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6 Metoric Scientism$
How John Muth jusuader

87 Myth, 1961, Rational produsentjud
" Ecta - mocdumist

Ithe Themy ofPrice_
Movements.

Ignosed witil ca. 1975. Sadly written.
-Mikill scolded anogame of ecs.props who think they

see futive better than others.
The usefulgers of future knowledge is to speculate

profitably,IAha ! old fallery that and speen,
ecly funcional.)is

Carbitrage unticipates allprice movement, so there
Me us unedited incomes...)._.



Neoclassicals, by saying only allocu. matters, & distribu.
doeni't matter, aMlow for immediate land rux.

They are hypscritival. They oppose

budengrounds!
List how new-classical contradict selves in compulsion to

refute HG.
1. Land the forces premature dev bud.

Land spec, inciter early dev. -good.
2. Their cas,isvaluefree

Land fue is immord

lut on moralistic,

4. Bygones are bygover

3. Good allocu , is sole objective - distribu, no obiect

Must honor existing entitlements

moralestic value -

Must houer propity, acquired is part.
-bud5. LUT Maldistrika,

7. Tai's K mixed in lund- bad
other K -goalgood

pop.
Land spec, rent -seeking speeds pioneering -good

6. lav's weater K - good
Exempting K - bad.



ROBERT SCHALKENBACH FOUNDATION
To Promote the Economics of Henry George

Dr. Mason Gaffney
PO Box 7998
Riverside , CA 92513-7998

Dear Mason ,

At the Annual
to give us a short
June 11th , on your
next fiscal year .

41 East 72nd Street , New York , N.Y. 10021

I am ,

May 21 , 1991

Meeting would you be kind enough
report at the Tuesday morning meeting ,
activities on the projected conferences

It has been suggested that those making reportssend in a written one to be distributed to the Directors
before the meeting so that they can be prepared with
comments and questions . I realize this may be difficult
to do but , if you can , please send it early enough so Idistribute it to the Directors .

We are looking forward to seeing you atseeing you at the meeting ,

Sincerely ,

Oscar B. Johannsen
Executive Director

Liberty means Justice , and Justice is the natural law

from Progress and Poverty by Henry George

212 - 988-1680
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H lyudvist
Mill toast.
Non feament
Dreamer

Non threatening
Harus less

unapplied
Ectoplusn
luubcuous
pussycat

syruchad

Mitsuym
codewoul....

# Moxy
sculpler...

EFuivocator

tempauzu
Floundever
Feltiver



I expected anaudience of skeptical acad; custs, college profs.
Nes classical Ecs, as a reaction to H.G.Eur,

3
Ws

lutry. SPE:- benge a megalomanian? Pavanoid ?

I. Assocusiv, w, H.G.
of nes classicals

personally

A.)Leadus of nep -classical school were involved w . HG.,mostly
Rosicrucian.
a spiritual essenc.agonist?

js. Clark. It is not the material K-goods, but " the wystact quantityof
wealth (vglace) that resides in it. " This attraction " transmigraten." Itis "pure KWest It is "transmuted" into band calcueng!)

consistency

u

a. Marshall

F.Wall

R.T. Elu

Sinton Patten, Exuat Fatty,
Lavranie haughlin - Fr. Knight

Era setigman, a numesi

Stavet's was un Italia enisto )

[Lafayette/

It.f., was an obsession,
a nemesis, like luss, Javer. Samnificed his own

as

or
commitmentWicksell, pro lut

Walras, undent pro lus -Fallic flamboyance, Itunedto
major

hypurmath . forms of expression to recoup this lost proful,itunding. cf. L.Klein)WicksFeed

W.

campaign of acad, tumorism

accmacy,
1.) Rula of commion coutury,"it" decorum,were vist ust As ewed

wiemoustiridybysuspended ; repeded when dealing

were
HG or everyone who agreed

W. him , open season

Watka steeped in infancy

Knight - addresses

any wild idea to this amon.

jeanwil,trashing.Is no evidence Marshall admonished his supporters to be xfords.
Ely ad hominem attacks, personal abuse. Gracegaffe autoking.

the single tuxu " w /o cty anyone Ims,pute
stere type. Iset it published.



ROBERT SCHALKENBACH FOUNDATION
To Promote the Economics of Henry George

To :

From :

41 East 72nd Street, New York, N.Y. 10021

The Directors
Oscar B. Johannsen

Enclosures (2 )

MEMORANDUM

Enclosed herewith are the following reports :

May

9 - month Financial Report for the
period July 1 , 1991 to March 31 , 1992

Proposed budget for the fiscal year
1991-1992

Liberty means Justice, and Justice is the natural law . . .

from Progress and Poverty by Henry George

1991

212 988-1680



H. Baywa: wind as twisted as his lege, GER,
Proute Thomson, WEJ. The J.C. Lincoln And.
Milla

theeatened a
stuertype.
sublinman.

man, imputed belief, "The single twen". To win I became a thing.
Haveto coetude, erbab. & profu. feltpeculianly

C) The N.Y.C. misis, political,TheN.

Ny was most immediately threaterved. Seligman & Clank

Bed the counterattack. Clirmic : Haig. Hotelling Vickrey &

Hamiss came along in next 2 genuations,}) after laut wity of theManile.
Single The Club, was also a Chi S.T. Club which may explain something aboutucStarthfrom Smith. Nature of acad. freedom at swich! Colum.hadprobs, too.

8. They all wrote about him.all wrote about him. See I cuts. Mostly attacked.
Clark Knight Stight,F.A.Futter, Hobson, Fagan,Plekelatter alein foliason, hatchaifft,H.L.Shannon , Seligman, Canau, Edgewrich, Ety. Marshall, Walen, speler,
II, HG of Classius . He wrote & thought in their lungs.

A. Classical Ecsts, were radical by today's standards. Allfavoredtue on lov,
Quesuary
Smith
Even

2

"Malthus?
Ricardo (?)

Mill, Esp, Mill. H.G. only curied Mill halfa step ouwend

to logical conclusion. Heset stage for 16 completely. Love-hatevelut
imonity, Sug, inc. tuces of 1998, Aite: 1844, wage

198, Pitt; 1844 , Ped : pref- rates on

higher rates on lank, bes. only vent was pure income , (Ww . + Manny, had
an urban land the, 1689 - 1913. to fight Louis XIII)

C. Classic underginuings of IFG had to be undone, tin a
finirly subtle way to seam wolutionary. Live

legitimacy of
apostolic syccasion, while simul modding to cultof Mogress;Neo Classical" inspiredheave

an,indeuteting tood, like " consenation."



A

ANTICIPATED INCOME

EXPENDITURES

Taxes

ROBERT SCHALKENBACH FOUNDATION.

General Expenses

BUDGET 1991

Grants

American Journal of
Economics & Sociology

1992

$ 278,000

22,000

70,000

174,000

$ 544,000

$ 544,000

:



3
IT What was classical ? (innes -classical cus.) ? 1.e., what dide

they hey?A. Dim, max. Was in A. Smith, re wtr. + diamonds . NewI
- a simple, obvious one ,uause for oldrobere

8.
Custrium K thy³B.

~13

1. Not new foundin dicands, Ch.1. They refined it.dacknowledged Ricquida, wrote of Ricardo effect .Faustmann, 1848

Iways, restates Decanda

2. Is bound yw. wages-frund idea

K can be lau - saving, refuting H.G.
This watin 4.5. Mill, * HG o'looked it. Major error:

"all-devoweing rent" thy, in chap. "Effect of improvement in the
Accts, for orig. shock effect of the book, but also for

later anti- buonge reaction . " See, he misled you.

Anty's

"

et al.
F. Walker (Cord, 41-2); R.M. Haig, cheap xptw. destroysneut; TolleyMorerecently. Kamenians loved in-opps, Took unvironmentalists finallyMgillsdl. [6low whistle on this you sense .

obvious dar.of lawsof rest of Ricardo, von Thünen, etal.
Wagen = MP is HG bow of wage , Clack & Wicksteed

Euty's Theorum is ItG's Coorchy, of Laws of Aistribu.
booh acknowledged their dess

~) Disualumplexis
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Expenditures (Continued

AMERICAN JOURNAL OF ECONOMICS
AND SOCIOLOGY

GRANTS

Deficit
Will Lissner Honorarium

Public Revenue Education
Council

Center for the Study of
Economics

Education Activities
Walt Rybeck

The American School of
Classical Studies at
Athens

Projects approved by the
Executive Committee
and /or Board

$ 60,000
10,000

$ 5,000

30,000

60,000

17,000

62,000

$ 70,000

174,000

$ 544,000



th
II. What did they discond ?

A. Wages fund thy Iwillbe misunderstord on this.Iprints,
O Found in Quesney, Smith, Rivando, & Mill, ferons.Never said & K limited wager.

exploit, & then to(12). Was converted into a travesty, to thiscredit it...Fundfixed,
(same as done to pleitos, of HtG - we know this

provess)

3) It was this travesty that HG. attacked. Never
undustood with thy proper.

& needs to be inte.4)~) Thy prope is right, & implant.
w, HG thy of stumps to make a conect thy

Austrians revived & improved on thy : Jevons, BB, +
esp. Wicksell, acknowledged deft to Ricardo. (butnot to M. Faustmany)

~) HG attacked Austrians ato reading them. A touch of
intellectual chauvinism . Sud, have allied w. them. Austrians were con
servative but were defending vs. Mare, not it.G

out Austrian pel. ofproces,
as ofof theirtheir
vs. theanti-Marisonumpaign to equate band to "The anti-Goth

of
wrecistite

well succeeded . Micro has us relations ofsequence, only

destroyed thewalaces of classical. Hadno maurs

when 1924 hit. Fillon their facies. So did Gongists.
Field wide open for Keynerious.



Note 1 Significant Accounting Policies

Note 2

Note 3

ROBERT SCHALKENBACH FOUNDATION , INC.
Notes to Financial Statements

March 31 , 1991 and 1990

Basis of Accounting

The Foundation's policy is to prepare its financial statements on the
cash basis but includes depreciation , accounts receivable ,
liabilities for payroll withholdings and a liability for employees '
pension . Under this basis , revenues are recognized when collected
rather than when earned , and expenses are recognized when paid rather
than when incurred . Accordingly , the accompanying financial
statements are not intended to present financial position and results
of operations in conformity with generally accepted accounting
principles .

Inventory

The inventory of books and pamphlets is carried at cost .

Investments

Investments are carried at cost if acquired by purchase , or at market
value at time of acquisition if acquired by gift . Gain or loss is
recorded only when realized . Short-term investments include accrued
interest receivable .

Depreciation

Depreciation is computed using the straight-line method . One-half of
the depreciation is allocated to the American Journal of Economics
and Sociology , Inc. , a related entity.

Remainder Interest in Trust

The remainder interest in Trust represents the Foundation's remainder
interest , at nominal value , in a trust established by Francis Neilson
on November 15 , 1946 as amended March 17 , 1958 .

Revocable Trust

During 1976 , the Foundation created a revocable trust with the Bank
of New York, to partially fund the nonqualified pension plan . The
trust income is used to pay F. Soriero the monthly payment of $972
during her lifetime .

- 5

BUCHBINDER TUNICK & COMPANY
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IV (cont.) What discard ?

B. Bus. Cycla

thy

Mave & Senge hat both brought them ins

litantly
W. Mitchell was usi lítan

Baconian,

C. Wholistic view of cu..

won us.
F. Knight says

G

never developed a

Reut: land; memnued & [ become Ilgaina

We willsee how they subructed them.

Like Protestaut Churches,
Begun comportmuutaliquiga

Land Gus." survived, w . R.T. Ely. the same time,
Linge, but inthere is no land. Both avidly anti

Ely, they wereseated off. Something likecase

Madison on sepmation of powers.
Otherwise, is spareless,both time &spherethe dimensions of land, thiminate

Pub, face
"L a compartient.
" M & B" a comptant,- thow,liv. is basis of credit

D. Undermine vocab, in which HG reasoned,expressed würself.

Everg.e.thy"
became a

compartment

E. Functional distriben . of #income
Replaced w. personal distriby . Notof band, butof income.

F__Bim, rit?.
F. 3 factors ofprodu., each limitational; all mutually

exclusive; inconvertible

G. History. Cf. It G, who devoted more pp. to list. ofMop.in
any other subject,

prop.into
land than



ROBERT SCHALKENBACH FOUNDATION

To Promote the Economics of Henry George

DATE : May 29 , 1991

TO :

FROM : Oscar Johanssen

RE :

Directors

zdrąsszekeve

President's Report.

41 East 72nd Street , New York, N.Y. 10021

Enclosed herewith is the President's report .

Liberty means Justice, and Justice is the natural law . .

from Progress and Poverty by Henry George

212 988-1680
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III B
A. Land= K. (Was implat, theyforlandownersto the K - they

Wewni't tacus labailank on transmigration.( Rosicrucian) & trausmutation

reincarnation.

(alchung)

H. Ethics, Justice. affect to be "value -free.I. PolicyI. WWales activism. Instead, futalisme.What new .
2'

Apt. K is not the concrete K goods, but " the abstractgły,of
wealth (value) that resides in it."

"1 transmigrates "from oneThis abstract gły.
Material thing to another. It is "pure K " Lef. Kant's Cutique
of Pure Reason ) Curiously, this concept comes from K. Marie, 1867 , Mhes Kap.It is "transmuted " into land, by exchange.

2. Debating BB, shop K has us pd. of life. Liver forever.ne

The pt. of this is to make it like land, never wear
out.[By implication, ALV. creater K, tos but no with.]

it. - Spuler, Seligma

3. Is no A of Kpossible fromuntering
Fixed -cf, Hurbuyu today: t.s. Adams, 1917 , us. Fillebrown.4. Land is all man made grading, billing, fertilizing, draining,exploring discovernis.

(HT,C) B₂ Land has a MP

is paut
just confirms Helpsarecause in one way

Nominally

- shows you can inpute

of Euler, MP = resid, vent, same auswa
HG's coordre, of laws ofdistriben .

Refutes omelette School , including Seligman. Wicksteredsaw this.
uits in Ir

as a residual asurplusabovecoper ways& In practise, removed dux. Freunt.ofloud

usunglue,ayonsastorically undercuts classical idea of rent as supplen



ROBERT SCHALKENBACH FOUNDATION , INC.

Financial Statements
and

Supplementary Financial Information
(Cash Basis )

Nine Months Ended March 31 , 1991

BUCHBINDER TUNICK & COMPANY



!

by the Land is now "productive" in its own right, parallelto labn & K. Doesn't mean the owner is productive, but
raises the possibility of confusion

une 4

2) Land has an o,c ., its MP in Wighest alt,me
must be pd, its MP to live it from alt,we,
" cost" instead of being supplied brecky by nature

3) Landowner now has socialfunctions
a) Allocate band to bet
b) Reserve for higher future

Now it was a

It1

(

2

me avoid prescature under
improvement, Ely. PaulSmith, strictions in pamphletpub,by J.C.Lincoln luse.

Prevent overuse of thatland, aka Tragedy of Commons.aThis is often carried so far as to set Max Upma
norm. Formally the thy.precludes that, but in practise is
very common goal is to max tot " productivity" meanml
l'abor

productivityResult: underuse

d) Explore & discover. previous claimants

c) Conquer (Frank Kaight, "kill,ordriveoff ")
a

4) Consuve soil (Davenport, et al.) (gradually decumplarised,as lundownersganted to thephenter baudlord bears free3. bunden &
risk of frig, ownership of land. Spures the tencut this bunden.

h) Rent must be high Mough to yield a fair retume orprice of land.



ROBERT SCHALKENBACH FOUNDATION , INC .
Statement of Assets and Liabilities Arising from Cash Transactions

March 31 , 1991 and 1990.

Assets :
Cash and short-term investments :

Checking account
U.S. treasury bills
Money market funds
Custodian accounts
Petty cash

Total cash and short-term investments

Investment in stocks (Note 1 )
Investment in bonds (Note 1)
Revocable trust (Note 3)
Inventory of books and pamphlets (Note 1)
Due from American Journal of Economics

and Sociology , Inc.
Equipment , at cost less accumulated depreciation

of $10,646 in 1990 ; $ 7,410 in 1989 (Note 1)
Prepaid excise taxes
Miscellaneous receivable
Advance to publisher
Accounts receivable
Remainder interest in trust at nominal

value (Note 2)

Total assets

Liabilities:
Payroll taxes payable

Commitment (Note 6 )

Fund balance , unrestricted

Total liabilities and fund balance

$

2

BUCHBINDER TUNICK & COMPANY

1991

3,880,096
556,558
12,548

50

11,509 $ 7,673

4,460,761

1,831,221
472,941
173,438
82,170

39,954

3,073
10,500

$

9,300
2,762

1

$7,086,121

4,306

1990

7,081,815

2,449,965
804,079
14,657

50

3,276,424

1,339,035
498,366
174,437
81,749

30,213

5,480
3,750
5,000
3,000
2,808

1

$5,420,263

$ 2,416

See accountants ' compilation report and notes to financial statements .

5,417,847

$7,086,121 $5,420,263



C) Unitof Analysis : " The Firm"
1. is a disembodied spirit, hikes erything.

Related to Erry, "farmer" of classics, butfarmer always had
fixed.band

usuallyignoves actual nature of west business : big chunk of
propues!2. Replace cim, rets, w . variable

a) Is more abstract

8

to vary all inputs,
Contrary

6) Presumes it is just as easy
toface . "Factor symmetry" caried to fakehood.
c) Cost of inputs allgiven from outside - no endog.

determination. Us insight into how vent is determined,
presumption that land supply is fixed. labor til me

No

Mobile & clastic .

d) Emph, mainly on thradeoffs it substan,
maining const

r.c., looking for a
une .

(~E) (D) Attews, Redafn , of Subject

are-

Ecs. We study of " alloon.ofsearce means andamong"
competing ents"() Distribu, out, except as psul. distribu. I'oreto said that
never changes, no matter whatyou do all times & places the
same ( bunks !)



ROBERT SCHALKENBACH FOUNDATION , INC .
Statement of Revenues Collected , Expenses and Changes in Fund Balance

(Cash Basis)
For the nine month periods ended March 31 , 1991 and 1990

Revenues collected:
Dividends and interest
Gain on sale of securities
Contributions and legacies
Income distribution from Francis Neilson Trust
Net income (loss) from books and pamphlets

sold and donated

Total revenues collected

Expenses :
Salaries executive secretary and office
Office temporaries
Payroll taxes

Total payroll expenses

Functional expenses
Administrative expenses
Federal excise tax (Note 5)

Total expenses

Excess of revenues collected over expenses

Fund balance , unrestricted , beginning of period

Fund balance , unrestricted , end of period

3 p

1991

$ 354,745 $ 337,958
1,561,091 258,975

BUCHBINDER TUNICK & COMPANY

1,917
62,278

8,027

1,988,058

53,426
7,684
5,490

66,600

159,414
71,167
13,764

310,945

1,677,113

1990

5,404,702

3,051
61,765

(8,260)

653,489

50,952
5,322
5,736

62,010

89,232
48,816
4,947

205,005

448,484

See accountants ' compilation report and notes to financial statements .

4.969,363

$7,081,815 $5,417,847



(1) New meaning for rent

Shamelenly state the word, issued new defu, on

Reut now = excess of MP over 0.c.
O.C. of land defried

0.c. of teck eithletes defived as much lower, rather than
playing for another team. Itencer wages are now all unearned

as = curent use, reut

"Faculty" veut . If boun suncut,
Self-discipline, work hard and May[M. Friedman)au).

year =0

veuts; &arents are allearned inc.
Examples are usually basketballplayers.

Pareto did this; Subtle ! Descended from Machiavelli,
César Borgia, & Raran Sumpia , Burnoulli, Cagliosove &Paganini,

And 16 barn

really cons.

authority

May

byJ.C. Lincoly Falta.
(~) Pickup pit8, bem,E

TIT,B Macro out.

"Reventedpref." If work hard, reveals a pref-for work, is?The Curicago Tautology."

w. innate

shid pay..you
SourcesSomce of wrong ideas : 1) Kunnow, Keiper Segal & Clark -pd.

2) Jun Camic, John Murphy & Aucher Schujsz

Growth, K funtre out
Boom & Slump out -aided by missing bust of 1912.



ROBERT SCHALKENBACH FOUNDATION, INC .
Statement of Changes in Financial Position

(Cash Basis)
For the nine month periods ended March 31 , 1991 and 1990

Sources of cash :
Excess of revenues collected over expenses
Add (deduct ) non-cash items :

Depreciation
Net (gain) on sale of securities

Total from operations

Proceeds from disposition of securities

1991

$ 1,677,113 $

812
(1,561,091)

116,834

2,738,750

1990

448,484

1,175
(258.975 )

190,684

296,247



T

All the rage

are denivable unless no one lover, bes. you

Pareto
optimality

No
changes

can't of, individuals subjective feelings. Only'No changes from what ? Statur
Pareto

que,
existing entitlements

outers.

Onlywin - win chargeur:popularized

endorsing all

(No one ever mentions compensating slaves.
by goves are forever bygovern.looking

E.S.
1. Shari't have freed slaves wis compensating owners

Thatis backward
Doublestandard.)

lo

EDF on CUP.

2. Old tux is a good tux

3. Never proditir pollu. Rather, give pollu, rights
Fared on history ofpother. (Nues compensate thosepollutedon)(Never

4. Never break a mapy - buy itout .5. Never lower a turiff.6. 16

with draw a subridy, e.g, to vice growers , or wtr.Cust

Wicksellproposed unanimity rule, but made one
exception: band rent.

In practise rand Toy & public domain me allowed.one E.g.

not only
6. Landowner hears fuld. bunden & risk of ownership. Is entitled

to fair retulel on price of land. Thisisvandeter q entitlements, buteste



ROBERT SCHALKENBACH FOUNDATION , INC .

INDEX

Financial Statements (Cash Basis)

Accountants ' Compilation Report

Statement of Assets and Liabilities Arising from Cash
Transactions as of March 31 , 1991 and 1990

Statement of Changes in Financial Position ( Cash Basis)
for the nine month periods ended March 31 , 1991 and 1990

Notes to Financial Statements , March 31 , 1991 and 1990

Supplementary Financial Information (Cash Basis )

Schedule of Net Income (Loss) from Books and Pamphlets Sold and
Donated (Cash Basis ) for the nine month periods ended March 31 ,
1991 and 1990

Statement of Revenues Collected , Expenses and Changes in Fund Balance
(Cash Basis) for the nine month periods ended March 31 , 1991 and 1990 3

Schedule of Functional Expenses (Cash Basis)
for the nine month periods ended March 31 , 1991 and 1990

Schedule of Administrative Expenses (Cash Basis)
for the nine month periods ended March 31 , 1991 and 1990

Page
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Validater asking priver at any livre. They keep ratcheting up.
(G) Rent- seekin'is is good (lord 59

18) luc, includes wagen

owly

Classics had deducted " subsistme
land vent was pune inc

(Peel)

I equally are defined on Form

+

& landvaluve are
Land rent,is

approaching zur
*

1844Debates on inc. takes of 1798-1815 (Pitt)
Eusts, had classified ino, by source

Recently only wages are inc. Equity means = trecut.ofequal,lo es.
~) L.V. is bai's of credit
I

ff

(L

or matce,

Walker

Willford Kring

Ray Goldsmisls

Ernest Kmnow (f. C. Lincoly Falty )
T. Schultz
AFF

Crities of Denni's Meadows

attu, on fixityfixity & impthice. of land.
+ are more anti- MalthusianIn this, they were

than H.G. nenumber, it.G. used Matches as por intie, to four



BT&CO.
BUCHBINDER TUNICK & COMPANY
CERTIFIED PUBLIC ACCOUNTANTS

ONE PENNSYLVANIA PLAZA , SUITE 5335 , NEW YORK , NY 10119-0219 212-695-5003 • FAX 212-695-4638

ACCOUNTANTS ' COMPILATION REPORT

To the Board of Directors
Robert Schalkenbach Foundation , Inc.

We have compiled the accompanying statements of assets and
liabilities arising from cash transactions of Robert Schalkenbach Foundation ,
Inc. as of March 31 , 1991 and 1990 and the related statements of revenues
collected , expenses and changes in fund balance , and changes in financial
position (cash basis ) for the nine month periods then ended , and the
accompanying supplementary schedules on pages 8 through 10 , which are
presented only for supplementary analysis purposes , in accordance with
standards established by the American Institute of Certified Public
Accountants.

A compilation is limited to presenting in the form of financial
statements and supplementary schedules information that is the representation
of management . We have not audited or reviewed the accompanying financial
statements and supplementary schedules and , accordingly , do not express an
opinion or any other form of assurance on them.

May 3 , 1991

11921 ROCKVILLE PIKE , SUITE 200 , ROCKVILLE , MD 20852-2745
301-770-9110 FAX 301-881-3699

BUCHBINDER TUNICK & COMPANY

122 CUTTER MILL RD. , GREAT NECK , NY 11021-3103
516-487-1220

1035



(K.) Backward bending 5 cuve of luben

5 not only fixed, lille land, but

Labor theideal tax base.
peruse. PayPay less get more.

IM

12

( Keyles, other extreute, inf. elast. S of labor. No one

Wee tried to reconcile that I know. They just throw
these arbitrary assus , at you, in diff. compartments of

cus.)

(2) In pub, face, ability to pay = liquidityL

"Uneaned A to l.v." replaced by " Kgain."

(N) Land equally distrib, Mist Poor people own all the

land. F. Walker: U.S. Census of big. Plue Oct. Couf.(0) K supply unaffected by 1,0,



ROBERT SCHALKENBACH FOUNDATION

To Promote the Economics of Henry George

9-11

Dr. Mason Gaffney
POB 7998
Riverside CA 92513-7998 "

Dear Mase :

41 East 72nd Street , New York , N.Y. 10021

stay .

May 23 , 1991

A single room is being reserved for you for the
Annual Meeting of the Robert Schalkenbach Foundation for
the night ( s ) of June 10th
at the University Club , 1 West 54th Street , New York ,
New York 10019. The Club's telephone number is 1-212-247-2100 .

212 - 988-1680

The Foundation will pay all reasonable costs for yourIt is not necessary for you to pay the Club .

We are looking forward to seeing you again .

Sincerely ,

van
Oscar B. Johannsen
Executive Director

Liberty means Justice, and Justice is the natural law

from Progress and Poverty by Henry George
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III . How NCE superseded George and the Classics

100

NCE is a stroke in PR

Strategy . Need for subtlety , slyness . Avoid frontal
assaults , direct confrontations like those that so embarrassed
Francis Walker . Avoid drawing attention .

Rewriting the dictionary : semantic cleansing .

A. What they kept ( by topic )

Need to compensate landowners for being taxed came

from Mill , who thus earned being called " the saint of socialism . "

A red herring , application selective : no need was seen to
compensate workers for being taxed , nor owners of capital .
landowners , somehow ,

Only

Dim . m.u. They called it new , but it is in Adam Smith .

Occasionally , inconsistently , said land tax can be
shifted . Atkinson . Shows up again in Musgrave , de facto , who

has property tax shifted forward . Musgrave's model followed by
most ; taken up by Jarvis .

B. What they discarded (by topic )
1. Pressure of population . Walker said rent has not

risen faster than wages . More anti -Malthusian than George .
Walker was correct to point out that labor ( did he

also say capital ? ) may be land- saving , not just land-using .
2. Fixed land supply . P.W. replaced the frontier .

Urban growth as new frontier ( borrowed from George , but used
against him) .

C. What they added ( by topic )
1. Capital as substitute for land , without limit .

Hanson and frontier (Webb ) . Tolley .
2. Concern for soil conservation . Walker ; Davenport ;

Frenchmen criticized by Walras .
3. L.V. as basis of banking , from lenders view , and of

credit extension , from borrowers ' view ( Edgeworth ) .
4. Every factor has a MP .



I-G . Suspension of Decorum

1. Attitude towards HG shown by extraordinary personal
discourtesy displayed . "Drawing- room violence . " Subtle
belittling . Academic terrorism? The sneer , the lifted eyebrow ,
the horse- laugh , the jeer , the giggle , the simper , the feigned

"That's not done here . "astonishment

Examples :

W.I. King , recap Heavy sarcasm . Out of step , to the tune
of an ethnic " joke . "

"Mr. " George , recap
Francis Walker's condescension , recap
Brown's mind as twisted as his leg handicap-bashing

2. Failure to give credit blot out his name

Turner thesis ( for better or worse )
Wicksteed's coordination
Marginal cost pricing , Tom Johnson
Frontier as source of invt . opps .

3. Blatant misstatements of his position
Agrarian
Socialist
Anti-tenure

I-H . Economists on George's side ; their reinterpretation through
selective use of their works

Walras Jaffe's selective translation
Wicksell
Brown recap
Hotelling attacks by Frisch and Little ; the timid soul.
Vickrey a math wizard treated like an eccentric
Proudhon

-

97

the profession's selective use of him

- dismissed by Marx
Quesnay et al - focus on their errors
Wallace a great evolutionist treated like a throwback
Clawson editing George out of his works
Gesell Keynes selective treatment.



Commons omission of his Georgism from bio?
Veblen neglect of his last book , Absentee Ownership

a reformer coopted by Neanderthals
Mill - nibbled at at every opportunity , from all sides
Adam Smith

98



II . George and the Classical Economists

They were his reference group : Quesnay , Smith , Malthus ,
Ricardo , Mill , Cairnes

Their radicalism . They struggled against land
concentration , and exploitation .

Locke
Quesnay
Smith
Ricardo
Malthus?
Mill
Cairnes

99
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Maryn1 Furner(1975). Aduocary & Objectivityest in the Professionalization of American
Science 1865-1905
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The Theory of Urban Ground Rent
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H. Douglas Bernheim ,
John L. Weinberg

Professor ofEconomics.
and Business Policy at
Princeton University,

and Marc E. Lucksitz

presidentofthe Securities
hulustry Association,

listen as Arnold C.
Huberger, professor of

economies at the

University ofCalifornia
Los Angeles , explains his

findings

Table Assel Accommulation and Confide

Individual's Expectation About
Future Social Security Benefits

No future benefits
Lower future benefits
Same futuro bonofits

FRED HARRISON

4 Capital Formation/June July 1994

Security benefit statements could discourage
personal saving. First, most recipients of these
statements would be pleasantly surprised by

the apparent generosityofthe system. Second, Corporate Taxes : Who Pays?
the benefit statements may enhance people's
confidence that benefits will not be reduced or
eliminated . Professor Bernheim concludes that
the benefit statement policy might depress
personal saving because virtually all saving
among the baby-boom generation is
undertaken by those who have little or no
confidence in the Social Security system (see
Table 1) As ofage thirty, there are only minor
differences between the wealth- to - cømnings
ratios for those who expect no Social Security
benefits, those who expect lower benefits than
current retirees, and those who expect the
same benefits as provided under current law.
However, by age forty -seven (the maximum
age of respondents in the data sample) the
differences are enormous. The estimates

Age 30

Wealth/Earnings Ratio

Agc 47

1365
0.846
0.455

0.320
0.283
0.367

14/08 04 10:46

Social SecurityKim

P07

Change

1 045
0.563
0.088

indicate that, over the intervening seventeen
years, those with the least confidence in
Social Security (i.e., those who say they
expect to receive no benefits) accumulate
incremental wealth equal to slightly more
than one year's worth ofearnings.

Dr. Berrheim concludes that since the
government policies currently under serious
consideration may well prove ineffective for
mising personal saving, more ambitious
information policies including promotion
and the provision or facilitation of explicit
advice and guidance- deserve serious
consideration.

Commenting on Dr. Bemheim's paper
were Arnold C. Harberger, professor of
economics at the University ofCalifornia-Los
Angeles: Joyce Manchester , principal analyst
with the Congressional Budget Office; and
John B. Shoven, dean of the College ofArts
and Sciences at Stanford University. The
session was chaired by Marc E. Lackritz,
president ofthe Securities Industry
Association .

Professor Arnold C. Harberger presented
new study on the incidence of the corporate
income tax (CIT) In an open economy, where
capital is free to flow across borders. This new
study extends Professor Harberger's earlier
analysis of this topic, which has served as the
foundation for much of the modem research
on the incidence of the corporate tax burden.
His analysis concludes that U.S. corporate
taxes may be depressing U.S. wage rates--that
in fact, the true incidence of the CIT is on
labor rather than capital . As a result, it might
be desirable to consider a unilateral reduction
ofthe U.S. CIT and adoption ofa
consumption tax (ifrevenues are needed)
with the aim in mind of generating a positive
impact on U.S. wages. This is a thoroughly
legitimate thought, in the sense that as long as
the rest ofthe world does not follow the
United States in its reduction of the CIT, the
contemplated benefits to labor will in fact

ensue. The tantalizing truth , however, is that
the ultimate incidence effects of, forexample,
a 10 percentage point reduction in the U.S.
CIT will not be determined in Washington
but in the other major capitals ofthe world, as
they decide whether or not to follow

American Council for Capital Formation
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Washington's initiative in reducing this tax.
(Professor Harberger's study is summarized in

the enclosed Special Report, "The ABCs of
Corporation Tax Incidence . Insights Into the

Open-Eronomy Case.")
Respondents to Professor Harberger's

paper were Thomas A. Barthold, economist

with the Joint Committee on Taxation ; David

F. Bradford, professor of economics ot
Princeton University; and Mark Weinberger,

chiet of stafffor the Bipartisan Commission

en Entitlement and Tax Reform . Barry K.

Rogstad, president of the American Business

Conference, moderated the panel.

U.S. Tax Policy & Foreign Direct
Investment: Incentives , Problems,

& Reform

Professor R. Glenn Hubbard's paper

addresses the question ofwhether the current

system of taxing international income is

viable in a world of significant capital market

integration and global commercial

competition . As multinational corporations
play a larger role in the business activities of

the global economy, Inrerest in international

aspects ofcapital income taxation has been
stimulated as well, he notes in the United

States , debate has centered on the
competitive position of U.S. firms in

international product and capital markets.
Thisconcern is accompanied by complaints
that U.S. international tax rules have become

more complex and more distorting in the past

Professor Harberger presents his study on the incidence

of the corporation income tax in an open economy

American Council for Capital Formation

14/08 ¹94 19:47

MARK

Barry K. Rogstad, president ofthe American Business Conference ; Thomas A.

Barthold, economist with the Joint Committee on Taxuion; David F. Bradford,

professor ofeconomies ar Princeton University; and Mark Weinberger, chiefofstaff

for the Refvartisan Commission on Encilement and Tax Reform, exchange commPTIES

on tax resmuchering and economic growth.

several years,
particularly since the
passage ofthe Tax
Reform Act of 1986.
Discussions in Congress
and the administration
since 1992 indicate a

willingness to consider

significant reforms.

The Cost of Capital
and Investment by
Multinational Firms

Professor Hubbard's

analysis chows that the
investment decisions
and capital costs of
U.S. multinationals are
profoundly impacted by
the tax laws in both

the host country and in
the United States. In
one example, increases
in the availabiltry of
investment incentives
(investment tax credits
or accelerated
depreciation ) in the
host country reduce
the cost ofcapital and
stimulate foreign direct
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TheThe best way to visualize the incidence ofa tax is tu
think ofitas a"wedge," Professor Harberger observes.

Forexample,taxes on cigarettes, liquor, and telephone calls
introduce a wedge between the price paid by the buyer and
the price that is received by the seller. In the cimplest
textbock example involving supply and demand fo: just
one commmuality, adding a tax causes the price to go up for
the buyer and down for the seller. That is, the burden ofthe
1ax is divided between the buyer and the seller. In more
complicated situations, the concept of the wedge remains
equally valuable, but the ramifications ofinserting that
wedge extend beyond the simple cast iust describesl.

June, 1994 |

Corporate and Consumption Tax Incidence In
An Open Economy

1 by Arnold C. Ilarberger

The ACCF Center for Policy Research is pleased to announce dan UCLA Professur Arnold C. Harberger has been nesned the
John J , Byrne Fellow of the ACCF Center for Pulicy Research . Mr. Byne , a member of the board ofthe American Council for Capital
Formation, is a promment business leaderand philanthropist. Professor Harberger, the widely recognized "dean" ofpublic finance
economists, is a member of the bound of the ACCF Ceriter for Policy Research.

As the John J. Dyrne Fellow at the ACCP Center for Policy Research, Professor Hurberger has undertaker, significant new research
asthe incidence of the conporate income tax (CIT) and value-added tax (VAT) in an open economy where capital can flowfreely across
internasionaalburders. This work extends Professor Herberger's seminal analysis of the corporate tax incidence which has served as the
foundnion for much of the modern research or, the incidence of the corporate tax burder.. These new findings will be mvaluable as the
policy debate about the incidence ofconsumption taxes versus income taxes accelerates in Congress, the press, and the private sector.

Corporate Tax Incidence

Forexample, when a 50 percent corporate income tax
is inserted into a previously tax-free country with na such
tax on the non-corporate sector, the rate of retum in the
two sectors will eventually be equalized because suppliers of
corporate capital will not be content to earn a returi less
than that received by suppliers of noncorporate capital.
Capical moves out of the raxed sectorand into the untaxed
sector, leading to a struation in which the gross rate of
retura goes up in the taxed sector (because the corporate
capital stock is smaller) and the general rate ofreturn in the
unitaxed sector goes down (because its capital stock is now
larger). After-tax returns are equalized again and the
government now receives tax revenues. Thus, whatever
burden is being borne by corporate capital will be bome by
all capital, not just the capital that is in the corporate
sector.

P06

Priorto the development ofgeneral equilibriumi
analysis, in which Professor Harberger was a pioneer in the
1960s, economists maintained that partof the corporation
income zux waɛ bome by labor, part by consumers, and part
byshareholders (or by capital ). That led to the thinking
that the worst that could happen is that capital would bear
the entire tax, Professor Harberger observes. In contrast.
general equilibrium analysis leads to the conclusion that
capital can bear less, an equal amount, or more than the
fullburden of the corporate income tax.

Tax Incidence in a Small Developing Country

Setting the stage for his analysis ofa large country such
as the United States , Professor Harberger begins with a
simple example ofthe meidence ofa corporate income tax
in a smail, neveloping country. He notes thatwhen we
speak ofcorporation tax incidence in an open economy,
weare considering two major links between this econicity
(the one where the tax change is taking place) and the rest
ofthe world. The first is the capital market , linkingthe
rates ofretum to capital here and in the rest of the world.

The second is the marker for tradable goods, linking their
prices in this marker with those that prevail abroad for the
same goods. The example also assumes that the rates of
return to raputal are governed by a worldwide market
wherein the after-tax rates of return to capital in the
principal world centers tend to be brought to equality.

Professor Marberger sets up four sectors---corporate
tradable (iteinufacturing) , corporate nonmadable

Į
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policy debate about the inculence ofconsumption taxes versus income taxes accelerates in Congress the press, and the private sector.

Corporate Tax Incidence

he best way to visualize the incidence ofa tax is to
teves.}}

For example, taxes on cigarettes, liquor, and telephone calls
introduce a wedge between the price paid by the buyer and
the price that is received by the seller. In the simplest
textbook example involving supply and demand for just
one commodity, adding a tax causes the price to go up for
the buyer and down for the seller. That is, the burden ofthe
tax is divided between the buyer and the seller. In more
complicated situations, the concept of the wedge remains
equally valuable, but the ramifications of inserting that
wedge extend beyond the simple case just described.

Extended Page

For example, when a 50 percent corporate income tax
is inserted into a previously tax-free country with no such
tax on the non-corporate sector, the rate of return in the
two sectors will eventually be equalized because suppliers of
corporate capital will not be content to eam a retura less
than that received by suppliers of noncorporate capital.
Capital moves out ofthe taxed sector and into the untaxed
sector, leading to a situation in which the gross rate of
return goes up in the taxed sector (because the corporate
capital stock is smaller) and the general rate ofreturn in the
untaxed sector goes down (because its capital stock is now
larger). After-tax returns are equalized again and the
government now receives tax revenues. Thus , whatever
burden is being borne by corporate capital will be borne by
all capital, not just the capital that is in the corporate

·

sector.

Prior to the development ofgeneral equilibrium
analysis, in which Professor Harberger was a pioneer in the
1960s , economists maintained that part of the corporation
income tax was bome by labor, part by consumers, and part
by shareholders (or by capital) . That led to the thinking
that the worst that could happen is that capital would bear
the entire tax, Professor Harberger observes . In contrast,
general equilibrium analysis leads to the conclusion that
capital can bear less , an equal amount, or inore than the
full burden ofthe corporate income tax.

Tax Incidence in a Small Developing Country

Serting the stage for hus analysis ofa large country such
as the United States , Professor Harberger begins with a
simple example of the incidence ofa corporate income tax
in a small, developing country. He notes that when we
speak of corporation tax incidence in an open economy,
we are considering two major links between this economy
(the one where the tax change is taking place) and the rest
ofthe world. The first is the capital market, linking the
rates of return to capital here and in the rest of the world.
The second is the market for tradable goods, linking their
prices in this marker with those that prevail abroad for the
same goods. The example also assumes that the ratesof
rerum to capital are governed by a worldwide market
wherein the after-tax rates of retum to capital in the
principal world centers tend to be brought to equality.

Professor Harberger sets up four sectors- corporate
tradable (manufacturing) , corporate nontradable
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(transport and public utilities), noncorporate rradable

(agriculture) and noncorporate nontradable (services and

housing). A smalldevelopingcountry is one in which the

return on capital lies beyond its influence. Thus, putting

a lax on the income from corporate capital would simply

leadto adjustments whereby less capital would be at work

in that country,
Once we realize that the presence of the tax imples

that significantly less capital will be combining with the

same amount oftotal labor (in the small developing

country), we should not be surprised that the equilibrium

real wage has to be lower. But there is an additional and

more crinal reason (above andbeyond simple capita!.

labor substitution) why labor's wage must fall. This is

because ofthe need to compete with the rest of the world

in the production of manufactures (corporate tradables).

The tax is a wedge that has been inserted into the

precxisting cost structure. The prices ofcorporate

radable productscannot go up because they are set in the

world marketplace; the after-tax return to capital cannot

go down (except transitorily ) , because capital will not be

content to earn less in the small developing country than

PA
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Price Formation Before and After Corporation Tax is Imposed
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Net Return
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Wages
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Land Rent

Land Ren!

C. Nuncorporate Tradable Sector- (Agriculture!
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HITI
abroad. Some element of cost has to be squeezed in order

to fit the now tax wedge into a cost structure with a rigid

productprice atone end anda rigid net-of tax rate of

retum to capital on the other. The only soft point in this

cust structure is wages. If they do notyield, die country

will simply stop producing corporate tradables. Ifthe

country indeed continues to produce such goods, then

wages must have yielded-by just enough to absorb the

extra taxes thathave to be paid (see Table 1 , panel A).

If the after-tax rate ofrehim to capital does not

change and the price of the product does not change,and

wage costs, per unit ofproduct, are reduced by exactly

enough to pay the newly inserted tux, then the activity

will be able to survive, even in the presence of the tax.
for wagesBut it is not consistent with market processes.

(ofanygiven kind of lobor) to go down drastically in one

sector and to just stay the same in the rest of the ..

economy, Professor Ha:Lerger states. Thepost-tax

equilibrium willnotcome about instantaneously, but

when it does finally emerge it should be characterized by

equalpay for equal work, for each type oflabor, nu matter

m what industry that work is performed.

Net Return

Wages

Before

Net Return
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Wages
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B. Corporate Nuntruduble Sector --(Public Utilities and

Transportation)

Taxes

Wages

After
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Net Return

Wages

D. Noncorporato Nontradable Sector- (Services and

Housing)
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An Exploration of the United States' Case
M

1364001===

To address the case ofthe United States , Professor
Table 1 presents a visual picture ofprice formation in

Harberger presents an exercise in which, owing to the
the four sectors, before and after the tax is imposed. The

capital market consequences ofa U.S. CIT, world mates of
siguificant story here is that labor in manufacturing bears

reum to capitalfall, leading to a loss by owners ofcapital
exactly the full burden ofthe tax in unamfacturing. Ifthis

means a fall of10penent in real wages , so be in That fall.worldwide that is equal to what the U.S. government

however, extends to the entire labor force. In public

utilities und transportation , this fall is wages is matched

(ormore than matched it Sector R is more capital

intensive than Sector A) by tax payments to the

govemment. (The more-than- matching part is passed on

to consumers of the sector's product.) Put anotherway

labor's loss in manufacturing is exactly equal to

corputation income tax collections from manufacturing.
All other labu: Leans losses that match those of labor

occupied in manufacturing. The manufacturing sectoris

änvariablymuch larger, relative to the total corporate :

sector than is the manufacturing laban force relative to

de total labor force . Flausible onders of magnitude arc

one-halffor the former fraction and one-fifth to one

fourth for the lauter une: Using these numbers we would

have labor hearing 2 to 2 1/2 times the burden of the

corporation income tax in a typical developing country.

collects from the tax. Thus it is fair, in a sense, to say that

owners ofcapital worldwide bear the full burden of the

tax. But this inference is misleading because the

mechanisms described in the preceding paragraphs are

also at work. Ini particular, Professor Harberger concludes

that lahor's wage in the United States must fall very

sharply in order to absorb llic tax wedge being inserred

into the price structure ofthat partofthe corporate

tradables sector where final products are substantially

homogenous (e.g., atcel , electrical wiring, powdered milk)

and whose prices are basically set in the world market (sec ?

Table 2) . This wage fall is likely to mean that laborwill:

bear 2 to 2 1/2 times the full burden ofthe US.
cunoration income tax. Who benefits as aconsequorice

ofthis huge burden en labor plus the additional amount

bome by capical located in the United States? Mainly, it.

is consumers ofthe products of the noncorporate,
nontnidable sector (whose prices unequivocallyfall as

bodi wages andnet returns decline ), and the owners of

agricultural land whose economic rents rise to reflectbodi

the fall in wages and that in the net mate of retum...

Professor Harberger's analysis ofthe United States

case is framed as if there were no existing CIT

anywhere, and then a 50 percent T were inserted

into the United States. Thisbrings out theessence of

the equilibrating process very sharply but it is not an

experiment likely to be conducted in the real world. Ir.
the real world what we see is changes in tax rates ins
one or several countrics. This analysis applies intact;
he concludes, when curputation income taxes are

changed in any one country.

The most significant feature that distinguishes the

case ofthe United States from that of a small developing

country isthe relative importance of the United States in

the world capital market. There was a time, during the

years following World War II, when the United States

may have accounted for more than halfofthewal
capital stock in thenon Communist world. Today, the

fraction is considerably less. probably more like su 1340

percent. But this is still a large fraction, and it signifies

that disturbances originating in the United States will

almost automatically affect the equilibrium ofthe world

vital market.
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Professor Harberger also examines the incidence ofa

broad-based consumption tax using the same analytical
framework. As before, the imposition ofthe VAT, in this
case, inserts a wedge between the prices paid by layers
and the prices received by sellers. A major difference

between thecase ofa corporate income tax and a VAT
is that the latter can be reflected easily in the final
product price. This is true whether the products are
nutradable of tradable, or whether their prices are

totally fixed in world markets or can vary. Border rax
adjustments , through which the VAT is added to the

price ofimports (ond deducted from exports ) permit a
country's price level to be above the world price level.
Professor Harberger illustrares this with the example
of an above-ground swimming pool, in which .

assuming a 15 percent VAT, the water level of the
pool is 15 percent above the water level of the rest of
the world (see Table 3) .

14/08 ¹04 10:43

In contrast to the incidence of a CIT, the safery

valves through which the tax wedge caused by a VAT
work theirway through in the price structure is simply
theprice paid by consumers. This does not mean thara
VAT has no effect on facten prices. Table 3 illustrates
three possible scenarios if the U.S. imposes a VAT. In
the first instance, a LIS. value-added tax just adds to the
price paid by consumers, leavingfactor prices unchanged
(see panel B). In the second case, wages fall slightly and
the rate of return rises (sec paac C). Trethe third

«instance , the net return to capital falls and wages rise
(see panel D ) . But in all cases, the rise of the price is
basically sufficient to cover the value-added tax and

Value Added Tax

Nei Relum

Wages

If factor prices change
favoring capitul

P04

Conclusions

(D) After

Value Added Tax

Not Return

Wages

Il factor prices chunge
favoring labor

what happens between wages andnot returns to capital is
sort ofa secondary story, not the primary story.

The primary story is that the value-added tax will

cause the United States price level to rise above that of
the rest oftheworld. That is the way the wedge is .
reflected and while it is going to be home by U.S.

consumers, it does not have thehuge ramifications on
factor prices ofthe corporation income tax in an open

recončiny .

U.S. labor bears a burden equal to 2 or 2 1/2 times
the revenue proceeds of the U.S. corporation income tax,
it might be attractive to consider a unilateral reduction of
the U.S. CITwith the aim in mind ofgenerating a
positive impact on U.S. wages, Professor Harberger states.

As long as the rest ofthe world does not follow the U.S.

in its reduction of the CIT, the contemplated benefits to
labor will in fact ensue . The tantalizing truth , however, is
that the ultimate incidence effects of, say, a 10 percentage
point reduction in the U.S. CII, will not be determined in

Washington but ir: the other major capisils ofthe world,
as they decide whether or not to follow Washington's
initiative in reducing this tax.

In contrast, if the United States were to implement a
VAT, which more than halfof the world already has, and
simultaneously lower individual and corporate income tax.
rates by a moderate amount, it seenis unlikely that the rest
ofthe world would follow. Such a change has the
potential to increase both investment andwages in the
United States. ~

The ACCF Center for Policy Research is the education andresearch affiliate of the American Councilfor Capital Formation. Its

mandare is to enhance the puble's understanding ofthe need to promote economic growth through sound tax and environmental:
policies. For more information contact the ACCF Center for Policy Research , 1750 K Street, N.W. , Suite 40X), Washington , DC).

420006; 207/293-5811

4 Spacul Reposr/June 1994 ACCF Center for Policy Research

T



e
per

te

maak

Peter M. 455473

The

Mase:
Willforward are ther/title when I get info.

F

Mysteries of the Land
Ricardo calls the powers ofthe soil “original and indestructible. "

However, modern economics must stress the point that valuation and
appraisement do not differentiate between original and produced

factors ofproduction and that the cosmological indestructibility of
mass and energy does not enjoin upon land utilization a character

radically different from other branches ofproduction .
LUDWIG VON MISES (1966)●

There is no socially-created unearned increment in
the possession oflandowners.

• FRANK H KNIGHT ( 1953)

Chapter S

nowing the necessary relationship between ownership and controlK ofna
tionalisation. There is a group ofunwitting advocates ofnationalisation
who have been misled by a false distinction between manmade and
natural factors ofproduction - that is , between capital and land . They
have thus provided ammunition for socialist advocates who are tar
geting land and natural resources for nationalisation and redistribu
tion.

Although the distinction between land and capital is important in
some contexts , it is irrelevant when discussing intervention and taxa
tion: the consequences will be the same for any asset . Nevertheless ,

many attempts are made to treat land differently. Every few years,

Henry George's idea of a "single tax on land rent" comes back into
fashion . Economists then expose its faults and it goes back into hiber
nation until it can be foisted on the next generation.

Recent supporters such as Stephen Meintjes and Michael Jacques
(1990) have even tried to pretend that the land tax is not a tax at all ;

they euphemistically call it a "user charge". They claim to be neither
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capitalist nor socialist, yet they say that "the community" has a right
ful claim on the land-related incomes ofindividuals . Their proposal is
just another way ofnationalising land , de facto.

Land effectively nationalised
Rent is a general phenomenon that applies to all assets , not only land.
Within a category ofassets , some are better suited to their particular
uses than are others . The benefit or return that accrues to an asset
reflects this , and the economic rent is the difference between the re
turn to one asset and the return to the poorest asset being used for the
same purpose . If the rent were taxed away, all assets of that type
would have the same private return as the poorest asset and would be
treated accordingly.

The most obvious error ofGeorgists is to claim that a land tax would
not create distortions in the market : it would . The suitability of
different plots of land for various uses is reflected in the land value
and the rent paid on that land .

It does not astonish the farmer that buyers pay higher prices and tenants
higher leases for more fertile land than for less fertile . The only reason why
the old economists were puzzled by this fact was that they operated with a
general term land that neglects differences in productivity. (Mises 1966 , p636 )

To ignore these differences in productivity and attempt to tax away
all the rent would , as in the case ofstate ownership of the land , leave
no differential rent for purposes of economic calculation (Hoff 1949) .

This would subject land use to the same difficulties associated with
the socialist calculation problem : market information is not properly
disseminated . The tax would be capitalised so as to make the price of
land the same everywhere , regardless of location or quality. With this
artificial levelling of relative prices , the property market would thus
be "blinded" with respect to quality. Poor land would have the same
price as good land .

Meintjes and Jacques seem oblivious to this problem . Speaking on
behalf of the "community", they explain : “What is this rent? It is the
benefit the owner derives from occupying better land , and since it is
the community that determines which land is superior to other land ,
this natural rent is due to the community" (p13 ) . What they mean is
that any benefit that a landowner derives from land that is better
than the worst land in use is to be taxed away.

They continue:
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Imagine that one man owned all the land ; he would still let others use it, but
he would charge them for the use of each piece of land . We call that rent.
Natural rent is based on the same principle , except that although the land
does not belong to the community, and individuals have title deeds which give
them unrestricted use oftheir land for as long as they want it , the difference in
the value between the least productive piece of land in use and all the others,
is due to the community (p13).

By admitting that the "community" would collect all the rent, just as a
landlord would , they are admitting that the state will be acting as ifit
were the owner of all the land . What good are title deeds if the
government takes all the net income above that earned by the poorest
piece of land in use? What incentive would any "owner" have to be
have like an owner? Thus the authors are also contradicting them
selves when they say the owners would have "unrestricted use oftheir
land for as long as they want it" . How long would you want to hold an
asset from which the income is expropriated? Furthermore , one stated
purpose ofthe "user charges" is to "penalise the idle hoarder and weed
out the inefficient" (Meintjes and Jacques 1990 , introduction ) . Although
it would fail, this is clearly intended to exercise control over land use.
It is not at all neutral.

By what standard do the Georgists and other interventionists label
someone an "idle hoarder" or "speculator"? And by what right would
they penalise these people? Doing so would require some standard
superior to the market, but they cannot demonstrate what that is.
Not only do they not have any superior standard , their intervention
would also interfere with the market process . Speculators may be
envied and despised by those who lack their skills , or those who have
a different approach to life . Nevertheless , they provide a valuable serv
ice , and in fact most of them do not earn the great profits that are the
object of envy. As Professor Frank Knight points out:

[G]eneral reasoning indicates and statistics fairly well prove that the actual
outlay costofthe land, the investment oflabor and capital , with interest while
"waiting" for the increase, and the taxes paid , add up to the actual value , over
any representative sample , without counting the subjective costs not
measurable in money. Ofcourse there is a large element ofluck in all exploration
and development activities . Some did make very high returns on their outlay;
others lost their all, and often health or life besides . If society proposes to
confiscate the gains of the winners it must compensate the losers - or not only
work arbitrary injustice but set a precedent that would warn anyone against
undertaking risky ventures . This would at once force establishment ofoutright
socialism or put a stop to all forward -looking activity.

Men do hold land 'speculatively' for an expected increase in value . This is a
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social service, tending to put ownership in the hands of those who know besthow to handle the land so that the value will increase . And the familiar
psychology ofgambling makes speculation in general a losing business to the
whole body ofthose who engage in it . They obviously do not need to keep it idle
to get the increase, and do not, if there is a clear opening for remunerative use.(Knight 1953 , p810)

Thus we must admit that “speculation” is not a costless activity; nordoes it often lead to extraordinary profits.
Those who see "idle" land and condemn the act of speculation for

this apparent under-employment of resources are mistaken on two
counts . First, the accusers have no way ofknowing how the land should
be used and , second , by hampering speculation they are disturbing
the process whereby the market searches for the best use.

If land having value for use is not used by an owner, it is because of uncer
tainty as to how it should be used, and waiting for the situation to clear up or
develop . An owner naturally does not wish to make a heavy investment in
fitting a plot for use which does not promise amortization before some new
situation may require a different plan . (Knight 1953 , p811 )

As Professor Knight makes clear, "speculation " is an integral part of
the resource allocation process . It is productive activity. And even
though a particular piece ofland may appear to be "unused" , the owner
(who bears the costs ofhis actions ) is making what he judges to be thebest use of the information available to him . There is no reason to
believe that a government , using a single tax or any other device , could
make better decisions about land use.

Because land is still relatively abundant, only the most productive
pieces ofland are currently in use . For the time being , land that peo
ple consider to have too low a physical productivity or to be poorly
located will not be cultivated . The "marginal" soil (i.e. , the poorest soil
cultivated ) yields no pure economic rent . The submarginal (unused)
land also yields no rent and would be considered entirely worthless if
one were not to recognise its potential for use in the future (Mises
1966 ) . By thinking ahead and offering a positive price for such land,so-called speculators actually protect properties from present abuse,
in anticipation ofbetter-valued uses as development expands . In other
words , they develop land at the rate desired by consumers (Rothbard
1970).

The constantly-repeated argument that the single tax on land would
force idle land into use is simply not true . The tax would lower the
returns on all land that is used . It may even render the returns on
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some projects negative , due to the likelihood that errors in assess
ment will result in taxes ofmore than 100% , thereby forcing a change
ofownership . There is no reason to consider this a social benefit . And ,
more importantly, raising costs does not necessarily increase either
innovation or productivity.

Land that is not earning economic rent creates no tax liability, so
no land ofthis sort would be forced into use by a rent tax . The relevant
factor, with respect to changing land usage , is cashflow . If the tax
liability is greater than net cashflows , and/or greater than the owner's
ability or willingness to sustain the cash drain , then the owner will
seek to sell . Thus , the tax merely raises the required pre-tax rate of
return ofall projects without increasing the ability to achieve higherreturns .

It is clear that the 100%-tax-on-land -rent proposal , ifapplied , would
distort land use in the same way that land nationalisation or "rent
control" would , keeping the best land out of the hands of the most
productive users and thereby encouraging crowding and deteriora
tion . Proponents of this tax insist that nationalisation , and such dis
tortions , are not their intention . But intentions are not sufficient to
bring about desired results .

Just as importantly, with respect to consequences , beliefs do not
override reality. But beliefs are the determining factor in the choice of
actions and policies . The land issue has long been quite muddled , and
this can be traced to what seems to be the key premise held by the
advocates of the land -rent tax . Professors James Buchanan and
Marilyn Flowers have identified this premise:

The origins of the taxation of land stem from medieval conceptions of land as
being held in "common” ownership . The rights to private property in land have
been suspect in almost every age, and land has been given mysterious qualities
which set it apart from other real assets . (Buchanan and Flowers 1975 , p411)

The Georgists have apparently forgotten that we are no longer a

though all land may once have been common "property," this does not

hunter-gatherer society; we have agriculture and industry. Even

give to every newborn today a share in everyone else's property. The
whole meaning , and practical virtue , of private property is that it is
privately owned and controlled . Our present population and standard
of living (not to mention our values ) could not be supported in the
absence ofprivate property. The collective farms of the old Soviet Union
prove this.
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A drive through the tribal lands of (the now former) Lebowa is very
instructive on the issue ofcommon property. What was once considered
high-quality agricultural land is now largely red dust and stumps .
The grass has been overgrazed and the trees are steadily disappearing
into cooking fires to cook food that largely comes from elsewhere. If
the new provincial and national governments were to perpetuate this
system of undeveloped property rights , the local economy will remain
stagnant and workers will continue to commute , further than any
suburbanite , to work on farms far from their homes.

It is in those regions where property rights are suppressed or unde
veloped that no one laughs at Malthus . With minimal surpluses , there
is little margin for error ; the slightest climatic change can throw
survival into jeopardy. This is the nature ofthe world we live in , and it
is not exclusive to humans . Even leopards and wild dogs urinate to
mark their territories.

Mysticism and positive externalities
The only benefit of the single tax is that all other forms of tax would
be eliminated (assuming their benevolent despot can , indeed , restrain
himself) ; but Georgists sometimes give the impression that their "user
charge" creates good in and of itself. They blame poverty on "the fail
ure ofthe community to collect its revenue from its natural source," as
if rent springs , unearned , from nature and failure to collect it gives
idle speculators an advantage at the expense of others .

Lacking a clear understanding of what economists call "positive
externalities", some Georgists honestly believe that they would not be
taxing labour and capital . Positive externalities are those benefits that
a person bestows on others while working on his own behalf. For
example , if your neighbour takes extra care to make his property
aesthetically pleasing , you will also benefit (whether he intended it or
not) and your property value will be commensurately higher.
Symmetrically, if you also take extra care of your property, your
neighbour will benefit . But it must be emphasized that these benefits
result, not from the existence of some abstract "community", but from
the efforts of real individuals .

The Georgists , thus , stumble into a fallacy of composition . By
attempting to tax only the “site-value" of a property, they claim not to
be taxing the labour and capital used on that property. But whenever
they tax one person's property, they are in fact taxing everyone else's
labour and capital that have contributed to its value .
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Meintjes and Jacques make this mistake :

"[To whatever land man has the right of access , he has it on account of other
people . Not only do they agree not to take away his land or its produce, but his
land also enjoys many things other people have done over the such asyears,
build roads , bridges , railways , airports or large cities . Even if his land was
bare it would be just as valuable according to how much his land benefited
from these things . For by definition all land values , I mean ofground only, not
the buildings and other improvements on it , are wholly and entirely due to the
work and development of the community over the years . Whatever land a man
has , its unimproved value is on account of other people .
"This account must , therefore , be settled - not with another man , but with
Mankind , to whom the Maker has given dominion over all the earth . And as
the family is the unit of the nation , so the nation is the unit ofMan . Therefore,
in practical terms , this account must be settled with the nation - the community,
the people . It is the community that provides benefits to the landowner, and
therefore it is only a matter ofcommon sense that he should pay the community
for them ." (Meintjes and Jacques 1990 , p13)

This is a case of a little knowledge being a dangerous thing. The
Georgists are attempting supply-side social engineering on the shaky
foundations ofmethodological collectivism . They fail to see that their
"community" is an abstraction , not an acting entity that can create
value.

It is ridiculous to suggest that any income accrued through land
ownership is unearned . The normal way of acquiring land ownership
is to pay for it . The market price already has capitalised into it the
expectations of future income accruals . Thus , as Professor Knight
emphasizes :

the value alleged to be socially created is always paid for before it is received -
as far as the parties most interested are able to predict its arising . (Knight
1953 , p809 )

This is true whether the land was at some stage transferred through
inheritance or whether we trace the sequence of ownership back
through time to the conditions of original exploration and settlement .

Professor Knight continues :

The allegation that our pioneers got the land for nothing , robbing future
generations oftheir rightful heritage , should not have to be met by argument.
The whole doctrine was invented by city men living in comfort , not by men in
contact with the facts as owners or renters . How many preachers of single-tax
doctrine would care to live their lives and bring up their families under the
conditions of the frontier, fight off ... enemies , and occasionally be massacred,
suffer the hardships , overcome the difficulties or succumb to them , do without
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the amenities of civilization, including medical attention for their families
for what the average pioneer got out of it? The question answers itself. Their
heirs , near or remote , often got unearned wealth , but again that is not a sequel
peculiar to land . Consequently, if society were later to confiscate the land value,
allowing retention only of "improvements” or their value, it would ignore the
costs in bitter sacrifice and would arbitrarily discriminate between one set of
property owners and another set , where there is no difference to justify the
action . (Knight 1953 , p810)

Thus , the "user charge" has no claim to elevated moral status . Indeed,
it is not a land user charge at all , but merely a tax that goes to the
government, thereby lowering returns to all capital and labour used
on that property. The purpose of owning superior property is defeated
if the benefits are taxed away. The owner effectively ceases to be the
owner, and will act accordingly.

An invisible line
One reason Georgists prefer their "user charge" to income tax is , they
claim , that income is virtually impossible to measure. But their natural
rent is even more difficult to measure . As Professor Trygve Hoffpointed
out:

From a business point ofview, rent on land and interest on capital in the private
capitalist society tend to merge . This is partly because both are expressed in
money (in purchasing power) and partly because rent on land does not figure.
as such either in the recipient's or in the payer's accounts . (Hoff 1949 , p120)

Thus , economic rent is an abstract concept that does not appear
separately in the market . Assessors can't truly separate it from the
return on capital : the line between them is invisible for practical
purposes . Assessments would be arbitrary, leading to favouritism ,
collusion and bribery. A tax system constructed on this basis would
tend to consolidate power in the hands of those who act for the
"community"- the government . As Professor George Break has noted :

The more the tax base is taken out of the economic arena , i.e. , the market
place, and made a matter ofpolitical decision -making , i.e. , how land is zoned
and what it "ought to be" worth , the less objective, certain , and efficient the
tax process is likely to be . (Break 1982 , p135 )

In other words , politicisation would destroy any "objectivity" in land
pricing, and battles over land zoning and assessments would rage .

This is not merely a minor theoretical problem . It is very real and has
serious implications.
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The price of a property is truly known only at the time it is sold ,

because that is the only time someone pays real money for it . In the
interlude between sales , only an educated guess can be made as to
what the property would fetch on the market . It is difficult enough to
give an accurate assessment of the potential market value ofthe whole
property, let alone to break that assessment into separate land and
capital components - neither of which can appear separately on the
market. Professors Buchanan and Flowers explain :

The difficulty of imposing taxes on economic rents lies in the impossibility of
distinguishing those returns to resources which constitute true rents and those
which constitute genuine opportunity costs of production . (Buchanan and
Flowers 1975 , p415 )

At the time of its imposition , there is no escape from the tax . The
owner at that time will suffer a once -off capital loss on the property
value and there is unlikely to be much shifting ofownership . But over
time , as events unfold in the economy, there will be no mechanism to
direct land into its most valued uses . Even though properties have
different use-values , the unit-prices of all properties will be the same.

Any buyer knows that the more he pays for any property, the more
rent he willbe forced to pay. Thus , no one will offer more for a property
unless all property prices are rising.

The formal land market would largely break down . Nevertheless ,

land use would still be essential to man's survival (Opitz 1957), so
some form of"underground" trade in property rights would continue .

But this would be far from business-as -usual . Trade would be effected
through hidden payments , either directly or through under- or over
invoicing for other services . This type of operation , although helpful,

can never make up for the loss of efficiency caused by the confiscatory
taxation . Aside from the "clandestinisation" ofbusiness , the corrupting
temptations placed before government officials are obvious.

What conspiracy?
The fact that most economists reject the Georgist doctrine is not in
itself a refutation of George and his followers . But at the same time ,

neither is it proof of a conspiracy as some Georgists seem to believe .

Meintjes and Jacques suggest the existence of some conspiracy of
silence when they quote Leo Tolstoy and take it on his authority that
George's idea is "expressed so convincingly and effectively" that the
only way to “fight against it" is "to falsify it and keep silent about it".

(p33)
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Economists have utterly refuted much of what George had to say
about the "single tax ". The reason so few economists talk about it is
the same reason that so few astronomers argue about whether or not
the Earth is flat : the discipline has advanced greatly. Henry George
himself lived most of his life before the “marginal revolution" in
economics in which the labour theory of value was supplanted by the
subjective theory ofvalue . He did not have the benefit ofthe knowledge
that we , over one hundred years later, have to assist our thinking .
George was a well-versed economist for his time , and his errors can be
sympathetically understood . But those of his modern followers are
inexcusable . Indeed , many of these modern followers seem not only to
be unaware of modern economics but not even to have understood
George.

The followers claim that their plan is not socialist . They seem unable
to comprehend that their methods , though slightly different from
socialism , would lead to the same results . About this , George was both
more aware and more honest . He was quite clear that he differed with
the socialists not on their ends but only with respect to their methods.
InProgress and Poverty he writes : "To extirpate poverty, to make wages
what justice commands they should be , the full earnings ofthe labourer,
we must therefore substitute for the individual ownership of land a
common ownership" (p328) . In other words , he wanted to nationalise
all land .

He favoured nationalisation without compensation :

And by the time the people of any such country as England or the United
States are sufficiently aroused to the injustice and disadvantages of individual
ownership of land to induce them to induce its nationalisation , they will be
sufficiently aroused to nationalize it in a much more direct and easy way than
by purchase . They will not trouble themselves about compensating the
proprietors ofland .

Nor is it right that there should be any concern about the proprietors of land .
(pp362-3)

Though he railed against the private ownership of property, George
was well aware that open and honest nationalisation of the land would
"arouse the most bitter antagonism " (p329) . Thus he proposed a more
subtle means of achieving the same result : appropriation of the rent.
He declared :

I propose to accomplish the same thing in a simpler, easier, quieter way, than
that of formally confiscating all the land Ip404 ] ... Let the individuals who
now hold it still retain , if they want to , possession ofwhat they are pleased to
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call their land . Let them continue to call it their land . Let them buy and sell,
and bequeath and devise it . We may safely leave them the shell , ifwe take the
kernel . It is not necessary to confiscate land; it is only necessary to confiscate
rent. (p405)

Thus George did not oppose the objectives of socialism . He simply
proposed a more practical and efficient means of achieving them . He
was also much more honest about describing his proposal as a way "to
appropriate rent by taxation ” (p406 ) , rather than evading the obvious ,
as his modern supporters do , by calling it a "user charge".

In adopting the term “user charge", Meintjes and Jacques seem to
have been more taken in by the Marxist approach , which holds that
the state is the true owner of the land . It is this same reasoning that
enables socialists to claim that there would be no taxation in their
state . After all , if the state is already entitled to what it is taking , how
can one call it a tax?

Meintjes and Jacques suggest that the problems ofWestern Europe
arose because "they listened to the socialists instead of people like
Henry George ". But how could listening to George protect them from
the socialists when he himselfwas , at heart , a socialist? Through their
character, Chaka , they say:

"Socialism did give some of the benefits of industrialisation to the people, but
ifgovernments had simply collected the natural rents in the first place, the
need for redistributing wealth via socialism would never have arisen. " (Meintjes
and Jacques 1990, p35 )

Thus , Meintjes and Jacques perpetuate the fallacies that socialism
promoted industrialisation and that because their policies weren't
followed , there arose the "need for redistributing wealth via socialism".

They do not oppose socialism , they are merely quibbling over the
methods used .

Georgists are aware of the "supply-side" effects on all the other tax
bases , but why would the famous Laffer Curve not also apply to their
single tax? As a tax rate approaches 100% of any tax base , revenues
will approach zero in the long run . This tax on rent is not compatible
with a market economy because it would eliminate any incentive for
landlords to charge rent that would be captured by the government .

This would destroy rent as a tax base and thus would yield no revenue
at all , without the government taking direct control of rental
assessments . It is therefore impossible for such a tax to be based on
proper market values . To obtain revenue , government assessors would
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have to set the level of tax arbitrarily, thereby placing virtual control
of the land in the hands of the state . Professor Knight puts it bluntly :

To collect such rent , the government would in practice have to compel the owner
actually to use the land in the best way, hence to prescribe its use in some
detail. Thus , we already see that the advantage of taxation over socialization
ofmanagement has practically disappeared . (Knight 1953 , p809)

We must be aware , then , that any government that imposes a 100%
tax on land rent will , whether it intends to or not , be forced into the
central planning ofland management . Such a tax will not only destroy
any private-sector incentive to charge rent , it will make efficient
allocation and valuation ofland impossible (Rothbard 1970). Regardless
ofwhat its advocates call it, the 100% single tax on land rent will have
the same effect , de facto , as overt nationalisation of the land .

Reduce the tax
Perhaps it is for this reason that some supporters of the single tax
now propose to collect only 80% of the rent (Harrison 1983, Dunkley
1990) . Without fanfare , they are in retreat . The shift from 100% to
80% suggests a recognition that land rent does not have mystical
properties that allow it to be "harvested " without disruptive
consequences . It could also mean recognition that the rent is not
measurable with any accuracy, the 20% reduction providing an
allowance for error to reduce the chance of mistakenly charging more
than 100% . This is a move in the right direction and is to be welcomed .

It is also compatible with the logic of those Georgists who are both
honest and of a free -market disposition .

The movement away from 100% is a qualitative change - not merely
a matter ofdegree . But once the mystical character ofthe tax is broken,
the tax on land rent becomes a tax like any other. The expected
economic consequences will be weighed by those active in the political
process , and an agreement on the actual rate to be levied will be derived
accordingly.

The lower the tax rate , the less it matters what is being taxed . In
other words , as the rate falls , the tax on land rent comes to approximate
a tax on property values - at the limit . It will not remove the need for
assessments , but it will lower the stakes . This is not to say that
taxpayers won't be irritated by the tax , but at least they will be in a
position to influence the rate instead ofbeing forced to accept a mystical
100% rule .
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Chapter Seven

Towards Common Sense

Ifpretended Revelations have caused Wars where they were
opposed, and Slavery where they were received, the

pretended wise Inventions ofPoliticians have done the same.
But the Slavery has been much heavier, the Wars far more

bloody, and both more universal by many Degrees.

• EDMUND BURKE ( 1757)

T o promote freedom and the higher standard of living that comes
with it , we must not only stop nationalisation but reverse it. In

terms ofpolicy action , this means denationalisation and deregulation
- or, more positively put , privatisation and liberalisation .

In plain and simple terms , the goal of these twin processes is a
reduction in political power. The hostility directed at so-called
"economic power" is badly offthe mark (Mises 1966 ) . We have nothing
to fear from private traders and producers who “mind their own
business" they are ultimately subordinate to their customers . But
we have everything to fear from power-hungry politicians . Anyone who
is truly interested in ending exploitation must also be interested in
limiting the size of the political sphere.

Reactionary socialists
Vested interests will continue to dream up reasons why some assets
should not be released to the private sector. These reasons are never
defensible on economic grounds although they are presented as such .

The real motivation is invariably political, to benefit a narrow interest
group at everyone else's expense.

There is no good reason to delay privatisation . The common
suggestion that a company remain nationalised until it can be made
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Foreword to the German Edition¹

Alfred Marshall, on whose Principles of Economics the education
of all contemporary English economists has been based , took par
ticular pains to call special attention to the relationship of his
thought to that of Ricardo . His work consisted for the most part in
stuffing the law of limited use [Grenznutzen] and the law of sub
stitution into the Ricardo tradition , and his theory of production
and of consumption as a whole-contrary to his theory of producing
and distributing a given production-has never been laid open . I am
not certain whether he himself ever perceived the need for such a
theory. But his immediate successors and disciples surely have
abandoned it and evidently never perceived its absence. I was
educated in this atmosphere. I have taught these doctrines myself
and it was only in the course of the last decade that I became aware
of their inadequacy. In my own thought and development, this
book, therefore, presents a reaction , a transition and a disengage
ment from the classical English ( or orthodox ) tradition . How I
have stressed this and the points in which I deviate from the recog
nized doctrine has been regarded by certain circles in England
as extremely controversial . But how could someone educated in
English economic orthodoxy, who was even once a priest of that
faith, avoid some controversial emphasis, if he becomes a protestant
for the first time?

I can , however , imagine that all this may concern the German
readers somewhat differently. The orthodox tradition which reigned
in the England of the 19th century never had such a strong influence
on German thought . In Germany there have always been important
schools of economics which strongly questioned the adequacy of
classical theory for the analysis of contemporary events . The Man
chester School as well as Marxism , have, after all , stemmed from

¹[The expert assistance of Robert H. Beebe and Mabel E. Narjes in the preparation
of this translation is gratefully acknowledged . The German text is reproduced
with the express permission of the publisher , Duncker & Humblot ( Berlin and
Munich ) , from whom a 1955 edition of Allgemeine Theorie der Beschäftigung ,
des Zinses und des Geldes containing this foreword may still be obtained . The
full extent of the circulation of the German edition will probably never be
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Ricardo-a conclusion that need cause surprise only when super
ficially considered . But in Germany there has always been a majority
of opinion which adhered neither to one school nor the other.

However, it can hardly be contended that this school of thought
ever established a theoretical counter-structure , nor did it ever
attempt to do this . It has been skeptical and realistic , satisfied with
historical and empirical methods and results which reject a formal
analysis. The most important unorthodox discussion on the theoreti
cal level has been that of Wicksell . His books (until recently not
available in English ) were available in the German language; one
of his most important was in fact written in German . His successors,
however, were mainly Swedes and Austrians; the latter linked his
ideas in with a substantially Austrian theory, and thus in reality
actually brought them back to the classical tradition . Germany thus
has-in contrast to her custom in most fields of science- contented
herself for a whole century without a dominant and generally rec
ognized formal theory of economics.

I may, therefore, perhaps expect to meet with less resistance on
the part of German readers than from English , when I submit to
them a theory of employment and production as a whole which
deviates in important particulars from the orthodox tradition . But
could I hope to overcome the economic agnosticism of Germany?
Could I convince German economists that methods of formal
analysis constitute an important contribution to the interpretation
of contemporary events and to the shaping of contemporary policy?
It is, after all, a feature of German character to find satisfaction in a
theory. How hungry and thirsty German economists must feel hav
ing lived all these years without one ! It is certainly worthwhile for
me to make the effort. And if I can contribute a single morsel to a
full meal prepared by German economists , particularly adjusted to
German conditions, I will be satisfied . For I must confess that much
in the following book has been mainly set forth and illustrated in
relation to conditions in the Anglo -Saxon countries. 1

The theory of aggregate production , which is the point of the
following book, nevertheless can be much easier adapted to the

203

known . According to a letter from the publisher of November 4 , 1966 , figures
on the distribution between 1936 and 1945 are missing because all pertinent
documents were destroyed during the war. An edition of 1,000 copies
was printed in 1952 , and one of 2,000 copics in 1955 , with another printing
of 2,000 copies to appear in 1967.]
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conditions of a totalitarian state [eines totalen Staates] than the
theory of production and distribution of a given production put forth
under conditions of free competition and a large degree of laissez
faire. This is one of the reasons that justifies the fact that I call
my theory a general theory. Since it is based on fewer hypotheses
than the orthodox theory, it can accommodate itself all the easier
to a wider field of varying conditions . Although I have, after all,
worked it out with a view to the conditions prevailing in the Anglo
Saxon countries where a large degree of laissez-faire still prevails,
nevertheless it remains applicable to situations in which state man
agement is more pronounced. For the theory of psychological laws
which bring consumption and saving into relationship with each
other, the influence of loan expenditures on prices , and real wages,
the role played by the rate of interest-all these basic ideas also
remain under such conditions necessary parts of our plan of thought.

I would like to take this opportunity to thank my translator, Mr.
Waeger, for his excellent effort ( I hope that his vocabulary at the
end of this book will prove useful beyond its immediate purpose),
as well as my publishers, Messrs . Duncker & Humblot, whose enter
prising spirit ever since the days sixteen years ago when they pub
lished my Economic Consequences of the Peace* has made it possible
for me to maintain my contact with German readers.

7 September 1936
I. M. KEYNES

[The English language edition of this book was published in the United States
by Harcourt, Brace ( New York ) in 1920 under this title.]
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