










































































































































































































































































































































































































































426 THE NA1URAL ECONOMIC ORDER PART V 

property of others, namely the power of work of the toiling. thrifty 
masses. To prevent over-production of capital and a fall in the rate 
of interest, they allow produce worth billions of dollars to be 
destroyed, at the expense of others, as over-production during 
economic crises. Hence the scarcity of capital, hence interest. 
Sermons about abstinence should therefore be addressed to the 
capitalists. not to the workers. The workers have shown that they 
can practice abstinence even unto death by starvation to snatch back 
a small fraction of the capitalists' booty. Such heroic abstinence 
they have shown in a thousand strikes; so if they could be persuaded 
that to abolish interest they need only save-chew no tobacco, 
drink no brandy-presumably they would do so. But under present 
conditions what would be the result ? The moment interest upon 
real capital fell below basic interest, a crisis, an economic 
catastrophe. would rob the workers of the fruit of their abstinence. 

But in any case the abstinence theory leads straight to the 
following contradiction: Work, toil, sweat. to produce and sell 
many commodities, but buy as few commodities as possible. Starve, 
freeze. abstain. buy nothing of what you produce (that is. of what 
you have destined for sale)-in order to gain the largest possible 
surplus. of money for the formation of new real capital. 

The originators of the abstinence theory would have come upon 
this complete contradiction if they had followed up their original 
line of argument. for they would have discovered the defects of 
our present monetary system. Probably the same line of reasoning 
taught Proudhon that gold blocks the road between commodities 
and real capital, and prevents the conversion of an over-production 
of commodities, which depresses prices and leads to an economic 
crisis, into an over-production of capital, which depresses interest 
and stimulates exchange. 

5. The Theories of Work declare that interest is the product 
of the capitalist's labour. Rodbertus calls the reception of interest 
an office; to Schaeffle coupon-cutting appears an economic pro­
fession, his only criticism of which is that its " services " are 
expensive; and Wagner calls stockholders" public functionaries for 
the formation and employment of the national fund for the means 
of production." Yet Boehm-Bawerk does these persons the honour 
of numbering them among the investigators of interest ! 
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6. The 'lbeories of Exploitation explain interest simply as a 
forcible deduction from the product of labour, which the owners of 
the means of production are able to exact because the workers 
must live by their work, and cannot work without instruments of 
production. 

But does this particular theory deserve the ill-epithet of 
" exploitation ? " Does not the abstemious man, in the abstinence 
theory, also exploit market conditions, when he makes use of the 
scarcity of capital in the market to exact interest ? 

According to this theory-its chief upholders are the socialists­
the owner of the means of production measures the deduction from 
the product of labour, strangely enough, not by commercial prin­
ciples of trade and exchange, but by historical and moral standards. 
Marx says: "A moral and historical factor enters into the determin­
ation of the value of labour, in contrast to other commodities." 
(Capital, Vol. I. VI). 

But what has· the maintenance of labour to do with history and 
morality, with certain countries and certain times? For the average 
amount of food required to maintain labour is determined by the 
labour itself I It may vary with the difficulty of the task, with race, 
with the strengthening or weakening of the digestive organs. but it 
can never vary because of moral and historical causes. If morality 
is allowed to be a factor in this, the central point of Marx's doctrine, 
he can no longer speak of the " labour " contained in a com­
modity. With such spongy terminology anything can be proved. 

According to this theory the capitalist makes careful inquiries: 
how the workman's mother. grandmother and great-grandmother 
fed themselves, what these foodstuffs cost, and how much of them 
a workman consumes in bringing up his children; for the capitalist 
is greatly concerned that not only " his " workmen, but workmen 
in general shall remain strong and healthy. This minimum the 
employer leaves to the workers. The remainder he removes, 
unobtrusively, for himself. 

This division of the product of labour between employer and 
workman which is Marx's easy method of evading the whole 
problem of interest (for in this manner the theory of wages includes 
the theory of interest and rent) is the weak point in the theory of 
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exploitation. The preliminary assumption of this theory, that wages 
are determined by the cost of breeding, training and feeding work­
men and their offspring, is unsound, as is the subteduge that when­
ever wages go above or below this limit, the feeling of the com­
munity as to what a workman needs determines the amount of 
wages! 

"During the last five years wages have risen to such an extent 
on East-German estates that they are hardly distinguishable from 
West-German rates, and the seasonal migration of labourers 
(Sachsengangerei) has greatly diminished." This was recorded in 
the newspapers in 1907. It is remarkable how suddenly the feeling 
of the community changes in respect to what a worker needs for 
living ! The change of prices on the exchanges is, indeed, even still 
somewhat more sudden. Nevertheless a period of five years is not 
long enough to be called a " historical " development. 

In Japan wages have risen 300% within quite a short period-but 
surely not because the feeling of the community about hunger and 
repletion has so suddenly changed to this extent. This explanation 
of the contradictions with which the theory of exploitation bristles, 
bears every mark of an argument advanced, for want of a better, 
by someone driven into a corner. 

One would be equally justified in stating the theory of exploitation 
as follows: The capitalist takes from the product of the worker 
everything he requires for living up to the standard prescribed for 
his class by history and the feeling of the community, and for 
bequeathing suitable legacies to his children. The rest he throws, 
without taking the trouble to measure or count it, to the workers. 
This statement of the theory has, indeed, several advantages over 
the form chosen by Marx. It certainly sounds more plausible, for 
the capitalist would first, obviously, think of himself before inquiring 
whether the workers could manage upon what remained. The intro­
duction of wheat-duties by the German agrarian party gave wide 
publicity to this obvious fact. 

The explanation, put forward by this theory, of the origin of the 
proletariat essential for interest is also extremely arbitrary. That 
large enterprises have often advantages over small enterprises does 
not prove that these advantages must necessarily accrue to the 
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owners of the large enterprises. This would first have to be estab­
lished b~ a sound theory of wages. At the present day capital, 
whether ID the form of a machine of 10 or of 10,000 horse-power, 
produces the same interest, namely, on the average, 4-5%. Even if 
large ent~rprises had always advantages over small enterprises this 
would sttll not prove that the owners of the small enterprises must 
be reduced to the ranks of the proletariat. Artisans and farmers need 
not always remain so dull-witted as to fold their arms and let them­
selves be supplanted by large enterprises-nor, as a matter of fact, 
have they done so. They defend themselves-they combine a number 
of their small ~ntel"J?~ises into one large enterprise and in this way 
often succeed ID umtmg the advantages of a large enterprise with 
the tho~sand minor advantages of small enterprises (co-operative 
creameries and steam-threshers, village bulls, etc). Nor is there any 
reason, founded on the advantages of a large enterprise, why its 
shares must be held by capitalists rather than by the workers them­
selves. 

It is not: .in short, so easy to explain the origin of the proletariat. 
. One may mvoke the laws of rent or forcible expropriation by the 
sword. But this does not explain why a proletariat is evolved in the 
colonies. The sword is there unknown, and freeland lies before the 
gates of the cities. 

. In t~e German colonies in Brazil (Blumenau, Brusque) many 
mdustnes, especially weaving factories, have been founded, and in 
these factories the daughters of the German colonists work under 
wretched conditions for low wages. Yet the fathers, brothers and 
husbands of these proletarian women have unlimited quantities of 
the finest land at their disposal. Hundreds of daughters of German 
colonists also work as domestic servants in Sao Paulo. 

It is not easy to explain the continued existence s.till less the 
increase, of the proletariat at the present day, whe~ movement is 
free, when the proletarian can emigrate to uninhabitated countries 
an~ there obtain land*, when everyone can easily, by co-operation, 
en1oy the advantages of a large enterprise-especially as modern 

•For the journey from Europe to Argentina the Norddeutcher Lloyd in 
1912 charged 25 dollars, or only about a week's wages of a German harvest 
worker. 
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liberal legislation tends to protect the proletariat from economic 
brigandage. 

But as well as the sword, as well as the advantages of large enter­
prises, as well as legislation devised to protect rent, there is another 
cause at work that can explain the existence of the proletarian 
masses-a cause that has hitherto been overlooked by the investi­
gators of interest. Our traditional form of money is capable, 
unaided, of reducing the mass of the population to the condition of 
a proletariat; to do so it needs no allies. The proletariat is an 
inevitable regularly-appearing concomitant of our traditional form 
of money. The proletariat can be deduced directly, without subter­
fuges, without arbitrary reasoning, without ifs and buts, from the 
present form of money. Our present form of money must always be 
accompanied by mass-poverty. In former times the sword was an 
efficient weapon for separating the people from the means of pro­
duction. The sword, however, cannot hold the booty won. But 
from money the booty can never be torn. Interest cleaves closer to 
money than blood or rent to the sword. 

Many, in short, may share in the plundering of the workers, and 
may, for this purpose, make use of divers weapons, but all these 
weapons rust. Gold alone never rusts, gold alone can boast that 
neither the division of inheritances, nor legislation, nor any form 
of co-operative or communistic order, has power to deprive it of 
interest. Interest upon money is proof against legislation and 
against the anathema of the Church. The diversion by legislation of 
rent on land into the coffers of the State is possible and compatible 
with private ownership of the land. Here and there an attempt of 
this kind is being made. But no law can deprive our traditional 
money of even a fraction of the interest it exacts. 

Our traditional form of money has produced the proletarian 
masses, the existence of which gives rise to the theory of ex­
ploitation; and it has successfully counteracted the natural forces 
tending to dissolve these impoverished masses. To be complete, the 
theory of exploitation must go back a step and seek interest, not in 
the factory, not in private ownership of the means of production, 
but in the exchange of the produce of labour for money. The 
separation of the people from their means of production is merely 
a result, not the cause, of interest. 
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7. THE COMPONENTS OF GROSS INTEREST 

(Basic Interest, Premium for Risk and Haosse-Premiom) * 
Those who seek to test the correctness of the above theory of 

interest by statistics will frequently come upon apparent con­
tradictions. The reason is that besides basic interest the rate of 
interest usually contains components which have nothing to do 
with interest. 

In addition to insurance against risk, the rate of interest often 
contains a peculiar component dependent upon variations in the 
general level of prices of commodities. To emphasise the connec­
tion with rising prices, and to provide a term which can be used 
outside Germany, I shall call this component a Hausse-premium. 
This means the share of the profit from an expected rise of prices 
(Hausse) falling to the giver of money. 

To understand the nature of this component of interest one need 
only observe the conduct of borrowers and lenders of money when 
a general rise of prices is expected. A characteristic feature of a 
general rise of prices is that borrowed money can be paid back 
with part of the commodities that have been bought by means of 
the money and then sold. An extra profit, over and above the 
legitimate profit of commerce, a surplus, therefore remains. This 
surplus must of course provoke a universal appetite for buying 
proportionate to the probable amount of the surplus and, above all, 
to the degree of certainty with which the continuation of the rise 
of prices can be expected. 

Those who work with borrowed money then increase their re­
quests for money from the banks to the extreme limit of their 
credit (which, as a rule, increases, since the rise of prices favours 
debtors); and those who have previously lent money prepare to 
start business independently, foregoing their intention only if 
borrowers, by raising the rate of interest offered, make them 
sharers in the expected gain. 

Through the general rise of prices (trade-boom, business pros­
perity) the possessor of ready money and claims to ready money 

• I have substituted " Hausse-premium " for " Ristorno," the word 
formerly used by me, as it better expresses the meaning: the money-giver's 
share in an expected rise of prices. 
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(Government loans, mortgages, etc.) is threatened with loss, since 
he receives less and less commodities for his money. The only way 
in which the possessor of money can protect himself against this 
loss is to sell the threatened securities, and with the money realised 
to buy industrial shares, commodities, houses, as the prices of these 
things, it is commonly expected, will increase. After this double 
transaction the trade-boom can no longer injure the individual in 
question; the loss falls on the purchaser of the threatened securities. 
But as these purchasers also understand the situation, they buy the 
Government securities only at a reduced price, and they increase 
the deduction (discount) which they make when buying bills of 
exchange. In this way a kind of equilibrium is established. 

But now suppose some clever person says to himself: " I have, 
indeed, no money, but I have credit. I shall borrow money upon 
bills of exchange and buy commodities, industrial shares and the 
like. And when the bills of exchange fall due, I shall sell, at the 
higher prices, what I have bought, and pay my debt, keeping the 
difference for myself." Clever persons of this kind are plentiful, 
and they are all to be found at the same time, in the same place, 
namely in the banker's waiting-room. Small manufacturers, small 
merchants and the richest in the land are there in company. They 
have all an insatiable appetite for money. But the man of money 
sees the throng and knows that his money is insufficient to satisfy 
them all. (If he did satisfy them, they would return next morning 
and ask for double the amount). To reduce the throng he raises the 
rate of interest (discount) and he keeps raising it until the clever 
persons are uncertain whether the profit from the transaction they 
have planned can cover the increased amount of interest. Equi­
librium is then established; the appetite for money disappears; the 
throng in the waiting-room of the man of money melts away. What 
the possessor of money loses through a rise of prices has then gone 
over into the rate of interest. 

Thus the rate of interest must replace what money-capital loses 
through a rise of commodity prices. If, for instance, the expected 
rise of prices amounts to 5 % annually, and basic interest is 3 or 
4%, the interest upon loans must rise to 8 or 9%, to leave money­
capital unaffected. If the capitalist deducts from this 9% the 5 % 
corresponding to the rise of prices and adds it to his capital, his 
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position is as strong as before the rise of prices. I 05 = I 00, that is, 
for I 05 he now receives the same amount of commodities as he 
used to receive for 100. 

It would not be surprising if a closer examination revealed that 
in spite of the higher dividends and the higher rate of interest 
during the last IO or 15 years, German capitalists (with the 
exception of landowners) had received, on the average, an abnorm­
ally low rate of pure interest. Prices during this period have risen 
sharply. 1,000 marks fifteen years ago purchased quite as much as 
1,500 marks at the present day. If a capitalist makes the above 
calculation, what becomes of the profit from the high dividends 
and the increase in the price of shares ? Where is the so-called 
increase of value ? And a capitalist must so calculate, for the 
amount of his money, expressed in figures, is immaterial, otherwise 
a millionaire would only have to travel to Portugal to become a 
multi-millionaire. 

The greatest sufferers from a rise of prices ·are the holders of 
securities bearing a fixed rate of interest; for if they sell such 
securities they lose through the fall in the selling-price, and if they 
keep them, they receive less commodities for the interest. If the 
great rise of prices had been foreseen fifteen years ago, the price of 
consols would have fallen still further perhaps to 50. * 

It is therefore clear that the expectation of a general rise of 
prices will increase the requests for loans of money, and that the 
owners of money will consequently be in a position to exact a 
higher rate of interest. 

The rise in the rate of interest is therefore caused by the 
universal, or almost universal, belief that prices are about to rise, 
and it depends ultimately upon the fact that borrowers hope to 
meet their liabilities with part of the commodities that owe their 
existence to the borrowed money. During a rise of prices the rate 
of interest admits a foreign component that has nothing to do with 
capital interest. We call this component a hausse-premium, that is, 
the money-giver's share in the profit expected from a rise of prices. 

This component of the rate of interest disappears of course at 
once when the expected general rise of prices has been realised. 

*All this was written before the war. See also: Gesell, Die Anpassung 
des Geldes an die Bedilrfnisse des Verkehrs. Buenos Aires, 1897. 
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It is not the realisation of a rise of prices, but the hope of a future 
rise of prices that stimulates people to purchase commodities, to 
invest their money in new enterprises and to besiege the bank with 
requests for loans. When the hope of a further rise of prices has 
dwindled away, there is no stimulus to purchase, and money re­
turns to the banks. The rate of interest then falls; the hausse­
premium withdraws from the rate of interest. Obviously when a 
general fall of prices is expected every trace of hausse-premium 
disappears from the rate of interest. 

The amount of the hausse-premium depends of course entirely 
upon the amount prices are expected to rise. If a sudden large jump 
of prices is expected, the claims of the banks will advance at the 
same pace and there will be a sudden large jump in the rate of 
interest. 

When a general rise of prices was expected in Germany a few 
years ago, the rate of interest rose to 7%. Shortly afterwards a fall 
of prices was expected and the rate of interest fell to 3 % . The 
difference can be ascribed with certainty to the hausse-premium. 
In Argentina the rate of interest sometimes stood at 15%. namely 
at times when the continuous increase of the stock of paper-money 
drove prices up by leaps and bounds. When, afterwards, the in­
crease of paper-money ceased, interest fell to 5%. We have here 
a hausse-premium of 10%. Henry George states that there was a 
time when 2% monthly was not considered an exorbitant rate of 
interest in California. This was during the great Californian gold 
discoveries. 

As there is no limit to a general rise of prices (a pound of 
candles at one time exchanged for 100 livres in assignats at Paris), 
there is no limit to the hausse-premium. It is easy to imagine cir­
cumstances in which a hausse-premium would drive the rate of 
interest up to 20, 50 or 100%. The increase in the rate of interest 
is determined simply by the amount prices are expected to rise 
before the date of repayment. If. for example, a rumour gained 
currency that gold deposits of immense richness had been dis­
covered under the ice-fields of Siberia and if, in confirmation of this 
news, great shipments of gold were reported, the inevitable result 
would be a universal zest for buying which would increase to 
infinity the requests for loans made to the owners of money. Such 
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a discovery of gold would cause an unparalleled rise in the rate of 
interest. The hausse-premium could never, of course, quite equal 
the surplus expected from the general rise of prices, since in that 
case, the expected gain would at once be completely absorbed by 
the discount. But the more reliable and certain the estimate of the 
expected rise of prices, the more nearly would the hausse-premium 
equal the surplus.* 

In consequence of pressure from the creditor-class laws have 
been passed from time to time in many countries with the purpose 
of reducing the prices of commodities to an earlier lower level. 
(By the withdrawal from circulation of paper-money which had 
been issued overabundantly, or by the demonetisation of silver, 
for example). A few years ago (1898) such a law was passed in 
Argentina by which the general level of prices was reduced from 
3 to I. 

If any country at the present day were, on the contrary, to 
yield to the wishes of debtors and to drive prices step by step 
upwards by increasing the stock of money in such a way that 
prices annually increased 10%, the certainty of the expected 
surplus would bring the hausse-premium very near this 10%. 

The recognition of the hausse-premium as a special component 
of the rate of interest is essential for the explanation of most 
phenomena in connection with interest. How, for instance, can 
we otherwise explain the fact that the rate of interest and the 
amount of savings-bank deposits as a rule increase simultaneously 
-unless we abandon the theory that interest is deducted from 
the proceeds of labour? 

The division of the rate of interest into interest, premium for 
risk and hausse-premium gives a completely satisfactory explana­
tion of what appears to be an inexplicable anomaly. For only 
pure capital-interest is deducted from the proceeds of labour; the 
hausse-premium is resolved into the higher prices. The worker. 
whose wages also follow the rise of prices, is consequently 
unaffected by the higher rate of interest. He pays higher prices 
and receives a higher wage; equilibrium is here established. The 
borrower pays a high rate of interest but receives a higher price 

•At the end of the German paper-money swindle (1923), interest was 
paid at the rate of 100% per diem; the capital doubling in this way daily I 
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for what he sells; here also equilibrium is established. The 
~pitalist receives back his money scourged and mutilated, but 
IS compensated by the higher rate of interest. Here again there 
~s equ~ibrium .. Only the explanation of the increase of savings 
IS wantmg, and It must be sought in the fact that during a general 
rise of prices (a trade-boom) unemployment disappears. 

It is only the rate of interest, therefore, not interest itself, that 
increases simultaneously with savings-banks deposits. 

8. PURE CAPITAL-INTEREST A FIXED MAGNITUDE 
We have just shown that when a general rise of prices (trade­

boom, trade-prosperity) is expected, the rate of interest contains, 
besides capital-interest and a premium for risk, a third component, 
a hausse-premium. (The money-giver's share in an expected rise 
of prices.) From this it follows that if we wish to determine the 
variation in capital-interest, we cannot at once compare the rates 
of interest at the different periods. To do so would be as futile 
as to compare money-wages in different countries, at different 
times, without at the same time taking into account the prices 
of commodities. 

But as the hausse-premium occurs only during a rise of prices 
and at once disappears when the rise of prices comes to an end, 
we can assume that the rate of interest during periods of falling 
prices, many of which are recorded in history, consists only of 
pure capital-interest and a premium for risk. The rate of interest 
during such periods is therefore a reliable index of the move­
ments of capital-interest. 

A continuous general fall of prices occurred, as is well-known, 
during the period from about the century before the birth of 
Christ to about the year 1400*. During this long period the 
monetary circulation was confined to gold and silver (paper-money 
did not yet exist), and the mines of these metals, especially the 
Spanish silver mines, were exhausted. Partly owing to prohibitions 
of interest (though these were often inoperative) the gold handed 
down from former . times circulated with difficulty and was 

• In the cities of France, Italy and Spain which lowered the monetary 
standard or, in other words, which practised so-called debasement of the 
coinage, the fall of prices came to an end sooner. 
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gradually lost. This general fall of prices has been proved by 
well-known facts and is, indeed, nowhere denied. 

In Gustav Billeter's " History of the Rate of Interest in Greece 
and Rome up to the Reign of Justinian " the following facts are 
recorded: 

I 

p. 163: "At Rome from the time of Sulla (82 B.C. to 79 B.C.) 
we already find the rate of interest fixed in its chief types, namely 
4% to 6%." 

p. 164: "Cicero writes at the end of the year B.C. 62 'Persons 
of repute, with good credit, find money in plenty at 6 % '." Billeter 
adds " This tacitly expresses a falling tendency and, in fact, we 
find shortly afterwards a lower rate." 

p. 167: "The rate of interest at the time of the civil wars (about 
the year 29 B.C.) was 12% and even persons with good credit 
were obliged to pay this rate. From 4-6% the rate of interest had 
thus reached 12%. But it soon sank back to the old level of 4%.'' 

(The temporary rate of interest of 12% in war time is perhaps 
sufficiently explained by an unusually high premium for risk. We 
must also take into account the possibility that in spite of the 
general scarcity of money, prices may occasionally have increased 
from local or temporary causes, and that the rate of interest 
may therefore occasionally have contained a hausse-premium. A 
change in the rate of circulation of money, caused possibly by a 
change in the administration of the laws against interest, would 
suffice to explain such phenomena.) 

p. 180: In the Roman Empire before the reign of Justinian: 
"For safe investments we find 3-15%, but 3% is extremely rare; 
this rate appears plainly to be the lowest even for investments 
resembling annuities. 15% is altogether rare; 12% is not exactly 
rare, but not typical; 10% is rare. The typical rate lies between 
4 and 6%. Within these limits we can find no differentiation due 
to place or time; the only differentiation is due to the nature of 
the investment, 4% being a low rate, 6% quite the normal rate, 
and 5% the intermediate rate for very safe investments; these 
rates being also normal for ordinary security. The normal rate 
of interest when expressly stated is 4-6%, never 12%. The rate 
of capitalisation is 4% and 3!%.'' 
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p. 180: The time of Justinian (527-565 AD.) "The conclusions 
to be drawn are therefore that under special circumstances the 
rate of capitalisation can rise to near 8% and fall to about 2% 
or 3%. Examination of the average rates gave 5% as probably 
normal, generally a little too high; 6%-7% also as an average 
rate but somewhat high, so that this rate could not be considered 
quite normal. We can probably assume that a rate a little below 
5%. to about 6%, was the true average." 

Billeter's researches here come to an end. Let is recapitulate 
his results: 

In Sulla's time (82-79 B.C.) the rate of interest was 4-6%. In 
Cicero's time (62 B.C.) money was plentiful at 6%. After a short 
interruption caused by war (29 B.C.) the former rate of interest. 
4%, reappeared. During the period of the Roman Empire before 
Justinian, the usual rate was 4%-6%. During the reign of 
Justinian, 527-565, the average rate of interest was 5-6%. 

What is the meaning of these figures? They mean that during 
a period of 600 years the rate of interest tended to remain at 
almost exactly the same level as at present, 1,500 years later. 
The rate of interest of 4-6!% was perhaps slightly higher than 
at the present day, but the difference can be ascribed to the 
premium for risk which, in classical times and during the Middle 
Ages, was higher than at present when legislation, morality and 
the Church have extended their protection to interest. 

These figures prove that interest is independent of economic, 
political and social circumstances. They give the lie to all the 
economists who have hitherto attempted to explain interest, 
particularly to those who hold some form of the theory of 
productivity (the only current theory with even the semblance of 
truth). That the same interest is paid for modem means of 
production such as steam threshing-machines, self-binders, double­
barrelled guns and dynamite, as was paid 2000 years ago for 
reaping-hook, flail, cross-bow or wedge proves plainly enough that 
interest is not dependent upon the usefulness or efficiency of the 
means of production. 

These figures mean that interest is due to circumstances that 
made their influence felt 2,000 years ago, and that this influence 
continued during a period of 600 years in almost exactly the same 
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strength as at the present day. What are these circumstances? Not 
one of the current theories of interest gives even a hint in answer 
to this question. 
· Billeter's investigations unfortunately end at the period of 
Justinian and, as far as I know, there is no trustworthy investiga­
tion of the following period up to the time of Columbus. It would. 
indeed, be difficult to obtain reliable data relating to this period, 
at any rate in Christian countries; for the prohibition of interest 
became more and more strict, and the monetary circulation, and 
with it commerce, decreased in consequence of the progressive 
scarcity of the precious metals. From 1400 onwards begins the 
depreciation on a large scale, of the monetary standard, and the 
recognition of pure capital-interest in the rate of interest becomes 
impossible. For this period Billeter would have had to combine 
his investigations with statistics of prices, to separate the hausse­
premium from the rate of interest. 

(The fact that Pope Clement V at the Council of Vienne (131 I) 
could threaten with excommunication lay princes who passed laws 
favourable to interest shows the weakness of commerce at that date 
and the infrequency of loan-transactions. It was possible to treat 
isolated sinners with severity; but if commerce had been brisk and 
the breaking of the prohibition a daily occurrence, the Pope could 
not have dared to use such a threat. The proof of this. is that when 
commerce increased, the opposition of the Church to interest at 
once fell away). 

With the expansion of base coinage in the fifteenth century (which 
had the same effect on prices as the invention of paper-money) and 
with the opening of the silver mines in the Harz mountains, in 
Austria and in Hungary, an economic system based on money 
become possible in many parts of Europe; and with the discovery 
of America began the great price-revolution of the sixteenth and 
seventeenth centuries. Prices rose steadily and the rate of interest 
was burdened with a heavy hausse-premium. It is not surprising, 
therefore, that during this period the rate of interest was very high. 

From Adam Smith's "Wealth of Nations " I take the following 
figures: In 1546, 10% was fixed as the maximum legal rate of 
interest. This law was renewed by Queen Elizabeth in 1566, and 
10% remained the legal rate until 1624. 
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At the latter date the price-revolution had almost come to an 
end and the general rise of prices proceeded more quietly. Simul­
taneously the rate of interest fell. The legal rate was reduced in 
1624 to 8% and. shortly after the restoration of the Stuarts (1660) 
to 6%. In 1715 it was reduced to 5%. • 

. Adam Smith remarks that the legal regulation of the rate of 
mterest appears always to have followed. not to have preceded, the 
market rate. 

Since the time of Queen Anne (1703-1714) 5% seems to have 
~en above, rather than below. the market rate. This is natural. 
smce at that period the price-revolution was complete. The rate of 
interest now consisted solely of pure capital-interest and a premium 
for risk. 

"Before the last war," writes Adam Smith. "the Government 
borrowed at 3%. and private persons with good credit borrowed in 
the capital and in many other parts of the kingdom. at 3%, 4 and 
4!%.'' . 

That is. exactly the conditions which we have at the present day. 

Are further facts necessary to prove that pure capital-interest is 
a fixed magnitude; that it never falls below 3%, or rises above 
4-5%; that fluctuations in the rate of interest are not due to fluctua­
tions in the rate of basic interest? When has the rate of interest 
risen in mo~~rn times ? Only in conjunction with a rise in the prices 
?f commodities. After the Californian gold discoveries the rate of 
mterest rose to such a height that, in spite of the increased price of 
wheat. German landowners with debts drew public attention to 
~heir plight. The increased prices of wheat were absorbed by 
mcreased demands for wages. And when the Californian mines 
became exhausted, prices fell. in company with the rate of interest. 
Then ca~e the war-indemnity from France, high prices and a high 
rate of mterest. After the great collapse in 1873 both prices and 
the. rate of interest fell. During the last periods of economic pros­
pe~1ty, 1897 to 1900. and 1904 to 1907, the rate of interest rose. 
Prices then fell and with them the rate of interest. At present prices 
are slowly rising; so is the rate of interest. In short, if one deducts 
f~om the. rate of interest the hausse-premium due to the general 
nse of prices, what remains. namely pure interest. is a fixed quantity. 
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But for variations in the price-level. the rate of interest would have 
remained at 3 - 4% during the last 2,000 years. 

Why does interest never fall below 3%? Why does interest never, 
even temporarily, even for one day in the year. even for one year in 
the century, even for one century in two thousand years, fall to 
zero? 

The answer has been given in this book. 

I now conclude my exposition of The Natural Economic Order. 
my aim being, not to furnish detailed solutions of separate economic 
problems. but to indicate the formulae by which such problems 
can be solved. No separate economic problem, however, has 
hitherto been brought to my notice which could not be satis­
factorily solved by application of the formulae, Free-Land and 
Free-Money. 

Those who raise objections to The Natural Economic Order 
should begin by asking themselves whether they do not belong to 
the numerous class of persons who profess the following creed: " I 
hate disturbance, I hate civil strife and international warfare. I am 
steeped in pacifism and only ask to be allowed to live in peace with 
my fellow-countrymen and all the world - on my income derived 
from rent and interest." 

To the criticism of these good people I reply: " With your 
objections you are merely searching for some means of escape, 
whereas in reality there is no escape. Nothing that I say has any 
effect on you, for your personal wishes. unconnected with the 
subject under discussion. again and again block the road to under­
standing. Your perverted impulse of self-preservation resists accept­
ance of my theory and prevents you from finding the answers to 
your own objections. Consider the young man to whom Jesus said: 
'Go and sen what thou hast and give to the poor, and come and 
follow me.' But the young man went away sorrowful, for he had 
great possessions." 

Everyone would of course like to enjoy the blessings of civil and 
international peace, and at the same time live on capital-interest. 
But those who have discovered that the possibility of doing so is a 
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Utopian fantasy. an illusion of naive minds; those who recognise 
that war and interest are inseparable, must choose one or other of 
these alternatives: Either interest and war. or earned income and 
peace. Such persons, if really animated by peaceful, Christian 
feelings, will accept with enthusiasm the latter alternative; such 
persons have the right inner preparation for understanding The 
Natural Economic Order; it is for them that the book has been 
written, and it is they also who, undeterred by opposition, will 
carry through the reforms it proposes. 
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LIST OF WRITINGS BY SILVIO GESELL 

1891. Currency Reform as Bridge to the Social State. (Buenos 
Aires. 45 pages). 

Contains most of Gesell's ideas in outline. including his 
proposal for non-hoardable money. 

1891. Nervus Rerum. (Buenos Aires. 84 pages). 
Motto on the title-page: " With our present form of 
money, the slightest alarm causes the withdrawal of 
money from circulation. At any moment, consequently, 
the exchange of commodities may be arrested; at any 
moment the most important of all means of intercourse 
organised by the State may refuse its services." 

1892. The Nationalisation of Money. (Buenos Aires. 105 pages). 
Motto on the title-page: "The currency should be, like 
railways, simply a public organisation for mediating 
the exchange of commodities; those who use it should be 
obliged to pay freight." 
In an economic parable Gesell describes an island 
settlement which adopts an acorn currency. At first the 
commodities are exchanged by weighing the acorns 
(non-hoardable currency, as the acorns shrink). Later, 
payments are made by counting the acorns (hoardable 
currency, leading to interest). 

1897. The Adaptation of Money to the Needs of Modem 
Commerce. (Buenos Aires). 

1898. The Argentine Currency Question. (Buenos Aires. 36 
pages). On the disastrous consequences of deflation. 

1901. The Monopoly of the Swiss National Bank. (Bern. 30 pages). 
A warning about the danger of inflation latent in the 
proposed charter of the Bank. 

1902-4. A monthly periodical for currency- and land-reform. 
(Bern). 

Advocating individualism and laissez-faire in contrast 
to State-control, " the religion of slaves." The economic 
parable. praised by J. M. Keynes, with which Gesell 
introduces his analysis of interest (p. 365) is reprinted 
from this periodical. 

1906. The Natural Economic Order. (See back of short title). 
1907. Active Currency Policy. (Leipzig. 80 pages). 

In collaboration with Ernst Frankfurth--a currency 
policy under the gold standard with price-stabilisation 
as aim, including central-bank discount policy and open 
market operations. 

1916. Gold and Peace? (Bern. 20 pages). 
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1917. Free-Land, the Essential Condition of Peace. (Zurich. 
23 pages). 

Two lectu~~s on peace, reprinted in the German and 
French editions of The Natural Economic Order. 

1920. A German Currency Office: Economic Political and 
Fina~cial preliminaries for its' establishment. 
(Berlm. 30 pages). 

A memorandum addressed to the National Assembly 
at Weimar. 

1920. International Valuta Association (NA). 
On stabilisation of the exchanges. See p. 359. 

1922. Memo~andum for t~e German Trade Unions for use in 
action, .concernmg Currency, Foreign Exchanges. 
Reparations. (Erfurt. 96 pages). 

1927. Dismantling the State. (Berlin. 94 pages). 
~erman title: Der abgebaute Staat. A plea for elimina­
tion of bureaucracy in every sphere of life, and a fore­
cast of the resulting society. 

For the German titles of Gesell's works see the German edition 
of The Natural Econor:zic Order (Zitzmann Verlag, Lauf bei Niirn­
berg! Germany). A. btography of Gesell by Werner Schmid was 
pubhshed at Bern (m German) in 1953. 

Six of the above works have been translated into English. 

MEmODS OF APPLYING mE PRINCIPLE OF 
FREE-MONEY 
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(Translator, 1958). There are many methods of applying the 
principle of Free-Money, the most important being: Tabular 
Free-Money, Stamped Free-Money, Serial Free-Money, and 
Supplementary Free-Money. 

Tabular Free-Money was the earliest proposal. In Currency 
Reform as Bridge to the Social State (1891), Gesell suggests letting 
the face-value of the Free-Money notes (" rusting banknotes " as 
he then called them) decrease from 100 at the beginning to 95 at 
the end of the year, the current value of the note being shown in a 
table printed on it. This plan, which has advantages from the 
banker's standpoint. was retained in the first edition of the present 
work (1906). 

Stamped Free-Money. suggested by George Nordmann, a Swiss 
merchant, was adopted by Gesell in the second (1916) and sub­
sequent editions. The Free-Money notes, instead of losing 5% of 
their face-value in the course of the year, would be kept at their 
full face-value by weekly or monthly stamping at the holder's 
expense. 

With weekly stamping, shown in schematic form on page 270 the 
number of stamps (52) on each note could be reduced to 13 by 
grouping the stamps in quarters (13 stamps to each quarter) and 
cutting off each fully-stamped quarter when the note was passing 
through a bank or public treasury, with the mention: "First (or 
Second, or Third) Quarter fully-stamped." Or the notes could be 
re-issued at 6-monthly or quarterly intervals, instead of annually. 
With monthly stamping and half-yearly note-issues, six stamps 
would be the maximum number attached to a note. 

If the currency stamps were used only for stamping the notes 
(and not also as small change), they could be printed on cellophane 
rolls like the self-adhesive tape used for fastening parcels. Or, 
instead of adhesive stamps, machine stamping could be adopted, 
as at present with letters and parcels. 

Stamped Free-Money has advantages in the market, outside the 
gathering places of money. In almost all the practical realisations 
of Free-Money (in Germany by Hans Timm in Gesell's lifetime, and 
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by the mining entrepreneur Hebecker, using Timm's " Wara,'' at 
Schwanenkirchen in 1931, in Austria by the Mayor of Worgl in 
1932, and in the many later experiments throughout the United 
States) stamped Free-Money was the form adopted. 

With Serial Free-Money each denomination of the currency notes 
is issued in four or more series distinguished, by a number and bold 
marking, for example 1 - 4 red bars across the note. At determined 
intervals one of the series, drawn by Jot, ceases to be legal tender 
but is exchanged for a fresh series by the Currency Office-after 
deduction of the legal depreciation for all four series. With some 
modifications this plan could be applied to small-change coins. 
Serial Free-Money has the merit of reducing interference with the 
currency to one-quarter; three-quarters of the currency continues 
to circulate undisturbed. 

With Supplementary Free-Money the legal depreciation is com­
pensated in each transaction by a supplementary payment by the 
holder of the note, as at present in many countries with the purchase 
tax (sales tax). 

Theoretically the principle of Free-Money could be applied by a 
continuous regular inflation of prices of 5% annually. with, to 
protect creditors, a corresponding modification of all long-term 
money contracts. (For 18 years the continuous irregular inflation, 
without modification of money contracts, practised by almost all 
countries, has realised one aim of Free-Money: the elimination of 
depressions and unemployment-but at the expense of creditors, 
and with many grave economic disturbances). 

During the great American depression of the thirties, when the 
United States currency, in spite of liberal credit policy, failed to 
circulate, legislation was introduced in the Senate and House of 
Representatives (Bankhead-Pettengill Bill, 1933) directing the 
Federal Treasury to issue $1,000 miJlion in $1 stamped notes. To 
each of these notes it was proposed to attach weekly a 2-cent stamp, 
a depreciation charge of 100% which would have made the whole 
issue self-liquidating within a year, through sale of the stamps. 

In Switzerland a plan for applying the principle of Gesell's Free­
Money was proposed in 1948 in the Federal Parliament as an 
amendment (Bernoulli-Schmid) to the charter of the Swiss 
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National Bank. To forestall depressions, this plan proposes to em­
power the Bank to counteract any statistically observed slackening 
of velocity of the currency circulation, by cancelling some or all 
the higher denominations of the notes. the cancelled notes to be 
immediately exchanged for fresh notes after a deduction not 
exceeding, in any one year, 6% of the value of the note. 

Gesell rejected the plan of 5% compensated inflation and he 
also rejected proposals to raise the legal depreciation rate of the 
notes above what is needed to load money with the carrying costs 
to which, by their nature, the wares are subject-estimated at about 
5% annually. But Gesell did not advocate exclusively any of the 
other proposals; he held that the technique of Free-Money, like all 
technique, must be determined in practice, by trial and modifica-

tion.* 

•See Professor Irving Fisher: Stamp Scrip (1933); Fritz Schwarz: Das 
Experiment von Worgl (1950); Karl Walker: Die Technik der Umlaufsich­
erung des Geldes (1952). The New York P.ublic Library .has. an immense 
collection of material relating to the Amencan local realisations of Free-
Money. 
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PUBUSHED REFERENCES TO GESELL'S THEORY 

Dr. Ernst Hunkel, Deutsche Freiwirtschaft (April, 1919): 

" Gesell is not an academic economist laboriously compiling 
foot-notes and bibliographies, and adding statistics to statistics in 
partial economic investigations. He has two advantages over the 
vast majority of experts hall-marked by the State; first, long ex­
perience as a merchant, importer, landowner and farmer; but 
above all the genius that penetrates and grasps economic principles. 
I have studied economics under such sterling investigators and 
teachers as Wagner, Schmoller, Sering and Neumann, and remain 
their grateful pupil, but I confess that in spite of this piled-up 
learning the real nature of economic and social problems remained 
for me a book with seven seals until I became acquainted with 
Gesell's ideas. When I understood them and made them my own, 
economic science became as clear as crystal." 

Dr. Oscar Stillich, Lecturer, Berlin University: Das Freigeld, 
eine Kritik (Berlin, 1923): 

" The Natural Economic Order is a great independent achieve­
ment such as few contemporary economists can claim; in contents 
and expression it is a constructive work which stands mountain­
high above the average products of modern economic literature. 
The literature on the currency question hitherto published in 
Germany was unintelligible to those without previous economic 
training, and for this reason it was never read by the masses. Then 
appeared Silvio Gesell and his school with a series of brilliant 
writings which threw new light on the currency problem and acted 
as a powerful stimulant. Gesell's works are models of clear and 
stimulating exposition; they contain a noble wine, excellent for the 
palate though perhaps for many somewhat heady. But these works 
include much that is fruitful and of scientific value, much that will 
not disappear from economic science. Gesell has destroyed the 
illusion of gold and given a theory of paper money that can claim 
to be considered final. The whole theory of metal covering for 
money is closely examined and completely rejected. Here where 
nominalists such as Knapp failed, Gesell has succeeded. To sum 
up, Gesell has produced the most fundamental analysis of the 
currency question that we possess." 

,, I 

I 

PUBLISHED REFERENCES TO GESELL'S THEORY 

Gustav Landauer, revolutionary 
Sozialismus (Berlin, 1919): 

socialist: Aufruf 
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" Of great value is Silvio Gesell's proposal to introduce a medium 
of exchange that does not, as at present, gain in value from year to 
year, but, on the contrary, loses value pro~essively, so that anyone 
who has obtained possession of the medmm of excha?ge has no 
other interest than to exchange it again as soon as possible for. the 
produce of others. Gesell is one of the ~ery few w~o have recogmsed 
Proudhon's greatness, and while learnmg from him, have succeeded 
in developing his theories along independent lines." 

John Maynard Keynes: General Theory of Employment, Interest 
and Money (1936): 

"Gesell's main book is written in cool, scientific language; th?ugh 
it is suffused throughout by a more passionate, a more emotional 
devotion to social justice than some think decent in a. scientist. The 
purpose of the book may be described ~s the ~stabhs?rnent .of an 
anti-Marxian socialism, a reaction agamst lazssez-fazre bmlt on 
theoretical foundations totally unlike those of Marx in being based 
on an unfettering of competition instead of its aboli.ti?n . . . · I 
believe that the future will learn more from the spmt of Gese~l 
than from that of Marx. The preface to The Natural Economic 
Order will indicate to the reader the moral quality of ?esell. T~e 
answer to Marxism is, I think, to be found along the Imes of this 
preface." (p. 355). . ,, 

" The idea behind Gesell's stamped money is sound. (p.357). 

Professor Irving Fisher, Yale University: 
Booms and Depressions (1933) p.142. 

" If only buying could be started first, business borrowing would 
follow. For this purpose (of directly stimulating the buyers), a 
unique ' stamped dollar ' plan has been devised:--a sor~ of tax o~ 
hoarding. This plan did not come to my attention until after this 
book had been finished. The plan offers the most efficient method 
of controlling hoarding and probably the speediest way out of the 
depression." 

Stable Money (1934) pp. 9, 11. 

" One of the most interesting examples of monetary manipula­
tion is to be found in the silver ' Bracteates " of central Europe 
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between 1150 and 1350 ... Recoinage was periodical ... A 
ruler would call in all outstanding coins twice or three times a year 
and exchange them for new ones after deducting a seignorage fee 
of about 25 % . . . It is said that trade, handicrafts and the arts 
received a stimulus from the eagerness of the people to get rid of 
their money ... " 

" This first example of something akin to velocity control is of 
particular interest in the history of stabilisation. After the bracteates 
had disappeared about 1350, this principle was forgotten until it 
reappeared definitely in the writing of Silvio Gesell. After his death 
velocity control was in some instances applied in the form of Stamp 
Scrip during 1931 - 33 in Germany, Austria and the United States." 

Stamp Scrip (1933) p.67. 

" There are some of us who believe Stamp Scrip to be more than 
a temporary auxiliary currency for the present emergency, believing 
that if its volume and stamp intervals were regulated according to 
various conditions, it would be the best regulator of monetary speed. 
which is the most baffling factor in stabilising the price level." 

H. T. H. GaitskeD, later Chancellor of the Exchequer: What 
everybody wants to know about Money, by nine economists 
from Oxford. Edited by G. D. H. Cole (1933). 

" Gesell has a great deal in common with John Bright . . . this 
remarkable suggestion presented by its author with such clarity 
and literary grace . . . Theory would anticipate and practice has 
shown that given certain conditions the adoption of Free-Money 
must improve a trade situation . . . good policy for depression in 
countries where notes are used freely . . . theoretically perfectly 
sound. It is one of the few attempts which have been made to deal 
with what is undoubtedly one of the intractible elements in 
industrial fluctuations. The prolongation of the depression in face 
of vigorous expansionist monetary policy can only be ascribed to 
a further fall in velocity. Any method for dealing with this must 
merit attention." 

Sobhas Chandra Bose (1897 - 1945) sometime Mayor of CaJcutta. 
member and sometime President of the Indian National 
Congress: 

"We have no use for the teachings of the former generation 

, .. 
" I 
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regarding land-tenure and money. New teachings on money-interest 
have come to the forefront, as those evolved by Silvio Gesell. Free 
India will not be a country of capitalists. big landowners and castes, 
but a true social and political democracy." (Undated quotation 
from Freedom and Plenty, Los Angeles). 

Mahmoot Abo Saud, economic adviser, Moroccan Government; 
economic expert. Arab League; external Professor of Law, 
Rabat University. (Formerly Prof. of economics, Kabul 
University. and economic adviser. State Banlc of Pakistan). 

" No great investigator of the social and economic structure has 
so long been denied recognition as Silvio Gesell. His masterpiece. 
The Natural Economic Order, is a key to economic problems and a 
challenge both to capitalism and to Marxian socialism. Gesell's 
theory of interest is in ruirmony with the teaching of the Koran 
and should be welcomed in all Islamic countries. His plan for an 
interest-free economy is a solid basis for constructive attempts to 
liberate man from the slavery of his own illusions, from the 
tyranny of mistaken tradition, and from exploitation by his fellow­
man." (Mitteilungen der LS. Partei der Schweiz, Bern. February, 

1958). 
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