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PREFACE 

THERE are some scientific problems such. e.g., as 
,the .. Squaring of the Circle" in inathematics, 
which seem to have engaged the attention of 
humanity since the very earliest stages of civilisation, 
but of which the definite solution has been reserved' 
for the efforts of the present age. 

The problem of Interest belongs to this class. 
Indeed we find it dealt with as early as modern 
historical rese9.rch is able to go back; and it reflects 
at every step of its- development the attainments 
and the aims of contemporary life. Economic 
investigations of the last two or three centuries 
have thrown 1igh~~H-I~o~ every'side of the 
problem; and, to C'ohstAtt't: ~ ·tl}eory, there hardly 
remains more than to present, as a consistent and 
systematic whole, what is already known as a 
multitude of scattered observations. . It is incum· 
bent upon the present generation to bring about 
this final solution of a problem which -has claimed 
so large a part of the efforts of previous ages. 

We devote considerable energy to the discovery 
of the North Pole or to the exploration of the 
deserts of Asia. We do not do this for any im
mediate practical benefit, but simply because 'We 
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cannot rid ourselves of tp~ -fet:lio:g. that ~e are 
bound to know the globe on, which it 'is our lot to 
dwell. Is it not, then, even more urgent that ,we 
should comprehend the natlire of Interest, and 
enable ourselves to, trace the causes and effects of a 
phenomenop so intimately connected with our every
day life? 

The problem of interest presents, however, not 
,only and not even primarily, this historical or 
philosophical aspect. I t is most emphatically a 
practical problem. In its earlier stages the dis
cussion of interest turns essentially on what we now 
call usury. Though this side of the problem has 
lost its previous pre-eminence, it still remains an 
important subject for practical politics, and we 
cannot hope to deal with it- profitably without 
thoroughly knowing the nature of the evil and the 
end we wish to attain. In our days the problem of 
interest has, to a great extent, changed its nature 
and has become principally a problem of social dis
tribution. Looked at from this point of view, 
interest can of course be studied only as an integral 
part of the problem of Distribution, which is again, 
as we shall see, only a side of a problem to which 
we shall have to pay special attention, the general 
problem of Prices. 

I t also follows from this modern view of the 
problem of interest, that we can never hope to get a' 
really good grasp of what is called the Social 
Question, without having thoroughly penetrated 
into the nature of interest. The Socialist School of 
the (9th century has largely identified the Labour 
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Caus~ "wlt~' the aboJitiof\ of interest ~ and the whole 
mQdem discussion of the Social Question has, 
mainly in consequence of this error, become so 
interwoven with allusions to the effects of interest 
and the right or wro~g of it, that we cannot, at the 
present moment, enter on any investigation of the 
wages question without stumbling at almost every 
step on the problem of interest. This shows, per
haps better than anything else, the eminently 
practical value of a right theory of interest. 

To write such a theory has seemed to me of such 
paramount importance that I have felt justified in 
devoting to the task the greater part of the last six 
years. The final issue of these efforts is given in 
the present volume. Some preliminary results have 
been published already; and for the more intricate 
questions of the theory, the reader is referred to these 
publications. The work that has to be gone through, 
in order to get to the bottom 9f the interest questi,on, 
is not always of the very lightest kind; but I have 
endeavoured to make the present exposition of the 
matter as simple'as possible, and I have not included 
in the text anything that might prove an obstacle. 
to the ordinary reader. 

I have devoted the first chapter to a survey of 
the historical developmen~ of the theory of interest. 
11'1. this I have not tried to give anything like.a 
complete history of the problem, my main purpose 
being to state the results hitherto obta;,.ed, and in 
this way to make the present investigation profit by 
the efforts of three centuries. 
, Th~ positive ~heory of interest is prec€ded by a 
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chapter on the general theory of prices, 'with a view 
particularly to show what is the 'purpose ~n.d the use 
of prices, and thus establish their social necessity. 
For some of the more difficult points of this theory, 
the reader is referred to three papers that I have 
published in the "Zeitschrift fUr die gesamte Staats
wissenschaft" during the last three years. 

This foundation being laid, interest can be treated 
as a price determined by the demand for, and the 
supply of, a certain service. The causes governing 
the demand and the supply of that service, are 
examined in th.e two following chapters, and these 
contain, in fact, the central part of the theory of 
interest. The relations of interest to money are 
shortly discussed in the fifth chapter. I t is par
ticularly necessary to touch upon this side of the 
problem, .because the general theory of prices has 
been built upon the assumption that a money scale 
can be taken for granted. 

The necessity of interest having been established, 
so far as the present form of social organisation is 
concerned, by the investigations of the third and 
fourth chapters, I proceed in the sixth chapter to 
prove that interest would have to be paid even in a 
Socialist Community. Hence it follows that interest 
is an absolute element of economic life. This 
chapter is a short summary of my book .. Das Recht 
auf den voUen Arbeitsertrag" (Gottingen, 1900). 

In the final chapter, I endeavour to show that an 
accurate theory of interest is not merely the concern 
of ,a handful of scientific economists, but fl. matter of 
great practical importance. For it gives us a clear 
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and adeCJ,uate conception of the old problem of usury 
as well 'a5 • .af the more modern and more general 
problem of social distribution, and therefore it takes 
us far on the road towards the solution of these 
weighty problems. 

I have to express my grateful acknowledgments 
to the many friends who have corrected the 
English text or otherwise assisted me in pre
paring this volume for the press. Professor Smart 
has read the MS. as well as all the proofs, and I 

. feel very much indebted to him for many useful 
suggestions and criticisms. 

This book is 'published with a subvention from the 
. Swedish Government's ".Fund for the Publication 
of Scientific Works." 

G. C. 

DJURSHOLM, STOCKHOLM, SWEDEN. 

July, 1<)03· 



CONTENTS 

CHAPTER I 

OUTLINES OF THE HISTORICAL DEVELOPMENT OF THE 

THEORY OF INTEREST PAGE 

§ I. The Canonist view of interest . . . .. ..••.•. 1 

§ 2. Interest a market price determined by supply and demand 6 
§ 3. Interest paid for the use of Capital not for the use of Money 17 
§ 4 SubdiVISIon of Profits into Interest and "Profits of Enter-

pnse" • . . . • • . . . . • . .. .•..... 24 
§ 5. Interruption of the Development of the Theory of Interest 29 
§ 6. For what IS Interest Paid? I. The Supply Side 37 
§·7. II. The Demand Side; (a) Use of Capital; Its Identity 

with Waltmg .. ..... 4S 
§ 8. The Demand Side; (6) Productivity of the Use of, Capital 49 
§ 9. Bohm-Bawerk and the Theory of Interest" .••.. " S5 

CHAPTER II 

ON PRICES IN GENERAL AND ON INTEREST CONSIDERED 
• 'AS A PRICE 

§ I. Value and Price • • • • . • • 
§ 2. On the ideal system of prices • . 
§ 3. General causes governmg pnces • 
~ 4- On Interest considered as a p,rlce 

CHAPTER III 

DEMAND FOR WAITING 

Waiting for consumption of durable goods. Principle of 

68 
72 

79 
85 

§ I. 

§ 2. 

Scarcity • • • • • • • . • . • . • • • • • • . " 96 
Waitmg for consumptIOn of durable goods. Principle of 

Substitution ••••• . • • . • • • 110 

Waiting for Production. • • . • • • • . 123 
Waltmg 10 Anticipation of Future Incomes 128 



xii CO~TENT&' 

CHAPTER IV 

SUPPLY OF WAITING 

§ I. On Waiting . . . . . . . . . . . . • 
§ 2. Causes governing the Supply of Waiting 
§ 3 Conclusions..... 

CHAPTER V 

ON THE RELATIONS BETWEEN INTEREST AND MONJj;Y 

PAGE 

132 

138 
l52 

§ I. Methods of Securing Stability for the'Money Standard 158 
§ 2 •• Appreclatit;>n and Interest. . 163 
§ 3. The true lIroblem of Interest. . . . . • . . . . . . 166 

CHAPTER VI 

IN'rEREST IN THE SOCIALIST COMMUNITY 

§ I. Economic Principles of the Socialist Community 171 
§ 2. The Necessity of Interest. . . . . . . . . . . . 173 

CHAPTER VII 

SOME PRACTICAL CONCLUSIONS 

§ I. Ip.terest and Usury. . . • . . 
§ 2. Interest and SOCial Distribution . . . . . . 

180 
182 

INDEX TO AUTHORS • . . . . • . • . . . . . . . . • 189 



·INDEX TO AUTHORS 

AllISTOTLE, 6, 33 
d'Aulnuis de BourowII, 154 
Ashley, 2-5 

BOAllD OF TRADE, 90 
Bacon, 9 
Bastlat, 39. 40, 42, 61 
Bentham, I, 3. 62 
Bhssard, 178 
Bohm-Bawerk, 22, :;0, 56-67, 170, 

175 

CAIRNES, 40, 41 
Cassel, 34, 49 
ChIld, 10, 14, 16, 43 
Culpeper, 10, 13. 16 
Culpeper (the younger), 13 
Cunnmghain, 4 

ENDEMANN,4 

FISCHER, liS, 118 
FISher, 163 
Foxwell, 153 

GIFFEN,I32 
GodWIn, 152 

HERMANN, 45, 59 
Hume, 19. 20, 28 
Huckert, 127 

]EVONS, 36, 48, 490 52-540 57, 64,92 

LASSALLE, 39 
Lauderdale, 50 
Law, 28 
Lecky,3 
Leroy-BeaulIeu; 154. 
Locke, J 5, 18, 28 

MAcCULLOCH, 32 
Macvane, 41, 42 
Malthus, :;0, 31, 57, 64 
Manley, 10, I I, 14-16 
Marshall, 3, 22, 33. 41, 66, 153 
Marx, 32-34 
Menger, 43. 44, 47, 48, 58-61 
MIll, 43. 44, 57, 138, 139 
Mlrabeau, 18, 19 
Montesquleu, 18, 28 
MUn, 10, 13 . 

NORTH, II, 12, 15 

OWEN, 34, 171 

PETTY, 12, 14-16, 43 
Proudhon, 33 

RAE, 43, 102, 139. 152 
Read, 57 
RIcardo, 27,29-33. 36, 'iI, 57,92 
Riedel, 59 
Rodbertus, 34. 171, 175 
Roscher, 57, 58, 590 154 
RusklD, 183 

SAY, J. B., 25-29, 31, 45, 52, s6, 
57,59. 60 

Senior, 38-40 
Sldgwlclc, 175 
SmIth, 23, 240 28, 36, 57, 134 
Steuart, 16, 20 

THOMPSON, 32, 34 
v Thunen, 5 I, 52 
Tooke, 25 
Turgot, 2Q-22, 240 28, 45, 47, 48, 

51,56,60 

VAUGHAN, 15 

WEBB, S. and B., 7, 77 



RICHARD CLAY AND SONS. LIMITED. 

BREAD STREET HILLI B C, AND 

BUNGA Y. SUFFOLK 



In Three Volumes. 8vo. 2LS. net each. 

Vol. 1. A to E. Vol. II. F to M. Vol. III. N to Z 

DICTIONARY OF 

POLITICAL ECONOMY 

I EDITED BY 

R. H. INGLIS PALGRAVE, F.R.S. 

ECONOMIC JO URNAL.-" Its value is manifest; ample and 
trustworthy information, abundance of verified documents, blblio. 
graphy oC mappreclable value, it must be the vack mecum of him who 
wishes more knowledge." 

STAT/ST.-It An excellent cyclo~ia of all matters pertaining 
to polItical economy." 

• STANDARD.-" A finanCial work of more than ordinary import. 
ance. • • • The information has been well brought up to date. • . • 
Equally valuable to the student of finance or political economy and to 
the business community." 

NEW YORK INDEPENDENT.-"Rich in tOpiCS of lIVIng 
and universal interest . • . treated in a manner which meets the 
reqUirements of American readers fully as well as the English." 

., OBSERVER.-" Mr. Palgrave's extremely valuable work." 
SCOTSMAN.-" Mr. Palgrave is to be congratulated on having 

brought together a vast amount of valuable material, and arranged It 
in a fashion in which It will be readily accessl~le." 

DAILY CHRONICLE.-"As II product of thiS age'of' encylo
paedic knowledge, T/u Dicltonary of PaUtzcal Eco1fQmy 1$ one of the 
monumental works of the period. Edited with great skID and judg· 
ment every article the work 0( an expert, the dictIOnary IS of the , . a~" utmost value to a!1 political and economic stu ents. 

LONDON: MACMILLAN & CO., LIMITED. 



MESSRS. MACMILLAN AND ,OO.'S. PU~LlOATIONS. 
PUBLIC FINANCE. - , 

By C F. BASTABLE, M,A., LL.D .• .professor Of Political Economy in !he 
University of Dublin. Thud ,EdItIon. 8vo, 12S. 6d •• ne!. 

THE ,THEORY OF INTERNA1IONAIi TRADE, with SOInt 
of its Applications to·Economic Policy. 
By Prof. C. F. BASTABLE. ThIrd Jj:dltlon, revised. Cr~wD 8vo, 3s. 6d. ne, 

THE EVOLUTION ,OF MODliiItN'MONE'Y. . 
By WILLIAlI<i W. <:ARl.IU. Ex. Crown ~vo; 7s. 6rJ. net. 

ABC OF TH~ FOREIGN EXCHANGES, 
A Pl'actlcal Gilide. . By' G:e:ORGE CLAR/o\. Crowll 8vo, 3$. net. 

PRINCIPLiS Of l:OO:N'QirICS. 
Blf Dr. 'N • .o. PIERS(lN. Tr!\nslated by A A. WOTZEL. Vol. I. 8vo, 
lOS llet . ' . 

THE 'PRINClPLES OF POLITIOAL ECDNOMt'. 
'B,y HENRY SmqwrcK, lat~ Knightsbridge Professor bf Moral Philosophy, 
in the University of, Cambridge, 8vo, I4S: net., -

PRINCIPLE~ OF ECONOMICS. '~;I 
By ALFRED MARSHALL, M. A , Professor ~ of' Political Ec'bnomy ID the 
University of Cambridge. Vol. I. Fourth Edition. 8vo, 12S. 6d. nel. 

ELEMENTS OF ECONOMICS OF INDUSTRY. 
Being the first volume of "Elements of Economics." By Pr'bf. ALFRED 

.MARSHALL. Third Edition, thoroughly reVised. Crown 8vo, Js •. 6". 
STUDIES IN ECONOMICS. 

By WM. SMART, M.A., LL D., Lecturer on Political Economy in the 
Umversityof Glasgow. Ex. Crown 8vo, 8s. 6d. net. 

THE DISTRlBUTION OF INCOME. 
By W. SMART, M.A., Ex. Crown 8vo, 5s. net. 

SPEECHES ON QUESTIONS OF PUBLIC POLICY. 
By JOHN BRIGHT. Edited by J. E. THOROLD ROGERS. With Portrait. 
Crown 8vo, 3s. 6rJ. • 

PUBLIC ADDRESSES. 
By JOHN BRIGHT. Edited by J. E. T. ROGERS. 8vo, t4s. 

SPJ:ECHES ON QUESTIONS OF PUBLIC POLICY. 
By RICHARD COBDEN. Edited by J. BRIGHT and J. E. THOROLD r 
ROGERS. Globe 8vo, 3s. 6d. " 

SPEECHES ON FREE TRADE. 
By RICHARD COBDEN. Popular Edition. 8vo, sewed, 6d. 

WORKS B.Y MRS .. BOSANQUET. 
RICH AND POOR. 

Crown 8vo, 3S. 6rJ. net. 

THE STANDARD OF LIFE, AND OTHER STUDIES. 
Crown 8vo, 3S. 6d. net. 

THE STRENGTH OF THE PEOPLE. 
8vo, 8s. 6d. net. 

LONDON: MACMILLAN & CO., LIMITED . . 


