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Ricardo’s Law of Rent applied to industrial sites: the advantages of sites in the
Manchester region, in Lancashire County, England, for cotton manufacturing, 18",y
Centuries

-- lime-free water. Only a few locations possessed it;

-- Manchester's central location, surrounded on three sides by water
power, and on the fourth by easy access to ocean shipping;

-- the scarcity value of water drops. There was a Ricardian rent gradient
as new mills resorted to poorer resources and remote sites;

-- the dense network of rail, canal, and road transportation that facilitated
movement of goods and people around Manchester;

-- local availability of coal, as steam replaced water power. This let
industry remain near Manchester, with slight migration northward toward coalfields;

-- interdependence of spinning, weaving, and chemical treatment of yarn
and cloth (bleaching, especially);

-- need for ore imports (limestone and salt by canal, pyrites by ocean);

-- growth of allied chemical industry at head of Mersey River; need of
cotton industry for proximity to chemical industry;

-- differentiation of products, and specialization of mills and subcenters in
different kinds of cloth;

-- economies from clustering of textile industry and its appanages in one
region.

(Source: Atwood, Rollin S., 1928. "Localization of the Cotton Industry in
Lancashire, England." Economic Geography IV (2), April:187-95)

Similar analyses have been published explaining the clustering of the steel
industry around the “Mon” (Monongahela) Valley; electronics in Silicon Valley (Palo
Alto to San Jose); cinema around Hollywood (“a state of mind between Burbank and
Century City); finance in Manhattan; vehicles around Detroit; aircraft in Seattle; etc.

More generally, though, big cities are diversified, so as one industry tanks, others
take its place. The steep rent gradients out from the prime locations reflect general
advantages for many kinds of businesses and residences, with retailing usually
commanding the highest rents.

Thus, Ricardo’s Law of Rent applies to all kinds of land uses, not just farming,




Recommended study questions to prepare for Midterm, Economics 1, 15 February, 2002
These question numbers are taken from your Lecture Notes for Economics 1.

There is no guarantee that any of these specific questions will be on the midterm,
although some of them MAY be. Some are here simply because their form lends itself
better to a written question and answer than the other study questions. Note, however,
that I might modify the form of some other study questions and make them easier to
handle - if you know the subject.

PAGE ON. NOS.
11 45

12 10

25 2.5

26 6,7

33 1,3,6,7,9
38 1-5, 7-9
44 3,5,8 9
51 1,2,5

56 1-5

61 2,5,7,9
72 1,2, 8
Notes:

-- The Final Exam is on Thursday, 21 March - not Wednesday, as previously
announced in error. My thanks to the sharp-eyed student who flagged this error.

-- We have now studied enough “worldly philosophers” so you can volunteer to
tell the class why you agree or disagree with any one of your choice. For this you will
earn extra credit (gauged according to quality, not mechanically). We can afford class
time for 8 - no more. So, to qualify for this credit, you need to be early under the wire.
Notify me on paper, giving your name and the subject’s name.

Don’t worry that two people may choose the same subject. You can
comment on each other (as supportively or critically as you please).

You may, if you prefer, select an economic issue, rather than a person.
E.g., you could say why you agree or disagree with the views of 3-6 persons on the role
of government in economic life, or on interest rates, etc.

Please mention how the ideas of these “dead old white men” bear on
current hot issues.




HOW TO WRITE BETTER EXAMS

Mason Gaffney, February 2002

1. Read the question.

2. Prepare to answer the question. what is its main point? Suppress the
urge to answer a question not asked to which you have a better answer. That
will be marked NR (Non-Responsive) or RAWQ (Right Answer to wrong Question).

3. Think: what are your main points?

This is the time to delete any mere truisms or platitudes or posturings:
this is not to be a political speecK, and your time 1is too scarce to write
vacuities you’ll need to cross out later.

4. outline your answer; then use main points as headings, or topic sentences.

5. Think some more: what have you omitted? The most common error in blue
books is being “Too Stingy!” (TS), and leaving the exam early. I am NOT
inviting you to pad, or sling the bull, but to add SUBSTANCE to your answer.

6. 1Insert illustrations and elaborations, if any, where they fit.
subordinate them to main headings. Be sure, before spending time on them,
that they really Do fit, i.e. they support or illustrate your main point.

7. Finally, write. ) ) )
Remember the sequence: Read, Prepare, Think, outline, Think some more,
Illustrate, Write. That's RPTOTIW.

8. Write effectively:

a. Write complete sentences, including at least subject and verb.!
Transitive verbs require objects.

b. Keep sentences short and simple. Split up long ones.

C. Use active verbs: passive verbs are weak.

d. Minimize adjectives and adverbs. Nouns and verbs tell the story;
modifiers distract and divert.
- e. Begin each paragraph with a topic sentence, mostly taken from your
outline.

f. Keep ﬁaragraphs short and simple. sSplit up long ones. Organize,
every step of the way.

g. Leave space. Uncrowded paper is easier to read, and lets you insert
afterthoughts. Paper 1is cheap; confusion is dear.

9. Review your work, then clarify. Look for where a reader would say
"Specify!" "So what?" "where's the Meat?" "vague." "wires crossed."
"Rambling." "Syntax Error." Use the space you have left to insert
afterthoughts. Delete any garbage or padding, it lowers your grade.

10. wrap it up. Restate your main point(s), preferably in one sentence.
wrap up this page yourself by shutting your eyes and recalling the main

points. Forgot most of it, didn't you? (I might, too, in your place.) Try
points 8, a-g. Memorize that much first, the rest will come soon enough.

'sentences herein are mostly in imperative mood, omitting subject, but
containing an implied subject (you).
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Yong Bao, 01/30/02 Econ 1: Discussion Page 1

0.
L]
L]

Three ways to organize society: authority, tradition, market
Inputs: Land, Labor, Capital, via Technology, produce Output
Returns: Rent, Wage, Interest, respectively.

1. Adam Smith

e Backgrounds: Enclosure Movement, etc.
o Free Market—Laissez Faire
e Free Domestic and Int’l Trade, mutually beneficial
e “Imvisible Hand”—Market Mechanism (Price)—“Thermostat”
e Optimistic: Law of Accumulation and Law of Population
2. Malthus
e Fixed Land, Arithmetic Growth of Food, Geometric Growth of Population
e For poor, sex or starvation; for rich, no charity
e In the end, Tragedy: war, famine, disease, etc. Pessimistic
e Facts opposite to his predictions
3. Ricardo
e Law of Rent!!! (Graph)
e TP, MP, AP (Graph)
e Diminishing Returns
e Margin of Cultivation
e C(lasses, “The interest of landowners is always opposed to the interest of every other

class in the community.”
Q3 (Part Two); Q7 on P44

4. Mercantilism—Nationalism—Ad hoc

Predatory Attitude
Dynamic and Flexible compared with Feudalism
Elements of Mercantilism:

5. Phsyiocrat

Some backgrounds in France
Stand on Free Trade—Laissez Faire
Pro-Natalism

Against Exercise Tax and Indirect Tax; for Direct Tax on Net Product of Land
Role of Capital

Left? Right? Both

Influence and Revival

Some Influential Physiocrats:

Quesnay (Downplay of Commerce and Industry)

Turgot and Du Pont (x)




Yong Bao, 01/30/02 Econ 1: Discussion Page 2

Example: Sales Tax (Indirect Tax) v.s. Income Tax (Direct Tax)

Suppose a society consisting of two agents, one consumer and one government. There are

only two commodities: bread (x) and apple (y). The consumer is endowed with a fixed
wealth $10.00 (w) and the prices ( p,, p, ) for bread and apple are both $1.00 per unit. For
given consumption level of x and y, the level of satisfaction (in economics, it has a fancy
name “utility”), is given by u = xx y . Suppose the government wants to collect a tax
revenue (7) of $2.50 from the consumer. He or she has two choices: income tax or sales
tax. We can compare the effects on u.

Note that before tax, the consumer will try to maximize his or her # (max u =xxy)
subject to his or her budget constraint ( p, xx+ p, x y <w=10). This is a trivial

maximization problem ( if you are a math major, do it!) and the optimal choice of x and y

is x*=5, y*=5. And the maximized u=25.

If an income tax is imposed, then the new budget constraint for the consumer is
poxx+p,xy<w=75.1fso, then the optimal choice of x and y is x*=3.75, y*=3.75,
and the maximized ©u=14.0625. Tax revenue is $2.5.

If a 100% sales tax is imposed, say, on apple only, then the new budget constraint for
the consumer is p, xx+2p xy<w=10. If so, then the optimal choice of x and y is
x*=5, y*=2.5, and the maximized #=12.5. Tax revenue is $1x2.5=32.5.

The same amount of tax revenue under two schemes, but income tax will deliver a
level of satisfaction equal to 14.0625, whereas sales tax will deliver a level of satisfaction

equal to 12.5. A loss of 14.0625-12.5=1.5625 (In economics, again, a fancy name

“deadweight loss”, is reserved for this loss)!

That’s why the physiocrats favored direct tax against indirect tax! What a shame on

Governor Davis, who raised sales tax beginning January 1%, 2002!




Yong Bao, 2/10/02 Econ 1: Discussion

6.1. Robert Owen— “Benevolent Mr. Owen of New Lanark”
e Against Raw Capitalism
Reform Idea: Village of Cooperation (Never Realized)
Reform from Top to Down (cf: Marx)
Nurture is more important then Nature (Eugenics)
“Man is the Creature of Circumstances,” and may be improved by nurture,
education, association, character training, etc.
e Labor Unions
e Utopian Colonies / Settlements in US
e Cooperatives (Consumer and Producer)
6.2. Saint-Simon
e Man should work (hence against Rentier)
e Rewards to Contributions
6.3. Charles Fourier—Eccentric
e  “Phalanxes: Phalanst & res”
(Grand Hotel Arrangement: Communal Living Arrangement)

7. John Stuart Mill
e Labor or Capital Paid at Marginal Rate, not Average Rate
e  “Scarcity Breeds Substitution” —Factor Substitution
Cf:  Thermostat Mechanism:
Adam Smith: Output
Malthus: Labor (Wage Rate)
Mill: Factor
Land Tax on /ncrements of Rent and Progressive Tax on Inheritance
Separation of Distribution and Production

8. Karl Marx (and Friedrich Engels)
Dialectical Materialism
“Dralectical” : Struggle and Synthesis
“Materialism” :Economic Foundations Determine “Superstructure”
“Deterministic” : nearly
Labor Theory of Value and “Surplus Value”
Cf: Ricardo (Land, Labor, and Capital)
Contradiction of Capitalism

1. Interdependency of Production versus Private Property
ii. Factory Organization=®» Gravediggers
111. Under-Consumption

e Predictions

Falling Profit; Advances in Technology; Crises; Breakdown of Capitalism




Yong Bao, 2/10/02 Econ 1: Discussion Page 4

Example: Labor or Capital Paid at Marginal Rate, not Average Rate

A

/

CF

/777

MC

»K

The shaded area goes in terms of rent. Consider K as office building. CF is “Cash
Flow” , which is equal to gross return minus labor cost. MC is “Marginal Cost” ,
similar concept to “Marginal Product” in Ricardo.

Thought: Land Tax on /ncrements of Rent and Progressive Tax on Inheritance
This policy can achieve redistribution effects while not so radical. It maintains the

status quo but redistributes future wealth. No wonder Mill was so popular, though his
policies were against the ruling class’ s overall interests!
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SKELETAL OUTLINE, FIRST WEEK, ECON 1

This is for temporary use, pending availability of complete lecture notes.

INTRODUCTION
Historical Setting of The Worldly Philosophers

L Three ways of organizing society: Tradition, Authority, The Market

2. Three factors of production: Land, Labor, Capital

3. Triumph of Nationalism and Imperialism

4, The Enclosure Movement (Privatization)

5. Rationalism and the Idea of Progress: a new attitude

6. Speculation, good and bad

7. Need for understanding the new order

Adam Smith I (pp. 42-59)

i Desperate poverty and exploitation of landless proletariat

2, Quesnay, Smith, and the search for understanding social relations as a System — a
Living System, like anatomy

3. Laissez-faire

4 The Invisible Hand

5. The Division of Labor (Specialization)

6. Mutuality of Gains from Trade

7. Wealth of Nations - meaning the whole nation

8. Does Smith apply today?

9. Perversions of Adam Smith peddled in his name.

Adam Smith II (pp. 59-74)

1. Ugliness of life for "the unprofitable poor"

2. "Laws of Motion" of a free economy: upwards to Valhalla

3. "Law of Accumulation": Capital formation and its benefits

4. The equilibrating "Law of Population": Higher wages lead to higher population

9 The equilibrating "Law of Accumulation": Abundance of capital drives down

interest rates
6, Immediate uses (misuses) of Smith at the hands of others: used to talk down
labor organizations, public education

Gloomy Presentiments of Robert Malthus
1. Before Malthus, Prevailing Sentiment of Pro-Natalism. It had three legs: Militarism,
Godwinian Perfectionism, Smithian Optimism.
2. Malthus' Spectral Model: Exponential growth of population; arithmetic growth of
food production; fixed land; limited ability to substitute labor or capital for land.
3. Malthus gave ammunition to misanthropes, and has been doing so every since.
4. Ricardo noted how the Malthusian Effect divides society into classes: landlords who
have, proletarians who have not. (A third class, capitalists, stand in between.)
5. Malthus' over-emphasis on food and farmland, overlooking fixity of other natural
resources. Fallacy of identifying "landlord class" with farmers.




6. Malthus' on poverty: it is inevitable, there is no way out save death and non-
reproduction..

7, Advice to poor: choose between food or sex. Advice to rich: avoid private charity
and public welfare.

8, Malthus’ influence magnified by Darwin, Galton et al.; revived by modern ecologists,
environmentalists, conservationists, and eugenicists. H; tlu i m‘us)

9. Is India an example of "overpopulation" causing poverty? Heilbroner says yes;
Gaffney says no.  S¢ s o, s

10. Fall of birthrate after Malthus; Eight;causes given.

11. Advances in land-saving, labor-using capital and technology in farming and other
industries belie Malthus' forecast. Productive power of enhanced specialization: Adam
Smith verified? Stay tuned!

12, Malthus' other pessimism: Over-production. His ability to hold two contradictory
views at the same time, both fatalistic, but each refuting the other.

13, Tricky later dismissal of Malthus by “Neo-classical” economists, from ca. 1880, who
meld land with capital, and try to make it reproducible. Reaction of environmentalists
against neo-classical economics.

14. Enduring truth in Malthus: fixity of natural resources, need to husband them
carefully. Enduring issue: is resource scarcity natural, or artificial?

=



“

SOME REASONS WHY BIRTH RATES HAVE FALLEN SINCE MALTHUS’ TIME

A, Urbanization - it lowers b.r. everywhere.

B, Delayed marriage - the Irish and French practice. /l/ g/ own s,

C, Laws against child labor. {100, 090 v MW/{ 7wl

D,. Need for extended education.

E, Need for thrift - a French attitude, brought on by very high land prices, also observed

today in Japan. )

F, Periods of depression. Example of U.S. during the 1930s. [Fove Lasts v{ /"/JH; P

G, Advances in technology of contraception. [§47

H, Decline of sexism, coupled with rising need for women to work outside the home, to

make ends meet. Cesv VZ t ;M buh?

I,. Changes in religious attitudes - in practice, if not in official teachings.

J, Higher incomes - history seems to show that Malthus had it backwards, and higher

incomes actually tend to lower birthrates. f/j'. aj W s., 1850~ Loy, wé, Vs, ﬂ%f& ZW%
e

SOME REASONS FOR RISE OF FOOD SUPPLY PER CAPITA, SINCE MALTHUS

a. Expansion onto new lands, worldwide.

b. Replacement of animal traction by machines. (Draft animals used to occupy or eat the
produce of 1/3 of all land in farms.)

c. Substitution of higher-yielding crops for lower, e.g.

vines and tree-fruits for grain and grass.

d. Advances in genetics, bio-chemistry, agronomy, etc.

e. Advances in fertilization, pest control.

f. Synthetic fibers replace some sheep and cotton.

g. Growth of world trade, with higher specialization,

fitting crops to more appropriate soils and climates.

h. Advances in irrigation technique, doing more with less water.

i. Subsidies to farming, a worldwide phenomenon.

j. Advances in storage and transportation and distribution of food crops. Abating losses
and wastes is the same as producing more food.

K, Advances in knowledge of nutrition: better health with less food.

L, Exemption of food from most sales taxes.

M, Use of farming as an income tax shelter.
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Yong Bao, 3/9/02 Econ 1: Discussion Page 7

14. Marshall

e Centralist in Policy, in Methodology (Reconcile Cost-side/Supply-side and Demand-side),
and in Distribution (Passive Conservatism)
e Cost Analysis
Total Cost (TC) = Fixed Cost (FC)+ Variable Cost (VC);
Average Cost (AC) = TC/Output;
Marginal Cost (MC) = The increment of TC from this additional unit of output.

Cf: TP, AP, MP in Ricardo Pq. 197 (8)
part A
Cost f
A \ ‘N
MC N ENTAVE \/
P )(\ X " —X '
‘ W \ w D
,\,{\ I !  mat il «~);’1 XV
“U” Shaped Cost Curves [ P e s 1 1 :
Q Q1 Q Q
POutput
e Analysis is Static. No “Laws of Motion”—Ahistorical
e Supply and Demand
as price 1 er Price Price
‘ Supply small chunge in prce A Supply
) Ot Al B o , L /
demand gges downy- HRE—— ! Price Given
Demand * C /
$ Output P Output

St b Marshall or Ricardo

i uanti4
e Sert-Run versus Long-Run Y

Price Supply Price
il'g Nor+ —=rur A
pr( A xerl, \ Supply
Demand \ Demand
P Output P Output
Short-Run =» Producer “Rent” o Long-Run =» Consumer “Rent” )
ANON 1y ]’:l‘lf“\ :
e Incrementalism: “Nature has no leaps” DIN +Ne 1oNg+un, every cost s variapie cos
e Q8, Page 107 g e likpt T chobiged by any quar
Z)TN e WONG-vun <ensiiiv SF X
: / Of au K pr
NFINIY,
14. Veblen o

e Sardonic

e “Positive Feedback”: Competitive Emulation and Keep-up-with-the-Jones
e Leisure Class and Workman
¢ On Economics: at best Ornamental and Hidebound; at worst Venal and Hypocritical
e On Corporation
e Law of Motions: Engineers Come to Control; Business Cycles
e On Economic Man: Non-rational!
HOYSU N~y Y ‘\ P V]
output. /7/q Ai / P . AC
t ) ¥



Yong Bao, 3/9/02 Econ 1: Discussion

15. J. M. Keynes (Too many to list: Focus on your Notes!!!)
Key Words: dynamics, sunspots, animal spirits, aggregate demand, aggregate supply (cf:

Marshall’s supply and demand), liquidity trap, Say’s law, positive feedback, reflation, MROR,
AROR, mature economy, “prime the pump”, deficit, inflation, etc. il

eruT Y
AVe . rat rreturn, r !

16. Schumpter: Textbook, 288-310

17. Behind the Wordly Philosophers: Textbook, 311-325
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