guoted by
¥rittaker, op. EEE" Pe 530-531,
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feudal conception of wealth as land, fine clothes, silver plate, ete.
In a capitalist economy money becomes available as business capital by
being withheld from the purchase of vonsumer goods. A reduction in
interest rates is, of course, to the benefit of all credit secekers.
The writers of the period from ¥alynes through Child to Petty empha-
siged the stimulating effect of low interest rates on business activity,
since the expansion of business depends on credit for new and larger
transactions, |

The views of this perioed toward interest rates echoed the tenor
of medieval pronouncements against usury. Malynes in particular, a
business man like most writers of this period, was betier in his ope
position to finanelers, He accused them of making moéney artifieially
dear by drawing it into their "unproductive" transactions and thus
withholding it from "legitimate" ends. |

The cpinion that the rate of interest was directly proportional
to the quantity of woney available to méet the demand was stated
clearly by the philosopher and political theorist John locke. 1In
Some Considerations of the Lowering of Interest and Ralsing the Value
of Yoney, he said "That, which constantly raises the natural interest
of money, is, when money is little; in proportion to the trade of &
| countrys For in trade every body calls for money, according as he
wants it, and this disproportion is always felts For, if Englishmen
owned in all but one million, and there were a million in money in
England, the rmoney would be well enough proportiocned to the debts:
but, if two millions were necessary to carry on trade, there would be
a million wanting; and the price of money would be raised, as it is of
any other commodity in a market, where the merchandize will not serve

half the customers, and there are two buyers for one seller 7

7+ John locke, Forks, quoted by Whittaker, op. cit., p. 53L.
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The popularity of the money theory waned when the mercantilist
doctrine that ‘one can gain only at the expense of another was demol-
ished by its opponents. David Hume, a2 brilliant and original econe
omist contributed largely to this result. Hune's doetrine of inter-
est iz remarkable for the wisdom with whdch he combined economlc reasons
ing with historical and sociological analysis, While he did little to
explain the nature of interest, he did investigate its rate. His
starting point was to distinguish between money spent on consumers!
goods, the ineregse of which raises prices and wages, and money in
capital, the\ inerease of which lowers interest. Not content with thé
mere geparation of the two forms of money, his sense of reality
prompted him to study the interaction vetween woney spent and noncy
invested. ,

‘To this kend, he first surveyed the factors on whiech the raﬁe of
interest depends, namely; the intensity of the damand for loans, the
magnitude of the supply of loan money, and the size of commercial
profits, as indicative of the profits to be réalized} i'rom leans. In
a commercialeminded country, ume argued,; frupality prevails, thore
are many lenders and few borrowers, and competition in commerce makes
for low profits and comsequently low interest rates. Profligacy, on
the other hand, which he assoclates with the preponderance of the
landed gentry in a country, will manifest itself in 3 high rate of
interest.

This result of his penctrating insight was combined with analysis
of the inflationary process resulting from discovery of new mines.,

Hume contrasted two soclological types; the people of Spain, on the one
hand, and those of Dritain and France, on the other. In Spain, inte
erest was low only for a short time while new riches from America,

coming in large accumulated sums, were loaned out. But people in
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Spain did not know how to turn money to commercial advantage and soon
consunmed the new wealth. In the end the usual high interest rates,
with all they imply, were restoreds The 1n1m§>itants of Britain and
France, hawéver, knew how to benefit from Spanish squandering, attracte
ed 'ﬁhe motal in payment for their exports to Spaing used it to stimue
late domestie éomveraiai activity, and were rewarded for iheir derone
stration of all the capitalistic virtues by a low rate of interest.a

Turget also contributed to the downfall of the maney t!mory of
interest. It m;s his view that money had two different valuations
in commerce. One concerned its purchasing pcwer over conmodities,
the other hﬁd reference to the interesﬁ rate., In this eahneeticn he
stateds
ﬁaﬁﬁy may be very eoz:wzén in 6rdinar:f COHTEYrea, may there have veryv
Adttle value, may answer to a very small quantity of commeditics, and
the interest of money may ab the same time be very high. 4+ « » for
the interest of money falls only when there is more money to lead, in
proportion to tie wants of borrowers, than there was before. But the
-money which is carried to market is not to lend; it 1s the money which
is placed in reserve, the accumalated capitals, that are lent; and so
far from the incresase of woney in the market, or the diminution of its
price in relation to commodities in ordinary trade, infallibly and by
imnediate sequence bringing about a decrease of the interest of money,
it may on the contrary happen that the very cause which inereases the
money in the market, and which increases the prieces of other commodi-
ties by lowering the price of money, is precisely that which inereases
the hire of money or the rate of interest.? .

It was nob the quantity of noney as such, therefore, which in-
fluvenced the rate of interest, but the supply of capital, either in
the form of gommodities not needed by the owner for subsistance; or
in the form of woney with which such copmodities eould be purchased.
The supply of meney which affected interecst was not money from wines

but aceurulated savings in excess of ceonsumptive needs. Sueh a

8. Eduard Heimann, History of Economie Doctrines, pe L6~L7.

9, Turgot, Reflections on the Formation and Distribution of Riches,
‘.}uﬂted by ?mtt&kar; 920 ._c;_i‘-;b_ig P 538-
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supply of savings would be most evident in a land where peoﬁle were
frugal, and would be least in a country addieted to luxurious living,

The Abstinence Theory

Another view of interest is that it represents g reward for abe
staining from consumption of present goeds in order to enjoy fubure
geoda.  Such abstinence is entitied 1o compensation, Jjust ag toil
and trouble, the essence of labor, deserve a reward., In order to
forn capital, a man must refrain from spending part of his income,
1ecey af'his previous profit, and plow it back into production, either
directly cr.through the medlam of eredit institutionss On the usual
classical assumption that resources are alwa§s utilized to their ful~
lest capacity, it is incontestable that capital formation requires
rostponenens of cansumptiaﬁ. If employed foé'%he purchase of cone
sumer goods, money shbimulstes production; if plowed back inﬁﬁ,prou
duetion, iY redirects the factors of‘produnticn into the production
of eapital geods whose ultimate consumable fruits will becowe uore
plentiful, bub not available until later. The sacrifice which dee
serves compensation is one of ?iﬁe‘ | | |

The theory of interest as a r@ﬁard for abstinence was developed
largely by Nassau Willlam Senior. According to Senior, abstinence is
“the conduct of a person who elther abstains from the unprcduative use
of what he can command, or designedly prefers the production of rewmote
to that of immediato results."0  ILixe labor, abstinence is disagree-
able, and so % "must therefore be ecalled into exertion by the pros-

pect of its specific remuneration , . » by the hope of profit , il

10, Zenior, Political Economy, quoted by whitlaker, ops cit., ps SLl.

11, Ibid.
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By refraining from utilizing a stock of capital goods or money, and
loaning it to someone else; the owner thereupon becomes entitled to a
payment for the period during which he walts for the return of his
capital while 1t 13 in the use of or at the command of another. This
" payment may be ealled interest on the loan.

Henry Ceorge effectively showed that abstinence of itself does
not sufficiently account for interest:

Interest, we are told ia all the standard works, is the reward of
obstinence. Dub manifestly, this does not sufficiently asccount for
ity  sbotinence is not an active; but a passive qualityy it is not
a doing - it is simply a not doing. Abstinence in itself produces
nothing.  Why, then, should any part of what is produced be elaimed
for 14? If I have a sum of money which I lock up for a year, I have
exercised ag much abstinence as though I had loaned ite. Yet, though
in the latter case I will expect it to be returned to me with an ad-
ditional sum by way of interest, In the former I will have but the
same sum, and no increase, But the abatinence is the same, If it
be sald that in lending it I do the borrower a service, it ray be ro-
plied that he also dees me a service in keeping it safely - a service
that under some conditisns may be very waluable, and for which I would
willingly pay, rather than not have it} and a service which, as to
seme forms of capital, my be even more obvious than a@ to money,

For there are many foras of capital which will not keep, but zust be
eonstantly renewed; and wany which are onerous to maintain if one has
no imwediate use for thems So,.if the accumulator of capital helps
the user of capltal by loaning it to him, does not the user discharge
the debt in full when he hands it back? Is not the secure preservaw
tiong the maintenance, the re-creation of capital, a complete offset
to the use? Accumulation is the end and aim of abstinence. Abstine
ence can g0 no Iurther and accomplish no morves nor of itself can it
even do this, If we were meroly to abstain from using it, how nuch
wealth would disappear in g year! And how little would be loft at
the end of two years! lence, if more ls demanded for abstinence
than the safe return of capital, is not labor wronged?l2

Risk As A Justifimtimf{}f Interest

| From earliest times the risk of repayment inherent in any loan of
an article or money has been considered a factor in }éustification of
interest. J. B Say wrote: fthe ratic of the premium of insuiance,
which frequently forms the groater j;drtiu# of what 1s called interest,

depends on the degree of security presented to the lender; which

12, Henry Ceorge, Progress and Poverty, p. 175.
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security consists in three circumstances: 1. The safety of the mode
of erployment; 2. The persomal ability and character of the borrower;
3. The pood government of the country he happens to reside in.”m
Anotuer factor to be considered, according to Say, is the ease with
which the lender may terminate the period of the loan and recelve
back his capital: "Among the circumestances incident to the nature of
the employment, which influence the rate of interest, the duration of

the lean must not be forgotten; ceteris paribus, interest is lower

when the léngier can withdraw his funds at pleasure, or at least in a
very short perdod; and that both cfz account of the positive advantage
of having capital readily at command, and beeause there is less dread
of a risk, which may probably be avoided by timely retreat. il

i Ti’ze. view that intemét includes a preaiuwn for iszsuring the loan.
agai’.m‘s‘b pogsible loss by e lender pust assume thal the iender is
sélfuimurea or has issured the loan elsewhere and mugh pa.y. part. of
the interest as premiwa, In many instances, howewer, lenders requlre
borrevers to insure the Eﬁan, oi" the eapital in which the loan is in-
vested, at the latter's expenses Evidence in the form of a paid pol-
 iey is required 2s a condition of the loan. Bven when this condition
has been fulfilled, the lender generally demands the maximum rate of
interest, making no é.llovzamce for elimination of the rlsk factor.

Risk, therefore, is not a justification for true interest. It is

merely another of the returns wpon loans which are demanded by borrow-
ers and generally considered to be included in interest payments., If
risk can be eliminated throuzh proper insurance, 1t cbviously eannot

be a reason for interest in the truest senses

13 Say, A Treatise on Pelitlical Feonomy, quoted by ¥hittaker,
cp. Sit., pa SUL.

1}.&_; Ihid.
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The Productivity Theory

The fundamental facts which ereate that form of income g:alled inte
erest are, as conceived by Alfred Harshall, that payment is offered for
the use of capital because a gain 1ls anticipated from its use; and that
capital is scarce enough to require payment for ite use because of the
~ preference which the majority of pecple have for preseant over fature
gratifications. In other words, the demand for capital is based upon
1ts productiveness, the supply upon the prospective action of individw
uals, or, more remotely, upon all the causes that induce people to save
more or legs of their incomes.

Interest, therefore, is payment for services which capital renders
in production. Marshall distinguishes between what he calls net int-
erest and gross interest. The latter includes other elementa, include
ing ingurance against risk and the earnings of ma,nagemnt. He says:

The necessity for making this allowance for insurance against risk is
so obvious that it is not often overlooked, But it is less obvlcus
that overy loan causes some trouble to the lendery that when, from the
nature of the case, the loan involves considerable risk, a great deal
of trouble has often to be taken to keep these risks as small as pos-
sible; and that then a great part of what appears to the borrower as
interest is, from the point of view of the lender, earnings of manage=
ment of a troublesome business.ld

The price, then, that the vorrower has to pay for the loan of capitsal,
and which he regards as interest, is from the point of view of the
lender more properly to be regarded as profits: for it includes iusur-
gnee against risks which are often very heavy, and earnings of manage-
ment for the task, which is often very arduous, of keeping those risks
as small as possible. Vardations in the nature of these risks and of
the task of management will of course occasien corresponding varlations
in the Cross interest, so called, that is paid for the use of money.
The tendency of competition is therefore not towards egualizing thim
Gross interest; on the contrary, the more thoroughly lenders and bor-
rovers understand their business, the more certainly will soue classes
of borrowers obtain loans at a lower rate than others.if

18. Alfred Varshall, Principles of Feonomies, p. 588,
16. Ibides Do 593»
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Yarshall points out that certain difficulties arige in trying to
express the rate of interest as a ratio of the value of capital, "lor
the rate of interest which the borrower is willing to pay measures the
benefits that he expects to derive from the use of the capital only on
the asmpgion that the money has the same purchasing power when it is
vorrowed and vhen it is returned. 17 Another difficulty arises out of
the facht that capital invested in the concrete appllances of industry,
guch as factories, machines, etc., may carn amounts in very different
rolation to thelr cost from that which may be earned by the free cap-
1tal available for investment. The earnings of c¢apital in concrete
form may, for short periods, bear no distinct relationship to the cost
of the concrete appliances. The stock of them is for short periods
relatively fixved, and their earnings are related to the value of their
products in the market place.  For such periods their earaings may be
conpared 'f.q those of land., Viewed in this light, these earnings are
not prgperly interest at all, but "quasi-rent." They can be expresse
ed as é. rate of interest only when they have been capitalized at the
pfeserxt interest rate. ‘

The situation is somewhat different in the long view., Unlike land,
which is fixed in quantity, industrial equipment can be multiplied; and
new capital tends to flow into concrete forms with high earnings and
avoid the forms with low earnings. This tends to equalize the earn-
ings from various forms of invested capital. Thg tendency is, there-
fors, for all forms of capital to produce a norval rate of return,
though this normal rate is not a fixed ratlo, but shifts under the in-
fluence of changing conditions.: The normal rate arises out of all the
influencc-:;a which determine the supply of capital and the demand for it.

17, Ibide, Ps 5934
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The tendency of the earnings of capital toward a normal rate follows
from the incentive of business men to push the use of each factor of
production to the margin of profit. Hormal interest, the norwal
earnings of capital in pro&uction, thus constitutes a special exanple
of normal price or value., ¥hen arriving at this concept of a normal
 rate of interest, larshall is applying his value theory to a speclal
set of circumstances involved in the distribution of income from the
productive proces. v | ‘

The main difference between Harshallts conocept of the factors of
production and those of earlier economists lies in his inclusion of
organizing ability or enterprise, and his separatipn of the inconme
for this factor a0 profits, distinct from interest which ie the in-
come of capitél itself independent of the o:génizing ability or
arganiéatian which~makaa it productive. It is the job of this fac-
tor to so adjust productive processes as to bring the prices of pro-
ducts as near as possible to the nérmal price which they would bring
1f all the influences affecting prices would remain sufficiently
stable for the normal price level to be reached.

What to business men are costs of production affecting price
levels are incomes to the reeipients. Hormal income would therefore
result from normal price. The value'of things being purely relative,
they are expressed as the ratios which they bear to one another in ex-
ghange. Hodern marketing gystems cause values to be expressed as
money prices. Normal price, therefore, presupposes normal value, A
normal rate of interest would then be the income to eapital of normal
value engégad in the production of goods to sell at normal prices.

Marshall's concept of net interest justifies this payment to

eapital in production as a reward for waiting on the assumptlon that
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acoumulation of capital requires postponement of gratifications which,
nin general," involve "a sacrifice on the part of him who postpones,
just as additional effort does on the part of him who labours « « ."18
This is simply a restatement of the Abstinence theory so carefully
erected by Senlor _and so easily demolished by Henry George. Yarshall
made no further effort to justify net interest as payment to capital.

He did, however, throw some light on what he considered the rate
of interest applying in England during the last quarter of the eight-
eenth century:

At the present time the net interest on eapital in England is a
1ittle under three per cent.: per annums for no mere than thal can be
obtained by investing in such first-rate stock-exchange securities as
yield to the owner a secure income without appreciable trouble or ex-
pense on his part. And when we find capable business men borrewing
on perfectly secure mortgages at (say) four per cent., we may regard
that gross interest of four per cent. as conslsting of net interest,
or intercat proper, to the extent of a little under three per centay

and of earnings of mana;%ement. by the lenders to the extent of rather
more than one per cent.l?

The Aglo Theory

It has been observed at all stages of man's deveiopment that
present pleasures are generally preferred to those of the future.
The factors which influence men to make this preference are numer-
ous and vary with each individual. There is probably only one come
mon to all - the intervention of death which may prevent anyone from
enjoying the pleasures of tomorrow if he denies himself those of to-
day. We speak here of earthly pleasures, of course, because those
influences which cause men to give up the pleasures of this world
for the rewards of the next are not of economic origin, even though
their practice and adoption by large segments of humanity may have

collateral economic effects.

.18& Ibid-’ Pe S&?Q
19 Ibides Ps 588*5890
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In commenting upon this propensity of man, John Rae noted that
"ere 1life to endure for ever, were the capacity to enjoy perfection
in all its good, both mental and corporeal, to be prolonged with it,
and were we guided solely by the dictates of reason, there could be
no limit to the formation of means for future gratification, till our
utmost wishes were supplied. A pleasure to be enjoyed, or a pain to
be endured, fifty or a hundred years hence, would be considered deserve
ing the same attention as if it were to befall ue fifty or a hundred
minutes hence, and the sacrifice of a smaller present good, for a
greater future good, would be readily made, to whatever period that
faturity might extend w20 ,

‘However, life is fleoting, man is finite, and men generally pre=
fer present to future gratifications., Sald Raer
But 1ife, and the power to enjoy it, are the most uncertain of all
things, and we are nob guided altogether by reason. Ve know not the
period when death may come upon us, but we know that it mey come in a
few days, and must come in a few years. Why then be providing goods
that cannot be enjoyed until times, which, though not very remote,
may never come to us, or until times still more remote, and which we
are convineed we shall never see? If life, too, is of uncertain dur-
ation and the time that death comes between us and all our possessions
unknown, the approaches of old age are at least certain, and are dull-
ing, day by day, the relish of every pleasure. A mere reasonable re-
gard to thelr ovn interest would, therefore, place the present very
far above the future, in the estimation of most METLe ok

This emphasis upon present goods versus future goods is, in all
probabllity, justified in many cases, bub in general it is likely that
ren underestimate the intensity of future needs. For thls Boehm
Bawerk ascribes three reasons: l. want of imagination, which prevents
then from picturing the intensity of their future desires; 2. weak-

ness ‘af character, which makes them unable to resist the cravings of

' 20, John Rae, The Sociolozical Theory of Capltal, quoted by Whittaker,
&P« 9}3», Ps 502,

21, Ibiﬁo, Ps 5!43a
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the present; 3. the uncortainty of huwmn 1ife.2?

As a result of these influences, present geods are, as a rule,
worth more than future goods of like kind and number, so that people
are willing to pay a premius or agio for present goods. That is to
say, they are willing to pay interest. According to BoelmeBawerk,
"otwithstanding all differences in shape and sppearance (of interest),
the active cause in them all is one and the same, namely, the differ-
ence in value bebween present and future goods,"e3

He amplifies this statement as follows:

By far the simplest cace of this difference in value is presented in
the loans A loan is nothing else than a real and true exchange of
present goods for future goods; indeed, it is the simplest conceivable
phenomenal form, and to some extent, the idezl and type of such an ex-
change. The lender A, gives to the borrower B, a sum of present
goods =~ say, present pounds sterling. B gets full and free possesse
ion of the goods to deal with as he likes, and, as equivalent, he gives
into A's full and free possession a sum ¢f entirely similar, but future
goods, say, next year's pounds sterling . . . Here, then, is a mutual
transfer of property in two sums of goods, of which one is given as
recompense or payment for the other. Detween them there is perfect
homogeneity, but for the fact that one belongs to the present, the
other to the future « » « The borrower therefore, will, as a rule,
purchase the money he receives now by a larger sum of money which he
gives later. He must thus pay an 'aglo' or premium, and this aglo

is interest. Interest, then, comes, in the most direct s from

the difference in value between present and future goods.e

Bub how 1s this increase in value of present goods over future
goods to be explained? It is, according to BoehmwBawerk, due to the

peculiar kind of activity which the undertakers (promoters) exert, and
fyom which they draw their profit (interest)s They buy goods of re-
moter rank, such as raw materials, tools, machines, the use of land,
and, above all, labor, and, by the varicus processes of production,
transform them into goods of first rank, finished products ready for
consumption. In doing so they obtain + » « a gain approximately
proportioned to the amount of capital invested in their business.25

22, PochmeBawerk, Positive Theory of Capital, ps. 25L=255.

23, Ibido’ P 285«!
24, Ibid.
25« Ibid.t, Pe 299«
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Fow this gain comes about from the fact that sowe goods, particu=-
larly those of remoter rank, are present c:omddit.iés s they a.z‘e essenti-
ally future goods in that they will not be available in a i‘orin for cone
sumption until some time in the future when they will Secome ‘preaent
goods and as such command a hizher price as conipared with godds in the
| still remoter futures. On this aspect of interest-forming, Boehm-
Bawerk says: |

It is during the progress of production that the future commodity
ripens gradually into the present commodity, and grows at the same
time to the full value of the present commodity. Time elapsess

wha® was next year becomes this year; and on the great changing stage
of life everything ~ man himself, his wants and wishes, and with them
the standard by which he measures his goods - shifts one scene for-
ward. The wants which, last year, were future wants, and little
thought of as such, attain their full strength and thelr full right

of present wante; and a similar advance attends the geods waich supply
these wants. A year ago they were goods of the future, and had to be
content with the lower value that attached to them as suchjy today they
are present goods, ripe for conswmption, and enjoy the full value of
such goodse A year ago it was to their prejudice that they were
measured in the, then, 'present! goods. Today that standard has sunk
into the past, and if the men of today measure them again in ‘present!
goods, they stand equal with them in the first and chiefest rank, and
suffer nothing by the comparison, In short, as time passes, it can-
cels the causes by reason of which the then future cormodity suffered
a shrinkaze of value, and brings it up to the full value of the pres—
ent good, The increment of value is the profit of capital.

This is not to say, of course, that, to make present goods oub

of futwre goods, it is sufficient that time should elapse and the fub-
ure become the present. The goods themselves must not remain station-
ary., On their part they must bridge over the gap which divides them
fren the present, and this they do through the production which changes
them from goods of remote rank into finished and final products. 1f£
there is no production process, if the capital is left dead, the means
of production always remain undervalued future goods.?

If this conception of the nature of interest ls tenable, and it
certainly has much in its favor, there gmét be some good reason why
people generally separate the future value of a thing into two comw
ponents, the amount originally loaned or the value as a 'present!

good, and the interest or premium in value as a future goocd. Boehm-

2&0 Ibmt, pt. 3'02;
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Pawerk offers the following in explanation of this attitude:

According to our conception, interest is a complementary part of the
price payable for a sum of present goods in future goodss It isa
part~equivalent of the 'prinecipal' lent. In itself there would be
nothing to prevent this part-equivalent being paid along with the bulk
of the price; in other words, intercst and principal might bve put to-
gether in one single payment at the end of the whole loan transactlon.
Reasons of practical convenience have, however, made it the general
rule that, in loans made for any considerable length of time, the pre-
miun should be paid separately, and in rates graduated according to
time - monthly, halfw-yearly, yearly, ete. With the essential nature
of interest this method of payment has nothing to doj it may, indeed,
be expressly provided otherwise in the loan contract. But quite pos-
gibly it is the case that this custom, which, practically, has prevail-
ed from time immemorial, of separating the payment of interest from the
payment of prineipal, has assisted - perhaps, even, directly caused =
the popular opinion that the principal sum paild back is, by itself,

the equivalent of the sum originally given, and that interest is a
thing by iteell, an equivalent for another and separate 'something‘*27

BochueDawerk recognizes that this simple view of the nature of
intereét becomes in practleal, cvery-day applieaticn; ¥ebscured Ly a
miltitude of casuistical details and d@velogmeﬁts."za These do not
change tha.essential nature ¢f the principle which he advoecates, "but
they’conceal it under various phenomeﬁal fcrms.such as make recogni-
tion of it not alwayé éaay."29 Some of the com@lications arise from
the fact th#t fproductive goods coﬁtribute various portions of their
usefulvcantent to the making of various final products, which products
arrive at ﬁaturity at various points of time 30 "Another complicaw
tion," he notes, "arises from the fact that almost all productive
instrﬁmenta admit of various kinds of employment, and that these em-
ployments turn out their findshed products at different points of
time."31  Since some of these éoods may be used in the present,

27. ;ggg., ps 2964
28, Ibid., pe 304
2% Ibid.
30« Ibides De 305
31. Ibid.
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gome in the intermediate future, and sorme in the more remote future,
it might seem that the prineiple laid down relative to the formation
and increase of value does not apply to all circumétanées. However,
PochmePawerk proves mathematically that each of the pcésible.uses of
a good allows "exactly that room for increase'of vélue‘which.the re=
moteness of its finished and fingl result demands,®32 |

This is an attempt to explain in the abstract something whieh in
everyday, practical business life is taken for granted, Interest is
taken for granted without any attempt to analyze its causes; and is
added or deducted in all caleulations relating to the employment of
capital. If a businessman is cbnsidering an outlay of capital which
will yield a result in a year's time, he simply caloulates whether the
future return will leave at least the amount of his capital over and
above the year's interest, and after its deduction. If he has de-
ducted, in advance, from the future result an amount of interést Dro-
portional to the time and capital invelved, it is naturslly to be ex-
pected that the future proceeds, when actually realized, will yield
that very amount of interest.

BochuwBawerk adapts, in a very ingenious mamer, his agic theory
of the increase in value of a sood as it progresses {rom the stage of
futurity to that of the present, to an explanation of Interest from
durzble goods such as tools, houses, clothes; land, ete. Since such
goods are capable of rendering several successive services during their
1life (not, like perishable goods, belng capable of rendering only a
single service which exhausis their useful content), they have varying
degrees of value, depending upon whether the service is to be rendered

in the present or in the future. A material good has the same value

32. Ibldt, 22 309.
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as the sum of the values of the §M10u3 services it is capable of
renderings In consequence, the value of the more distant services
suffers the same depreciation as the value of future goodsv. Thile a
service to be rendered next year may be technically the same as a serv-
jce to be rendered next month, it is naturally of less value. A serv=
ice to be rendered two years hence has even less x?alua.

Thus tie aglo thoory explains the interest yielded by a curable
good which produces nothing, such as a dwelling-house, 'heussehold furnio
iture, a hired plano, or the books of a lending library. Tt alsoy
aacordizgg to Doechm-Bawerk, disposes of the fallacy of interest as e~
ploitation of labor. ™What laborers are exploited by the owner of a
house?" hé asks. "Suppose he has p#id away the whole $10,000, the
worth of nig house, in wages to the laborers who bulilt it, so that in
the origin of the house there is not A particle of prefit from eXe
ploitation: still, the house, vear after year, ylelds hin 2500 of
interest on capital. Vhere shall we find the worker from whom the
$500 eould have been taken elther by fraud or force?"33 e admits
that interest may be assucia;ﬁed with ueurious exploitation but should
not be condemned in essence any more than the healthy trunk of a iree
should be cut dewn in order to get rid of certain diseased branches.

In contrast he points out "that the institution of intercel has
its manifold uses; particularly as the prospect of interest induces
saving and accumulation of capital, and thus, by making possible the
adoption of more frultful methods of production, becomes the cause of
a more abundant rrovision for the whole people."%

If the aglo theory, a3 presented by Boehm-Dawerk and later ampli-

33, Ibid., ps 346,
3!&. Ibid»; Pe 3630
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| Pied by the American economist Irving Fisher, be accopted as a satig-
fying explanation of the phenomenon of interest, it now Lecones necesw
. sary to inquire as to what, under this theory, determines the rate of
this interest. According te Beehm-ﬁawé?k, who introduced the idea of
the dirinishing productivity of capital when used to help in the pro-
duetive processes, the rate of interest must be such as will not ex=
ceed the product of the last dncrement of capital cuployed. "The
rate is determined by the productiveness of the last economlc exten-
sion of process, in such a way that the amount of capital making the
extension possible must bear a less interest than the surplus return
obtained by means of 1t « 3% Thus the rate of interest corrcs-
ponds to the marginal productivity of egpital, and the determining
factor is time preference operating through the capital swpply.
According to Irving VFisher, nmen make an effort to so adjust
their expenditures over a period of time that the utilities of the
last item of expenditure at different times are equal. Vhen they
anticipate a greater need in the future, they save. If present
utility locms more desirable in their minds, they borrew. A young
married couple sebs out to save in antleipation of greater expenses
when children arrive. Later, when these children are in college,
they hopefully expect that thelr needs will be less when the educa-
tional expenses cease. Savinge and berrowings may likewise be in-
fluenced by anticipated changes in resources or income. A young
docter looks formard t0 a rise in income when his practlce has grownj
a msé past [ifty realizes that his earning power will scon éecliae.36

Thile the rate of interest may be a factor in determining the

35. RochmeDawerk, Phﬁ.nciplea of Politieal Economy, guoted by
vhittaker, OPe 9};&9, Ds 545e

36- vhittaker, OPs 9}:’&., De 5}47¢
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propertion of income some people will save, others, influenced by
such circumstances as these in the @receding paragraphky will save
even though they receive no interest. They give priority to the
seourity factor., e satisfaction whieh they cxperience from a
feeling of security may greatly outweigh the satisfaction which
would be theirs through expenditure of a greater part of their incoume
for goods te satisfy present wants., If they will save even in the
absence of interest becavse their preferense for future goods (sceurs
ity) is greater than thelr desire to satisfy present wants, then Boehm=
anerk‘s arlo theory in explanation of interest becomes untenable.

The agio theory presupposes that men will make a rotional choice
vetmeen paying a higher price for present goods versus a lesser price
for the sare geods at some future time. Yet from the time of Aris-
totle it has been recognized that rational choice is cnly one factor
in a complex human make—up.3? Other motives, such as custom; pro-
Judice, religious beliefs, may be at work and result in deecisions
quite at variance to those which would appear to be in the best int-
erests of the individual or grouwp.

while the moat legleal explanation of the nature of interest 50
far considered, and very ably upheld by RoehmePawerk, Fisher, and
others, the agio theory falls short of teing a completely satisfying

proposal.

. Interest and Saving

The effect which the rate of interest has upen the propensity of
people to save a part of their incomes is a subject which has recelved

much attention and provoked much discusaions One school of thought

37# Ibido, Pe 5)&9.
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waintains that higher interest rates ecourage saving. The opposite
view, that high interest rates discourage saving, likewice has its
adherents. Jhumerous arguments have been advanced to sustaln both
viewpolnts, Senior; argued that "The eapitalist scon regerds the ine
erease of his capital (through accumilation of interest) as the great
wusiness of his life; and considers the greater part of his profit
mém a8 a means to that end than as a subject of enjoyzzxent."38 Ho,
like Hume, folt that saving was larzely a matter of habit which would
be encouraged the greater the rate of interest, and dlscouraged if
the rate of inberest declined, because "there is nothing to which a
capitalist submits so reluctantly as the diminution of the value of
kls capital {as measured in terms of interest return) 39

In the opinion of John Stuart Mill, "thewre is in every country
gome rate of profit (interest) below which persons in general will
nck find sufficient motive to save « »"“0  The French economist,
Adolph landry, assumed that the marginal utility lost through eave
ing increased as tvhevamcﬁnt saved increased, thus leading to the cone-
elusion that a higher rate of interest would induce greater zaving.
It has also been said that interest receivers, who form a large pro-
~ portion of the saving class, will save more when interest rates are
higher becausé they possesg larger incomes fyom which to do so.

In support of the opposite view, that bigher rates of interest
discourage saving, Sir Josiah Child, when altribubing to low interest
rates the prosperity of the Dutehy ecame to the conclusion "That the

Abatement of Interest is the Cguse of the Progporlty and Riches of

38, Senior, Politieal Economy, quoted by Whittaker, ops eit.,; p. 550.

39, Ibid.

Lo, 1111, Prirscipleé of Political Keonomy, quoted by Whittaker, op.
elbes po 550,




79,

 any Nation.mdd  Adan Smith shared this view. = In discussing the
colonial trade monopoly, he opined that it had the effeet of ralsing
the rate of profit, which in turn bad the consequence that savings
wore diminished. This was brought about by the Juxurious and prof-
1ipate living standards of those who recelved the excessive profits
of the trade as interest on their loans (investments) and whese ex-
ample was followed even by the laboring classes who had no margin to
spare for luxuries, so that they are no longer able to save anything
either., Thus the entire nation gives up saving and devotes its
enercies to dissolute living with the result that the capital of the
country, instead of increasing, gradually dwindles away.

An arithretical illustration of the manner in which higher inter-
est rates mipght be expected to dlminish savings is offered by We Lo
. Sargant, a Birmingham manufacturer interest in economicsst .
A clerk ealeulates that when his famdly have married away from his
house, he shall be able to live on {400 a year. If interest were
28 low 28 in Holland formerly (2 per cent.), it would require 20,000
to swply this moderate income; at 5 per cent., 88,000 would suffice;
at 10 per gent., 8,000, As interest rises, the necessary savings
diminish e |

This same point was made by the Webbs:
A large part of the saving of the world is done with the motive of
obtaining, at some future time, an income upon which to live without
work. Then a luan saves in order to be able to retire from business
or practice; when it is desired to make provision for a widow or for
daughters; when the object is what 1s popularly known as tfounding a
familys' it is some definite amount of anmual income that is aimed at.
This is especially the case with the professional and upper middle
elass, by whom a considerable proporticn of the world's sccurulation
is nowadays mades If it takes §25,000 a yeur to maintain a family

in g eountry mansion of the accepted stamp, or if the recornized pore
tion for each daughter is £1,500 a year, there is a strong stimulus

1. child, A New Discourse of Trade, quoted by ¥hittaker,
0P« gg‘ét § D boke

L2, Sarrant, Reecent Politioal Eoononmy, quoted by ¥hittaker,
2?.’,’ ﬁ'&v, P 5533
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to go on accumulating until the necessary capital sum has been reached,
:1;;: ?ﬁiﬁ ?ﬁgital sun becomes, of course, greater if the rate of inter-
Alfred Marshall, noting the great increase in capital, investment,
 profits, and the power to save, which were experienced during the nine-
teenth century, came to the conclusion that men "may continue to save |
much even with a low rate of interesty yet while human nature remains
a8 it is every fall in that rate is likely to cause many more people to
save less than to save more than they would otherwise have dene."u‘
None of these arguments seem conclusives The effect of interest
rates on savings, and vice versa, is a product of many factors. Sonme
tend to induce saving whon interest rates are low, others when they
are high. Such factors as security and the propensity for hoarding
have no relation to the rate of intersst and are not affected by it.
Yot the. soundest view would seem to be that the greater the reward for
saving in the form of higher interest, the greater would be the re-
sponse of t{m average person who would perceive by this route an oppore
tunity to achieve an ambition, whether it be to live on an income with=
out working, to supplement earned income for the purchase of luxuries,
to create an estate, to educate children, or to gratify future wants.
On the other hand, the lower the rate of interest falls, the less at-
tractive saving becomes, and the more attractive becomes the satisfact-
ion of present wants. Fresent goods cost more than future goods, and
thelr purchase tends further to reduce the capacity of individuals to

83V«

L3, Webb, Industrial Dewocracy, quoted by Whittaker, ops cit., ps 55ke

Li;s Marshall, Principles of Economies, p. 223,
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The Theory of liquidity Preference

A rather novel view of ihterest. has been postulated by Joseph A.
Schumpeter, It was followed by the former Cerman banker, Albert Hahn,
and elaborated by the eminent English economist, the late Lord Keynes.
Aecording to this view, interest does not make saving equal to invest-
ment, as the classical theory holds, but makes interest equal té bank
oredit, Savings are too insignificant to support the dynamic develop-
ment of modern production processes, and the interest they receive is
only a reflection from the interest on the investable credit funds
ereated by the banks., This point had been made by Hermann as early
as 1832,

lord Keynes used this material in building a unique concept of
interest. He maintained that people save and invest thelr savings -
solsly with a view toward speculative capital appreclation, and that
guch saving and investment would continue even if the interest rate
were sero. Furthermore, it was his opinion that high interest rates
discourage saving because of the depressing effect upon industrial
activity which utilizes the saved capital. If liquid funds were made
plentiful enough through an easy credit policy and libergl government
spending, the interest rate could be lowered to the vanishing point
because such policies would stimulate industrial activity and encour-
age saving to the point that there would be no lack of capital avail-
able. |

Keynes held that the rising propensity to save and keep savings
liquid is, like underconsumption, the gravest and ever-present danger
to our eéonomy. They indicate the inability of pecple to consume
their growlng incomes. The desire to keep savings liquid he traced
to three major motives: 1. thé transactions-motive; i.e., the need

of eash for the current transactions of perscnal and business ex=-
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changes; 2. the precautionary-motive, l.e., the desire for security
as to the future cash equivalent .af a certain proportion of total re-
sourcess 3. the speculative-motive, l.e., the object of securing prof-
14 from knowing better than the market what the fubure will bring forth,’
 In the first two instances, the demand for money will rise as
prices rise and fall with falling prices, but savings will be lower in
the expectation of rising prices, since people try to purchase goods
before prices rise and thus add to the inflation by adding to the dg-
mand, and will be higher when a fall in prices is expactgd, thus ac- |
celerating the downward movement. In the third instance, when prices,
for example, bond prices - which rise as the general rate of interest
£311s ~ have sufficiently risen to make some owners feel that the top
has been reached, they will liquidate their holdings and keep their
assets in cash. Only if prices fall and interest riscs again will
they part with their money, and the rate at which they do go is the
. measure of their liguidity preference.

Interest, therefore, is determined by forces independent of in-
vestument. A rise in the rate of interest, by checking investment,
diminishes income snd both the absolute and relative amounts of sav~ -
ing out of that income. Conversely, a lower rate of interest stime
ulates investment - if there is a given expectation of profit - and
imreésas incore and the absolute and relative amounts of saving.

That interest equates to is neither saving and Intended investnment,
nor bank eredif and intended iﬁvesﬁmnt, but the supply of meoney
mauéd by the banking system and the amount the public wants to hold.
mhis amount is determined by the schedule of liquidity preference and

L5, Keynes, The Ueneral Theory of Bwployment, Interest, esnd lioney,
Ps 170,
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by the size of the income, which in turn is determined by the volume
of investment at the glven rate of interest.

One obvious weakness in Keynes' theory is the assumption that
people save solely to benefit from eapital appreciation and not from
interest return. While it is undoubtedly true that many speculate
in securities and commodities, the relatively small voluuze. of shares
and commodities traded on the exchanges as compared with the total
quantities existent at any period, would seem to nullify'this position.
To Keynes assertion that people would continue to save for capital ap-
preciation even though no interest were paid, it may be advanced that
the demand for capital under such conditions would be so enormous that
interest is required to keep it in check. keynes reply is to the ef-
fect that, given a conéitien of full employment, there would be no
scarclty of capital even without the payment of interest. Sinece there
has never yet been a period of full employment in which such a system
~could be tried, it will remain for the future to determine the vallde
ity of Keynes! premise»hé

Interest Under Soclalism

In a mumber of important countries of the world, capitalism as we
have known it, has been sbandonnoed.  Other kinds of economie systems
have taken its place, During the past twenty years major changes
have occurred in the organization of economic activities in the United
Stutes. Most of these systems and changes, while knowm by various
names, have been trendﬁ toward socialism or communism as interpreted by
different nationalities under differing conditions and stimuli. We
will consider briefly the role of interest in such socleties.

The premise of Karl ¥arx is well known. Interest represents exe

1464 Ibidt; Bce IV, 3, passim.
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ploitation of the workera who are thereby robbed of a share of the
products of their labor which is rightly theirs. In Marx's commune
istic state, the taking of interest by private individuals would be
abolished.

Roehm~Bawerk gave some thought to the action in a socialistic
economy, of those causes which produce interest in an individualistic
society. "let us imagine,” he says, "the Socialist State perfectly
‘realised; all private property in land and eapital abolished; all
instruments of production vested in the hands of the communitys all
eitizens working as labourers in the service of the commonweal; and
the national product distributed to all according to work done. How
15 it now with the action of those causes which produced interest
under the individulistie coonomy?"s?

He offers the following answer to the question: "First of all,
it nust be made clear that the causes are at,illvt.heré. There is al~
ways a mtﬁi‘al difference of value between present _and_’ future goods;
an& since undér Socialism tirée does net stand sbill, future goods
gradually becnme present ones, and briag a surplus value witi’x them."he
Accordingly, "even for the Socialist state, 1t is absolutely 'incan-
ceivable that economic subjocts, whether as indlviduals or as the
powerful economic commomnveal, should, in their aaenomic‘ Sudgrent and
their economic practice, treat present and fubure goods as on the
same footing.mhd

His conclusion was, therefore, that "even in the Socialist state,

present goods will be valued more highly (and) it goes without saying

47. Dochm-Pawerk, Positive Theory of Capital, Ps 365,
}.&BQ Ibidc
19, Ibids
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that, if there is an exchange between the two, it cannot be effected
at par. Exzctly as under the present economle organization, present
goods, a8 wore valuable, will claim and will receive an agic. The
encrgence of this aglo -~ and with 1t the emergence of interest in ite
rnost legitimate form - could only bo repressed if every opportunity
Pfor it were represseds in other words, if the exchange or harter of
present goods for future were removed out of the world altogether."f’o
e continues:
Thus we come to a very remarkable and noteworthy result. Interest,.
which today the Soclalists abuse as a gain got by exploitation, a
robhery from the products of labor, would not disappear even in the
Socialist state, but would remain, in promise and potency, as between
the community organized under Socialism and its laborers, and must so
remain. The new organization of soclety may make some change in the
peraons who receive it, and in the shares inte which it is divided,
by altering the relations of ownershipj but the fact that the owners
of presont commoditics, in exchanging them for future commedities,
obtain an agio, it neither will nor can alter. And here agaln, it
is shown that interest is not an accidental 'historico-lezal' categery,
which makes its appearance only in our individualist and capitalist
society, and will vanish with itj but an economlc category, which
springs ivom elementary economlec eauses, and therefore, without dig-
tinetion of soclal organizabtion, and lepislation, makes its appegrance
wherever there is an exchange between present and future goods. 1

An advocate of that form of Socialism known as Economic Planning,
Ge Ds Hs Cole suggests that in g planned Sdeialist economy, interest
may not exist at alls I it does exist, it will do so as a charge
determined by the planners as an element in the economic plan.
Whether interest exists at all will depend upon the decigion of the
collective entrepreneur to make or not to make a money charge for the
use of eapital and eredit. If esuch a charge is made, the rates will
be controlled rates, determined by the same entreprencur in one capac-
ity and paid in another.

Interest rates, if retained, will be at levels determined by the

50y Ibides Do 366,
51« Ibidey Po 37,
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State. It can go further and impute them without their Leing actuale
ly charged. Fach separate enterprise in the planned econcmy can bear
an imputed interest charge without any money actually changing hands.
The rate of sush interest, however, veing arbitrarily determined by
the eollective authority, is bound to be a flat rate. This would not
destroy the usefulnese of an interesct charge as a means of checking
he efficiency of the various enterprises. For the purpose of deter-
mining how much eapital and credit an eaterprise is using up, the rate
of inmterest is quite irrelevant. The allocation of resources would
be made in berms of the real things avallable, not in terms of the
money valuss which may be imputed to them. The purpose of imputaw
tion, if adopted, would be, not to settle the alloeation, bub to
check the efficiency of nse.ga

During recent years the capitalistic countries of the world have
moved with inereasing acesleration in the direction of soeizlisn., Ine
ereasing government control of business, gradual expansion of national
and municipal ownership and operation of productive enterprises,; pare
ticularly publie utilities, and reduction ef inequality of income
through taxation and the extension of free social services, have made
mach headwny.

One of the most remarkable of soclal experiments on the grand
seale 18 the Soviet Russia of lenin and 3talin, professedly modelled
 after the ideas of Karl Marx, As such experiments unfold, the role
of interest in a Soclalistic economy may become ¢learer and’mare
understandables A pattern may develop which will be followed to a
greater or lesser extent by the more liberal capitalistic societies.

§2+ Cole, Economic Planning, p. 185.
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CHAPTER VI

The Return of Regulation

In his letters in Defence of Usury, Jeremy Bentham had presented
valid arguxents for the abolishment of legislative maximums for int-
ercst rates where the markel rate of Interest is determined by the
interplay of economle forces. e did not distinguish, however, be-
tween different types of leoans. TWhen Beantham spoke of "loans," he
included all types of loans, comwerclal, investment, and consumptive,
The 5 per cent maximun interest rate permitted in Zngland by the
Statute of Anne was repealed in 1854, thus giving to the lender the
power of demanding any rate of interest which the clreumstances of
the loan would allow and which the borrower would agree to pay. This
was found to work well in the field of commercial and investwent loans
where there was a market rate of interest resulting from the interplay
of coonomic forces.

Bud in the field of conswgpltive loans, gome kind of control was
necessary. People had little faith in competition between money—
lenders as a means for proteeting borrowers. Those who berrowed for
consurptive purposes penerally knew very little aboul methods of gete
ting loans. Their need was often immediate and pressing., They had
no time to shop arcund to see where thoy could pget the best terss.
Usually such borrowers wanted the matter kept from their friends and
enployers. Consequently shrewd and experienced money-lenders often
drove hard bargains with such people and extorted unduly high rates
of interest.

Therelore, in England after 1054 there grew w a rule of law
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that "Iqulty will prevent the enforcement of any oppresive me."l

Fower with respect to excessive Largains was exerclsed by the Court
of Chancery. As time went on it was found that the courts did nok
have power encughe There were some cases where the courts eould nob
interfere in the bargains of money-lenders.

The English Yoneyelenders! Act of 1900 was designed to preserve
the existing powers of the Courts of Chancery and to add new ?mers.
Under the Act the court may, if excessive interest has been charged,
or if the transaction is harsh and unconscionable, or is otherwise
such that a ecourt of equity would zive relief, reopen the tra;asac%ion,
and may:

1. felieve the pergen sued [roa payment of any sum in excess of the sun
adjudzed by the court to be fairly due, in respect of such prinecipal,
intorest, and charges, as the court, having regard to the risk and all
the eircumstances, may adjudge to be reasonable.

2. I any excess has been paid or allowed In account by the debtor, may
Corder the creditor to repay it.

3. lay set aside, eithor wholly cr inm part, or revise or alter any
sccurity given or agreement made in respect of money lent by the money-

lender, and i the money-lender has parted with the security may order
him to indemnify the borrower or other person sued, 2

A later veasure provided that interest amounting te 48 per cent
per year was to be regarded zs unconscionable unless the contrary was
proved, Thiec rate was permitted in view of the admittedly conslder-
gble expense of collecting ewall loans. Thus there came again, not
a ban against intercst iisell, bub o prohibiticn of unduly high rates.

Regulation had never been abandonned in the American Colonies and
was contimed when they becane the United States of America. From

their first establishment, the Colonles recognized the Jjurisprudence

1, Stuart, V.C.s in Barrett v. Hartley (1886), L.R. 2 Bq. 7953 Jaxes
v+ Kerr (1889), hQ CheDa hhgg quoted by Ryan, 9}2‘ Ej_:?.t’ Do 122,

2+ Ryan, CDs Eé-_‘t_o'd, Pe 123,
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of the mother eowntry. They adopted the great body of Easlish state
utes, including the lawe regulating interest. Rates In all the colone
les except Virginla, however, were somewhat higher than the maxbmunm
rate of § per cond pérmitteé by the Statute of Amme (1713), and there
was no margin between the legal rate and the lawiul maxiunm.

The penalties for 1llegal interest charges were generally severe,
comprising ferfeiture of the eentract in all laws before 1767, and of
two or three tizes the prineipal in gsome colonies., The Inllowing
table gives the legal interest rates and penaliies preseribed by the

carly uswry laws of the American Colonles:

Marie of Date of legal Rate
_Colony ~ Statute lax. Limlt Penalty for Usury
Céﬂnecticut' 1218 74 Voidance of contract
Telaware B I 3 8% Torfeiture of whole debt
Georgia 1759 &5 Forfeiture of turee times the
R ' amount of the conbtraed
Maryland 1692 &3 Forfeiture of three times the
principal v
¥assachusetts 1651 | 82 Voldance of coniract
1693 &3
New Hampshire 1791 62 Forfelture of three times the
' : ’ excess interest
New Jersey 1738 % Forfeiture of contract
New York 1717 63 Forfeiture of contract
1718 8% '
N A 4
florth Carolina 17k 63 Voldance of contract and for-
feiture of twige the amount
of the contract
Pennsylvania - 83 Forfeiture of contract
: 1700 &3
1705 %
1723 54

Rhode Island 1767 6% Forfeiture of excess interest
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South Carolina 1719 108 Forfeiture of three times the
1748 &% prineipal
1777 7%

Virginia 1730 &2 Forfeiture of contract
1734 5%

In some colonies a somewhat higher rate was permitted for a loan of
tobacco, wares, etc., which were to be repaid in kind, In laryland,
for example, the legal rate was 6% but on such loans 8% was allowed.

All the States of the Union today have legal rates and most have
also g lawful limit. The latter is usually, but not necessarily,
quite a bit higher, and is applied to consumer loans, commonly called
"gmall loans.® The rapid industrialization of the United States
created numerous cases of necessity for loans on the part of workers
who had no security to ofi‘er‘ but whose need for small suns was ilne
mediate and imperative. Ienders were scon found to make such sums
available a.ﬁ usurious rates averaging 10 per cent a month, but going
as high as 200 per cent a month In some cases. Those engaged in this
kind of lending soon earned the epithet of "loan ghark" and pressure
wag brought to boar on state legislatures to limit the interest charge
while recognizing that the type of loan involved, having little or no
security, was subject to high risk of loss through uninsured death or
unemployment of the borrower, excessive collection costs involving
emall sume at frequent intervals, and a great amount of bookkeeping
and other adminlstrative costs.

¥ost of the States have "Small loan Laws" which permit interest
rates generally in the range of 2 per cent to I per cent a month on
loans of §50 to $300. A rate as high as § per cent a month may be

allowed on loans of less than £50,

3. Ryan, Qgt E&Eg; Pe 27,
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It is evident that the greater paft cf thé so-éalled "inﬁerest"
on such loans is not interest at all, but insurance and collection
expense,  Such rates have no‘effect upon the commercial and investe-
ment field because small loan laws operate'only in the field of cone
sumer loans and are limited to comparatively small sums. In spite
of the high rates permitted, small loan laws are soclally beneficial
because they interpose the poliee power cf the state to strengthen the
barﬂaining position of the weaker DOLTOWET .
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CONCLUSION -

Since very early times, lending at interest .has been regulated
by certain forces of socizl control, such as publie opixﬁon, custon,
common law, and statutory enactments. This control has taken the
form of rules for the paying and receiving of interest.

It was discovered early ma.t‘certain evils arose out of the re-
lation of borrower and lender. laws were promulgated to mitigate
the evils, but they persisted and were augmented by others resulting
from the laws themselves. Even after the laws had passed inte the
discard, the evils remained. later generations framed new rules,
and the process has been continued to the present. Thus, over a
period of several thowsand years from the Dabylonian Empire, history
reveals a succession of regulations designed to improve the relation
between borrower and lender,

Although interest-taking has been sanctioned by society since
very early times, to our Mnowledge legal limits have been imposed
only within the past LOOD years. During the past 2500 years the
Just rate has varied only slightly from an average of 6 per cent.

In some perlods it has ‘aéen as high as 10 per cent, and in others
as low as I per cent. There have been periods when no interest
was permitted; and others during which there was no legal limit.

" By and large, an average legal rate of & per cont has been conside
ered reasonable over a peried of 25 ecenturies.

Rates charged borvowers outéide the law, or during periods
when there was no ‘legal limitation, averaged considerably higher.
Socliety generally considered charges above the legal limit as
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usurious exploitation and dealt severely with offenders. Subterfuges
for disguising interest when it was illegal usually resulted in pay~
‘ments higher than would have been asked if the transactions could have
been accomplished openly. Vhen there was no legal limit, unconscione
able exploitation was tine rule. Society finally cane to the conclu~
sion that some form of regulation was necessary to protect borrowers
from the greed of lenders. Regulation became as universal as inter-
est.

During the 2500 years that legal interest on borrowed capital
varied only slightly from 6 per cent, préctically every aspect of
soclal organization underwent radical change. ‘Empires emerged,
developed into world powers, declined, and disappeared. Commercial
activiiy rose and fell. During some periods there was a great de-
mand for money; during others the demand for money was at éuch a low
point that it was practically unimown to large segments of the world's
population. The propensity of people to save varied greatly at dif-
ferent times and among different pecples. It would not appear,
therefore, that these factors had any appreciable effect upon the
legai interest rate over the long period. Such influence as they
had was local and of short duration.

The desire of men to share in any gain resulting from human
activities is observable in all stages of social development. ILabor
has demanded that its share be paid in the form of wages at frequent
intervals during the productive process. landlords have demanded
rent at stipulated times regardless of the stage of production,
Creditors have sought their share of profits in predetermined agmounts
at regular intervals. When the product of the productive process
has been placed in the hands of the ultimate user, the entreprencur
has recelved his share. In many cases, agencies of transportation,
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storage, distribution; and insurance, have likewise participated in
the profits. Al these are ultimtelff pald by the user of the fine
ished goed who also expects to gain from its eonsurption or use,
elther through sustalning or lengthening life, or to achieve improved
physieal health or mental happiness.

In tho final analysis, interest is but one of a succession of
gains‘ added together in the process 6!' producing an economie good
out, of raw materials supplied by mature. Each individual contribut-
ing to the placing of the finished good in the hands of the user, has
taken an increment over and above what he put in, whether it bte labor,
land, management or capital. Interest is merely the gain taken from
the productive process the owner of capital.

The gain permitted each class of contributor to the productive
process has varied greatly in different periods and in} different
countries. FProfits allowed léndlorda 3 Processors, entx;epreneurs,
and distributive agencles, have at times seemed almost unlimited.
Through the cen;buries, however, society has tried to restrict the
gain received by the capitalist in the form of interest. During
the rise and fall of empires, during war and peace, during periods
of commercial activity or stagnation, society has limited the lawful
return to eapital to an awverage of 6 per cent anmually, Heither the
risk inherent in war, the stabllity of peace, the supply of money or
the demand for it, the efficiency of inefficiency of productive methe
ods, nor any of the other factors customarily offered in explanation
or justiflcation of interest, has had any lasting effect upon the
legal rates

Over the past five thousand years, all these factors have oper-

ated to lower the average rate of interest on borrowed capital.
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From the days of the Babylonian Brpire, when borrewers paid 20 to

33 1/3 per cent for loans of roney or grala, down to the present,
when woney may be borrowed for 3 per cent or less, there has been a
general downward trend in the legal interest rate. Flgure 1. illuge
trates this trend graphically.

The persistence of the trend toward lower interest rates over
such a long period of time suggests that it might be continued in the
future, and that ultimately the interest rate on vorrowed capital will
~be mero. . Alfred larshall mentioned the possibility of such a results

It 1s a pood corrective of this error (that men always prefer presont
over future gratifications, thus holding the accumulation of wealth in
chieck and sustaining the rate of interest) to note how small a modifie
cation of the conditlons of our cwn world would be required to bring
us to another in whleh the mass of the people would be so anxious to
provide for old age and for thelr families after them, and in which
the new openings for the advantageous use of accumlated wealth in any
forn were go small, that the amount of wealth for the safe custody of
~which people were willing to pay would excoed that which obhers desipe
ed to borrowy and where in consequence even those who saw thelir way to
make a galn out of the use of capital, would be able to exact a Pay-
went for %aking charge of it; and interest would be negative all along
the line.

The late Lord Keynes also expressed the view that under a condie
tion of full employment, savinge would ocour at a rate sulfigiont to
prevent any scareity of capital and make possible an interest rate of
Zeros

Lot us assume that stops are taken to ensure that the rate of interest
is congistent with the rate of investment which correspends to full
exployments  let us assume, further, that State action enters in as a
balancing factor to provide that the growth of eapital equipment shall
be such as to approach saturation point at a rate which docs not put a
disproportionate burden on the standard of life of the present pencerge
tione On sach assumptions I should guess thad a properly rmun commne
ity equipped with modern technical resources, of which the pepulation
1s not inereasing rapldly, ocught to be able to bring down the marginal
efficlency of capital in equilibrium approximately to zero within a

single gencration + « o2

1. Xarshall, Principles of Economics, pe 502n.

2+ Keynes, ops cits., pe 220,
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like most other changes in basie human affairs, the downward move
ment would probably be irregular and .discémit'zle oﬁly over a 1621:; Perie
ed of tines, The increaéiszg tendeney of goverrment to z>artici§ate in
business and industry, through the medlum of productive leans, may make
unlimited capital avallable at very low rates of interest. Private
capital would then be forced to accept cver decreasing levels of inter-
est, I% would not appear to be beyond the realam of posslbility that
at scme future time, interest rates on borrowed capital may be reduced
to zero, and the .pheno'menon of lending at interest will disappear.

Yany theorles have been acdvanced to explain or justify interest.
Seme have held to abstinence, or wailting; others, to the supericy pro-
ductivity resulting from the application of eapital to productive pro-
cesses. To many, lnterest has reprosented the fruit of exploitation,

- payment for the use of money, the wages of capital, or men's preference
for nresent goods as compaved to those of thé future. VYone of the
theories offered appears to have been completely satisf{ying. Fach,
after a porlod of acceptanoe; has been discarded or modified by subse-
quent theories hased on new conditions and new experiences.

The general basis of theory is knowledge of past performance come
bined with observation of exilsting conditions and trends. Theorists
synthesize these factors and formulate theordes which are rationaliza=-
tions of situations with which they are familiar. Thus, they tend to
give undue weight to factors then predominant, and to minimize the exe
perience of the past which sugpgests that existing conditions are only
t-amporéry and will in all likelihood be replaced by ancther set of cone
ditions whieh may render their position untenable.

Few theorists have had the insight or courage of Alfred larshall
who, sensing that an era ended with World War I and the world was on
the threshold of a period which would bring great political and econw
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omie change, aduitted that "A thousand yezrs hence 1920-70 will, I exe
pect, be the time for historians. It drives me wild to think of it.
T believe it will make ry poor Prineiples, with a lot of poor comrades,
into waste paper. The mere I think of iﬁ, the less I can guess wha
the world will be like fifty years 'hence."3

One element essontial to all theories of interest is Tiwe. Time
is required for production; for consumption; to abstain. Time is nec-
essary for future goods to beeome present goodse For interest to ac~
crue takes Tlme.

We say Time destroys, Time changes all things, and so on.e Ve
mean only that things perish in time, or that all things chanze aftor
a while., e ecannot conceive that Time of itself does anything. To
be understandable, Time must be expressed in torss of pesitive aetions,
conercte clrcumstances,; visible cavses and relationships. The were
rascage of time cannot create intercst any more than it can bring about
any other thing of itself alone, without the intervention of some other
CRUSCe

Hevertheless, Time enters into our conception of intevest. The
idea of Time lends itselfl to uniformidty of treatment in all ages, in
all clizmes, by all peoples. It is, therefore, useful as a formal
determinant of interest. Consequently, it easily comes to be consid-
ered the real éeteminan@. The individual entering into a loan con-
tract is immediately confronted with the tine eloment as a determinant
of the interest payment. To him, Time appears to be the truc deter=
minant. And since Time is essential o the realization of the rew
sults contemplated in all theories of interest, it is natural that

theorists should give it a determining role. The mere lapse of

3¢ Homans, 9&0 ﬁo, Pe 272,
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time, howewver, does not create interest. The true cause must lie
elsowhero.

It has been stated that interest is but one of a succession of
gains added together in the process of producing an economic good out
of raw materials supplied Ly nature, and that each factor invelved in
placing the finished good in the hands of the ultimate usery whether
it be land, labor, management, or capital, has taken an inacrement over
and above what was contributed. Interest; then, is the gain taken
from the productive process by the owner of capital in return for the
contribution of an essential factor. | |

The true origin and cause of interest would seem to 1ie in the
desire of men to make a gain cut of relations with others. The per-
sistence of the interest phenomenon through the centuries must be the
refleotion of universal acceptance of the view that some share in the
gain from man's endeavors should go to the owners of capital who lend
it for use by others,.

The future may brinz extensive soeial and economie changes.

Full employment may be achieved, with savings at levels resulting in
loanable capital sufficient to meet all demands. Governments may
become dominant in productive processes. Security may loom so large
in the minds of future generations that they will pay a premium to
those who will safeguard their eapital. Should such conditions be
realized, it is not unlikely society would decide that capital is not
entitled to share in the gailn from productive processes. There
would be no need for interest on borrowed capitals The accepted
interest rate (to use present terminology) would be zere, or even

"negatiﬁe all along the line."
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