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October 1968 

EMPLOYMENT, CAPITAL SFORTAGE, AND TAX INCENTIVES 

Ma.son Gaffney 

~- 'ttl. 
11Nation in mi&.t of worst ~•JJ aince • 29'' 

-- w. H. M(U''tin, early 1968 

lntroduc:ticn 

The last decades have witnessed an endle•• dilemma of trade-off 

benieen, on the one hcmd, unemployment and ~etarded growth, and on the 

other hcind, f.ntlatian and international doll.CR' c:1rises. We alterno.te 

from one bad to the other, l:Nt never o.c:hleve both goods. Indeed, we 

spend auch of our ~tme in o. st<ite of inflation without full employment, 

with mounting tbrea'ts of runo.WQy p~blelU like soaring intereat :rotes, 

and he wst be complo.oent or partisan indeed who would hold that 

fiscal-aoneto.q, policy as presently underetood QQd pro.cticed is suf­

ficient to our needs: and there are aome who find ground.9 to argue 
w~tb thei~ purgative effect'• 

tb:it, by overcoming mlncn criees,/it is merely atoring up c:rises foT 

The quality of who.t we c:all full eiaployment is not fully worthy 

the name. Make-wo1:k 

rulea. Debilito.ting emphasis on job security; resulting ~evolt o£ 

youth againet age, and rejection by youth of adult per■onalit'i.ea 

trapped insJ.do the wlls they ho.ve built to protect themselves traa 

the challenge ol yout"h. Growth of orsae, vandaU.aa, nihili-., Report 

froa Iron Mountcd.n--beU.e# in necessity of wcr. Idled eap<1c:.ity 1n oil; 

agricult1.11:e; c:1t!ea; w.1 carteliized indu.atries. Survey of econcaista 

showed ao&1' voted that retarded growth W'lS 'the number one ecanomic 

probl•• Redisoovesy 0£ poverty. 

Disguised uneraployment and underemployment. A mun adding $1.50 

per hour to ou<tput when be c:ould be o.dding $8 in a better organixed 



society ta aoJ/'e unemployed than employed, even 1£ be doean•t show up 

in figures. Also, dUc:ouraged people who lecive 0 1~ force. 0 

:tnvolunta,wy short bo\u:s. Eo.rly retirement, lo.te entry. Invisible 

eubmcnrginal people. 

'!bus, the riots of the long bot eummer lllQY he <1 truer index of 

adequ.o.cy of ti•cal. aoneto.ry polioy tbon at'e official figures on 

Wlemployaent. Growing dit£iail~ of defending the dollcr·,telle more 

about 'the •uccess of Meo-orthodox fiscal-mcmetary policy (NOPHJ than 

'the imcrtt-ical enthusiats and text writer• who aseure young student's 

thClt modem economics bas leamed, and taught the world., how to 

regul.Gte economic grow-th optimally. 

The U.m1 ta of NOFM are suggee<ted by Latin AmeriC<l, \ihe1re inflation 

is a way ot life, but uncwployment Qnd poverty ore 1:campcmt. ffOnt ia 

overloaded. Most of its pr:o.cti•1onen, u well oa critics, o.gree. 

••wage ... price restraint,*' atNct:ural retona, inst1tut1onol ehc;mges, etc., 

are needed, so they wa.y. 

The peat weQknesui of th6ir a.pproac:h, howeve"r, ts tha't i.1: shunts 

the ultiaate reaponsibtUty 'to 'the other fellow•• apecio.lization. "Ken 

ea'toea 1:l'uth remote, in 'the outskirts ol the •ya~era • •• •" • 1'hot'eau. 

tiOFM people •iaply shove w.ny the dirty \IOrk, the nub of the problem-• 

and it doesn•t get done. 

11le present pGpe~ purports to pursue ~hi• proble to its lair•• 

but simultaneously to acdntain ocMunioa1ion with the •torting place 

1n HOFN. Avoid COllpQ~tmento.1:1.za'tion. 

Fer fi-om Q forced 11<1rriage., fuc::i.no.:ting di\JCOVery that NOFM IJlO.Y 

be mgliiiecl in its own 'te1!'119. 



ROFK 1• overloaded. So, preaent paper look• ou'tside eonventimal 

bounds ot :«>PK. Brings in factor proportions. Hot reje«ing R?f'H, but 

:1.ntma·Uns--a. vi. ta1 diS'tinatton. Not a •eparat'~ compartment for 

"stwatural." questions, to be relegated to the outskirt• of the eystem. 

Rather, modify ll)fH t'heory in its ea•ence and its own terms. 

S\UIQ!la:ix of 'l'h~•i• 

A. Employment, ngt1onal income, and the WQge•salg,'fY •hare o£ 

notienci1 inc:me ai-e all positive funations ot effective land supply, 

and .t.netitu11oaa pe'Z'llitting it• use ct optimal intensity. Ine1.t land 

is of no use to labor. Saf•"ty-wlve c;loc:trine; lciw ot diainiahing 

i-etums. 'ftus princ::iple often explic:i:tly ovowed, t'o hold down wages. 

~licit polic:1•• of wakdield, Hamiltoni, Valuev, oon'l:Giment :forces. 

~ Me,:CQQ\'11~, as per Schlloller. f Thh 1;beory in simple tom must 

{j.. ,----- aunount "pcu"Odox. Land he£ng abcandaned tor tc:ucN, and (ma.ybe) for 

sale checip in depr.a•ion, b.11: unemployment p~vailod. Ccuaed it to be 

bypassed aa tu.1.1 or primary expl<mation. Indeod, concept of limi'ted 

market prevcd.led, wherein land could be ttore a au.bsti tute than o com­

plement for l,Qbor. Present paper pruente resolution of the pu<adoa 

and i-eintegratea 'With l'tOFM. 

a. 0 1,ond-use intensity, ,:eplaceaent, and aacro-ecmomica. 0 

Interud. ty d«fined aa ahtlre of non-lcmd inputs ln groee vo.lu••added on 

a eite. Ite tempom QSpect ia especially importcmt: improvements of 

shorter lif• (and givon value) repreaent grea.tel' intensity. Show by 

(a) annuclizing, (b) atciggering. Equ(lticna, formal models, eeveml 

kinds c4 aaseta. Thua roinvestmen~ frequency and land .. uee intenai ty 

are positively i:ele1t'e4. '1mm £roe market has ca the1:'1110Sta't' driving 



tOW<1rd ~ull employment. And intensity, a ai.C1:'o concept, hll8 IIClct:O 

aspect (per repla.ceaent f.requeney), so the effect ia powerful, balanced, 

and a.dequClte. Makes Says La.w works :=-sla.cem~t supply c::.-eo:tes own 

demcnd. F-qucilly importcmt today, demand creates O\,I\ aupplys i.e., 

A demand wit~t inflation. 

Not• how the idea of alleviating unemployment by reusing land use 

:lntensi ty now in<tegra.tea Qict:o and mi;ic:::ro econoruc:a. An important aspect 

of highei- in tens! ty ia highc:nr replac: ent frequency. 'ftie power in the 

/ ide(l is macro, It' lle<lll8 higher poa• investment spending,: 

Note how the concept 0£ capi:tal namover S.n'tegratee ~wo rivo.1 

approachos to unemployments the aggrego.te and the etructurol. 

"AutGmC1tion.," mechanuation, etc. are the subet'i'tution o£ <:c1pit<ll for 

labor. 'lheir effect on fa.ctor proportions depends on their durability. 

Another atruct\n'al ps-oblem, dec;l:ln:lng industtiea and regtons, 1s a 

problem 1.n elow replacement of obsolete plant Qnd equipaent. 

c. The po.ramount tca.x Lnccmtiv• todo.y bteu1 lcmdow:nel"D qguinst 

intenei ve UtJe and frequent repl«c:aaent. Speeity. Other policies do the 
(Cite 

aQllle. Spo.:tl'y: £cn:a, oil; UJ:'ban zoning; aub$1<ilea 'to ~01:ea'try. /T.h.eee 
inadequacy ~ wgue 0 trictiOM 11 of loha-Sawed( and Wickaoll. ) ~ 
policia clash directly wi1:h announced ncitional goale, <md crea:te an 

ard.t'icial acarci'ty of land. Ci~ evidence from my oil, fan GDc:1 urban 

studies. 

D. Ove1:-aoapen&o.tQ' territorial expo.naion. Thi• aniftcial 

acc.ird.ty i• partly counte~ed by on o.rtificial o.bmdQDCle, the product o£ 

excessive investment in public and priw'te developmental WOl'ks• or 

tnside Ci :f.-aaewot'k of artificial Gbundonce. Cla.y w. Ham.Utan. 
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Th!• cheap land ,~u.~ durahility•••pecially "1en value ie 

r1.atng. 

5 

The na't x-eeult i• an overallocation o1 capital 'to developing new 

l.anda .... 1n.fra1J~Nc:tun--and QD underalloo::ltion 'to buildings, inve_ntoriea, 

and o~her circulating capital. 

hurts Aa•ican lca.bo,:. 

Today, p<D"t ol the new land 1• ovcn:•ea11-.. 

B. tn tM qggregate thi• t:etQrde reinveatment :frequency. 'lbue 

redueos employMnt. 0 Inert'' capi tell ls the bane. 'lbua 'the pQradox 

of VQcant lots and unecaployed 11\tm. Dead lands ol 1930•• the evidenc:e1 

it cun happen. [An important aapeC't of both parts o£ contrast is favor 

'to larger finlll. Pencdi-tles on intensive use hi't aacil.1 £1¥U; extending 

publ:te work• cmd A land wluea help• largo f1t:1U.] 

F. CQpital as in:frQIJtrucmare is caapleaentary 'to CQpitcu on private 

land. Inel'easing ntums, a point wnaally wrong in IB<lC1:'0 'toxta.. 'thwa 

increasea demo.nd tor capi'tal but l'educes eupply ava!lcu>le because ol 

slow payout. RGIJult is 't'igh't money pushes '5> in~ereat. To limit 
-· 

[Even though :Ped. is aa.id to be for tight money (l)J. Throws more load 

on aonetus:y policy than it car. hclndle. &--~ t,)~ /Jr) 

c. I• even a 1:'hreat of iaaohUlcQ'tloo criai• Qnd. collapse. (,!!f! 

e.9., a sttetch-ou~) High tnte1:e&'t ao't■ 'to balance~~ ~s 

in tlu'ee ways, of 'Wb:Lch the aoat important 1a ~ leas't undentood. In 

t:ii,ing order of 1mportan.ce, (1) inc,:eaatng ne• new aavtng, (2) reduced 

daaand, ( 3) incre@ing recycling. A ci-ist• can od.ae when 'too 1llUCh 

01pito.l. ls frozen in-evenibly, 08 1n unfinished public works., and the 

••r• effect of high intereet: is not to speed its recovery for recycling, 

but to poatpone completiona, Gl\d so 'to p1revent' or retard it. 



~ 
Thia is the ao•t ~£Ag thing that cot1 happen, and in acme 

wya the worat. But' if a.droit •~o ~nt Q.VOidll it, need not 

congratulate ounelvee on 1aaxtmi&ing national income. St:ill ha.ve a 

•low econaay rd alow capital tumover, c>uronically. 

6 

H. To l'elliedy., QJ.ter 'tax policy ~o stop refo.rding reinvestment 

frequency. SVGlw:&te tndivl.ducd tc:ucea. Diso.VOJC broken-window fallacy. 

But what if theu. is a. biaa w. tur nove•? ~d oppose on both aicro 

and lllClCZ'O g1:"0UDds • 

1. X't is m£nly getting the Rae <18 o. theniom.eter tor hot 

wea-ther. &y c:rid.ca who., urplic::1~, advocote 10\ii in'terea1r, 1:eg,:n:dles• 

.of supply of demand. 


	Employment Capital Shortage and Tax Incentives.pdf
	Employment Capital Shortage and Tax Incentives.pdf

