Silvio Gesdll
THE NATURAL ECONOMIC ORDER
PART ONE

Chapter 1

AIM AND METHOD

As pointed outin thelntrodudion, the econoric aim of every kind of
sodalismisto abolish unearned income. It is the so-called surplusvalue, sometimes
termed rent and interest. To attain this end, thenaiondization or sodalization of
produdion with all its consequences is usudly deemed indispensable.

Theclaim of thedispossessed is suppoted by Karl Marx@ scientific
investigation into the nature of capital, striving to provethat surplusvalueis
insgparably linked to private enterprise and the private ownership of the means of
produdion.

| propo% to demongrate tha Marxian dodrine standson untenable premises.
On beang rectified, they will lead to acompletely different, opposte conduson. It
will teach ustha capital mug notbelooked uponas athing, but as a condition of the
market determined solely by supply and demand. French Sodalist ProudhonMarx3
opponat, offered prodf of thisto theworkers of his day more than 50 years ago.

Guided by this amended theory of capital, we shdl learn tha after removing
certain artificial obgacles dueto the private ownership of land andto our irrationd
moneary system, today@ econonic order will be enabled to bringits fundanentally
soundprindplesto fruition. Such removd will allow workers, by their own labor and
in some 10to 20 years, so to ater market conditionsfor capital asto cause surplus
valueto disappear and the meansof produdion to lose ther capitalistic character.
Private ownership of themeans of produdionwill then offer no advantage beyond
wha a savingsbox offersits owner: it does notyield surplusvalueor interest, butone
can gradudly use upits contents.

Savingsor other money then, invested in meansof produdion (houss, ships,
factories), will bereturned to the ownersin the shgpe of sums annudly written off in
propottionto ther natural wear and tear or consumption. Simply by means of
untrammeled hard work, enhanced by the powerful moden ingruments of produdion,
thegreatly admired and dreaded tyrant capital will bereduced to theharmless role of
achild'sporcelain piggy bank. The savingsbox nat only yieldsno surplusvalue, but
to ge at the contents the owner mug bresk it.

Thefirst and second parts of this bookare aboutland. They show how
agriculture, the building and mining indudries can fundion withoutcommunism. The
later parts of the bookare aboutthe new theory of capital. They will show how,
withoutnationdizing any of the meansof produdion, we can wholly eliminae
surplusvauefrom the econony and secure theright to thewhole fruits of labor.



Chapter 2

THE RIGHT TO THE ENTIRE FRUITS OF LABOR

QVorkerQin this bookmeans anyoneliving on thefruits of labor. Hence
farmers, wage earnas, employees, artists, priests, soldiers, officials and kingsare
workers. Theantithesis of aworker in our econony is solely the onein receipt of
unearned income, i.e. income accruing withou working.

Let usbegin by distinguishing between the produd, theyield and thefruits of
labor. The produd of laboris whaever labor produces. Theyield of labor isthe
money tha the sale of the produd of labor or thewage contract, brings The fruits of
labor are whatever theworker can buy and congume with his wages.*

Theterms: Qoydlty, fee, salaryOare used ingead of Gield of laborOwhen the
produd of laboris nottangible, i.e. street sweeping, writing, govening. If theprodud
of laboristangible and also property of theworker, say a char, theyield of laboris
notawageor salary, but the price of the object sold. All these terms mean the same
thing: money pad for work done

Manufacturers and merchants profits, after deduang interest on capital or rent
usudly contained in them, are likewise yield of labor. The manager of amining
company draws his salary exclugvely for work done by him. If themanager isalso a
shareholder, hisincome will beinaeased by theamountof dividend received. He is
then at onae worker and capitalist. As arule theincome of farmers, merchants and
employersis made up of theyield of ther labor plusa certain amountof rent or
interest. A farmer working onrented land with borrowed capital lives exclusvely on
thefruits of hislabor. Wha isleft to him of theprodud of hislabor after paying rent
and interest istheresult of his activity, andis subject to thegeneral law of wages.

Between the produd of labor (or service rendaed) and its fruits are the daly
bargansstrudk in buying and selling. These bargainsgreatly affect thefruits of labor.
It very commonly happenstha two people offering the same produd of labor for sale
obtain unequd fruits. Thereasonistha thoughequa asworkers, they are unequd as
dedlers. Some personsexcd at disposng of ther produd for agoodprice, and at
making judiciouschoices for their purchases. For maximizing one® income, the
commercial disposal of goodsand theknowledgenecessary for successful barganing
contribute as much to the success of labor as technical efficiency does. Theexchange
of the produd mus becongdered as the conduson of the produdion process. From
this point of view every worker isalso adedler.

If the objects making up the produd of labor and those making up thefruits of
labor had a common standard by which they could be compared and measured,
commerce, i.e. theconvasion of the produd into thefruits of labor, mightwell be
donewithout With accurate measuring, couning or weighing, thefruits of labor
would always beequd to theprodud of labor minusinterest and rent. The proof that
no cheating had been resorted to could be had by examining the objects making up the
fruits of labor, much as ascertaining by the scales of the Bureau of Weights and
Measures whether the druggist's scales weigh correctly or not But commodities have
no such common standad. The exchangeis always affected by barganing, never by
measuring. Nor does the use of money exempt usfrom the need of barganing to
effect theexchange Theterm "measure of valug" sometimes applied to money in

1 [The corresponding German terms are Arbeiterzeugnis, Arbeitser|$s and Arbeitsertrag.]
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antiquaed® writingson econorrics, is misleading. No qudity, whether of a canary
bird, or of apill or an apple, can be measured by amondary ingrument.

Hence a direct comparison between the produd and the fruits of labor will not
furnish any valid or legd prodf tha thelaborer has received the entire fruits of his
labor or not Thepersond right of aworker to theentire fruits of labor mug be
relegated to therealm of imaginaion.

It is a different matter with the common or collective rightto the entire fruits
of labor. By thisis meant that the fruits of labor, taken collectively, should bedivided
exclusvely amongtheworkers. No fruits of labor mug be surrendered to the
capitalist asinterest or rent. Thisistheonly condition set by therightto thewhole of
the common or collective fruits of labor.

Therightsto the collective whole fruits of laborimply tha we should not
trouble abouthow much of it goesto theindividud worker. For whatever oneworker
may fail to secure will beadded to theremuneation of another worker.

The appottioning of theworkers shares follows, as up to now, thelaws of
compdition. Theeasier and smpler thework, thekeener the competition, and theless
the persond fruits of labor will be Workers who perform the highest qudified work
are mog securely protected from the compeition of the masses, and are therefore able
to obtain the highest price for the produd of ther labor. At times some naural
physcal aptitude(singing, for example) replaces intelligence for the purpose of
getting rid of competition from the masses. Lucky hewhose qudities liberate him
from dreaded compstition.

The effected rightto the entire fruits of labor will necessarily bendfit al
individud workers, butin unequd measure. They may bedoubled or trebled, but not
leveled. Leveling thefruits of laboris a communist utopia.

Our am, onthecontrary, istha theworkers as awhole have theright to the
entire fruits of ther labor. These will be appottioned individudly by compdition. Itis
truetha collateral effects like technology breakthroughscause great and undue
differences in theindividud fruits of labor, partticularly in commerce. It would be
desirable for such differences to bereduced to within decent limits, buttha isonly a
sdeeffect. Theright to theentire fruits of labor, in our sense, entails nosuch leveling.

Indugrious capable and efficient workers will, therefore, aways secure larger
fruitsfor ther labor, propottiongeto ther highe efficiency. To thiswill beadded
highe wages following the disappearance of parasitic unearned income.

Summary
1. Produd, yield andfruits of labor are nat immediately comparable. Thereisno

common standad for measuring these quantities. The conva'sion of oneto the
other takes place not by measuring but by bargaining.

2. It isimpossible to decide whether thefruits of an individud worker@ labor
are, or are not, thewhole of wha they should be

3. Theentirefruits of labor can beundestood only in acommon or collective
sense.

4. Therightto theentire collective fruits of labor entails the abolition of all
unearned income, namely interest and rent.

5. When interest and rent are eliminated from econamic life, proof is complete

tha theright to theentire fruits of laborisnow aredlity, and tha collectively
such fruits are now equd to the produd of labor.

2[The Penguin Dictionary of Economics equates Gneasure of valueOwith Qunit of account.Q)
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Thesuppression of unearned income raises theindvidud fruits of labor -
doubing or trebling them. No levellingis to beexpected, at mog apartial one
Differencesin theindvidud produd of laborwill be accurately trandated into
the individud fruits of labor.

Thegeneal laws of competition, which determine therelative amount of the
individud fruits of labor, will remain. Themog efficient worker will receive
thehighest fruits, to use as he pleases.

Today thefruits of labor are curtailed by rent and interest, which are not, of
course, determined arbitrarily, butby market conditions Everyonetakes as
much as those conditionsallow.

L et ussee now howthe market conditions beginning with ground rent.



Chapter 3

HOW GROUND RENT® EATS INTO THE FRUITS OF LABOR

A landowner can choo% between cultivating hisland and allowingit to lie
fallow. Owningthelandisindeendent of cultivating it. Land does not suffer from
lying fallow; onthecontrary, it improves. As a matter of fact there are methodsof
cultivation, like triple rotation, which restore soil fertility by lettingit lie fallow.

A landowner, therefore, lacks enticement towardsallowing othersto use his
propeaty (farm, building site, oil or cod field, water-power, forest and so forth) free of
chage If thelandowner is offered no compensation, norent, for theuse of hisland,
hesmply letsit lie fallow. Heis the absolute master of his property.

Anyonein need of land applying to alandowner, therefore, will obvioudy
have to pay him rent. Even if the surface of theearth and itsfertility could be
increased at will, it would never occur to alandowner to let others use his land free of
charge If worst came to theworst, hemightturn his propety into a huning groundor
apak. Interest isinseparable from tenancy, because competition in the supply of land
for letting can never be great enoughto make the use of land free of charge

How much rent, then, will thelandowner be able to demand? Suppo® that the
whole surface of the earth were needed for the sugenance of mankind and no extra
freeland were available, far or near. Suppo® further tha thewhole surface of the
earth were in private possession and unde cultivation, and that the employment of
more labor, the so-called intengve cultivation, did notincrease the produce. In such
conditionsthe dependence of thelandess on thar landlordswould be as absolute as it
was in thetimes of serfdom Thelandlordswould raise therr clamsto theutmog;
they would claim for themselves 100%of the produce of labor, theentire harvest,
granting thelaborer, like acommon slave, only what was enoughfor subsstence and
procreation. In such conditionsthe so-called "iron law of wages' would hold good
Thetillers of the soil would beat themercy of thelandowners. Rent would be equd
to theyield of theland, minusthe cos of feeding thetiller and his draughtanimals,
and minusinterest on capital.

Such conditionsfor the existence of an Gron wageQdo not, however, exist.
Theearth ismuch larger and more fertile than necessary for the suppott of its present
popuktion* Even with moden methodsof extensive cultivation;” hardly onethird of
itsareais exploited. Theremainde eithe liesfallow or remainsundaimed. If
intensve cultivation® were generally introduced ingtead of extensve cultivation, one
tenth of thesurface of the earth would perhgps beenoughto provide mankind with the
average amountof foodguffs consumed by today@ workers. Nine-tenthsof it would
lie fallow (which, of course, does not mean tha mankind would be satisfied with such
an arrangement. Should everyonedesire to eat hisfill of something better than
potatoes, to own asaddle-horse, a courtyard with peacocks and pigeons arose garden
and a swimming-pool, the earth might, even with intensive cultivation, betoo small).’

Intengve cultivation comprises the drainage of swamps irrigation, solil
mixing, deep plowing, rock blasting, marling, applying fertilizers, choosng theright
crops improving the stock of plants and animals; destroying pestsin orchardsand

3 [Ground rent is that part of rent going to the ownership of the bare site, apart from improvements.]
*[Thisisstill true at the beginning of the third millennium.]

® Extensive cultivation economises |abor.

® Intensive cultivation economises land.

"[Gesdll lists 19" century desires, but the principle stands: the earth can satisfy everyone( needs, but
not everyone@® greed.]
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vineyards destroying locuds,; saving thework of draughtanimals by means of
railway, cand and motor trangport; amore econorical use of foodguffs and fodde
through exchange limiting sheep-breeding by cultivating cotton; adoping a
vegearian diet etc. Intengve cultivation requires much labor; extengve cultivation,
much land.

No one then, is at present compdled, by complete lack of land, to appeal to
thelandowners. Since this compulsion does not exist (and solely for thisreason) the
dependence of thelandless onthelandownersislimited. Thelandowne's, however,
arein possession of the best land, and it would require a great deal of laborto bring
into cultivationland left undaimed in settled neghborhoods

Intengve cultivation, then, involves consderable trouble. Not everyoneis
capable of migrating to and settling in theundaimed landsof thewilderness. And to
migrate notonly coss money, buttheprodue of far away landscan be brougtt to
market only at great expense in trangport coss andimport duties.

Thefarmer knows al this, as doesthelandowner. So before the farmer makes
up hismind to emigrate; or before he sets aboutdraining the neighboring swamp; or
before heturnsto market gardening, hewill ask the landowner what rent he demands
for hisland. Before answering, thelandowner will think the matter over and calculate
the difference between thefruits of labor on his fidd and thefruits of labor® on
wasteland, garden land, or undaimed land in Africa, America, Asia, or Audralia. The
landowner is determined to obtain this difference for himself, and thisis wha hewill
demand asrent for hisfield. Asagenera rule, however, thereis not much calculation.
In such matters both parties are guded by experience.

Some hardy youngfellow migrates, and if hereports favorably, others follow.
In thisway the supply of labor at home isreduced, with a consequent general rise of
wages. If migration continues, wages will rise to a point at which thewould-be
migrant beginsto doubtwhether he had not better stay home. Thisindicates tha the
fruits of labor at home and in thenew county have become equd. Sometimes a
migrant makes an estimate beforehand. Let usexamineit.

We assume that the amountof working capital required isthesame asin
Germany, so it isleft out of theestimate.

Traveling expenses for self and family 1000
Accident and life insurance during thevoyage 200
Acclimatization insurance, i.e. the premium charged by an insurance company

for thespecial risks entailed in changing climate 200
Progecting and fenang 600
Codg of migrating and settling 2000

To these expenses, which the farmer in Germany does notincur, add
interest charged on theworking capital:

5% on 2000 100

We assume that, with a given amountof work, thesettler produces thesamein
his new location as hedid at home. We shdl consder the competition between the

8 Let me again remind the reader of the difference between the product and the fruits of labor. The
product of labor of the emigrant may be ten times larger, but the fruits of his labor the same.
°[In the original the monetary unit is the Reichsmark of early 20" century. In translation | name the
currency only when relevant.]
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two locations Let usremember that thefarmer, like any other producer, is not
interested in the produd of hislabor but only in the goodsfor consumption tha hecan
obtain fromit, i.e. in thefruits of hislabor. The settler mug send his produce to
market and convet themoney hegesfor it into the goodshe needsfor consumption.
Andhemug pay for the conveyance of these goods to his new home. The market
where hecan sl his produeeis, asarule, distant; if we suppo® it to be Germany, a
county forced to import large quantities of agricultural produce, the emigrant will
have to pay:

Freight-chargesfor cart, railway, ship andfreighter 200
Import-duty in Germany 400
Freight-charges for freighter, ship, railway and cart for the goodsreceived in

exchange 200
Import-duty in thenew county 200
Total 1000

In the aboveestimate, the convasion of the produd into thefruits of labor,
usudly effected by way of commerce, cogs theemigrant 1 000, an expense avoided
by the German farmer. If therefore thelatter pays 1 000as rent for a piece of land, the
fruits of thelabor of both are the same.

In Germany, to rent land is always more advantageousthan to bring waste
land unde cultivation. Here trangport cogs and custom duties are replaced by interest
on the capital employed for reclaiming the land (draining a swamp, mixing different
soil layers, dressing with lime and manuring). For intensve cultivation the difference
liesnotin interest and freight, butin the cod of cultivation itself.

Groundrent, then, tendsto reduce thefruits (not the produad) of labor to the
same geneal level everywhere. Landlordsclaim as rent whatever agricultural
advantages well-cultivated German farmland possesses over the L Yneburg Heath™ or,
given thedistance, over unoccupied land in Canada Rent may appear, if thelandis
sold, asits price, which is ssimply capitalized rent. All differencesin land like fertility,
climate, access to market, cugsom duties, freight costs and so forth, are leveled by
rent. (I have not mentionad wages,; theomissionisintentiond).

Metaphoiically speaking, groundrent reduces the surface of the globefor
farmer, manufacturer and nonlandowning capitalist, to tha of abilliard bdl.
FIYscheim putit thus "Jugt as ocean waters obliterate theinequdities of the ocean
bed, so does rent obliterate theinequdities of land." It is aremarkable fact tha ground
rent reduces the fruits of labor of all farmersto theamounttha may be expected from
undaimed land at home or in thefar-off wilderness. Groundrent makes nonense of
notionslike Gertile,Oaren, OGoamy, OGandy OGwampy,00ich,0poor,OGvell or
badly situatedOland. Rent makes it a matter of indifference to afarmer whether he
cultivates moorand in the Eifel,'* amarket-garden in Berlin, or avineyard onthe
Rhine

101 A stretch of land some 80km wide lying between the rivers Elbe and Aller in NW Germany ]
Y [Hilly region of no economic interest W of the Rhine,]
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Chapter 4

TRANSPORT COSTS, RENT AND WAGES

Thefruits of labor onfree land, wasteland, marsh and moor deermine how
much thelandowner mug pay as wages and how much hecan claim asrent. The
farm-laborer will obvioudy claim awage equd to thefruits of laboronfree land,
since heisfreeto take posession of and cultivate free land (we shdl soondefinethis
term more accurately). It is not necessary for every farm-laborer to threaten to
emigrate when negotating his wages. Married men with largefamilies, for indance,
would gan nothing by such athreat, since thelandowner knows tha they cannot
carry it out Thethreat becomes effective if migrating younge men cause agenera
shortage of labor. Even thoughnot many laborers are able to migrate, the shortage of
labor caused by a partial migration suppots those staying at home in negotiating ther
wages as effectively asif they had already bookel their passage

On the other hand the tenant farmer mug be allowed to keep an amountequd
to wha hewould get onfree land after dedudion of rent and interest from his
working capital. Farm rent, then, is aso determined by thefruits of labor onfree land.
Thelandowner, when calculating therent of afarm, need notleave thetenanta
margin greater than thefruits of labor onfreeland, and thetenant is not compdled to
accept any less. If thefruits of labor onfree land fluctuate, so will wages and farm
rent.

The mog important factor influencing thefruits of labor onfree landisthe
distance beween the unocupied land and the market. Such market may bea
manufacturing centre, where the commodities are processed, or atrading centre where
they are simply exchanged.

Theimportance of distance from themarket is best seen in thedifferencein
theprice of afield in thevicinity of atown and an equdly fertilefield further away
fromit. Thedifferencein priceisentirely dueto their distance from the market.

In the Canadian whest district, for example, where to this day onecan have
goodlandfree, thewheat hasto becarried onwagons alongunbeiten tracks, to the
far distant railhead, thence to be conveyed to Duluth on Lake Supeior and shipped on
lake steamers. These carry thewheet to Montreal, where it is trangerred to ocean
steamers. From there the voyage continues to Rotterdam, where transshipment to
Rhine vesselsis necessary. These go asfar as Mannham, and to reach the markets of
Strasbourg, Stuttgart or ZYiich thewhest isloaded onrailway trucks. Andits pricein
these markets, after payment of import duties, mug be the same as the price of wheat
grown domestically. It isalongjourney, cosing agreat deal of money; yet the
bdance of the market price tha remainsafter deducting import duty, freight,

2 How greatly wages influence migrating labor isillustrated by the following anecdote from a speech
by President Wilson, May 20th, 1918: ONhen the American Secretary of Defencewasin Italy, a
minister in the Italian Government listed to him the various reasons why Italy felt a certain intimacy
with the United States. He remarked: Of you wish to make an interesting experiment, go into a troop-
train and ask the soldiers, in English, who of them have been in America. The rest you will seefor
yourself.00ur Secretary of Defence did board a troop-train and asked. More than half of them rose to
their feet.OThe Itaian rentiers had driven these men to America, and the American rentiers had driven
them home again. Since they fared as badly in America as they had fared at home, the poor devils kept
restlessly wandering to and fro. Wilson added: "There are American heartsin the Italian army!" But we
know better. When these migrating workers left their country they cursed their fate, and they cursed it
again on leaving Americato return home.)
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insurance, brokerage, stamp duty, interest on money advanced, sacks, etc. is still only
the sum obtained from the sale of the produd of labor, and notwhat the settler in the
wilderness of Saskatchewan requires. This sumhas to betrangormed into articles for
use - salt, suga, cloth, firearms, tools, books coffee, fumiture, etc. andit isonly after
all these objects have arrived at the settler's homestead, and thefreight on them has
been pad, tha hecan say: "These are thefruits of my labor minusinterest on my
capital.O(Whether he has borowed the money necessary for migrating or is working
with his own capital, hemug dedud interest onthe capital fromthe produd of his
[abor).

It isobvious therefore, tha thefruits of labor on such free land mus depend
to a great extent on trangport cods. These cods have been steadily sinking, asis
shown by thefollowing table:™®

Freightrates for oneton of grain from Chicagoto Liverpool-

1873- 67
1880- 41
1884- 24

Thesavingonfreightis 43 pe ton of wheat from Chicagoto Liverpoolaone
Thisisamog onesixth of the 1884 price, or onefourth of the1911price. But the
distance from Chicagoto Liverpoolis only part of the distance from Saskatchewan to
Mannhem; hence the 43 saved is only afraction of theactua amountsaved on
transport.

The same saving on freight applies to the goodsconsumed by the settler. The
grain was the produd of hislabor; the 240 per ton of wheat was theyield of his labor;
and thefruits of hislabor, in theform of merchand se shipped back to him, are what
the settler producd thewheat for. Keep in mind that the German indugrial workers
who eat Canadian wheat, mug always pay for it with ther produds, which they send
directly or indirectly to Canadaand for which, therefore, freightmug likewise be
pad. Thusthere is adoubk saving on cheaper freight, and the fruits of labor onfree
land, which determinethe general wagein Germany, are increased.

It would bean error to suppo® that whatever is saved on freighttrandates into
acorresponding increase in the settler® fruits of 1abor. In reality such fruits will
inarease only by abouthdf thesaving onfreight Thereasonisthat therising fruits of
the settler@ labor on free land raise the wages of the German farmers as well. The
rising wages of domestic farm laborers and of settlers on free land entices indugrial
workersinto agriculture.** The existing relation between the produdion of agriculture
and of indugry ismodified, asis aso ther exchangeratio. The settler has to pay
highe pricesfor theindugrial produds tha make up thefruits of hislabor. The
quantity of such produds does not, therefore, inarease directly propottiona to the
increased yield of labor of the settler on free land and inversely because of lower
trangoort cods.

Compdition causes the difference to go to theinduwstrial workers. The same
happenswhen a new technology, like steam-power, reduce the cos of produdion of
any indugrial good Producr and consumer sharethegan.

It may beworth giving figures on how a changein trangport cods affects the
fruits of labor of the settler onfreeland, and consequently rent and wages.

'3 Taken from Mulhall's Dictionary of Statistics.
14 [Evidently this does not happen today. The mechanism though, mutatis mutandis, is the same.]
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|. Fruits of labor of a settler onfree land in Canadawith afreightrate of 67 per tonin
theyear 1873.

Produd of labor. 10tons of whesat shipped to Mannhem and there sold at
250pe ton 2500
Minus 10 x 67 for freight 670
Yield of labor 1830

Thisyield of laboris spent in Germany for the purchase of
merchandise.
Trangport cods are thesame as for wheat 670
Thefruits of labor of the settler therefore amountto 1160

I1. Same calculationfor theyear 1884with a freight-rate of 24/ton.

Produd of labor. 10tonsof whesat at 250 per ton 2500
Minus10x 24 for freight 240
Yield of labor 2260

Thisyield of labor, 430 greater than in thefirst calculation, is now conveated
into thefruits of laborin theform of indugrial produds. For the same reasonsas
above the exchangebetween indugrial and agricultural produds has been modified in
favor of indugry. Let ussuppo® tha thisrise in the price of indudrial commodities

absorbshaf the430 of inareased yield of labor 215
Theyield istherefore 2045
Let usnow dedud thereturn freight, dightly up (240to 245) since the

amountof goodshas inareased by the amounteconomzed on freight 245
Thefruits of the settler@ labor now therefore amountto 1800

Asthedecreasing freight charges raise thefruits of labor of the settler onfree
landfrom 1 160to 1 800, the wages of the German farm laborer automatically
increase by the same amount, and tenant farmers will claim a correspondingly larger
fruits of labor. The groundrent necessarily decreases by the same ratio.

If the 1873 price of 10 tonsof wheat in Germany was 2500
Andthewages for produagng it amountd to 1160
Then 10tonsof land™ broughtthe landowner, whoworked on or let them,

groundrent amouning to 1340
Butif in 1884wagesrose to 1 800, therentfell to 700

(tha is 1 340minus640 increase of wages).

Wha the settler onfree land paysin freightis therefore deduded from the
fruits of hislabor. Thelandowner in Germany will demand this amount either by
increasing therent for his tenants, or by dedudingit from the produd of hisfarm-
laborersif heworkstheland himself. In other words what thefree land settler pays as
freightthelandowner podkets as rent.

15 A ton of land is a Danish land-measure denoti ng the amount of land that produces one ton of grain.
A ton of land therefore indicates an area of land varying according to soil quality.
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Chapter 5

SOCIAL CONDITIONS, RENT AND WAGES"®

Rail and shipping cods are not of course theonly factors affecting thefruits of
labor of the settler onfree land, and concomitantly the wages of the German farm-
hand. Man does notlive by bread along so tha thefruits of labor are notthe sole
congderationin deciding for or agang migration. Thenaiond and sodd life of the
county tha thewould-bemigrantisto leave, and of the county where heintendsto
go, have often a strongand determining influence. Many a man is satisfied with
smaller fruits of labor at home, finding compensation for thelossin thewinning of a
laurel wreath for rabbit-breeding or in the song of the chaffinches, which in his
opinionis nowhere as beautiful as at home. Such attractive -or repdling- forces asthe
case may be ebb andflow. At times they stimulate, and at times restrain, migration.
Many German farmers, for ingance, are migrating back from Russia,'” notin thehope
of highe fruits of labor, but because conditionsthere are nolonge quite to their taste.
All such factors counteract to some extent theforces tending to level thepurely
material fruits of labor of themigrant and of thefarm-hand left behind. Let us
suppog, for indance, tha we resolve to make life pleasanter for German workers by
prohibiting alcohol. Prohibition would enrich thelives of theworkers, notto say thar
wives, the billionsspent on acohol, directly or indrectly mightingead be spent

*  On motherhood intheform of amonthly State subsdy to cover theexpense
of bringing up each child;

on better schools;

onpublic libraries

on cinemas, theatres and amusement paks;

on churches;

onfreetreats at pastry shops popuar festivals, assembly-roomns etc.

Thedecison whether to migrate or not would not then be settled solely by an
estimate of the material fruits of labor. Many awife would indue her husand to
stay, and many migrants would return. Theeffect on wages and groundrent is
obvious Thelandowners would go onraising ther demand for groundrent (by
lowering wages) until therestraining influence of prohibition onthewould-be
migrants reached equilibrium. Thevalue of cakesgiven free to thewomenin the
naiond pastry shopswould be deduded from thar husbandOwages, thereby
increasing thegroundrent.

Thusevery advantage that Germany offered towards a better professiond,
intellectud and sodal lifeis confiscated by groundrent. Groundrent is podry,
science, art and religion capitalized. Groundrent convets the CologneCathedral, the
brooksof theEifdl, thetwitter of birdsamongthe beech-leaves, into hard cash.
Groundrent levies atoll on Thomes ™ Kempis,*® ontherelics of Kevelaer,™ on

18 [The contents of this chapter are rather dated, but still very useful to understand the historical reasons
for European colonial expansion from the 16™ century onwards: the European landlords forced the
European landless to migrate. Italians and the Irish, militarily weak peoples, made for newly-
independent America. Spaniards and the British, militarily strong peoples, went to conquer land in
South America and Africal]

1 They were the so-called VVolga Germans, attracted there by Czar Peter the Great (1672-1725). Those
who stayed were deported by Stalin to Kazakhstan during WW 11.]

18[1379-1471. Author of The Imitation of Christ.]

16



Goethe and Schiller, ontheincorruptbility of our officials, on our dreamsfor a
happier future, briefly on anything and everything; it forces atoll up to the point
where theworker® asks himself, Shdl | stay putand pay, or shdl | migrate and give
it all up?Nothing escapesits attention. The more pleased a man is with his county
and fellow citizens the highe isthe price thelandlord extortsfor this pleasure. The
tears of the departing migrant are pearls of great price for thelandlord. Tha iswhy
city landlords often organize sodeties and other institutionsintended to rende town
life attractive, as well asto restrain departures and stimulate returns They can thus
raise therents onthar town propeties. Homesickness is the taproot of groundrent.

But if the German farm-hand does notlive by bread alone nether doesthe
settler onfreeland. Themateria fruits of labor are only part of wha man needsto
make life worth living. The migrant has to struggle to overcome the emotiond forces
binding him to his native land, and in his nenv horme he also findsthingstha attract
and others that repd. The attractionstend to make thefruits of labor appear sufficient
to him (everyoneis prepared to do agreeable work for less pay), whereas therepulsive
features diminish them. If repulsive circumstances like a harsh climate, insecurity of
life and propety, vermin and so forth, are consderable, thefruits of labor mug be
correspondingly higher if heisto stay onand entice those at home to follow his
example. Everything that influences thelife and hgppiness of the settler onfreeland
has a direct influence on the contentment of the German worker, who adjuds hiswage
demands Such influence, postive or negdive, beginswith the accountof thejoumey.
If there was no seasickness, if life on boad was tolerable and thefoodgood those left
behind will beenticed to migrate. If the settler aso tells of theliberty heis enjoying,
of huningandriding, of great hauls of salmon and herds of buffaloes, of hisrightto
dispo< freely of thebouny of naure, and aboveadl of his bang treated everywhere
as afree citizen and notas a serf or abegga, thelaborer at home will of course hold
his head, during wage negotiations highe than if the news was of Red Indian attacks,
rattlesnakes, vermin and hard work.

Thelandowner knows dll this. If aletter full of complaints arrives, themod is
made of it. It gets published, while the Pressis given to undestand that it mug
carefully excludeany attractive, encouraging reports. Any organization set up to
advertise the attractionsof the home county is aso entrused with reviling free land.
Every piece of news like snakebites, scalping, locus swarms, shipwreck, that scares
workers from migrating and makes them more amenable to staying put, trandates into
hard cash for thelandowners.

19 [Shrinein N.Rhine-Westphalia]
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Chapter 6

ACCURATELY DEFINING FREE LAND

Wha first comes to mind when spesking of free land isthevast, unaultivated
territories of North and South America. Such free landis easily and comparatively
cheaply reached. Theclimate is suitable for Europeans sodal conditionsare attractive
to mog people; the security of life and propeaty are notbad at al. On arrival, the
immigrant is accommodaed for aweek or two in ahodel at State expense, andin
some counties heis given afreerail ticket to thefarthest limit of settled land. Here he
isfreeto settle at once. He may pick outthesite helikes best: pasture, arable land or
forest. Thehomestead he has arightto claim is big enoughto provide work for the
largest family. As soonas hedrivesin thebounday stakes and notifies theland
office, hemay start work. Nobodyinterferes with him or even inquires who allowed
him to till the soil and reap thefruits of hisindugry. Heislord of theland within his
four stakes.

Land of this kind we call first class free land. Such free landis notof course to
befoundin settled areas, butonly where people are few and far between. Within
tracts aready occupied there are, however, large uncultivated areas, which by some
abu= of State power have become the private property of individuds living in far off
places. | bet tha afew thousand personsliving in Europeown between them
hundedsof millionsof hectares of such landin America, Africa, Audraiaand Asia
Anyonewishing to occupy a piece of thisland hasto come to terms with the
proprietors, buying or renting, but normally he can do tha for anomina sum. Such
conditiondly freeland we call secondclass free land.

Freeland of the secondclassis still abundant in many parts of theworld. Itis
not aways land of the best qudity. Much of it is densely overgrown with forests
needing agreat deal of labor to clear. Large areas suffer fromlack of water and can be
madefertile only by expensveirrigaion schemes. Other land, often of thebest
qudity, hasto bedrained; or, beng situated in remote valleys, lacks means of
communication, withoutwhich produe cannotbe broughtto market. Free land of this
kind can be made use of only by migrants with access to either capital or credit. For
thetheory of rent and of wages, however, it does not matter whether such freelandis
broughtunde cultivation by a company of capitalists or by themigrants directly. The
distinction only affects capital and interest. If themigrant settles on land tha has been
opened up with thehdp of capital, he has to pay the cusomary interest onthe capital
invested, adding hisworking expensesto it.

For therest, whether individuds or companies with thefinanda meansfor
large-scale land reclamation, hdf theworld is till free land. Thebest landin
Californiaand alongthe Rockies used to be adesert notlongago; nowit isavast
garden. TheBritish have made Egypt habitable for millionsby meansof theNile
dams. The Zuider-Zee, Mesopaamia and other deserts will aso be broughtinto
cultivation by similar expenditure of capital. We can say then tha second-class free
land will be at mankind@disposal for alongtimeto come.
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Chapter 7

THIRD CLASS FREE LAND

Themod important free land, however, which is also of the greatest import for
thetheory of rent and wages, is third class free land. But defining it isnotso simple as
defining the other two. It callsfor some reflection.

A few examples will make the matter clear.

Example 1.

Berlin building regulationsdo not allow more than four stories. If thelimit
was two stories, the city would have to cover twice its present area to lodgethe same
popuktion. Hence theland saved by third and fourth storey isto this day unocupied
building land. If the American building codewerein forcein Berlin - tha is, 40
storiesingead of four, onetenth of its present building area would beenough.The
rest would be surplus to beoffered to any builder at little more than the price of a
potato patch. Freeland for building pumposesis, therefore, available even in the centre
of alarge German city, in unlimited quantities - by building fromthefourth storey
upwardsto theclouds

Example 2.

In theimaginary repubic of QAgraria®® theuse of chemical fertilizersis
prohibited by law, allegedly because it isinjuriousto hedlth, in reality to limit the
output of grain and keep its price up. Thelandowners of Agraria bdieve that Qittle
and dearQis better for them than Gnuch and cheap. OEmigrationis likewise
prohibited. Because of both prohibitions small cropsand high prices, the people of
Agraria have broughtall wasteland, swampsand moor unde cultivation, thus
contriving to make cropsmeet the needs of the population. But despite this the people
are unhgpy and clamor for theimmediate repealing of the prohibitions, since they
expect theuse of chemical fertilizers to treble the produce of the soil, as hgppened in
Germany.

How would rent and wages be affected by such repeal? Would not the same
thing happen in Agraria as hgppened in a city where new building regulationsallowed
thenumber of storiesto treble? With the use of chemical fertilizers, the soil of the
republic would exceed the needs of the present popuktion by two thirds. Two out of
every three hectares would bealowed to lie fallow, at thedisposal of future
geneations In arepublic where every inch of soil and every swamp are cultivated,
theintrodudion of chemical fertilizers would suddenly create vast areas of free land.
Thisfreeland would, for thetime beng, beleased for huning at anomind amount

These examples from thebuilding indugry and agriculture, show how new
land, third class free land, may becreated. It isindeed being created daly as theresult
of scientific discovery. Thenomed requires 100 hectares to providefor his family, the
farmer 10, thehotticulturist oneor less.

Thewhole agricultural area of Europeis asyet cultivated very supeficialy.
Thedengty of popuktion, even in Germany, is still so low, that if horticulture were

2 [Sicin the German text.]
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geneadly adopied, hdf thearea at present unde cultivation would haveto belet lie
fallow, first because there would be alack of buyesfor such quantities of foodguffs,
and second because there would be alack of workers necessary for such an intengve
cultivation of the soil. We may therefore consder the whole of Germany to bethird
classfreeland.

For the purpose of comparing theyieldsof the soil unde intengve cultivation,
huning, nomad wandering and extensve cultivation, al farmland may be consdered
freeland, much as Americansmay consder the space abovethe stories already in
existence as free building land up to the clouds

Let usapply these examples to the theory of rent and wages. Germany, in the
limited sense abovedescribed, is still free land. The farm-hand may at any time take
refugeonthisfreelandif dissatisfied with his wages. Therefore the wages of farm-
handscannotfall pemanently bdow thefruits of labor on such third class free land,
any more than they can fall bdow thefruits of labor onfirst class free land. Here,
then, isan unfailing suppot for thefarm-laborer in his wage negotiations

Thequestionis: how much can thelaborer demand as wages? How much can
thelandowner demand as rent?
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Chapter 8

THIRD CLASS FREE LAND, RENT AND WAGES

Let ussuppo® tha extensve farming needs 12 men to cultivate 100 hectares
of landfor aharvest of 600tons i.e. 50t per man and 6t per hectare.

Let usfurther suppo® tha with intengve farming the same area needs 50 men
for aharvest of 200Q, i.e. 40tindead of 50t per man and 20tingead of 6t per
hectare.

Note that the produd of intengve cultivationincreases as regardsthe area, but
decreases as regardstheworker.

With extengve cultivation, twelve men produce 600 tons 50t each.

With intendve cultivation, twelve men produce 480 tons 40t each.

Thedifference of 12(t isto beattributed to the 100 hectares being alarge area,
requiring less labor with extengve cultivation. When it is not possible to cultivate
extengvely, thealternaive isintensve cultivation, which however yieldsless
produe. Thedisadvantageis such, tha if they were offered land allowing them
extengve cultivation, they would agree to pay for theadvantage The owner of this
area, then, isin apostionto levy an additiond rent corresponding to the difference
between thelarger produd of laborin extensve, and the smaller onein intensve,
cultivation. In our example, therent of 10Cha of land will bethe price of 12( of
harvest.

Extengve cultivation saves labor; intengve cultivation saves land. Rent is
bom out of thistengon, andthe degree of tenson, assessed by experience, deermines
thedistribution of farm produce between rent and wages.

Thereisno need to explain why extensve cultivation yieldsmore for a given
amountof labor and less for agiven amountof land. It isaquestion of technique It is
enoughto know tha such isthe case in agriculture, foundel on experience andin the
naure of things If it were otherwise, if extengve cultivationyielded 40tonswhile
intengve cultivation yielded 50 tonsper man, thewhole of agriculture would tend
towardsintengve cultivation. All theland tha coud not be stocked with labor would
belet liefallow, smply because any worker still available would reap larger harvests
by a still more intengve tillage of theland already unde cultivation than by
cultivating fallow land.

Thetheory of popuation asserting tha popuation matches thefood supply is
notincongstent with the abovepropostion. Populkation grows with theincrease in
foodsupply; it follows in thewake of intengve cultivation, it does not precedeit.

L et usmake an example to show howthe produd of labor gets distributed
between groundrent and wages.

A. 12 workers cultivate 100 hectares extensvely. They produce 480tons i.e.

40t per head.

B. 60 workers also cultivate 100 butintensvely. They produe 900tons i.e.
15t pe head.

1. Thefruits of labor of the 60 have decreased by 40D 15 = 25t

2. Thisredudionisto be subtracted, because thelaborers of A. earn more per
head.
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3. If oneof the 60 wanted to changeplace with oneof the 12, hewould have
to pay him adifference of 25t If al the12 changed place, they would have
to begiven 25tx 12 = 300t

4, These 300t subtracted fromthelarger area, are groundrent. They make up
apat of truegroundrent.

5. If 48 outof the60 of B wereto leave, theremaining 12 would produce as
much asthe12 of A., i.e. 300tmore, or 25t more per head. A single
worker would get 40tingead of 15t

6. The 12 staying behind could entice the 48 into leaving by offeringthem a
compensation of 300t 48 = 6.25t each.

7. If the 12 staying behind wanted to replace the 48 who have left with
another 48, each oneof these would have to pay 6.25tto join the
enterprise. Were they hgppy to work as employees, each would have to
give up 6.25 of hiswagetojoinin. 15tP6.25t= 8.75t

8. Theentirerent of the100hais thus60x 6.25t = 375t. Wages and rent get
distributed as follows:

60 x 6.25t= 375 asrent from intengve cultivation;

60 x 8.75t= 525 as wages after dedudngtherent;

60 x 15t=900tas produd fromintendve cultivation;

12 x 8.75 =105t salary as above which added to
3750f rent as above gives

12 x 40t= 480tas produd from extengve cultivation.

Rent and wages get distributed as follows:

1. Fixing thedifference per head between extensve and intengve cultivation
(40tb1% = 25t) and multiplying the difference by the nunmber of workers:
12 x 25t= 300t which can be consdered as pat of therent;

2. Subtracting theintendve workers (60D 12 = 48) and dividing the part of
therent by tha numbe: 300t: 48 = 6.25¢;

3. Thelast figure, multiplied by the number of intensve workers, givesthe
rent of thegroundthey cultivate: 60 x 6.25= 375

4, Subtracting therent of 6.25tfromthe produd of asingle worker (15%) one
geshissalary: 15tD6.25t= 8.75.

Extengve cultivation makes use of al thelabor onoffer to cultivate thewhole
of theavailable area, regardless of method: hurting, cattle grazing, three-field
rotation, rice paddy, or mixed farming.

Intengve cultivation is aform of agriculture that practiced onalargescae
mug result in ageneral shortage of labor.

OntensveOand GextensveOare therefore relative terms. Theherdaman is an
intensve worker compared to the hurtsman. Hence pastoral tribes mus geneally pay
rent for theuse of thar land, and are able to do so.

Extendve cultivation yieldsthelargest fruits of labor (wages and rent),
whereas intengve cultivation yieldsthelarger crop. Thelandowner would like to
combinethetwo, and of course endeavors to practice intengve cultivation. He cannot,
however, do so withoutwithdrawing labor from amongthe extensve cultivators, thus
causnglandto liefalow (become third class free land). It standsto reason that the
ownes of thisland are unwillingto let it lie fallow. They therefore try to attract labor
to it by raising wages; and in so doing they are prepared to go close to thelimit of
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profitability (absorption of rent into wages), since alandowner will prefer receiving a
dollar an acre asrent rathe than receiving nothingat all.

Third class free land has thusthefundion of alevel playing field for wages
and rent. Such free land makes the arbitrary fixing of wages impossible. Neither can
thelandowner fix wages as low as he pleases, nor can thelaborer demand as much as
he chooss. Economic laws deerminetheamountfalling to each.
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Chapter 9

TECHNICAL IMPROVEMENTS, RENT AND WAGES

Technological improvements increase the produd of labor. If there was no
difference between intengve and extengve cultivation, wages and rent would increase
in direct propottion to such improvements.

Let usfigureit out
A. 12 workers cultivate 100haprodudang 480t i.e. 40t each;

B. 60 workers cultivate 100haproduang 900t i.e. 15teach. 100hafetch a
rent of 375tand an individud salary of 8.75t.

Certain technological improvementsincrease the produd of labor by 25% In
A. theprodud increases from 480tto 600t or from 40tto 50t per head, andin B.,
from 900tto 1 125t, or from 15tto 18.75t per head.

Distribution takes place as follows:

Rent: 50tD18.75t = 31.25t, which multiplied by 12 workers equds 375t 375t: 48
workers = 7.81t 7.81tx 60intengve workers gives arent of 468 6(X.

Salary: 1875 B7.81=1094t

A.12x 1094t = 131.34ttotal salaries B. 60x 1094t= 65640total saaries

Rent = 46860 Rent = 46860

Produd = 600t Produd =1 125t

Rent and salaries appear to have both increased by 25% thefirst from 375tto
468 6t, and the secondfrom 9.75tto 10.94t

The percentage of distribution has remained the same. Landlord and worker
enjoy the same advantage

Technological improvements, however, rarely benefit extensve andintensve
cultivation equdly. Theintengve farmer, for indance, could notmake use of a
tractor-driven multi-share plough or of a seed distributor. Such machines make sense
only forlargeareas. A liondoes not catch mice.

On third class free land a tractor is quite useless, but extremely useful on first
and second-class free land. In thevast plainsof Americaasingle tractor’* will plough
thefieldsof 50 or more farmers, well and chegply. The produd of labor of these free
land-settlers increases of course enommoudy. But thefruits of labor depend onthe
produd of tha labor. It isthefruits of labor of thefree land-settler that determinethe
wages of labor onrented land everywhere.

Were all the circumstances surrounding the conversion of the produd of labor
into the fruits of laborto stay unchanged, wagesin general would necessarily risein
the same propottion as theincrease in the produds of labor dueto the 10-share
tractor. But such circumstances do not stay unchanged. Agan we see how necessary it

2L The tractor-driven plow is sometimes owned by a co-operative, but at times by a contractor, or local
mechanic who also keepsiit in repair.
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was to distinguish from the outset between produd and fruits of labor. It isthefruits
of labor, notits produd, tha deerminewagesin general.

When thefruits of labor of thefree land-settler inarease, so do thefruits of
labor of theindugrial worker. If it were nat so, indudria workers would return to
cultivate free land of thefirst, secondor third class. Therise of wagesin indudry is
caused by a modification of theexchange ratio between the produds of thefree land-
settler and of indudry. Ingead of 10 sacks of whest the settler hasto give 12for a
gramophone arifle, amedicine-chest. In this way the settler, when trandorming the
produd into the fruits of labor, hasto surrende pat of his surplusprodud to the
indugrial worker. That is howthetractor forces up wages al round.

Thetractor, though increases the wages of thefarm-hand propationaely
more than it increases the surplus of the produd that it creates. The motor ploughmay
produce a surplusof 100 million tons which if distributed amongall theworkers,
would notincrease ther salaries as much as it inareases the fruits of labor of thefree
land-settler. Thereasonis asfollows:

If thereisarisein thefruits of labor of thefree land settler of thefirst or
secondclass, thewages of thetenants in Europealso rise, even thoughthereisno
inarease in the produd of thar labor, asthetractor is very little used there. The buk
of wages here inareases at the expense of rent onland; it is minimally dueto the
surplus produce of thefree land-settler. Let us see how this can happen.

Assuming tha the produd of labor of thefree land farmer of thefirst and
second-class inareases by 20% through theintroduction of more efficient agricultural
machinery (allowingfor interest and maintenance); thefruits of labor of thefree land
farmer inarease by only 10%, since, as already shown, the other 10%goes to the
indugrial worker, who demands more for the product of hislabor, and can get it. The
exchangebetween indugrial and agricultural products shifts 10%in favor of indugry.
Thusof the20%increase of theprodud, only hdf, or 10%, is trangerred to thewage
reservoir.

Our landowners mug in this case draw onther rents to meet theincreased
demandsof thelaborers, since the produd of thar land has notincreased.

Therent of 100hacomes to 375t each of the 12 workers will see hiswage
inarease by 10%from 8.75tto 9.62t Thetotal forthe12is 11544t, indead of 8.75x
12 = 105tas before. Rent loses 10.44t, going down from 375to 364 55t.

But thelandowne's loses more than the decrease of his rent expressed in tons
of agricultural produce. Such tonsare of aslittle use to him as they are to thefree land
settler. In exchanging his tonsof rent-produd for indudrial produds heloses again,
because of the shift in theratio of exchange Heloses another 10%from 364.55t,
which decrease to 32810t Thetota percentagelossis 12.5%.

Thesmaller therentin propationto labor cods, the harder thelandowner is
hit by therise of wages. But since landowners cannot, obvioudy, engagelaborers at a
loss, and since landowners practicing extendve agriculture can demand a highe rent
than thear colleagues practicing intengve agriculture, thereis a shift fromintengve to
extengve cultivation. Less |abor is required and many laborers are thrown out of
employment. The unemployed depress wages bdow thear truelevel (equd to the
fruits of labor of free land-farmers of thefirst and second class, which have risen
10%). Emigration then increases, until equilibriumis re-established between wages at
home and thefruits of labor oversess.

Thereis still to befigured outthedistribution of the produd between rent and
salaries following technical improvements tha favor extensve, butnotintensve,
cultivation.

25



The produd of thel2 A. workersincreases from 480t to 600t That of the60 B.
workers stays at 900t A single A. worker produes 50t, asingle B. staysat 15t The
difference between thetwo hasincreased from 25tto 35t

According to our calculation, therent increases from 375tto 525t and the
salary decreases from 8.75t0 6.25.

35tx 12=420t 420t: 48=8.75t, 8.75 x 60 =525, which istherent.

15tD8.75t = 6.25t, which isthesaary.

12 x 6.25= 75ttotal salaries 60 x 6.25t= 375 tota saaries
525t= Rent 525t= Rent
600t= Produd 900t= Produd

Thustechnical improvements affect the distribution of the produds of the soll
very unegqudly. Much depends on where the bendfit falls, whether onfreeland of the
first and second classes, or onfree land of thethird class, or on extensve cultivation.

Theworkers of yesteryear were not always wrongwhen clamoring for the
destruction of machinery to safeguad thear interests. Rent not only absorbed the
whole of thesurplus produdion from technical improvements, butalso pat of the
wages in force before theintrodudion of themachinery.?

2 [Thereferenceis to the Luddite movement begun in Britain in 1811. The government dealt with it by
widespread hangings and transportation of rioter workers to Australia]
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Chapter 10

SCIENTIFIC DISCOVERIES, RENT AND WAGES

Scientific discoveries have been a more powerful factor than machinery
towardsthetrebling of theyield of German land in the past decades. Themain means
have been the use of patash salts, basic dag, and nitrogen-collecting plants as manure;
theartificial produdion of nitrogenousfertilizers, (3cyanamide), the prevention and
cure of contagiousdiseases in plants and animals?

Such discoveries have not, however, benefited all soilsequdly. By far the
greatest gan has been experienced by peaty, marshy and sandy soils previoudy
consdered baren. Here the devel opment meant more than trebling the producs; it
meant creating new soil, for sand and moor had previoudy not been cultivated at all.
In Germany asmall fraction of these wastelandsused to be cultivated as bumt moor
and yizﬁlded ascanty crop every 15yearsto those willing to undetake such hard
work.

These landsnow yield rich harvests every year. Land naurally fertile cannot
of course, trebleits aready rich yield. Such land provides the manure necessary for its
own perennial rguvendionin mixed farming, where crop and animal hushandry go
handin hand. Tha iswhy artificial fertilizers are much lessimportant in such cases
than when applied to landsnaurally barren. Theinfluence of artificial fertilizers on
theproduce of first and second-class free land is still dighter. These virgin landsas a
rule require nomanure at all. Moreover, thecog of trangorting artificial fertilizers to
such landis prohibitive.

Thustheeffect of scientific discoveries on wages and rent varies according to
the naure of thelandto which they are applied. Asfor machinery, it isimpossible to
state generally whether they raise or depress rent or wages. To decidefor a paticular
case, alot of information and research are necessary. If nothingis left out of
reckoning, results may be trusworthy. We shdl therefore abgain from calculating as
in Chapter 9.

% By dlectrifying the soil the physicist Lodge obtained an increase in produce of 30-40%.
4 Asllittle as 30 years ago, more than half the province of Hanover was covered with heather. Every 15
years the heather was cut, piled and burnt, the ashes being spread on the land, which was then ploughed
to yield a scanty crop of rye or buckwheat. The smoke from these fires could often be seen 50 miles
away.
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Chapter 11

LEGISLATION, RENT AND WAGES

Theinfluence of legidation onthedistribution of the produd of labor between
rentiers and workers is manifold and far-reaching. It has often been said tha politics
congst, in themain, of attacks on wages and rent, and in the corresponding defense
and counerattack. Asarule, actionis here dictated by ingina. Theinterplay of forces
isnotfully undestood,or, if undestood, it is politic to conaeal thetruth.

Advoates of the measures proposd with so much passion are not greatly
concerned aboutscientific proof of the efficacy of what they propos. Politics and
science are unessy bedfellows; very often indeed theaim of politicsisto prevent, or at
least retard, therecognition of some scientific discovery. Wha oddthingshave been
said, for example, aboutwhest-duties! Orhey protect and encourage agricultureQ say
those who podket theimmediate advantages; Qhey are bread-usury and theftQ say
those at the receiving end of the shrinking loaf of bread. Orheduties are pad by the
foreignaQ say some, to which othersretort Qheduties are all bomeby the
consumer.OThewrangle proceeds, as has for fifty years, over apurely human
transaction, open for all to see; and till thedisputants are nonethewiser. It is
therefore well worth investigating theinfluence of legisation on rent and wages.

When a merchant orders a shipment of tobacco knowing tha at the border he
will have to pay aduty of 100 per bde, hemus beassured of recouping this
expenditure, plusinterest on the capital invested, plushis own profit, fromthesale
price of thetobacco. Theimport-duty is, for the merchant, an integral pat of the
merchandise, and is entered by him in hisinventory onthecredit side, jud like any
other item such as chests, sacks and bdes: -

100 TonsJavatobacco 200 000
Freightand import-duty 50 000
Total 250000
10% expected profit 25000
Capital invested 275000

That is howthe merchant accounts for import-duties. Can our landlord
smilarly accountfor theland tax? It is often asserted tha he can. Landowne's
themselves will tell you tha they intendto chargeevery tax, plusinterest and profit,
on the scanty wages of thefarm-hands so as to recoup any amountof landtax in the
longrun. If such isthecase, aslandowners argue would it not preferable to shift the
tax base fromland to heads (pdl tax), or to income? Laborers would then at |east save
theinterest and profit tha we landlords add to theland tax.

Before tackling this problem in depth, it isindispensable to answer the
question that Erng Frankfurth raised in his illuminating little bookon unearned
income®, namely: OVha becomes of theland-tax revenue?OFor surely it cannotbe

%[ Das arbeitslose Einkommen in the original ]
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immaterial whether the State uses therevenueto build a new road throughthe
landlord'sestate, thusreduang school fees for the children of his tenants, or, ingead,
to subgdize foreign grain. Withoutknowing this we are notin a postionto determine
whoin theend pays theland-tax. So says Erng Frankfurth.

Some landowners do notwait for the State to tax them and with the proceeds
to build roadsneeded for the exploitation of their estates. They build theroads
themselves. Such cods are a capital investment, like clearing, draining, and so forth.
Thelandowners expect the advantages from such roadsto bdance theinterest on
capital. If, neverthdess, and as arule, the State buildstheroads taxingthelandlords
for theexpenditure, thisis smply because theroadsusudly cross the landsof many
owneswith conflictinginterests. The necessary powers of expropriation are the
exclusve domain of the State. But even with the State building theroads, theland-tax
revenueis still capital investment, theinterest on which the landlord expectsto
recover to thelast cent. Thisistherea naure of amog every tax. If the State levies a
tax to protect its borda's fromtheinroadsof barbaians thelandlord saves the amount
of thistax fromtheinsurance tha would otherwise be necessary agang theinvasion
of Cossacks and Y ankees.?®

So if the State uses therevenuefrom theland-tax for the ben€fit of the
landlords these taxes mus belooked uponas capital investments. They are the
remunaation of the State for services rendeed by the landlord. Thelandowner may
congder these taxes in the same way as thewages of his laborers. If heleases theland
to tenants hewill add thetax to thefarm rent, recoveringit if the State works cheaply
and well, and even making a profit if the State displays the shrewdness of a clever,
parsimoniouscontractor.

But wha if the State taxes thelandowners so asto relieve thetenant or the
laborers, say, from paying school fees? Isit still possible for the landlord to consder
theland-tax as a profitable investment? Let ussuppo< tha thelandlord can neither
chargethetenant with the amountof school fees saved by thelatter norreduce the
wages of thelaborers by the same amount Tenant and laborers would see thefruits of
ther laborincrease by the amountof school fees remitted. But why should the
landlord raise thefruits of thelabor of tenants and laborers? Thereasonis notthat he
himself istaxed. Therea reasonistha thefruits of thelabor of tenant and laborer
depend on thefruits of such labor onfirst, secondand third class free land. If theland
tax revenueis used to bendfit thethird class free land-farmer, say in the shgpeof a
redudion of school fees, then, indeed, the equilibrium between the fruits of l1abor of
wage-earne's and tenants and tho=e of free land-farmersis not disturbed, andit is
impossible for thelandowner to trander the burden of theland-tax to his tenants and
laborers. Otherwise he says to thetenant: "To the advantages my farm offersyou, |
add free education for your children. For thisrich loamy soil, a hedthy climate, afine
view of thelake, asituaion close to themarket, and free schools, you have to pay me
so much pe hectare". Andto hisfarm laborer thelandowner says: "If you do not
congent to aredudion of wages you may go. Calculate whether with thewages | offer
you, togehe with free schooling for your children, and other soca amenities, you
are notaswell off asif youdecided to cultivate first, secondor third class free land.
Think it over before you go™

It is clear that thewhde burden of theland-tax istranderable for aslongasits
yield does not benefit free land farmers, more paticularly those of thethird class. If,
ontheothe hand, therevenueof theland-tax is madeto bendfit, in some form or
other, intengve cultivation, the inarease of thefruits of labor of third class free land
farmersis passed onto thefarm laborers engaged in extensve cultivation. Theland

% |Read: Russian and American wheat.]
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tax, in this case, far from being trangerable, hits groundrents doubly, first by its full
amountand secondin theform of a demand for highe wages by thefarm-laborers
that cannotbe evaded.

Let usfollow the calculation:

Theland tax has hadved landlord A.@ groundrent of 375t Its amourt is spent
entirely in favor of third class free land, or intengve cultivators. The produd of third
classfree land farmers has inareased from 900tto 1 200t

Back to thecalculation of thedistribution between rent and salaries, we get:

Before:

Extengve culture: area 100ha number of workers 12, produdion 480t or 40t each.
Intengve culture: area 100ha number of workers 60, produdion 900t or 15t each.
Rent was 375tand theindividud salary 8.75t.

Now:

Extengve culture: area 100ha number of workers 12, produdion 480t or 40t each.
Intengve culture: area 100ha number of workers 60, produdion 1 20, or 20t each.
Thedifference between workers A and B. is 20t

Let usfigure outtherent:
20tx 12 =240t 240t: 48 = 5t, which multiplied by 60 give arent of 300t (before they
were 375); salary is 20t D5t = 15t (before it was 8.75).

A. 12 x 15t= 180ttotal salaries B. 60 x 15t= 900 total salaries
300t= Rent 300t= Rent
480t= Produd 1 200= Produd

Thecorrect allocation of public expenditure decreases therent from 375tto
300t Half of 375 = 1875t mug befurther subtracted from 375, leavingin theend
only 11275t 375911275t = 26250t which is 70% of the origind 375t

This shows how right Frankfurth was to give priority to inquring aboutthe
yield of thetax, and howfutileit is to attempt to answer the question whether the
burden of theland-tax can be shifted or not, without first establishing its allocation. It
also leadsusto sugpect why measures proposd by soda reformers have often failed,
or had theopposte effect to theonedesired. Andit aso shows ushow greatly the
powers of the State influence the distribution of the produd of labor.

Let usadd something aboutpractical measures of sodal policy. Suppo® tha,
in lieu of theland tax, the State subsdised grain imports indead of taxing them. The
State would thustake part of thelandlordsOgrain and give it, directly or indirectly, to
the cultivators of first and secondclass, but notthird class free land.

It would hgppen as follows: thegoing German salary of 8.75t correspondsto
thefruits of labor of the cultivators of first and second class free land. This hgppens
because the produd of thelabor of thefree land farmer dwindles throughfreightand
cugomdutiesfrom 30t to 15t. Freightand cusom duties on the conversion of these
15tinto objects of everyday use (consumer items for thefree land farmer) reduce the
fruits of labor further, so tha by thar arrival at thehomestead of thefree land farmer
al isleftis8.75t

Suppo® now tha in Germany theimport duty ongrain was replaced with an
import subsdy, ontheprindple tha asimport duties used to be sauce for therentiers,
import subsdies are now sauce for theworkers. Consequently, not only thefree land
farmer has to pay noduty, but also receives an extra 10t out of therent of the German
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landlord, who onimport handsover an extra 3t as subsdy. Now hebringsfor sale 18t
ingead of 15t, and thefruits of hislaborinaeaseto 8.75x 18/15= 1050.

Asthefruits of labor of thefree land farmer increase, so will thesalaries of the
German worker. Theresult isthesame asin the previouscase, thelandlord mug pay
tax, theyield of which goesto salaries, so that thetax can nolonge be passed on, but
weighsexclugvely onthesize of his groundrent. Such fall in rent would straighten
the previousdistortionirreversibly.

Theincrease in thesalaries of workers onfirst, second and third class free land
entices indugrial workers back to agriculture, thusbringing to market more
agricultural and fewer indudria produds. The exchangeshiftsin favor of the
workers, and therentier podets a much lower rent out of his drastically reduced
produd.

Of course these shiftsin theexchangefavor agricultural and indugrial
produds as much as thefruits of labor of thefirst, secondand third class free land
farmers, and the salaries of the agricultural workers, until even there thebdanceis
completely foundin thefruits of labor.
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Chapter 12

PROTECTIVE TARIFFS, RENT AND WAGES

Withoutgoing further, onecould arguethat a protective import duty should
have an effect completely opposte to that of an import subsdy. If asubsdy hitsrents
doubly, a protective duty, being the opposte of a subsdy, should raise rents doubly:
first directly, by raising the price of farm produce, and secondindirectly, by
depressing thewages of first and second class free land farmers.

Let usseeif itistrue

Let usbegin by undestanding tha a protective tariff differs fundamentally
from tariffs meant to maximize State revenue Thereasonistha theinterests of the
landownersin protective duties far exceed those of the State. For every 100million
that the State raises asimport duty on wheat, thelandowners raise 1 000 millior?’
fromthe consumers of bread in theform of highe prices. Tha iswha theduty
protects: therent, besides giving better security to mortgages. When import duties are
purely fiscal, as for tobacco, they hit notonly imports but also domestic produdion.
In Germany, anyonewith more than onetobacco plant in his garden mus inform the
revenueauthorities; in Span theculture of tobacco is prohibited, for it is State
monopol. Butif theimport duty onwhest isof seconday importance as public
revenue Frankfurth'squey abouttheuse made of thetax is also of seconday
importance. We shdl therefore leave wheat duties themselves out of account
concentrating ingdead on therents placed unde thar protection.

Thereis nothing arbitrary in thedistribution of theprodud between landowner
and farm worker. Everything proceeds according to iron laws. Any attempt at
interfering with this distributon mugt be made according to these laws, unde pan of
failure. But even if the attempted interference eventudly failed, thereisatimelag
before the disturbed equilibriumis restored. Meanwhile the play of forces resembles
theswing of apendulum set in motion by an impulse: distribution ocillates for some
time between rent and wages until theformer state of affairsisrestored.

So if protective duties for the purpose of raising rents at the expense of wages
conflict with the econormic laws govening thedistribution of the produd between the
two, they mug either fail entirely or succeed only temporarily, that is, untl the
equilibrium of forces disturbed by legidative interference has been restored.

It isnotour purpo< to investigae the matter beyond obtaining agenerd
picture of the economic processes resulting fromimport duties. If we wished to arrive
at condusonsapplicable in all possible circumstancesto individud cases, such asthe
guestion as to how much a20% import duty onwheat would raise the price of a
certain estate, ourinvestigation would go far beyond the scopeof this book.

Our first concern istheinfluence of import duties on thefruits of labor of first
and second-class free land farmers, and on the wages of farm-handsin landsprotected
by such tariffs. Of thefruits of labor of third class free land farmers, whose produd is
also orotectedOby thetariff, we shal spesk |ater.

First and second-class free land farmers righty consder import dutiesasa
burden, like any other chargetha makes conveting the produd into thefruits of ther
labor more expensve. Whether this highe expense results from highe freight
charges, from highe prices of sacks, from piracy, fraud, or import duties, makes no
difference to them. What the consumer pays for the produd of thefree land farmer@
labor (whest) thefree land farmer consders as theyield of hislabor, which gets

%" The exact amount for any country can be calculated from the ratio of imports to home production.
32



decreased by import duties as much as by freight Thefruits of hislabor are
correspondingly smaller. If theloss caused by freight up to now was 30% of the price
of his produd, thetariff may increase thislossto 50 - 60%.

Freight charges from Argentine seaports to Hamburg are about15 aton. Add
to thistherail trangort from thefarm to the harbor, which is more than doubk tha;
in al about50. Theduty in Germany is55aton. Total charges are therefore 105out
of asale price of about240.

Theimmediate effect of such dutiesis, therefore, to reduae thefruits of labor
of first and second-class free land farmers, as well as of farm-handsin landsprotected
by the same tariff. At first such redudion may appear as an increase in foodguff
prices with wages staying stationay. Theduty, then, allows thelandowner to demand
highe pricesfor his agricultural produce withouthaving to pass this surplusas highe
wages to his laborers, or withouthaving to pay higher pricesfor theindugrial
produds he consaumes. A riseinindugrial wages, which would shift the burden of
import duties away fromindudrial workers, isequally impossible, since these wages
depend also, as aready seen, onthefruits of labor of first and secondclass free land
farmers. Indugrial workers are therefore no more able to shift the burden of the
import duties away from themselves than farm-laborers and first and second-class free
land farmers are. So until such reactionsasto bedescribed later begin to befelt, the
whole amountof theimport-duty is afree gift to the landowner. By impont-duty we
mean not only the sums accruing to the public treasury, butalso thesumslevied on
the conaumer as highe prices pad for essentials in the home market. Every loa of
bread, therefore, every egg, every ham and every potato pays atribute going straight
into thelandlord® podkets. If thelandislet, the duty isimmediately transferred to the
rent; if sold, theduty is capitalized, i.e. multiplied by 20-25 and added to the price of
the propety.

But, politicianssay, theduty is pad abroad. Andtha is pefectly true The
relatively trifling sums collected as State revenueat the border are indeed pad by the
free land farmer settled abroad out of thefruits of his labor. But thisiswholly
irrelevant. Thewages of the German worker depend on the very fruits of labor out of
which German import duty is pad. Were the German worker aware of this, the
politician@ soothing wordswould be cold comfort indeed for him, who must pay out
of his own podket the highea price of foodtha the German landowners increase by
thefull amourt of thetariff.

Thebdief (hopeor bold assertion) tha import duty partly falls on theinterest
on capital is, aswe shdl presently show, erroneous Interest, especially of capital
seeking investment, cannotbetaxed. It is free and indgpendent of tariffs.

Neverthdess, import duties are not withoutrepercussions In time, certain
counter-effects sowly but surely begin to befelt. Assume that afree landfarmer in
Manitoba Manchuria, or Argentinawritesto afriendin Berlin: "l losin freight and
import duties more than haf of wha you pay in Berlin for my whesat. Youlosein
freightandimport-duties hdf or more of wha | pay here for your goods(tools, books
medicines and so forth). If we were neighbors, we would save these cods, and both of
uswould doublke thefruits of our labor. | cannotconvey my fieldsto where you are,
butyou can trander yourworkshop or factory here. Come, then; | will supply you
with whaever foodyou may require at haf the price you are paying now, and you
will supply me with your produds at hdf theprice | am paying now."

Thecalculationis correct, but there are obdacles. Asarule indudry progpes
only in theneghbohoodof many other indudries, since ailmog all branches of
indudry are somewha interdgpendent. Themigration of indugries mug therefore
proceed gradudly. It beginswith the naurally indegpendent trades like brickyards,
sawmills, floumills, printing presses, furniture and glass factories, etc. At first, of
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coursg, it affects those commodities uponwhich freight-charges and import-duties are
especially high. Neverthdess, the migration of individud indugries dependson the
addition of import-duties to freight-charges. These may be so high asto call for a
decisonto migrate. Thehighe the duty onwheet, the more often will it pay to pack
up tools and relocate theworkshopin thevicinity of thefree land farmer. With every
new indugry established in theneghbahoodof the free land farmer, thefruits of his
labor increase, concomitantly increasing, as we know, thewagesin thefar away
QprotectedOcountry!

Theadvantages thelandowne ges out of thetariff are therefore soone or
later absorbed in highe wages. Thelandowners who realize it act promptly: they sell
thar land, for ingance, before the counter-effects make themselves felt. They leave it
to thar successors to go to Parliament clamoring for relief when theinevitable
reaction plunges agriculture into difficulty. Die Not der Landwirtschaft, "The plight of
agriculture” was thepolitical dogan of the Prussian protectionists. "Agriculture,” of
course, was a euphemism for rent. It would not bedifficult to find an English or
American paallel

Thereactionsset off by a protective tariff are nat confined to the behavior of
first and second-class free land farmers. We mug a so oberve how our third class
free land farmer fares with thetariff. Theeffect onhim isthe exact reverse of the
effect onfirst and second-class free-landas. They pay import duties out of ther
podkets, heisunde the protection of thetariff for the produds he bringsto market
after satisfying his own persond needs

So heshaesin theblessingsof the protective tariff, that is, in thelootng of
conuumers. Indead of 6, henow gets 8 for arabbit; he sells his honey for 1.35ingead
of 1.10:in short, heobtainshighe pricesfor everything he sells, withouthaving to
pay highe pricesfor what he hasto buy. In other wordsthefruits of labor of thethird
class free land farmer increase, while thewage earners complain of adecrease in the
fruits of thar labor. Thusthefruits of labor of thethird class free land farmer increase
in two ways. absolutely, on accountof therise in prices, and relatively in comparison
with thedecrease in wages. But it isthefruits of labor of thethird class free land
farmer tha determinethe general rate of wages. Evidently theimbaance cannotgo on
for long. Word goes aroundtha arabbit can behad for 8, honey for 1.35, potatoes for
5, and goa's milk for 0.20. Wage earners begin to agitate with demandsfor higher
wages. Pointing to theincreased fruits of labor of thethird class free land farmer they,
too, claim highe wages, threatening to moveto the heath, marsh, or waste as the case
may be, if ther demandsare not met.

Hence wages inarease from third class free land to first and second class free
land, continuing until it completely cancel out the effect of the wheat duties.

It mug befurthe remembered that the special price increases of all farm
produe caused by theimport-duties, and the consequent inarease in rents, callsfor
new efforts towardsintensve cultivation, and that if the duty raised thefruits of labor
of intengve farmers, wages, and throughthem rent, mug aso be affected.

Better to undestand theeffect of cusom duties also from this point of view,
let uswork it out

Suppo® tha before theintrodudion of thedutes therent to bepad on 100ha
was 2 000, and the price of its produce 500 per ton. Unde extensve cultivation the

% The reduction of rent as a consequence of the rise of wagesis inevitable, although it cannot always
be expressed in figures. For it may happen that the development here described may be synchronous
with one of those oft-occurring currency inflations caused by either gold discoveries or over-issues of
paper money. A currency inflation such as the 1890 - 1914 one restores to the landowner what he loses
in rent. But this applies only to mortgaged landed property, and the landowner has also to reckon with
the reverse possibility, namely agradual fall of prices, as happened in 1873-1890.
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areawould produce 30t, and unde intengve cultivation twice as much: 60t At 500
per ton, the price of the produd would be 15000in thefirst, and 30 000in the second
case.

With thetariff, the price would increase from 500to 700. Thetotal would
increase to 21 000ingead of 15000. Thedifference of 6 000would go entirely to rent
(extendve workers would have anggligible effect) so that this would now be8 000
ingead of 2 000. With intengve cultivation thingswould be different. Their 60tat 700
per ton (ingead of 500 would fetch 42 000, which minusarent of 8 000would leave
them 34 000ingead of 30000.

Theeffect of thetariff isto raise theyield of intengve farmers, and since the
tariff does not affect the prices of indugrial goods intensve farmers also inarease the
fruits of ther labor.

But as thefruits of thelabor of intengve farmersincrease, so do wages, for the
fruits of thelabor of intengve farmers, as aready seen, deerminethegeneral level of
wages.

Thegeneaa condusonistha atariff meant to protect rentsis boundsoone or
later to meet thefruits of labor of the free land farmers head on; the protection it
affordscan never be other than temporary.

For those who have to pay "temporary" tariff chargesit may be aconslation,
and for those who enjoy the advantages of the equally QemporaryOtariff it may be
disquieting to become aware of ther temporariness. But it is avery seriousmatter if
thefarmer, on buying land or dividing an inheaitance, blindly mistakes the trangtory
rise of rent for a pemanent one For wha does heknow of theories of rent and
wages? He is guided simply by experience. He sees the harvest; he knows the prices
of farm produce and the wages of farm laborers. His calculationisfinished and the
bargan struck. Thecugomary sumis pad in ready money, andtherest is covered by
amortgage But this mortgageis notatemporary affair: it is sure to outiast the
trangent effect of thetariff uponwages, and it does not decrease when thelaborers,
regardless of the stationay selling price of farm produce, approach thefarmer with
demandsfor highea wages. Thefarmer then beginsto complain, once more, aboutthe
plight of Cagriculture.O
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Chapter 13

THE ENTIRE WAGE-SCALE, UP TO THE HIGHEST SALARIES,
RESTS ON THE FRUITS OF LABOR OF THE CULTIVATORS
OF FREE LAND

If alandowner can squeeze 1 000 of rent outof hisland, hewill nat be
satisfied with less than this amountif indead of letting it hechooss to hire laborers
and farm theland himself. Should theland, after deduding the cog of wages, not
yield at least 1 000 hewould dismissthelaborersand let it for 1 000

In no circumstances, therefore, will aday-laborer gather highe fruits of labor
than thetenant or settler onundaimed land; for otherwise tenant or settler would
rather work as day-laborers.

On the other hand the day-laborer will not agree to work for awage less than
what hemight earn as tenant or settler, for otherwise hewould either rent a piece of
land or emigrate. It istruetha he often lacks the money necessary to runafarm or to
emigrate; butif hehasit, orisforced to barrow it, hemug charge interest (4-5%) on
it in hiscalculation, and dedud thisinterest from the produd of his labor. For what
bdongsto him as worker isthe same aswha is|eft to the settler onfree land after
paying interest on capital.

Let thegross retum of thesettler onfree land (1%, 2" or 3" class) be 1 000 and
theinterest on hisworking capital 200. The net fruits of hislabar will be 800. The
gened rate of wages mug ostillate aboutthis point. The wages of a day-laborer
cannotrise higher, for otherwise settlers would tum day-laborers; and they cannot
sink lower, for otherwise the opposte would hgppen.

Thewages of indugrial workers are a'so obvioudy dominated by this
mechanism. If thefruits of laborin indudry were larger than those onundaimed land,
agricultural laborers would turn to indugry. Consequently agricultural produc would
become scarce andrise in price, whereas indudrial produds, beng supa-abundant,
would fal in price. Therise in agricultural prices and thefall in indugrial prices
would force thewage scale to readjud to an equitable level. Such readjusment would
certainly berapid, congdering the great number of migrating laborers who are
indifferent to growing suga beet or shovding cod.

It isthusan incontestable fact tha if the fruits of labor on free land determine
those of theagricultural laborer, they also determinethefruits of labor generaly
spesking.

Wages cannotrise abovethefruits of labor onfreeland, since free landis the
only suppot thefarm-laborer hasin hiswage-negatiations asis aso theonly suppot
of thetenant in hisrent-negotiationswith thelandovner. Should they be deprived of
this suppot (say by suppressing freedom of movement) they would be at the complete
mercy of thelandowner. But for aslongas free land acts as such suppot, no other
cause can depress wages bd ow these levels.

Thefruits of labor onfree land act, therefore, at once as maximum and
minimumwage

Theexisting great differencesin theindividud fruits of labor are by no means
inconsstent with this general rule. Once thedistribution of the produd of labor
between landowners and workers has been determined, the share that falls to the
workers gets distributed automatically on a pefectly naural basis. Thevarying
remuneations are notarbitrary, but adjused entirely by thelaws of competition,
following supply and demand. The more difficult or disagreeable thework, the highe
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isthewage For howisaman to beinduced to choose the more difficult or
disagreeable of two tasks? Only by the prospect of highe fruits for his labor (which
may, of course, congst of perks other than money). Thusif theworkers need a
teacher, a pastor or aforester, ther only course isto dig degper into ther podkets and
grant salaries for these offices tha may greatly exceed thar own fruits of labor. Only
thuscan they indue people to undego the expense of educating ason for these
professions If the supply of teachers and pastorsis till insufficient, salaries mus
agan beraised. If theworkers have overshotthe mark so tha the supply exceeds
demand, salaries will bereduced. It isthe same with al trades requiring special
training. The opposte hgppenswhen theworkers need a shephed, agoos-heding
girl or ascarecrow boy. If they wereto offer for such leisurely pursuitsthefull fruits
of thar own labor ganed by hard work, every townsman, teacher, pastor and farmer
would apply. So aminimumwageis offered for herding geese, and this minimum s
raised until someoneiswillingto accept thejob. Theworkers also need a merchant to
buy thar produds and sell them whatever goodsthey want. Thismerchantisalso a
worker, who mug be granted awagein the shapeof commercial profit, sufficient to
indue him into accepting such a bothersome profession.

Thusthebasis for the adjugment of al wagesis always thefruits of laboron
freeland. Thewhole structure of fine gradaionsin thefruits labor up to the highest-
pad occupaionsis built uponthis basis. Every changein thebasisistherefore
trangmitted to thewhole supestructure, jug as an earthqu&e isfelt upto the
weathercock on the steeple.

Our proof tha the so-called law of "ironwages' isunsundis notyet, indeed,
complete, for the"ironwage', thoughnot caused by private ownership of land, might
still be caused by capital. Tha capital does not possess this power is obvious
however, from thefrequent fluctuationsof wages (aredly "iron" wage could not
fluctuae). Why, we shdl demondrate later (see Part V, The Free-Money Theory of
Capital and Interest). If capital had the power to reduce the fruits of labor onfreeland
to a minimum corresponding to the"iron wagé€', the yield of capital, as expressed in
therate of interest, would necessarily fluctuate as much as thefruits of labor on free
land. But thisis notthecase, for, as we shdl show later, pure interest, which is here
thepoint, isremarkably stable, so remarkably stable inded, that we are fully judified
in speaking of an Gron returnOon capital. If wages were as stable as interest is,
whence would rent gaher the surplusvauethat it regularly gathersfromthe
differences between thefruits of labor andits product?
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Chapter 14

INTEREST ON CAPITAL, RENT AND WAGES

When the settler on free land makes up his accounts, he mug enter acharge
for interest on his working capital, whether his own or barrowed from a capitalist.
Interest mug be kept separate from the fruits of labor, for interest has nothingin
common with labor; it obeys entirely different laws.

Theworking landowner mug likewise separate theinterest on capital fromthe
fruits of hislabor.

Were settlers onfree land to pay the same rate of interest for the necessary
capital as farmers onrented land, onemightimaginethat therate of interest had no
effect onrent. Buttha is an error. Labor plustheright meansof produdion can create
any amountof new land, often in close proximity to cities. Thelower therate of
interest, theeasier it isto reclaim tracts of wasteland. Theemployer demandsfromthe
reclaimed land only an amountof interest equd to therent of afield boughtfor the
same capital outlay. With first and secondclass free land, freight sometimes swallows
upthelarger pat of the produd of labor, butwith reclaimed free land it isinterest on
capital that absorbsthe expected rent. Whaever the naure of the proposd
reclamation, whether it is draining the Zuider Zee, recently decided upon? or
cultivating moors, or clearing virgin forests, or irrigating deserts, or blasting and
removing rocks, thefirst question is always the amountof interest on the capital
required, which is then compared with therent demanded for land of the same qudity.
A highrate of interest shows the comparison to bedisadvantageous the moor is left
unaultivated. With alow rate of interest, on the other hand, the undetaking would
look promising. Were therate of interest fall from4 to 1%, for example, many land
improvements tha cannotbe undetaken today would become feasible.

With a 1%rate of interest it would pay to irrigae the Egyptian desert with the
waters of the Nile, to dam the Baltic seaand punp it dry, to build a giant greenhou®
over theL Yneburg Heath for the culture of cocoaand peppe. With arate of interest as
low as 1% afarmer could plant orchardswhere today heis prevented from doing so
by theamountof interest he would have to pay during the 5 to 10 years waiting for
theharvest. In other words at 1 % it would be feasible and profitable to bring all
deserts, swvampsand moors into cultivation. (Theaboveproposl is not, of course, to
betaken literally.)

A fall intherate of interest would not only enlargethe area unde cultivation,
butit would also enable people to extract doubke or treble the amountof produce from
the present area by the extended use of machinery, to build roads, to replace hedges
with permanent fences, to set upirrigation systems, to degp-ploughthe soil, to plant
orchards to protect thefieldsfrom fros and athousand similar possibilities. All such
activities would necessarily reduce the cultivated area, and make free land, the great
menace to rent, more accessible.

A redudionin therate of interest would, further, allow trangport facilities for
whesat from abroad, (seaports, cands, ocean steamers, railways, silos) to berun more
cheaply, thuslowering the freight charges onthe produce of free land. Every dollar
saved here would mean adollar less to rent. For the interest on money invested in
means of trangport conditutes a very congderable part of freight charges. For the
European railwaysin 1888,with an averagerate of interest of 3.8%, theratio between
working cods (upkesp of the permanent way, salaries and wages, cod, etc.) and

2 The work was finished by 1930, the year of Gesel I death.]
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interest was 135115. Interest, therefore, very nearly equded running cods, so tha a
redudion of therate of interest from 4% to 3% would have allowed aredudion of the
freight charges by nearly oneeighth.

Running cods = 4, interest on capital = 4, freightcharges=8

Tha isto say, 0% interest would reduce railway freight charges by hdf.
With ocean freighttheratio of chargesto interest is not the same, althoughhere, too,
interest plays an important part. Ships working capital like harbors, cands (Panama,
Suez), coding stations codmining equipment etc. all demand theregular rate of
interest. Thisinterest is a component of freight, acharge on thefruits of labor of first
and second class free land settlers, which are of such decisive importance for wages
and rent.

Thustheredudionor eliminaion of interest would reduce freight charges by
hdf, thusbringing free land, econonically speaking, 50% nearer. The competition of
foreign wheat would become correspondingly keener.

But what would hgppen to rent if the arable area close at hand were thus
expanded beyondtheneed for it? Wha would happen to rent if free land, which
determines wages, could notonly beinareased at pleasure, but also brouglt closer, so
tha thedifference between the produd and fruits of labor of the free land farmer
became less and less ? Why migrate to far off Canada, to Manitoba and from there
ship wheat burdened with freight charges to Holland, if we could grow the same
whesat onthe soil of our own Zuider Zee? If therate of interest fell to 3, 2, 1 or 0%,
every county would be able to provide bread for its popuktion. Thelimit to intensve
cultivationis set by interest. The lower therate of interest, the more intengve the
cultivation of the soil can be

We can here observe the close alliance existing between interest and rent. So
longas there are wastelands marshes and deserts to reclaim, so longas land can be
technically improved, a highrate of interest, theideal of the capitalist, is at the same
time the bulwark of thelandowner. If therate of interest fell to zero, rent would not,
indeed, disappear, butit would be dealt a staggeing blow.*

% The result of afall in interest on the rent of building sites is complex. Interest on the building capital
isafar larger component of house-rent than is the ground rent. In the country, and in small towns,
ground rent is often less than 5 % of the rent of abuilding, whereas interest on the building capital is as
much as 90% of the total rent. A fall of interest to 1 % or 0 % would therefore mean a great reduction
in house rent, this of course depending on the amount of accommodation available to families. The
masses that today, because of high house rents resulting from interest, must be content with very
inadequate housing, would demand, and be able to pay for, roomier dwellings. Roomier dwellings
mean larger building sites, and therefore increased ground rents. But afall in the rate of interest would
also reduce transport costs, so that the consequent shifting of the population to the suburbs would tend
to counteract the rise of ground rentsin the city.
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Chapter 15

SUMMARY OF RESULTS ATTAINED SO FAR

1. Thewage of an averageworker is equd to thefruits of labor of the average
cultivator of freeland, andis entirely determined by such fruits. Every changein the
fruits of labor of the cultivator of free land is trangmitted to wages, regardless of
whether such changes are caused by technical improvements, by scientific discovery,
or by legidation.

2. The so-called "ironlaw" of wagesis therefore a meaningless expression. For
theindividual, the wage ostcillates aboutthe amount mentioned unde 1. It may rise
abovethis amountfor especialy efficient work, but it may aso fall short of it, even
short of theminimum standad of survival in some cases.

3. Thewhole wage scale, even for so-called skilled work up to the highest level,
uses as point of reference thefruits of labor of thecultivator of free land.

4, Rent on land iswhat remains of the produce of theland after deduding wages
and interest on capital.

5. Interest on capital istheclose dly of rent.

6. It cannotbeasserted unqudifiedly tha technical progress always benefits rent.
Thecontrary is often true Progress and poverty do not necessarily go handin hand.
Progress and growing general progoerity go handin hand as often.

7. Neither can it bedefinitely stated whether the burden of atax onland can, or
cannot, be shifted. The question can be answered only when the alocation of the
revenuefromtheland-tax is known. Theland-tax may hit rent twice (throughthetax
itself aswell asthroughawageincaease) or it may benefit rent by more than its
amount

8. If theyield of thetax onrent is employed for the benefit of the cultivators of
freeland, for ingance as a premium onimported grain or as a subsdy for the
cultivation of waste land, the State, if it wishes, can confiscate rent completely. The
burden of atax onrent, when theyield of thetax is so employed, cannotbe shifted.
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Chapter 16

RENT OF RAW MATERIALS AND BUILDING SITES IN
RELATION TO THE GENERAL LAW OF WAGES

Whether wheat comes from Canada, Argenting, Siberia, or from afarm next
door, whether it betheimport duty-burdened whest of atoiling German migrant or
the duty-protected wheat of aweathy Pomeranian squire, it does not concern the
miller. If thequdity isthe same, so also istheprice.

Thisistrueof all commodities. Nobodyinquires aboutthe cog of produdion
or theorigin of goodsoffered for sale. It makes no difference whether oneman has
become rich and another ruined by them; if thequdity isthe same, so istheprice.
Thisis clearly seen in the case of coins Nobodyinquires where, when, or how the
gold of theindividud coin was obtained. Whether it was got by bloodgained plunde,
or by therelentless toil of adigge, the coinscirculate sde by sideindifferently.
Whaever the different cods of produdion of theindividud competing commodities,
the price remainsthesame. Thisis known to all who use raw materials, as also to the
owne of theland whence theraw materials can be obtained. If, for example, a city
needs paving stones for anew street, theproprietor of thenearest quary will at onee
estimate the distance from the street to the nearest free (ownerless) quary of equdly
goodstones. He will then calculate the cog of carrying the stones fromthere to where
they are needed, and will quae his price. Thisisthe price that thecity will haveto
pay, because only from this price upwards competition comesinto play, and
compdition determines price. (Thewagesin both quaries are assumed to bethe
same, and therefore left out of reckoning).

If, however, there is no direct competition, because there isno free quary
within striking distance, and the proprietor in coneequence demandsan excessive
price for his paving stones, competition will be by subdgitutes, like wood-pavement,
macadam, gravel, asphdt, or arailway indead of astreet. Or else the paving of the
street may beabandonal. In thelatter case the advantage expected by thecity from
the condruction of the street would betheonly competing factor that the proprietor of
thequary need take into account

Thesame holdsgoodfor al raw materials withoutexception. If someone
requires lime for acement factory, clay for abrickyard, bark for atanney, cod, iron
ore, wood water, building stones, sand, oil, minera water, wind for his windmill, sun
for his sanaorium, shadefor his summer-house, warmth for his grapes, frod for his
skating rink, thelandowner who hgppensto bein possession of these gifts of nature
will exact payment for them, jug as does the quary-owner for his paving stones, and
always on exactly the same prindple. Circumstances may differ in each separate case;
thethreat of subditutes may limit thelandowner@ greed to a greater or less extent;
but the same law always holdsgood:thelandowne exploits the advantages offered
by the produds, situation or nature of his propety. He will leave for the purchaser@
labor only what the purchaser would have obtained had he been forced to procure his
raw material fromwaste land, from the desert, or from free land.

From these congderationswe shdl deduce a propdasition of great importance
for thegeneral law of wages:

The produd of the poorest, remotest and therefore often ownerless sources of
raw materials, loaded with freight charges and with the wages pad to work themore
favored sources of similar materials, formsthe basis of the price of these materials.
Whaever the owners of the favored sources save in the cog of produdionisrent.
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Theconsumer always hasto pay, for al the produds of the earth and for all
raw materials, the price hewould pay to produce or extract the same stuff from waste
land, or conveyed at great expense from ownerless land.

If theprodud of aman'swork onthe poaest soil were equd to theminimum
for human survival, private ownership of land woud make the"ironlaw of wages' a
reality; butas we have seen, such is notthe case. For this reason, butonly for this
reason, can wages rise abovethe survival minimum.

Thegroundrent of cities, which in ourindudria agevery nearly equdsthe
total rent onagricultural land, is deermined on exactly the same prindple, thoughthe
circumstances are somewhat different.

Theland uponwhich Berlinis built was estimated in 1901at 2 911 million
marks. With interest at 4% this corresponds to arent of 116 millions Thissumaone
distributed over the province of Brandenburg, isequd to arent of 30 marks a hectare.
Adding thegroundrent of the other townsof the province, urban rent may have
amounted to about40 marks a hectare, a sumwhich, consdering the povety of the
soil and thelargeareas of marsh, swamp and forest, possibly exceeded therent on
agricultural land. Thepostion of the province of Brandenburg, aregion with poorsoil
yet containing the capital of the German Empireis, indeed, exceptiond; neverthdess
these figures show the great importance of urban groundrent today.

These figures are likely to surprise many readers; but, as someonehas jusly
remarked, it is becoming doubful whether, measured by therental, our great landed
estates oughtnotto belooked for in Berlin rather than, as hitherto, in Silesia

How is this curiousphenomenonto be accounied for? Wha determines the
rent of building land, and what isitsrelation to thegenera law of wages?

In thefirst place we mug explain why men congregate in cities despite the
high groundrent; why don®they spread all over the county? Calculated by the above
figures, theaverageyearly groundrent for every Berliner is 58 marks, or 290 marks
for afamily of five. Thisexpensisentirely avoided in the county, for theground
rent of the average county cottageis so trifling tha it could be pad with the contents
of its pit latrine And the hygienic advantages of life in the county contrast strikingly
with the miserable housng conditionsin towns There mug, therefore, be other
weighty reasonsto make people prefer thetown.

If we assume tha the GadvantagesOof town are cancelled out by disadvantages
like bad air, dug, noise and numerousother offences to our senses, all isleft to
bdance the expense of urban lifeisits economic advantage Theinterdependence and
co-opeaation of the city indugries mug afford advantages over isolated indudry in the
county, which in thecase of Berlin counerbdance the 116 million of groundrent.
Were it not so, thegrowth of cities would be quite unaccountble for.

No seasond indudry can be established in the country today tha kept
occupied many workers today and few or nonetomorrow; for theworker mus work
theyear around In thecity the varying demand for labor in thedifferentindudriesis
more or less leveled, so tha workmen dismissed by onefirm can get ajobin another.
Thusthereis greater security againg unemployment in atown than in thecounty.

In the county the manufacturer lacks the oppotunity for exchanging idess,
the stimulus provided by intercourse with other businessmen. Workmen trained in a
variety of skillsin different produdion methodsare an asset to the city manufacturer
compared with theworkmen of a county manufacturer. Thrown entirely on his own
resources, and compdled to employ workmen deprived of intercourse with workmen
from other indugries and other counties, the courtry manufacturer islikely to lag
behind in adopingimprovements. He a so often lacks thefacilities afforded by the
city for the sale of his produds. Purchasers, both from home and abroad, flock to the
city, where they find everything they need in oneplace. The city manufacturer is
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approached by foreign cusomersQdrawing attention to the consumers wishes, and
giving him valuable information aboutmarket conditions prices, and so forth. The
county manufacturer is deprived of all this. Indead of being visited by his cusomers
he mug sacrifice time and money in travelingto visit them. He mug collect his
information aboutprices of raw materials, market conditionsabroad and the solvency
of his cugomersin rounddoutways tha are often anything butreliable.

Furthermore heisforced to lay in much larger stocks of raw material than his
competitor in town whois able to procure everything if and when needed; and if
throughsome oversightthe county manufacturer runsshort of some article, even if
only a screw, thewhole factory is broughtto a standdill until themissing pat has
been sent Grom town.OOr if a machine breaks down, a mechanic may have to be
summoned Grom town,Oand untl hearrives thefactory isagain idle.

In short, the disadvantages in respect of thefactory itself, theworkmen, the
purchase of raw materials and the sale of finished goods are so many that the county
manufacturer forced to compete with arival in town cannotpossibly pay the same
wages as thelatter. Thusall that heand his workmen save in groundrent is deduded
fromthefruits of ther labor.

Hence theonly indugries tha can develop in the county are those requiring
so much space tha al disadvantages are offset by saving on groundrent; or those that
cannotbeopeated in towns like saw-mills, brickyards, rolling mills etc., or are
forbidden by the police for hygienic reasons(lime-kilns powder-mills, tanneries,
etc.); or those with asimple technical organization, which allow themanager to
establish his headquatersin town. In every other case thetown is preferred.

Now we know where themoney to pay the 116 millionsmarks of groundrent
in thecity of Berlin comes from, as we also knowwha sets a limit to the growth of
cities. Theadvantages of combined work have been calculated in money and podketed
as groundrent by thelandlords

Asthecity grows, so do itsecononic advantages, and so do groundrents. If
groundrents grow out of propottion to the advantages of thecity, it stopsgrowing.

If youwish to enjoy the advantages afforded by the city for your trade, you
mug pay thelandlordsfor these advantages; otherwise you are free to establish your
factory, shop,or dancing hdl in thewoodsand fields. Calculate what is more
advantageous and act accordingly. Nobodyprevents you from settling outside the
city gaes. If you can indue your cusomers to tramp outto you throughrain and
snow, dud and mud, and to pay the same price there as they would in thecity centre,
so much the better for you. If youthink it unlikely, then pay groundrent and establish
yoursalf in town. You have indeed athird possibility: you may try selling your goods
cheaper outsidethecity. Some cusomers will be attracted by the cheaper prices. But
where isthe advantage? What you save onrent, you lose in thelower selling price.

Groundrents are thusdetermined by exactly the same law tha govensthe
rents of agricultural land and raw materials. All theadvantages of the city (induding
divison of labar) goto thegroundlandlord. Jus as German whest fetches the price it
would have fetched if it had been grown in Siberiaand taxed at the border, so the
goodsproducd in acity mus beexchangel at the prices they would have fetched if
loaded with all the disadvantages of goodsproduced far fromindudria centers.

Agricultural rent captures all the advantages of situation and nature, leaving
wasteland and wilderness to the would-befarmer; city groundrent claims al the
sodal advantages: mutud aid, organization and education, redudng the fruits of labor
of indugrial and commercial workers to those of isolated producrsin the county.®

3 [Globalization may make geographical borders disappear, but the argument stands: work incomes
inexorably go down to the Chinese level, to which brute force keeps them.]

43



Chapter 17
FIRST GENERAL OUTLINE OF THE LAW OF WAGES

Theprodud of labor tha remainsafter deduding rent and interest on capital,
form thewage reservoir to beshared amongall workers: day-laborers, clergymen,
merchants, physcians servants, kings craftsmen, artists. When everyoneisfreeto
choos atrade thedivision takes place according to the persond capecity of each, by
supply and demand. If the choice of occupaion were completely free (it is not, butit
could be), everyonewould actudly obtain the"largest” share in thedistribution.
Everyonein fact tries to obtain thelargest share. The size of the share is determined
by supply and demand: ultimately by the choice of occupdion.

Theindividud choice of occupdioninfluences therelative amountof wages.
The absolute amountof thewage onthe contrary, is quite independent of the
individud. It is deermined by the amountof thewagereservoir. Thelarger the
contributionsof theindividud workers to thereservoir, thelarger theindvidud share
will be Thenumbe of workersisirrelevant; if there are more workers, the absolute
size of thewage-fundgrows, but so does the number of those entitled to ashare.

We now know the amountcontributed by the different categories of workers
to thewagereservoir:

1. Thecontribution of agricultural workers equds the sum of the product tha an
equd number of agricultural workers could grow on free land, minusfreight, interest
and import duties, everything conceived in terms of produce.

2. The contribution of producers of raw materials equals the sum of the produd
that they could bring to market from the poarest, remotest, and therefore ownerless
sources, minusinterest.

3. Thecontribution of indugrial workers, merchants, physcians artists, equds
the sum of the produd tha they could produe withoutthe advantages of mutudity
and organization, isolated from popukted centers, minusinterest.

By pooling al these produds and distributing them according to present-day
wage scale, everyoneges exactly wha he can actually procure in the shopsand
markets with his present wage.

Thedifference between this amountand thetotal produd of the aggregae
work performed goes to make up rent and interest on capital.

Can workers (alwaysin thebroadest sense of theterm) do anything to enlarge
thewagereservoir, to obtain areal all-roundincrease in wages, which an increased
cog of living cannotneutralize?

Theanswver issimple: keep aclose watch onthereservoir. They mug protect
it from parasites. Theworkers mug defend their wagereservoir as bees and
hibernaing marmots defend theirs. Thewhole produd of labor, with no parasitic
dedudion for rent andinterest, mug go into the wage reservoir and bedistributed to
thelast crumb amongits originators.

It can bedone But not withouttwo necessary reforms, here named "Free-
Land" and "Free-Monegy.O
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