
Xiquidity Pre jfeence" 
ENRY George and the British 
economist John Maynard Keynes 

were essentially talking about the same 
thing," Stanley Sinclair, a financial writ-
er and teacher at the New York head-
quarters, told the H.G. conference 
members in Chicago in mid-July. The 
remark brought a sharp, "Oh, no 
from the audience. 

George, Mr. Sinclair explained, was 
writing about the post-Civil War de-
pression of 1874-49; Keynes was writ-
ing about the depression of the 'thirties. 
Both men observed that so-called pros-
perity was interrupted by the withdraw-
al of capital from the productive proc-
ess. 

At some point, they commented, in-
vestment declined. That is, investors 
sought more liquid forms and conse-
quently less productive employment for 
their saved purchasing power. (Liquid-
ity in this sense is the ease with which 
an investment can be converted from 
one form to another, e.g. a machine 
is the most difficult to sell for cash, 
while cash can be used to buy most 
anything.) 

Keynes said that at a certain point 
"rich fat cats" follow what he called 
"liquidity preference," that is they pre-
fer the more liquid and less productive 
forms of investment; this has the effect 
of slowing production and brings un-
employment n its wake. The British 
economist, however, never asked the 
question why this "preference" arises. 
Seemingly for political reasons of his 
own, he was content to start his busi-
ness cycles analysis at "step two." 

George, on the other hand, began 
with "step one." It was his analysis 
of the effects of land value speculation 
—as it pinches the real wages received 
by labor and the real return to investors  

—that provides an answer to Keynes' 
unasked question. 

This approach is summed up in the 
fourth paragraph on the first page of 
Book V of Progress and Poverty, Mr. 
Sinclair said. George begins with: "I 
do not mean to say there are not other 
proximate causes" for cyclical behavior, 
among which he cites "the essential de-
fect of currencies which contract when 
most needed," and he ends the para-
graph: "it is clear that the great initia-
tory cause is to be looked for in the 
speculative advance of land values." 

It was Mr. Sinclair's view that, by 
starting his analysis with step two, 
Keyn,es at once had a scapegoat and ra-
tionale for collectivist action. The 
seemingly capricious "preference" for 
liquiçlity places the blame for business 
slowdown on rich people lacking in 
social conscience and indifferent corpo-
rations. And it provides the excuse for 
massive government spending as nec-
essary to take up the slack caused by 
shrinking private investment. 

The larger understanding to be gar-
nered from George, however, shows 
that liquidity preference is not the per-
verse withdrawal from business activity, 
the speaker suggested, but rather is a 
necessary precaution exercised by those 
who must husband their assets. 

The effects of Keynes' remedy are all 
around us in the big government we 
support and the inflation we suffer. 
And the inflation serves to support the 
speculative price of land and thereby 
perpetuate the disequalibria in the econ-
omy. 

Our job, Mr. Sinclair said, is to 
make clear to modern economists the 
relationship between land value specu-
lation and the business cycle as they 
understand it. 

Keynes is difficult even for economists to understand.—M. S. Lurio 
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