
From the GEORGE notebook... 

(These notes on random topics are not 
definitive and certainly are not offered as 
the last word on the subject. Instead they 
are intended to be sometimes informative 
and always provocative. EDITOR) 

When the political economist talks about 
distribution, he means the division of the 
production pie, who gets what portion of 
the goods and services that come into the 
marketplace. 

There are three basic factors in produc-
tion: land, labor and capital. All inputs can 
be subsumed under one of these three cate-
gories. Land encompasses all the elements 
of nature and the advantages of location; 
labor includes all aspects of human exer-
tion used in production, and capital are 
those products of land and labor used in 
furtherance of production. 

Undeflected by institutional or other 
non-market forces, the three inputs to pro-
duction divide the output into three parts: 
Rent for the use of the land involved in the 
process; wages for the labor expended, and 
a return for the capital consumed (classi- 

cally referred to as "interest"). As the uses 
of these inputs are a matter of discretion, 
human behavior characteristics will deter-
mine how and when each is used. The clas-
sicist's approach to the subject was 
summed up by Henry George with the 
observation "that men seek to gratify their 
desires with the least exertion." Today's 
behaviorists observe that those activities 
will continue that are reinforced by re-
ward. Whichever view we take leads to the 
conclusion that men free to choose will 
seek the greatest reward for their contribu-
tion - in whatever form. The interplay of 
choices in the marketplace will impute a 
portion of the product to each factor of 
production commensurate with its contri-
bution. These returns will be in real terms. 
As money payments will often becloud 
and sometimes distort this distribution 
pattern, it is necessary to pull aside the 
monetary veil and examine distribution in 
real terms. 

While some analysts might add other 
factors of production, most agree that it is 
essential to differentiate between the uses 
of natural resources and advantages and 
the employ of man-made instruments of  

production. In classical terminology this is 
the difference between land and capital, a 
distinction often overlooked by those who 
follow the accounting practice of hulking 
these two factors under "assets." 

What are the other factors? Marx, for 
example, wrote about the role of the 
"money bags" who financed enterprises 
and participated in the profits but not in 
management. On close examination the 
entrepreneur will fall into one or more of 
the three factors: He may own the land 
used, supply the capital, and also super -
intend the operation. He would then 
expect rent for his land, "interest" for his 
capital, and wages for his efforts. The fees 
exacted by those who offer financial facil-
ities are just that, fees charged for the ren-
dering of a service and should not be con-
fused with returns to factors of produc-
tion, no matter how necessary such finan-
cial intermediaries may be in our world. 
Other writers would consider government 
a factor. Unless government is engaged 
directly in production, and then it is 
functioning in a non-governing fashion, it 
provides services for which it extracts 
often compulsory fees. 


