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OUTLINE, WALSH BEQUEST LECTURE, MACQUARIE UNIVERSITY, 22/9/93

NEO-CLASSICAL ECONOMICS AS A REACTION TO HENRY GEORGE
(The effects of George on current economic theory and policy)

INTRO

1. 1879, HG electrjified the world by identifying a cause of
the boom/slump cycle, entifying a cause of inadequate demand
for labor, and, best &f all, following through with a remedy.

He moved into a vacuum. The Ecs. gurus of the day, even
more than today, we in a scolding mode, blaming unemployment on
faulty character aits and demanding austerity. That is what
leaders always when they lack positive solutions.

George, as you know, advanced a cost-push theory of slumps,
where the optimism of a boom, the expectation raised by material
progress, caused land to becggiﬂgzggggiggd, This, he said, had
the same effect as a conscio monopoly by landowners, pricing
land out of reach. e recognized that the services of land
perish with the pagésage of time, giving landowners some incentive
to strike bargai but he noted that in contests of attrition,
apital depreciates (he said "wastes"),
ners greater holdout power. First, speculation
overprices”land during\a boom; second, holdout power keeps it ‘
overprjced during a slupp. There is the germ of a good theory |
one that fits a lot of facts.

He also alludes to the role of credit and capital. He
likens credit to a rubber\ band, which stretches to accommodate
problems, but finally snaps. That too, fits a lot of facts. We
see lenders and entrepreneurs keeping production alive by buying
overpriced land on credit.\ They make out while rents keep
rising, but go snap when rents can rise no more.

The remedy, he said, is to dash cold water on rising land

prices by basing heavy taxes on current land prices. He then

went onto discuss several other virtues of such a system, and |
give some history of Iand tenure, to which he devotes many scores

of pages.

Next week in Melbourne I will be discussing unemployment and
its remedies. Today our topic is how the world of professional
economistis responded to George’s challenge, and countered its
threat to\them and the interests they represented. It is a
fascinatiny study in applied sophistry.

Sapping the pillars of Georgist reasoning

:ng; hMEa 1. Rewriting the dictionary
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Lecture at Macquarie University
TITLE
THESIS

INTRO L-[A

Australia used to the "The Lucky Country." The U.S.A. was
pretty lucky, too. We have a lot in common: we prospered
together. We both went through a period of taking HG seriously;
his ideas, and kindred ones, did well by us. Now we are still
together, but in decline.

I. The Fruits of Neo-classical economics

For many years now, "neo-classical economics" has dominated
economic thinking and policy. It is better than what they had in
Eastern Europe, but neo-classical ecs. cannot take credit for our
market economy, much as they like to. We had a well-oiled market
economy long before we had neo-classical economics. They’ll have
to do better than that. What can they claim as their heritage?

Here is what they have gégen-E. [, 5.4,“,4 LW(HA? | (M} "Lgd VR M{/;

A. Worsening condition of labor

1. Lower share of n.i. to labor; more to property.

2. Falling real w.r., from 1975 or so.

3. Rising homelessness, in spite of favorable income
tax treatment of residences, diversion of much capital into
residences. (To a ne@-classical, those people sleeping on the
sidewalk are not homeless, they are engaged in home search,
guided by rational expectations.)

4. Beggary - in the midst of great wealth, and rapidly
developing technology (you might call it "progress and poverty" -
I must remember that phrase).

5. Unemployment. It is so institutionalized now, they
define it away. Welfare habitues. - {isumqqced ph sevkng .

6. Collapse of U.S. labor unio%é. This was supposed
to make labor cheaper, keep jobs home; but they leave anyway.

B. Worsening condition of capital, in spite of the lower
share going to labor
1. Low returns on saving, and new investing.
2. Low rates of domestic saving (implies high
consumption rates, which Keynes et al. said would save us).
3. Now, low rates of world saving? Japan drying up;
"Bubble Economy" imploding.
4. Growing obsolescence, slow replacement of old
capital.
Public. "America in Ruins." ,
Private. Loss of steel industry, auto industry. ﬁcuw,t’rv%
5. Collapse of lending instns: S&Ls, banks. Bailouts Mf&ﬂd
by taxpayers. e



v vl
o S

C. High and rising |concentration of wealth and economic
power.
1. Higher sharye of n.i. going to property (rising
labor-price of land, for/residential and business use).
“Exemplified by farming;”also by residences. twjj_ﬁu,QNWWIMMuywaﬁﬂm
2. Industrial mergers and acquisitions. :
3. Farm concn; falling no. of farms. No more refuge
for the unemployed, as before. #
4. Inc. conen. risesfggiy a little, because much of
measured income is labor. Wealth concn rises a lot.
5. Ongoing enclosure of common resources
Fisheries. High cost of licenses.
Clean air. Offset "rights," tradable permits,

etc.
Spectrum. $12.5b for McCaw. Wealth of Va.
tycoon, J. Werner Kluge.

Growth of user charges for parks, etc. fvfie. "H, l“ﬂ75
Air slots, g?tos. wt
Highway tolls; privatized highways Ca?”%

Water polln: tradable permits
Water use: from permits to prop rights, tradable

and unlimited. fyyu 4 Ad”ffam,smhid{u, , G, BfMVM%/‘ tulk qévwc
ol owe Uiy bl ~ 100, 900 ey, gwbu'cujwﬁwt’r- “ il rlye gl?ff:
».

D. Rising social problems
1. Loss of community. Battles of sexes, of
generations, of ethnicg s~ St Vsim,
Rise of greed; apotheosis of greed ("greed is

good!'} (44 Lusty lpwg R owd. )

Social Qivisions, 4“unﬁ#?=#ﬁb .y
2. Crime "

Personal insecurity
Property insecurity. Enormous social costs of
guarding against theft and trespass; ¢ Vowglahsm — @ Symptrm ff ' wmat: s,
Falling l?;ziécy, numeracy. Closing librdries;
shutting schools. ( Hux, r : %n
7 Riotirb;tg, arson. m! wﬁ’% SWAM"'.‘A/ mﬁ(/w) ( W Mb@
+%. Underground economy.‘ (Tax eVaslon: éhe poor man’s

tax avoidance.) ( l-faw/kwi. OW’VMf s gl l/%.)

-

54 Drugs, anomie.

E. Fall of national stature
1. Dependence on foreign raw materials
2. Dependence on foreign manufacturing. ‘
3. Falling rank in measures of public health,
education, welfagre, wage rates, athletic performance
v

etg.
£ 4. Nw [ sl A ?ﬂ/{‘.
Iwﬂiv swi oo 3 6) Ao Rusws b The stUor m%s veud vat’w

EE' L;:/Iisc. + Wekws, Puvakiied TV ;A'dw,
’ 1. Rising share of taxes fall on labor, exchange. ws MWM,J/
2. Export of'jobs.. WMNMM,+
3. Constant inflation .
k%kll Su' |

Fodsrmfed thet /{;T § % Wwe §0% J tloe Lol ® Seluti'vw. thim, +he britym, S'Mz?' tr'the.,
by % ~ WMitpmn. Vow, Aap Y, aa/ifip W7l - cut tsupy,, w bw/% . |
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F. Fabians

III. Some Key Elements of Neo-classical Economic Theory

A. facto; smeetry. Lowd vo more AA&U$14K rﬁuwtam7rﬂd§ilu/
T\M/ Fl twm LS Vk‘(/ w'y — Wt t-l'lnl/ W['Wl m@ v, n t’k{_ WH,M

B. 2-factor economy.

C. Timeless. Relations of coexistence only; time purged.
D. Spaceless.

E. Cycles neglected.

F. Ahistorical approach.

G. Amoral approach. M pWL'M v S/{/WWJ, -—Wﬂw *M«MM'MWW

“Mg,
H. Ideal of "uniformity" in taxation. ([§g/ W{“"M cw*)

I. Complementarity, capital and labor.
J. Time compressed into long run and short run.

K. Use of compartmentalization. Unintegrated subdisciplines
to contain and sterilize and trivialize George.

Space relegated to Land Econ; resource ecs.; later,
environmental ecs.; location theory; later, regional economics.
Subdisciplines of lesser status.

Time relegated to "Finance," a grubby course for stock
speculators, w vhe bu. sclos L

Public finance, a generally neglected topic.

Economic History, Puwiiy ‘4M1( o e S

Institutional Econgmécﬁ w”“Arﬁw{‘

I.0.

L. Price theory; market structure; the disembodied "firm" as

the unit, the "entrepreneur" as driving force.
Realistic studies of markets downgraded to I.0., and/or

Institutional economics.

M. Policy fatalism. E.g. of Spahr et al on K formation. Cf.
1991 Macro text by George T. McCandless, Jr., sections on
adaptive and rational expectations.

N. [ gipee it - 4 b W/&, Z“‘Ws }\161/. 0’¢0L¢.

IV. Effects of Macro

A. Rediscovery of time and sequence.

B. From fatalism to policy activism, optimism. Hayek leads
the self-destruction of Austrian cycle theory by using it as a



club to beat down wages. (This replicates earlier abuse of wages-
fund theory, which got used the same way in 19th Century.)

C. Consistency of high K formation and high incomes.

D. Reduced dependence of banks on real estate loans to back
demand deposits.

E. Continued emphasis on Platonic or Laputan abstractions.
Cite Frederic Hickman. Use some material from Logos.

Emphasis on monetary flows. Demand side.

F. Denigration of supply side. Thus, kept Georgist policies
out of the mix. (Ironically, when supply side did come into its
own, it was mainly dominated by people who wanted to downtax
unearned increments, a.k.a. "capital gains.")



DRAFT
Neo-classical Economics as a Defense against Henry George
Worknotes for paper for Lafayette Conference, June 21-23, 1991

Early submission by Mason Gaffney, 18 March 91

I. George’s sense of being shut out. SPE.

A. Chicken and egg. Cause or effect of his vigorous attacks
on academics?

B. Pressures on academics. Lack of tenure, academic freedom;
dependence on patrons of great wealth.

Cite The Goose Step.

Cite letter to John Baden, and other evidence such
pressures exist today. —_—_—

Cite quotes from Art Pick, Lois Krieger.

—_—

Cite Dick Jones re Keezer
e ——— e
C. Megalomania and paranoia? Easy to infer that today, after
George’s work has been trivialized by a century of artful
detraction. Put it in the context of the times, however: he
“Yeally was a major threat to the power structure.
Volume of scholarly articles repudiating HG.

D. Tradition of double standard: _dehumanization of George
and Georgists, permissiveness toward ungentlemanly conduct to
them. Examples.

Diatribes of Walker.
Attacks on H.G. Brown, "mind as twisted as his leg."

Vocabulary of Thomson and Goldstein in W.E.J.

Stereotypes of "cranks." “Tkoréﬁwﬂu+abM/Sk73M.”

"Sneering" quality of references, comments, a way of
telegraphing socially accepted attitudes.

E. George’s misdirected sniping at Austrians, a touch of
xenophobia. He correctly intuited they were being imported for
their snob appeal and exclusionary value. He did not analyze
their content, which might have enriched his own work.

Conclusion: George and his ideas were shut out of approved
discourse by forms of "drawing-room violence." George provoked

—_————,———



some of it, but it probably would have happened anyway. George
went over the heads of the certified priestly class, directly to

the electorate.

II. Key figures in scholarly counterattack
A. Charles A. Spahr.

Seminal thinker, source of several ideas echoed
and developed by later critics.

1. Limited capital
2. Rent-creation by elites.
3.
B. John B. Clark
1. Debate at Saratoga. Clark as moralist?
2. Early article in AEA?

3. Patronized by Seligman; moved to bully pulpit
at Columbia. Columbia a bastion to protect Manhattan.

4. Distrib of Wealth. Factor symmetry. Rent
limited to mp of land.

5. Fusing land with capital.

Mystification of capital concept: deathless
capital, equates it to land.

Purged time, and relations of sequence from
ec. theory. This cleverly used George against himself, joining G.
in rejecting wages-fund theory and its Austrian derivatives. Led
to debates with Eugen von Boehm Bawerk, (replicated 1n next
generation by debate of Frank Knight vs. Friedrich von Hayek.)

C. Vilfredo Pareto

1. Only win-win changes are acceptable: status-quo
equity. An old tax is a good tax. Contract theory of the state.

2. Transfer rent.
D. Philip Wicksteed

Ambivalent role, perhaps consistent for a
Unitarian Minister.

E. Alfred Marshall



