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to tell them precnsely ‘what to-do. He imposed a profit man-
agement system of control, a bottom-up hierarchy. It .

jan Press. [1944] 1983)

THE MORAL LEGITlMACY OF INTEREST AND BANKING
: by Gary North i

For [the klngdom of heaven] is as a man travelllng,j_
-into_a: far-country, - [whol called his own: servants, and
-delivered:unto them' his goods ‘And unto ;one he gavef o
flve talents to another two, and I{ another one; fo every

: ; m]
other talents. And hkewrse he that [had recelved] two,
he also galned other two (Matt. 25:14-17).

‘This-parable is a kmgdom parable It follows the five-

point covenant-model that was: first discovered by Ray- -
Sutton.* First, the master calls his servants: before him (sover-
eignty). Second, he delegates aduthority to them as his -
"-economic representatives_ by - transferring money ‘to- them
,_(hlerarchy/representatlon) Third, -while it is ‘not stated ex-
“plicitly, he commands them to make a profit (law/dominion).
- We know: this because all three immediately take steps to
obey- his implicit economic command.  Fourth; “he:returns -
“-.and imposes positive sanctions: blessings to the profltable :
. servants. Fifth, the blessings‘that he gives, them. involve ruler- -
“ship (succession/continuity).: He then imposes negative sanc- . .
~tions ‘@gainst the unprofitable servant, castmg him mto outer :

darkness (disinheritance).
~-This parable contains several theologucal messages but

. the-three ‘main ones are. these: first, God owns all things;

second, ‘He delegates temporary ‘control over these things

* to men; third, men are required to increase the value of >
- whatever God has entrusted to them.. :
There are also secondary |mpl|cat|ons Flrst it should'

was not the management alternative, a non-market, top-
down bureaucracy.2 He wisely decentralized his investment

portfolio before he departed. He allowed- his subordinates. . '
to make' their own decisions regarding the proper. use of.
his capital.: He subsequently held them Iegally responsnble-

for the results.

It should also be noted that-he gave a greater or Iesser ,

quantity of capital to each servant according to. the individ-

ual's- ability. He ‘had watched them petform, and-he knew.
- ‘'who was most reliable.-There is no equalltanamsm vis-
i jf"lble in ‘this parable, no theory. of “equal starting posi-
- tions.” The better performers gained access to the largest
jﬁmmal advance of capital. “This is a basic principle of free -
~market ‘competition: thosewho perform profitably are sub-
,sequently entrusted with greater capltal and greater respon-

1. RayR. Sutton That You May Prosper Dom/n/on By Covenant (Ty- )

ler; Texas: Institute for Christian Economics, 1987).

- ®Gary North, 1988

“ lieved by owners to be mos

‘he WhICh had recelved one talent came and ‘said, Lo

Oct /Nov.: ,1988

SIblllty and |f successful they receive greater
- other words; capital is transfe 0 managers
likely to produce’ profits.- If -
“they. contlnue to perform proflt bly, they gain control over.:

What about the person who. »takes ‘no_risks, buries. hi

“talent, ‘and returns to the master ‘only what he: had been7 e

given initially? This man has produced losses. He is an- ~ '
evil, unprofitable servant. He: has not performed according”
to. minimum standards. ; :
_- Like s0-many- other mcompetent slothful people in_his-
tory, the servant of the parable tries to justn‘y hIS poor-per
formance:by- blaming the :master.. ‘He accuses maste;
of being a thief, or at'least: an unscrupulous explonter “Then

The master accepts the |deolog|cal challenge

'mlnds the servant that he is |ndeed ‘a'hard man, meanmg

2. Ludwxg von: Mises, Bureaucracy (Sprlng Mills; Pennsylvama- leertar- g A T




4ventua||y; comes to" every person and demands a positive

: .absence He is therefore entitled to a minimum return: in-
© ferest. :
Second the parable clearly distinguishes between
- profits -and interest. The other two stewards each pro-
~ duced a profit of 100 percent They received the ‘greater
praise and: greater visible rewards. The minimum required
S performance was an interest payment. The slothful servant
14 “had been unwilling to take even the minimal risk of handing
%~ -the money over. tospegialists in money-lending, who would
seek out entrepreneurs to lend the money to, enirepreneurs
- “who would" then pay ‘a: competitive return ‘to the money-
“lenders: on this passively- managed investment:
bain other words, the masters capltal ‘Was . supposed to
i bec/ m /productlve Each steward ‘had. to become an en-

E weuld put the money “to economically productive uses. The
talent'was not' to-sit:in the earth it was to perform a so-

e prediction ‘and productlon is the ‘entrepreneur. The first two
-»-men in-the parable were entrepreneurs. They went out and

e found ‘ways of investing the master's moneythat produced.

a posrtlve rate - of return. As the ‘parable presents it, this
rate of return was higher than what could have been earned
by depositing the money with money-lenders. Thus, the en-
- ~trepreneur is-understood ‘to-be someone who bears much
. greater risk ‘than: someone ‘who deposits money.in a bank.
. -The economist calls this form of risk-uncertainty. It cannot
~ be estimated in advance.3 It involves guesswork, unlike the
~depositor who is promised a specmc rate of interest - when
~he deposits his money.
e only way that the banker can” afford to pay out a
: Omi ed return’is.-because ‘he successfully seeks out final
"boi owers (entrepreneurs) who produce an even higher rate
. of return, The banker makes his living on the difference
{ ’ ;,payment which the final borrower pays
: at he in: turn pays-to the depositors.. He
es:it on the sprea :

“The future is uncertam to men:: We do. not know it per-
: fectly We barely know it-at.all: We see the future as though

-ar more successful in deallng with |t successfully In eco-

nomtc termrnology, some produce: greater profits -than. oth-
isa: resldual that remains; if ‘at all, only after all-

busmess have been pald including interest.

“can dlversffy deposﬂors uncertamty by Iendlng to
‘,‘many people “people ‘who, -like the. servants in the par-
e,;performed successfully in-the past They have

nght Rrsk Uncev
1921] 1965) .

" dom ackﬁcwted es that ihteres't-taking is legitimate. God.

: rion: whatever had been-entrusted to him by God: The
master had done ‘without ‘the use- of his"funds during -his -

) borrowers repay their loans as promtsed‘."’

The ¢ economlc aéent vvho is.on the cutting edge of both -

i tool but a danger if it gets out of control.

" or pay interest.* The modern profession of banklng grew

out of the marine .insurance guild, which was legal-in the

- Middle Ages.5

What does. an insurance company do? Its statisticians
(actuarians) calculate the likelihood of certain kinds ‘of un-
desirable events in large populations. These unpleasant

“events cannot be statistically calculated individually, but they

can be calculated collectively if the population involved is
large enough. The seller of insurance then persuades mem-
bers of these large populations to pay periodic. premiums
so-as to “pool” their risks. When one member of the pool
‘suffers the event that has been insured against, he is reim-
bursed from the pool of assets. Hence, some of life’s ines-

- capable and-individually incalculable uncertainties are con-

verted o calculable risk by means of dlversmcatlon “the

law of large numbers.”

The same ‘is true of banking. Borrowers will seldom all

go bankrupt at once. Most borrowers will repay their debts
as specified in their loan agreements. Bad loans are more
than offset by the good ones. Thus, the banker can: offer
a frxed rate of return to deposntors In almost all cases,

d b cause. most of the

“(The exception
is in a depression, when banks fail. Depressrons are the
result of prior monetary inflation,: which in“our day means
fractional reserve banking.)®

What we must understand-is that the master in this
parable protects his funds in much the same way. He
seeks out a group of potential entrepreneurs. He gives each
of them an amount of money to invest. He makes predic-
tions regarding their future performance based on their past

‘performance, -and- then he allocates the distribution of his
assets.in terms of this estimation. He protects his portfoflo

by diversification.

He is not an interest- seeklng banker, however. The
money he invests is his own. He: is not acting as the'legal
agent of other depositors. He legally claims all of the prof-
its. He does not contract with borrowers who agree in ‘ad-
vance to pay him a fixed rate of interest. The entrepreneurs
are strictly his legal subordinates, unlike the relationship be-

" tween banker and borrower.

Yet in the Old Testament era, there was a relatlonshrp

~of economic subordination between lender and borrower:

the borrower was servant to 'the lender (Prov.. 22:7). This
economic subordination was based ‘on the legal authority

“of the lender to place the borrower in indentured servitude.

Because the borrower today can lose his collateral or his
though it can also be very productive. It is like fire: a useful

The Forfeited Productivity of Inaction

- The master in the parable ‘is outraged by the coin-
burying servant. The parable is intended to show the sub-
ordinate (indebted) position of all men before God. The ser-
vant was cast into outer darkness because he was -an un-
profitable servant (v: 30). The parable stands as a warning

-toall men because the Bible teaches that all.people are

unprofitable servants (Luke 17:10).7- This: is- why- we need

.a profitable ‘'sérvant as our intermediary: before God, our
_perfect sin-bearer. But to understand our relationship of in-
4. Jews could' legally lend to. Christians, which is why Jews ‘from the .7

‘Middle Ages 'onward have been found in banking. It wasa near-monopoly \
: granted to. them by Christian legislators:

:-5. John T Noonan, The Scholastic Analysis of Usury (Cambrldge, Mas-
sachusetts: Harvard . University Press, 1957); ch. 10.

“* 6. Ludwig von Mises, Human Action (3rd ed.; Chlcago Regnery 1966)
ch, 20.

7. ‘Gary Noith, “Unprofitable Servants " Biblical Economlcs Today (Feb./
March 1983).
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debtedness to:God, the parable’s language must be: taken
seriously. We cannot make accurate theological conclusions
about the broader meaning of the parable if the symbolic
reference: points-of the parable are themselves inaccurate.

There is no-question that the master not only approves
of taking interest, he sends the servant to the nether re-
gions for not taking it. This is strong imagery! The interest

'payment belongs to the master. By having refused to de-

posit the master's money with the money-lenders, the ser-
vant has“in effect stolen the master’s rightful increase. The
servant was legally- obligated-to ‘protect the master’s inter-
ests, and interest on-his money was the minimum require-
ment. He failed. The master's judgment of the servant’s
past performance had been accurate; he was entitled to
only -one talent initially, for he had not demonstrated com-
petence previously. Had he been given more, he ‘would
have wasted more.

The idea that the interest return was the master’s mini-
mum expectation leads us to the question:of the origin of

interest. Why did the master deserve an interest return? -
Because he had possessron of an asset that could have

of the forfelted retdrn appeared in medleval economic I|t—
erature as the doctrine -of fucrum: cessans. The owner of

_money who could -have made a profit by investing it else-
. where, but who loaned the money to someone, was said

by 'some theologians to be entitled to an interest payment
from the borrower because of the income he. had forfeited.

-Interest compensated the lender for the opportunity he:-had
-missed.

This raises the whole question of cost. What is the cost

of any action or any purchase? It is the value of whatever

has to be forfeited, i.e., the value of the most valuable
foregone use. If ‘| do one thing with my money, | cannot
do something else with it. The value of whatéver 1 would
actually have done but did not do is what it costs me to
do whatever | do.

‘The lender who transfers to another person the use of
an asset, monetary or nonmonetary, has given up whatever

“other opportunities might have been available to him. There
are always other opportunities available. There is: therefore

always a cost to the lender of lending money.

The master in the parable was being gracious to the
_servant. He recognized from the beginning that the “man

was not very competent. The master did not tell the servant

. ,‘_M_sthathe‘hacuatled becauseJlabaanoLmade 100 percent . the

pay
This is the Ieast that the master could have expected
The master probably could have doubled: his money by
entrusting it to either of the first two servants. But he had
sought greater economic safety instead. He had adopted
the principle of risk reduction through portfolio diversifi-

- cation. You get a lower rate of return but a more sure re-
turn. But the master had been cheated. He could have de-
posited-his money directly-with the money-lenders instead -

of ~.giving..it. to- the servant. That would have been
safer — greater diversification through. the bank —and it al-
most- certainly would have ‘produced a positive - rate ‘of re-

“turn, however low. Instead, he received only hrs original capi-- .
tal’in return.

He had forfeited his legitimate mterest payment because:
“he had transferred the asset to the slothful, risk-aversive

servant. This servant is a model of wickedness, not be-
cause he was actively evil, but that he was passively un-
productive. He did nothing with that which had been en-

‘trusted to_him. Doing. nothing is sufficient to- get you .cast
“into-hell, when doing the minimum would at least quench

»usury” (Ex.. 22 25). Leviticus adds “Thou: shalt: not g!ve

-and therefore he canbe legitimately treated as a: slave

who is“poor” was the Old Testament context

: ‘flned to money. Anstotle was |ncorrect The p

‘the promrse of ownmg ‘that: same ttem in'the future. |
‘ises to repay can be broken {(the. risk factor), but more to Sl

- you pay. one thousand ounces of gold

- thousandth ounce of gold Even |f you. yvere plahning ‘on

 eth-ounce of gold ftfty—one years away is worth' Iess:

the master’s wrath. (Warnmg only one ma ,
ever performed thls minimum: Jesus Chrlst)

Interest and Capltallzatlon

Is interest-taking morally legitimate? This debat ,
been going on ‘since.at. least the days. of "Aristotle, who
called maoney sterile and interest |||eg|t|mate But if money i
is sterile, why have: men: throughout hlstory pald to gain.
access to its use for a period? How are so. .many.: people
fooled into paying for the use of a sterile asset’? Besides, el
interest is- a-phenomenon of every Ioan not jUS'[ doans of i
money.-Modern economics teaches this; so does the Bible.

The Old Testament forbids the taking-of interest in chari-:
table loans made to fellow believers: “If thou lend: money
to-[any of] my people [that:is] -poor by thee; hou shalt .not
be to him .as an usurer, neither shalt thou: By upon

Y
money :upon usury,-nor lend him thy victuals" [food] for-in-

~crease” (25:37). (This law appears-in-the middle of the jubi- -~
“lee; Iaws) Not: just usury from money-lendmg is prohlblted A
but usury from food-lending as well. Furthermore, “Thou

unto a stranger thou - mayest lend upon usury but unto th

‘brother thou -shalt not lend upon .usury” (Deut. 23:19). So,

God recognized that many scarce economic resources are
lent at ‘interest, but this 'was not to be: the case in-Israél
However; resident aliens and foreign heathens are Iawfu
targets of the money-lender.

Why -this distinction-between borrowers? Because the
poverty-stricken unbeliever is in prmclple a moral slave

placed in the bondage of debt and interest. But the lan-
guage and context of the prohibition:in‘the Old Testament" -
makes it clear that the prohibition’ applied only to chantabte; i
loans, not busrness loans: Jesus’ parable of the talents'dtd S

It is obvious that the phenomenon of mterest 5

Interest_is, “in the language of 'Lu

. gory of human action. We atwa,

the point, the present.commands a price premi

Ity specific 5
mine.. This mine is expected by every potential buyer- to
produce a net profit-after-all‘expenses- of one ounce of gold-
per year for a thousand years, beglnnm ‘next ear

if you are ratlonal ~Why not? Becaus

living for ‘a millennium, :you: would stlll discount it:The flftl-

than the fiftieth ounce of g
We live in the pres
in the present We enjo

1 day |s worth

Y pUrchasmg
they expectf_ g

hoped-for streams of mco‘

8. Mises, Human "Action;




o lncome rt would be a free good It would ‘not
nded It would therefore not command a prlce The

The “Economlcs of Love" )
>o,srder the pramoter. of the: zero-mterest ecorromy
; conomlc world’s' equrvalent of the self-proclalmed
S that only perpetual motion machines
. He'is: the classnc defender of somethlng

. payments ||Iegal i
possessmn a recent paperback ‘book by
Christian -Reconstructionist. It is his first
ve_ graduaied Arom: oollege not .has-he- studied

’evertheiess he has now: wntten a.

;"e calls for an

ical perspectlve
Operty (rent)

y:of: homeless ‘people.

infinity,

is‘also a classlc crank~

Sadly; this book is being read by otherwise intelligent Chris-
tians.who are not used to following a complex chain of eco-
riomic. reasoning; so: this. broken cham of economic error

- impresses: them.

- He wrote the book specifically to refute me, as his foot-

: notes and text reveal. He has read (but has not understood)
~"my view of time-preférence asthe true origin of interest.
-He recognizes-that | am following Bohm-Bawerk and Mises

on this:point: that there is always.a discount for cash

D

when you purchase an expected stream of future serv-

“'ices, People discount the present value of expected future

goods in .comparison to: the same goods in. the present:
Because of this, no rational person will pay a thousand
ounces:of-gold, cash, for that hypothetical gold mine.

He argues:that there are no future goods but only pre-
sent goods. In one sense, he is-correct. | would put it this

. way: “The present is all that any man can be certain he
‘has, moment by present.moment.” But the author believes
“that he has somehow refuted the concept of the inescap-
“able discount applied to future ‘goods. He has not. ‘

Future goods are not real in the present, he says, so
therefore they-do-not.command-a cash price.:

this ‘non-existence. of future goods is. a. very good reasan
why there is always.a risk premium in free market interest
rates: the promised future goods may not actually be re-
turned to the lender. Instead of acknowledging this obvious

- fact, the author concludes: “Since the contemplation of ‘fu-

ture goods’ is characterized by idealism, one may not actu-
ally compare -‘present goods’ ‘and ‘future -goods’ for- pur-

- “poses of economic calculation. The preference that is dic-
tated :by: the discount of the. ‘future goods’ cannot be .

avoided because .one cannot.possibly call upon an idea in

his mind to serve a purpose that only a concrete object can !

serve.” This is the economics of love. Itis a!so the eco-

“ nomics of incoherence.

- To the extent that | can make any sense of this argu-

.=ment, | think ‘he is" saying- that future ‘goods, not being
physically present, are therefore irrelevant for present

decisions: So much:for the blbllcal doctrine of eternal judg-

~:mentin the afterlife! He regards the concept of future goods

in_much -the same way as the covenant-breaker regards
the .concept of eternal. punishment. “If it ain’t now,. it-ain’t

recognize,. for one thing (among  many, many others), that

P

N

relevant now.” This is. a-fanatical form of present-orienta- -

tion, the outlook of .the lower class.®
If everyone were to conclude that future goods are ir-
releva

bye 1o crvrllzatlon “This is the “economics of love.”

: Conclusion : :
i Non-fractlonal reserve banking and the taking of inter-
est are both biblically legitimate. The: parable of the talents

-should be ' sufficient .proof for anyone who is ‘not trying to

make ‘an overnight theological reputation for himself based

~on-the ‘promotion of the utterly fantastic. We should take
-the . Bible seriously in preference ‘to Anstotle -and also in
preference to the economics of love.

9. See Edward C. Bantield,.The Unheavenly City (Boston Lmle, Brown

. 1970), pp. 53-54.
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: for no one’ would voluntarily glve up present goods
“for -the .sake- of receiving .economically “irrelevant’ future
~ goods: Also, the -price of durable ‘capital goods ‘and durable

.. .consumer‘goods-would. fall almost to zero, for no one would

- value ‘them for- their. future productivity. We ‘would say. good--
th.rents and in- -

for economic calculatlon as the author |n3|sts that

;;-—\
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