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Lecture Notes , Friday , 17 Nov. 2000 , Ecs . 1 , Re J.B. Clark

Tag end of Wednesday's lecture
Clark narrowed the definition and scope of economics to

"Allocation " : " The study of the allocation of limited resources
among competing ends . " That is a useful study , but it leaves out
a great deal that was previously part of classical political
economy . The new study , with all its limitations , was ( and is )called " Neo-classical economics " ( for short , NCE) .

2. What Clark cut out of NCE makes a long list .

a. Land as a distinctive factor of production , and as anideal tax base , and as a limit on growth .

1.

b .

A.

Dynamicsi .ii .
Cycles of boom and bust

Long term " Laws of Motion "
Clark bypassed both the above by limiting hisanalysis to " statics . " He said statics is the basis , and he

would treat dynamics " later " : but later never came .

C. Turnover and replacement of capital . In Clark , capitalis deathless - a mystical kind of spiritual essence , measured byvalue , that " transmigrates " from one object to another . He and
his followers took this concept much more seriously than you
might expect from its merits . When an owner exchanges capitalfor land , the value " transmigrates " into land and " vests itself "
in land , whereby the land becomes a form of capital .

d . Substitution of capital for labor . In Clark ( as in Adam
Smith) , capital accumulation is an unqualified benefit to labor :
capital always complements labor ; never substitutes for it .
(Recall that Heilbroner has the modern market system " born in
agony" as capital , in the form of sheep , displaced labor from itstraditional roots in the land . ) Ricardo had raised the
possibility that machinery might displace labor ; Clark dismissesthis totally (he would have called it " Luddism " ) .

e. Distribution of wealth and income

As

i . Factoral distribution . Having eliminated one
factor , land , the only question for Clark was , how are wealth and
income divided between the remaining two , capital and labor .to wealth , obviously it is all capital . As to income , Clark
showed no interest in the actual division he was a puretheorist , not a statistician .

He did , however , develop a " symmetrical " theory of
marginal productivity , which treated property income as
correctly measured return for the contribution of property to
output . This meant that all property income was just as " earned"
as labor income , thus removing from land rent the stigma of being
unearned (as it was in classical political economy ) . In this
short course we have to bypass this fascinating theorem



identified with Clark .ii . " Personal " distribution i.e. , what % of income
goes to the top , say , 5% . Clark and other NCEconomists assumed
wealth was very equally distributed . As to income , any
inequalities were mainly the result of unequal abilities and
efforts in the production of wealth .

Having rationalized the system as a younger man ,
Clark in his later years developed a healthy interest in makingit work the way he said it would . The second half of his career
was therefore devoted to fighting monopolies .
him and the country , he failed in this , and by 1932 American
industry was highly cartelized .

Unfortunately for

£ . " Institutions "
" Institutions " are the law , corporations , the family,

land tenure , contracts and their enforcement , debt collection ,
churches , schools , charities , ... all the messy little details of
real life that are omitted from Clark's "pure " theory. We will
soon look at Clark's contemporary , Thorstein Veblen , whose
economics focused on institutions .

g . Capital formation and loss , maintenance , turnover , etc.
Clark bypassed all that by assuming a fixed supply of capital .
(Modern followers at Chicago , notably Arnold Harberger , have
developed a whole theory of tax incidence based on assuming a
fixed supply of capital . You may have heard of Harberger : he is
the " Chicago Boy " who worked closely with Gen. Augusto Pinochet ,
the Chilean dictator who made several thousand of his critics
" disappear . " )

h . Reconciliations? There aren't many in Clark :
privatization is the panacea . He did , however , view his system
as aiding all parties and leading to an ideal society.

Clark

i . Conservation , the environment , ecology . As a byproduct
of identifying land with capital , Clark viewed Nature as an
infinite wasteland into which human habitation could expand
indefinitely - something like the desert around Las Vegas .
wrote that nature as such has no value ; humans create value by
privatizing it . This was the prevailing view among economists
until very recent times , when biologists organized and rebelled
and forced them to reconsider .

B. Main items from COE

1 . Clark stressed the social value of privatizing land . (Clark ,
an active Protestant layman , shared this view with Pope Leo XIII ,
whose encyclical , Rerum Novarum , appeared in 1891 , and has
dominated Catholic social thinking ever since . )

Clark saw " free trade in land " as a panacea for all land
problems , which he attributed to barriers to exchange , like
entails and primogeniture . (He would not have liked zoning , but
that postdated him . )

He would have liked the recent " Sagebrush Rebellion , " and



the "New Resource Economics , " movements for privatizing whatremains of the Public Domain .
(Clark was a Democrat - of the conservative branch , which

was paramount in his day . Times and labels change ! The National
Parks and National Forests were reserved from the Public Domain
by Progressive Republicans , T. Roosevelt and W.H. Taft , 1901-13 .
Hard to believe today , but in those days the " Progressive
Movement " was powerful in the Republican Party . )

2. Clark was in part reacting to Henry George , who was running
for Mayor of NY , where Columbia University was the bastion of
defending property , and the status quo .

3. Clark , like Ely whom we study next , was an active Christian
layman . Yet , ironically , both were involved in a movement of
secularization in the colleges , where wealth replaced religion as
the guiding force .

4. There was little academic freedom in those days . College
Trustees were self-perpetuating , and above judicial or
legislative review , thanks to the Dartmouth College Case Decisionof 1819 .

5. Clark , although conservative in many senses , was not antiMarxist . He borrowed his capital theory from Marx. The most
consistent and devoted anti-Marxists were the "Austrian School "
economists . Instead of joining them and attacking Marx , Clarkattacked the Austrians .

6. Although a free market defender , Clark was not anti -statist .
Like most ambitious American intellectuals of the period , he
studied in Germany , where he absorbed the statist and
mercantilist ideas of Kaiser Wilhelm II , and the " Iron
Chancellor , " Otto von Bismarck , a Prussian Junker . If Clark ever
resolved the contradictions in his philosophy , I am not aware ofit . The most consistent theme I see is that Clark , like
Talleyrand and the Vicar of Bray , " survived . "

7. Clark favored taxing capital .
That should warn us , beware of stereotypes . Clark and the

Chicago School (his modern followers ) have the image of favoring
property over people , and markets over charity . Yet they favor
taxing capital ( cf. Harberger , above ) . This follows from their
belief that the supply of capital is fixed ( or " inelastic , as
economists say) .

At the same time , the followers of Keynes (whom we study
soon ) , are viewed as liberal or radical - yet they favor UNtaxing
capital , at least new capital . Go figure and again , BEWARE OF
STEREOTYPES ! Life is much too complicated and interesting to
trap yourself in oversimplifications .

8. " Factor symmetry "
This is an important side of Clark , but this course is too

short to develop it . 1
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of labor are there as a subtractions from C.F.
(We could also enter them by depreciating the Bunaldwing,
but to simplify. I have omitted this.)


