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21
A Cannan Hits the Mark

By MASON GAFFNEY

Edwin Cannan (1861-1935) is best known for his 1904 edition of The
Weaith of Nations, which became a standard. His next best-known
work is a History of Theories of Production and Distribution, 1893.
His book most relevant here is History of Local Rates in England,
1896. He was a professor at the London School of Economics,
1907-26, although a large inherited fortune let him live and rub
elbows at Oxford, which he seemed to prefer. His later work was
less noteworthy. He criticized both Marshall and J. M. Keynes, but
without much impact.

Cannan’s Law

In 1907 Cannan fired off a round at local rating of site values." It hit
home. First he recited the logic of what today we call the “tragedy
of the commons” (it was common coin long before Garrett Hardin).
Then he pointed out that a city taxing only site values to provide free
public services would attract too many people and too much capital.?
A city is an “open economy,” free to immigration of everything
but land, something like an open range or fishery. Even if all cities
tax only site values, cities with more rents per head may support
public services at higher levels, and so attract immigrants. This dis-
torts locational decisions, attracting people to jobs of lesser pro-
ductivity where they may gain from better public services. This is
“Cannan’s Law.”

There are three bad results from Cannan’s Law. One is an uneco-
nomical distribution of population, as cities with more rentable lands
attract more of mobile labor and capital than they should. That is not
to deny that people are attracted to New York for good economic
reasons. Rather, it is that distributing economic rent freely to all

American Journal of Economics and Sociology, Vol. 63, No. 2 (April, 2004).
© 2004 American Journal of Economics and Sociology, Inc.
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276 American Journal of Economics and Sociology

comers attracts people above and beyond the good economic
reasons. Thus, people move to New York to earn high wages, well
and good; but in addition they may receive a high quality college
education from CCNY, the “poor man’s Harvard,” paid from local
property taxes. In the glory days of the Mesabi iron range, children
of immigrant Finnish miners there in Hibbing, Minnesota, enjoyed
some of the best schooling in the country, paid from local property
taxes on iron ore. In Alaska and Alberta, workers receive high wages
to overcome the harsh climate, remote locations, and other dis-
amenities. That is economically sound, but in addition they get a cash
dividend each year from the overflowing oil revenues. All that tends
to draw more people, like flies swarming to fresh pie, than the wages
warrant.

A second bad result is what economists call “dissipation of eco-
nomic rent.” To make it simple, consider a rich but crowded fishery
where another fishing boat added to the crowd will not raise the total
catch at all, but simply take fish from other crews who were already
there. Interlopers will keep entering until the average boat and crew
just make costs, leaving no net rent for anyone. This has long been
standard economic lore. As Cannan writes, if a locality uses its rents
to benefit all its “inhabitants,” people will flock to the richest places
until there is no further gain to immigrants because they have wiped
out all the rent.?

A third bad result of Cannan’s Law is to lower the incentive of local
governments to provide public services that are open to all comers.
It fosters local institutions and attitudes that are harshly hostile to
newcomers and outsiders, especially to the poor, young, homeless,
hungry, and vagrant. As Woody Guthrie, the Okie bard, sang of
California, “Believe it or not, you won't find it so hot, if you ain’t got
that do-re-mi.” That was in 1935, the year Cannan died; it remains
true, only more so.

Cannan goes on to say that if we are to tax site values, the tax
should be national. It is not clear how sincere he is—his style is
carping, condescending, elitist, and unsympathetic. Still, his logic
implies it, and he does say it, however grudgingly.* On this point the
great Alfred Marshall agreed, in a positive spirit (positive, that is, for
Marshall, a famously “two-handed” economist).®
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A Cannan Hits the Mark 277

Why Heed Cannan?

It would be easy to dismiss Cannan, a careless writer. One could pick
at his many flaws, but it would be tedious and petty. He lacked much
standing in the profession, except as a hanger-on. He is best known
for editing The Wealth of Nations, the work of another man’s genius.
Marshall credits Cannan as one of many who have helped him on
“special points,” yet Cannan misquotes and misrenders Marshall so
badly one doubts if he ever finished reading Marshall’s Principles,
with its emphasis on the distinctive qualities of land, and its virtues
as a tax base.”

Yet it would be wrong to dismiss Cannan without heeding the crash
of his siege-gun, for he aimed it well. His point is that if we are to
think globally we must also act globally, or at least nationally, not
just locally. Those who follow the behest to “Think globally, act
locally” trap themselves in an anomaly, dooming them to the fate of
Sisyphus. No locality has much incentive to share its land, unilater-
ally, with the rest of the world’s mobile people.

Alfred Marshall seconds Cannan’s point, although he notes that
the “well-to-do” tend to move to the suburbs, leaving the “working
classes” in central cities.® He rather misses Cannan’s point that the
“London Dukes” who owned (and still own) the best of central
London are the target of land taxers. At this point Marshall minimizes
the problem—his world tends to be the best of all possible ones.

The Balkanized Tax Base

Differences among city tax bases are actually, however, extreme.
Parlier, a desperate little farm town in Fresno County, has just $10,000
of assessed value per head. Here are some assessed values per
head from different California cities in the County of Los Angeles:
Lynwood, $21,500; Beverly Hills, $294,000 (thirteen times Lynwood);
City of Industry, $5,533,000 (257 times Lynwood, and 553 times
Parlier).’ Destitute Slab City (unincorp.) in Riverside County has no
land values at all. (It is an abandoned military base between a
bombing range and the fragrant southern end of the eutrophied Salton
Sea, with rotting algae and dying fish.) One would not expect much
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support in the City of Industry for a proposal to share land as common
property with the transients who park in Slab City, which has no
public services except a species of public schooling (paid by the
county), nor would we expect the transients to stay in or return to
Slab City if they could park on the streets of Beverly Hills, camp in
its parks, attend its schools, and beg or “work for food” on Rodeo
Drive.

This is why some critics have called the property tax “regressive.”
Balkanization of the property tax gives some plausibility to the
otherwise bizarre claim that switching to a sales tax is less regressive
than sticking with a property tax. Within each city the property tax
is progressive, but when your data meld cities like poor little Parlier
and Lynwood with Beverly Hills you sometimes find poor people
paying more of their income in property taxes than rich people, and
getting less for it.

Then there are resource tax enclaves. Hydrocarbons and hardrock
minerals are unevenly distributed, geographically. McLure tells us that
the Siberian oblast of Tyumen, with 2 percent of Russia’s people,
yields 65 percent of Russia’s oil."’ There are similar regional dispari-
ties worldwide.

Rich farm counties are not, generally, resource tax enclaves (except
by comparison with poor farm counties). The “rural” counties today
with high values per head are resort counties, like Vilas and Walworth
in Wisconsin, with their prized lake frontages; or “exurban” counties
like Napa in California, or Berkshire in Massachusetts. In California,
you might think that fruitful farming counties like Tulare have a lot
more taxable real estate value per head than urban ones. Such is a
durable belief, but it is wrong. Tulare County reports assessed values
per head of $38,100. The whole state averages $60,000 per head.
Suburban Marin County weighs in with $95,400; urban Los Angeles
County has $59,000; Orange County has $74,000."

You might also think that Tulare, being rural, has a higher fraction
of land value in its mix, but again, not so, going by state-equalized
assessed valuations. The Land Share of Real Estate Value (LSREV) in
Tulare County is 28 percent, compared to a statewide mean of 40
percent, and 47 percent in Orange County. Grazing and mining coun-
ties like Inyo have high values of LSREV, but they are a small share
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A Cannan Hits the Mark 279

of the farm economy. Counties with intensive working farms, like
those of the San Joaquin Valley, have low values of LSREV."

Switching just the local property tax to land ex buildings will do
little to correct such disparities. It will therefore make little progress
toward overall distributive justice, and the wide support that would
evoke. There is, in fact, a natural cap on local property tax rates
imposed by local particularism. The City Council of Beverly Hills will
not raise land taxes in Beverly Hills to help voters in Parlier and
Lynwood move to Beverly Hills and share the rents.

Local Particularism Caps the Property Tax Rate

Everything above points to there being a low ceiling on Georgist
taxation applied locally. Henry George recognized that the power
elite of landowner/employers use Malthus’s doctrine to oppose raising
wages—it would just spawn an invasion of new brats into the work-
force, they said, bringing wage rates back down to bare subsistence.
To make his points, George had to refute Malthus. George’s view
mostly prevailed, with exceptions, until fairly recent times. Neo-
classical economists even hijacked it, with a reverse spin, to trivial-
ize land values. Whatever we may think of Malthus today, there is
no doubt that the fear of population increments from outside the
taxing polity now plays the role that George ascribed to Malthusian-
ism, and plays it with devastating effect.

Meantime, while academicians bandied words, many applied politi-
cians saw Cannan’s Law clearly, and used it to further their ends. The
authors of the U.S. Constitution, all landowners and mostly large ones,
arranged for that document to block direct federal property and
land taxes, unless the taxes be proportioned to state populations—a
crippling provision. They allowed property taxes at state and local
levels—even encouraged them by blocking interstate tariffs, then the
most common alternative form of revenue. They also guaranteed free
interstate migration. Thus they assured that local particularism would
cap land tax rates, while local fiscal preemption would obstruct
federal use of property taxes. The Federalist Papers suggest that was
a conscious objective."”? Possibly Madison and Hamilton were forced
into this position to win the support of the majority of landowner-
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delegates, but it was they who left their fingerprints on The Federal-
ist Papers.**

Austen Chamberlain, an English politician who (with his half-
brother Neville) battled against proposed national land taxation from
1920-38, formulated the Tory strategy thus:

It is certain that if we do nothing the Radical Party will sooner or later

establish their national tax, and once established in that form any Radical

Chancellor . . . will find it an easy task to give a turn of the screw. ...

On the other hand if this source of revenue . . .is once given to munici-

palities, the Treasury will never be able to put its finger in the pie

again, .. .”

Parliament followed his lead, and thus set the stage for repealing
Snowden’s national land tax (it was enacted in 1931, but died aborn-
ing). Poor Neville Chamberlain was to be the goat of such penury
when he had to let Hitler humiliate him, but meantime English land-
lords were spared paying taxes for any national purpose.

Upton Sinclair's 1934 run for Governor of California on the radical
EPIC platform, with strong Georgist elements, was winning until the
enemy found the formula of anti-Okie-ism. Jackson Ralston mounted
single-tax initiatives in the same decade, and lost to the same tactic.
He based his campaign on “Home Rule” for cities."” Critics noted that
each single-tax city would attract more than its share of hungry dust-
bourl refugees, and destitute Californians as well. Desperate conser-
vatives in Washington, besieged by radicals of the Huey Long-Father
Coughlin-Dr. Townsend stripe, could observe like Chamberlain that
local particularisms would cap local property taxes, while local fiscal
possessiveness would block any national tax on property.

Evanescent Local Successes and Their Failings

There have been many temporary and partial political successes,
applying Georgist ideas locally, in spite of Cannan’s Law. These are
something like correcting bad vision using eye exercises instead of
glasses. There are enough minor successes, after heroic efforts, to
lead us on, but only to frustration. Local action alone cannot achieve
the main goal. Here are a few such stories.

Some successes entail barriers to immigration. Alaska early on set
out to limit its social dividend to citizens with five years’ prior resi-
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dence in Alaska. It immediately lost out to the ghost of Madison. In
Zobel v. Williams (1982)," the U.S. Supreme Court called this provi-
sion a barrier to interstate migration, and struck it down. Alaska’s
annual oil dividend survived, but were it not for Zobel might be much
higher than today. Meantime, Alaskan landowners pay low property
taxes. There goes much of the dividend, and Anchorage is the most
sprawled city in North America.

Significantly, exclusionary zoning has NOT been ruled a barrier to
interstate migration. Neither have state and city commuter taxes that
tax the income of people who live in one state and work in another.
It may depend on whose ox is being gored.

Ethnic political machines tap into local rents while restricting the
benefits to a closed circle that is hard to enter. Their role in urban
American history is well known. So are their shortcomings, which
need no belaboring here. Note, though, that many machine politi-
cians—Al Smith is the poster boy—have been friendlier to Georgist
reforms than have patrician “good government” reformers.

Theocracies with a religious test for entry are noteworthy. Two
obvious cases are Congregationalist New England of the seventeenth
century, and Mormon Utah of the nineteenth century. Each was
marked by egalitarian sharing of rents among the faithful. Neither was
able or wanted to expand its example to encompass other faiths,
however, except via conversion.

California has quite a history of taxing land for public benefits. But
what public? California cannot exclude U.S. citizens directly, but does
so indirectly by winking at the widespread use of illegal alien labor
for stoop and sweatshop work. These aliens repel eastern U.S. immi-
grants, while the aliens, mostly nonvoting, are excluded from most
public benefits.

Another set of successes came from selling voters on the gains from
growth and immigration. Henry George was apparently elected Mayor
of New York City in 1886 (although counted out). He had Irish
support, but was not selling an ethnic machine—Tammany and the
Irish Catholic hierarchy turned against him. He preached on the ben-
efits of growth. Immigrants would not dilute rents as much as they
augmented them, said George. It is a central point he underscores in
his major work, Progress and Poverty.

Edward Polak (1915), a George supporter in the Bronx Borough,

This content downloaded from
149.10.125.20 on Mon, 14 Feb 2022 14:41:14 UTC
All use subject to https://about.jstor.org/terms



282 American Journal of Economics and Sociology

repeated George’s argument in supporting the proposed exemption
of buildings in New York City—an exemption that was implemented,
1922-32, with a strong boost from Governor Al Smith."” Now,
however, there is a visible loss of belief in economies of scale of
population—except in dying towns whose people feel their loss
keenly, too late.

George also brought out a countervailing point that Cannan, in his
exclusive concern with protecting high central rents from invasion,
overlooked. Taxes on the use and improvement of marginal lands
sterilize them, said George, “and tend to drive population and wealth
from them to the great cities.” Godfrey Dunkley argues convincingly
that that is what VAT did, when South Africa adopted it for the very
purpose of making marginalized blacks pay taxes.” That is not the
last word on the subject either, but shows there is more to it than
Cannan began to disclose. As George maintained, aborting rent on
marginal land, not just rent sharing on superior land, distorts loca-
tional decisions.

Chambers of commerce and real estate boards have generally fol-
lowed the same tack as George, touting the gains of growth. In the
single-tax era in western Canada, that crested ca. 1919, organized real
estate people were a major force promoting the exemption of build-
ings.*' They often support land tax increases: some of them even
opposed Proposition 13 in California. They recognize the role of infra-
structure in promoting economic development, and the benefits of
untaxing buildings. Chambers of commerce, however, now put much
more emphasis on attracting capital than labor. Changes in fiscal
federalism, discussed below, have reshaped their incentives and
attitudes.

Public universities have been a screening device attracting an
especially desired form of immigrant. Local support for education
is, however, lopsided, overbalanced for graduate and technical
education.

In sum, local growth orientation has become too weak, partial, and
spasmodic to overcome the restrictive force of local particularism,
which today dominates policy almost everywhere. The resulting
exclusionary policies, when practiced by all or most localities, drive
landless proles from pillar to post until they become so desperate
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they will serve landowner-employers for very little. It is not enough
to “think globally”: we must act globally. “Some for the Glories of
This World, and some/ sigh for the Prophet’s Paradise to come; . . .".
Now, it seems, to win some glories of this world we must do more
than just sigh for the Prophet’s Paradise, we must work for it.

Acting “Globally”

One way to act globally (or at least nationally) is through a national
land tax, or some reasonable facsimile thereof, coupled with a
national citizens’ dividend. The Income Tax Act of 1894 did include
land income in the tax base, thanks to the persistence of a handful
of single-tax congressmen—yes, really, there once were such men,
six of them at that time. The U.S. Supreme Court struck it down
because property income was in the base,” but President Taft (of all
people), Congress, and the voters came back with the sixteenth
Amendment, adopted in 1913, that did include land income in the
tax base. When Congress, led by single taxers Warren Worth Bailey
(of Johnstown, Pa.) and Henry George, Jr. (of Brooklyn), first imple-
mented the amendment it virtually exempted wages and salaries by
exempting incomes below a high cutoff point.”® The brunt of federal
taxation fell on property income, much of it land income, and it was
enough to finance World War I.

Since then the income tax has evolved, step by step, into its present
anti-labor form, with most property income exempt de facto, and high
rates on earned income.* It is obviously constitutional to reverse
that trend, because we have been there before. It would also be
desirable, but here we will focus on the cognate matter of “fiscal
federalism.”

To enable basic tax reform at the local level we must deal with
local particularism. To do that, in turn, we must deal with “fiscal fed-
eralism.” How are central governments to distribute funds from their
so-called surplus: to people (as a social dividend), or to local gov-
ernments representing landowners? When we wake up to smell
this coffee, we will find that a lot of economists have gotten up first.
Many of these economists deal with land rent, defined as Ricardo
would.”
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The reason it is so hard to sell growth policies—like land-value tax-
ation—at the local level today is that fiscal federalism, as practiced
today, is perverse. Central governments, imbued with the anti-
personnel spirit of Austen Chamberlain, tax people as people, while
handing out subventions to landowners as such, and to local
governments as such. The landowners can get the subventions
without having people, so who needs people? That's our problem in
a nutshell. Persons as such become fiscal pollutants, from the local
view. After the T-Men have plucked their feathers, working persons
are less able to pay local taxes; while federal grants relieve local
landowners from needing population to share public costs.?

Perverse fiscal federalism is DEsocialization of rent—creating new
private rents using public monies wrung from workers. This is
inherent in grants for capital spending, e.g., for sewerage; and tax
exemption of muni bonds. These grants and exemptions are given to
municipalities as such. That is only a step away from returning dollars
to landowners as such, because municipalities are defined as areas
of land, a group of local landowners.” Desocialization is inherent in
farm subsidies, e.g., payments to fallow land, using tax money from
workers. It is inherent in preferential assessment of farmland, e.g.,
California’s Williamson Act, where the state pays localities for their
lost tax revenues from underutilizing lands. It is inherent in the use
of property-tax exemptions to subsidize many underutilizations of
land and hobbies of the rich, like redundant airports for private
jets, cemeteries, golf courses, campuses, church parking lots, conser-
vation easements, timber, etc. Some of these may foster socially defen-
sible uses, but note it is the lands, not the personnel, that are
tax-exempted.

Canada’s classic Carter Commission Report® led the right way, but
Canada’s actual equalization program leads the wrong way.” Equal-
ization grants from Ottawa to the provinces are lower to provinces
whose taxable capacity per head is higher, and of course vice versa,
according to a detailed formula. So far, so good, but the devil is in
the definition of “taxable capacity.” Canada specifically excludes land
value from measures of taxable capacity.*® Buildings are included as
part of the potential tax base; a hardworking productive population
is included; a thriving commerce is included; but land value is quietly
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excluded. Thus a province wherein vast and valuable lands are under-
used is considered a charity case, eligible for alms from Ottawa; while
another province that makes productive use of meager lands has to
pay more taxes, but gets less relief. That helps explain why Ontario
and Quebec, despite their great urban and locational advantages, still
rank below the provincial average in measured taxable capacity.”! It
is not the capacity that is lacking, but the measurement of it. The tilt
is patent; it could hardly be an accident. If any one of the many bril-
liant economists, politicians, and bureaucrats who prate or publish
on equalization payments, horizontal fiscal federalism, and Canada’s
Representative Tax System (RTS) has even peeped on this point, I am
not aware of it. Their consciousness has fallen below the threshold
of perception, and needs desperately to rise.

Within provinces there are equalization programs, too. British
Columbia offsets the magnetism of Vancouver by subsidizing less
magnetic cities from general revenues, and by cross-subsidizing rail
and utility services to distant outposts in the boonies, but it is local
governments or private landowners, not people as such, that get the
benefits. It is the same in every American state. The exception is
public education, which is therefore the target of the most spirited
attacks by privatizers (like smug George Will) who dominate the op-
ed pages today.

The modern “Public Choice” school has grown terribly chic in the
economics profession. It focuses on fear of “the tyranny of the
majority,” given votes. The basic concept is unrealistic and prejudi-
cial, in view of the observable fact that the minority of landowners,
armed with discretionary wealth, sway the majority of voters to
support policies that favor landowners over the underlying popula-
tion. The Public Choice school leads us to fear and fend off an imag-
inary problem, blinding us to the real one that is quite the reverse.
Veblen explained voter behavior better by analyzing the mindset of
voters as a cultural throwback to an age of marauding Viking bands
organized around mindless fealty to some alpha male, whom the betas
and omegas were bound loyally to support and serve at any cost to
themselves. A progressive society must learn to place more value on
the “instinct of workmanship,” and express its unity in more egali-
tarian ways.

This content downloaded from
149.10.125.20 on Mon, 14 Feb 2022 14:41:14 UTC
All use subject to https://about.jstor.org/terms



286 American Journal of Economics and Sociology

Reversing Perverse Policies

Public spending should feature “Citizen Dividends.” These are social
dividends limited to citizens, thus discouraging free or illegal immi-
gration that would dilute the dividends and erode their voter support.
(The degree, pace, and conditions of legal immigration is an issue
to treat separately.) Dividends take many forms other than outright
per head cash grants. The G. I. Bill was a splendid example. Social
Security payments are another. School equalization payments based
on average daily attendance (a.d.a.) are another. A state or province
cannot easily restrict benefits to its old-time citizens, as Zobel
showed—but a nation can.

At the same time, there should be no more capital grants to local-
ities for public works. When cities pay for their own public works
they must attract population to justify the capital outlays and service
the debt.

Federal taxation should bear heavier on land income, and lighter
on wage and salary income, as in 1916. It was constitutional then; it
still is. The combination of a citizens’ dividend and income-tax reform
would drastically rebalance local incentives. Cities would compete to
attract median people rather than, as now, to repel them. This would
not cause swamping of cities with people because it is a zero-sum
game in a closed system. Competition would simply raise wage rates
and lower living costs.*

Congress should repeal the tax exemption of state and local bonds,
a massive ongoing subsidy to local landowners. This repeal will be
challenged as an invasion of state sovereignty, but recall that Con-
gress had no trouble in 1939 repealing the tax exemption of state and
local employees. Would the courts find bonds to be more sacred than
payrolls? To find out, we only need a simple act of Congress that
would quickly be adjudicated.

The federal government should review local zoning, and other
exclusionary policies, as barriers to interstate migration.

There is a federal interest in better tax assessment of land, to keep
buyers of used buildings from overallocating their tax “basis” to depre-
ciable buildings, thus arranging falsely to depreciate land, and erode
federal revenues. Something like a national board of equalization is
called for. The U.S. Census of Governments, with the pioneering work
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of Allen Manvel and political support from Illinois senator and
economics professor Paul Douglas, established the precedent. While
we're at it, let us outlaw the sequential depreciation of the same build-
ing by successive owners, an obvious outrage.

The result of such measures would be to restore the concepts of
dignity of labor, and the key role of income-creating investing (as
opposed to acquiring existing wealth and rent seeking).

Colin Clark’s National Land Tax

For nations where a national land tax is politically thinkable, Colin
Clark® has proposed a simple technique to spike Cannan’s big guns.
Says Clark, “land values per head of population should first be ascer-
tained; then the state would impose a land tax which exempted alto-
gether those local authority areas where per-head land values were
low, and which rose in a progressive scale for those with higher land
values per head. Each local authority would then also impose its own
tax,...”

Alfred Marshall, disguising his boldness under a mousy writing
style, proposed an even stronger supplement to the land tax. He
would make the tax base the capital value of land, rather than the
annual cash value, to tap “the part of the real annual value of land
which does not appear in a money form. . ..” Repeating himself for
emphasis, he says that taxing capital value will “bring under taxation
some real income, which has escaped taxation merely because it does
not appear above the surface in a money form.” That is, Marshall
wants the national tax to fall on imputed land income, an enormous
annual flow of value that now totally escapes income taxation.

And what is the value of land under old buildings? Marshall writes
no nonsense about seeking the depreciated value of the old building
first. Land value is the opportunity cost of the site itself: what land
would bring “if cleared of buildings and sold in a free market.”*
Imagine how that set of policies, from this prissy pillar of property
and propriety, would radicalize national taxation in any modern state.
Beneath the cautious facade, Marshall reinforced some Georgist ideas.

Yet there is more. Marshall applauds Lloyd George's “Social
Welfare” Budget of 1909, the one that humbled the House of Lords,
because the proposed land tax will “check the appropriation of what
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is really public property by private persons.”®® Did Henry George ever
say it plainer, or more provocatively “in-your-face”? No wonder Edwin
Cannan shied away from mastering Marshall’s Principles. No wonder
George Stigler had to go back to a disorderly altercation at Oxford,
and alleged comments that Marshall never published, shiftily to define
the great Marshall as an anti-Georgist.® Can we, in our federal system,
come up with something comparable to the ideas of Clark and Mar-
shall? It is a matter of thinking creatively, with the right attitude.
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Davenport: “Single Taxer of
the Looser Observance”

By AaroN B. FULLER

Herbert Joseph Davenport (1861-1931) was a prominent, early
twentieth-century American economist whose contributions to eco-
nomic analysis include a sophisticated opportunity-cost theory and a
series of lucid presentations of marginal utility theory.! Something of
an iconoclast, he criticized many of his fellow economists and
befriended his former teacher Thorstein Veblen at a time when most
economists had lost interest in Veblen’s theatrical personality and
sweeping denunciations of economic principles.? In addition to these
accomplishments, Davenport is cited by George R. Geiger in his
important book 7The Philosophy of Henry George, as a major critic of
George’s theory of capital. Geiger argues that the “classical” distinc-
tion between land and capital was “a crucial one for George’s eco-
nomic system,” and that “Professor Davenport was perhaps the most
characteristic critic of this type of distinction.” But following these
forthright assertions about George’s system and Davenport’s criticism
of it, Geiger equivocates and severely qualifies his initial declaration
that Davenport was “perhaps the most characteristic critic.” His qua-
lification is that Davenport’s criticism is mentioned “not because his
interpretation of economics—one which repudiates the classical
attempts to make the science primarily a logical or ethical discipline
and which instead stresses a strictly ‘cost’ approach—is felt to be
necessarily representative of modern economic theory, but simply
because of his decisive treatment of this particular [capital theor)]
problem.”* Geiger has introduced a contradiction with his “most char-
acteristic critic” description followed by his denial that Davenport’s
ideas are necessarily representative of modern economic theory, and
this contradiction is present throughout Geiger’s discussion of Dav-
enport’s views. Geiger offers no explicit clues as to why he decided
to circumscribe the relevance of Davenport’s views, but it is clear that

American Journal of Economics and Sociology, Vol. 63, No. 2 (April, 2004).
© 2004 American Journal of Economics and Sociology, Inc.
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by his equivocation he severs those views from any role that they
might have played as representative of how then contemporary eco-
nomic theorists viewed George’s ideas.” As we shall see in the ensuing
discussion of Davenport’s criticisms, Geiger’s equivocation was as
unnecessary as his basic point is incorrect; that is, Davenport’s views
on capital theory were very representative of contemporary economic
theory, particularly as it was presented by Irving Fisher, and
Davenport’s capital theory was not a criticism of George’s.

Geiger’s view that Davenport was a critic of George'’s theoretical
soundness is not absolute, because in a footnote he recognizes that
Davenport favored a policy of land-rent taxation, and he correctly
paraphrases Davenport's suggestion that “economists have been
wrong in looking upon the single tax as a fad or hobby offering
no practical discussion possibilities.”® Even stronger recognition of
Davenport’s positive view of George’s theoretical soundness is offered
by Geiger's quotation in the same footnote of Davenport’s explicit
statement that “the economists have never seriously attacked the
theoretical validity of the single tax program.” In another footnote,
Geiger cites Davenport’s inclusion of himself (in the concluding para-
graph of his American Economic Review essay, “Theoretical Issues in
the Single Tax”) among the “single taxers of the looser observance.”
However, Geiger never reconciles Davenport’s clear defense of the
theoretical legitimacy of land-rent taxation, cited in these footnotes,
with Geiger’s own textual claim that Davenport is a major negative
critic of George’s theoretical structure. This contradiction between the
main theme of Geiger's textual discussion of Davenport and the
substance of the footnotes provides further evidence of Geiger’s
equivocal treatment of Davenport as a critic of George’s theoretical
soundness.

In addition to assessing the implications of Davenport’s alleged crit-
icisms of George’s capital theory, we shall also examine Davenport’s
criticisms of land-rent taxation proposals. Davenport expressed much
sympathy with the basic principle of taxing land rents, declaring that
“the truth is with the single-taxers in principle but not in method.”®
The “method” to which he particularly objected was the taxation of
rents already accrued at the moment of the adoption of a land-rent
tax program. He argued that those economic decision makers who
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enjoyed the gains from past increases in economic rents should not
be deprived of those fortuitous increases.

Finally, it is necessary to examine two fundamental elements of the
economic ideas of George and Davenport, opportunity cost and eco-
nomic methodology, in order to see that there are compelling simi-
larities between their ideas, leading to the implication that, to the
extent that Davenport was a sound economist, George was also.

Geiger’s discussion of Davenport is the sole basis in the literature
for the claim that Davenport was a negative critic of George’ theory.
Geiger was simply wrong, and a suitable explanation for his error
cannot be reconstructed from the textual evidence. We may hypoth-
esize several speculations: that Geiger, a philosopher and not an econ-
omist, simply misread what Davenport and George wrote; that Geiger
did not intend to introduce equivocations and contradictions, and they
were simply missed in the editorial process; and that Geiger had an
ax to hone, and Davenport’s ideas provided a convenient rough edge
against which he could sharpen his own preconceived ideas. These
and other speculations must remain unresolved because it is not the
present concern to engage in a historiographical reconstruction of
Geiger's motives. In fact, the issue of whether Geiger’s error is the
result of deliberate intent or whether it was purely accidental is irrel-
evant to assessment of the contents of Davenport’s ideas as they relate
to Henry George. But Geiger’s error (that Davenport was a negative
critic of George’s theoretical soundness) is relevant in a broader
context, the issue of whether Henry George was a competent econ-
omist. Since Geiger’s book (in the main an able and valuable study)
is basically a defense of George’s thought, the implications of this
error tend to vitiate the work’s essential thrust, and, were he aware
of them, could not fail to have been distressful to its author.

Geiger’s initial identification of Davenport as a theoretical critic of
George establishes a perspective in which George’s conceptual foun-
dations are viewed as being in conflict with the ideas of prominent
economists. Geiger states that George’s distinction between land and
capital “has been severely attacked by more recent economic critics,”
and then he goes on to identify Davenport as the “most characteris-
tic” of these severe critics.” Geiger’s presentation is symptomatic of
a major presupposition that underlies much of the literature that
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presents George’s ideas—the preconceived, untested notion that
George’s ideas stand on one side of the issues he addresses and that
the ideas of respected economists stand on the opposite side. Geiger
to the contrary, Davenport was not a critic of George’s economics.
Davenport’s and George’s concepts of capital are different but com-
patible because they addressed different analytical needs, Davenport’s
the capital budgeting (optimal investment decision) problem and
George’s the theory of production and distribution. Extending beyond
Geiger's presentation, Davenport did object to the retroactive taxa-
tion of accrued land rents, but this is an objection grounded in
normative differences about what “ought” to be, not in positive
differences based on theory about what “is.” There is no basis here
for arguing that Davenport was a negative critic of George’s eco-
nomics, because different policy prescriptions based on different
value judgments are perfectly consistent with simultaneous agree-
ments about the objective analytical facts. Finally, in two major con-
ceptual areas (opportunity cost and methodology), Davenport and
George were in agreement, and this provides a far more substantial
basis for arguing that Davenport and George shared similar analyti-
cal conceptions than Geiger’s error does for arguing that Davenport
and George were conceptually opposed. Geiger’s error is unimpor-
tant in and of itself, but when related to the larger issue of whether
George’s ideas are outside the framework of accepted economic
analysis, it deserves to be exposed. Such an exposure cannot prove
that George was a good economist, but it can prevent false proof
from being tendered that he was not.

Capital Values and Capital Goods

It is in chapter 3, “George’s Economic Solution,” that Geiger presents
what he interprets as the differences between Davenport and George:
Davenport “broadly” defines capital as “all durable and objective
sources of valuable private income,” while George “narrowly” defines
capital as “wealth used in the production of more wealth.” In Geiger’s
view these definitions are radically different, with Davenport’s
representing “the continual shift away from the classical separation
between land and capital . . . which is becoming more and more a
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characteristic element of present-day theory,” and with George’s rep-
resenting the traditional classical position stated in the works of Adam
Smith, David Ricardo, and John Stuart Mill. In order to assess Geiger’s
interpretation of the conflict between these concepts of capital, we
must simultaneously address several related issues. First, is Geiger
correct that these concepts of capital conflict? Second, what does
George’s definition mean in terms of his analytical approach? Third,
what does Davenport’s definition mean in terms of his analytical
approach?

Geiger is incorrect that Davenport’s view of capital is a criticism of
or is in conflict with George’s view of capital. Geiger fails to recog-
nize that Davenport’s concept of capital is intended for a different
analytical purpose from George’s, and that different definitions of
capital are appropriate to different analytical contexts. Davenport’s
concern with capital is in terms of what is currently called the capital
budgeting problem, or alternatively, the problem of optimal invest-
ment decisions.’ This modern capital budgeting theory relies heavily
on Irving Fisher’s seminal analyses of capital theory, where con-
sumption is viewed as the final aim of economic activity."! Davenport
was well aware of Fisher’s work, and he footnotes his discussion of
the theory of capital and interest in Value and Distribution (1908)
with the comment that “Professor Irving Fisher's admirable treatise
upon The Rate of Interest appears as the present work is passing
through the press.” The footnote then continues over six pages of
close type, taking up nearly all of the pages with a careful exposi-
tion of the basic elements of Fisher's capital and interest theories.
Based on the Fisherian view, the balancing of consumption oppor-
tunities over time becomes the central economic allocation problem
and it is broadly conceived as encompassing all rational economic
choice.”” The time element is a critical feature of this balancing
process because it means that rational economic decision-making
revolves around choices to consume income now or to abstain from
consumption now and to wait to consume income in the future.
Capital is then defined as current income that is not consumed
but is “invested” to provide for consumption in the future, or in
Hirshleifer’s elegant phrasing, “capital is the present embodiment of
future-dated consumption goods.””® This view of capital emphasizes
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what economists call “capital value,” and it is this capital value, the
present market value of future income streams, that solutions to the
capital budgeting problem are intended to maximize over time.

Davenport’s definition of capital cited by Geiger, “all durable and
objective sources of valuable private income,” is in fact a definition
of “real capital” or “capital goods” that is consistent with the Fisher-
ian view of capital, shared by Davenport, which identifies capital as
the present embodiment of future-dated consumption goods. The
durable and objective capital goods provide the sources of the income
streams that are allocated over time to maximize consumption over
time. The source of these income streams is irrelevant to the capital
budgeting (optimal investment) decision; what is important is that
these income streams exist. Geiger's emphasis on Davenport’s defi-
nition of capital goods is used to demonstrate that Davenport would
include land in the definition of capital goods, and Geiger is correct.
But Geiger’s implication is that the inclusion of land in the category
of capital goods is evidence of an attack on the traditional distinction
between land and capital, and this implication is incorrect. Land was
included in the category of capital goods because it yields an income
stream that can be allocated over time, and this allocation process is
what Davenport was interested in describing and analyzing. Daven-
port does not deny that land has unique physical properties and that
it can earn rents that are payments in excess of opportunity costs,
but he does deny that these features of land are relevant to the deci-
sions regarding the maximization of consumption opportunities over
time. Maximizing consumption over time through the allocation of
various income streams is not influenced by the sources of the income
streams.

Geiger never realizes in his narrative that Davenport’s definition of
capital goods refers to sources of income, while Davenport’s concept
of capital refers to capital values that can be allocated over time to
maximize consumption opportunities. As Davenport explains, “The
value of any instrument of production is the present worth of all the
future income attributed to it,” and this value is the capital value to
which the sources of income streams are irrelevant.’ These income
streams can come from land, machinery, buildings, inventories of
goods and services, and all things that can be “traded in, or valued,
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or rented, or capitalized.”” In fact, Davenport’s list of durable and
objective capital goods includes items that are durable and objective
only in the sense that they can provide allocatable income streams
over time: they are durable in the sense that they persist across
alternative time periods, and they are objective in the sense that
they provide allocatable income streams. Some of these less obvious
capital goods besides land, buildings, machinery, and inventories are
“patents, copyrights, trade-marks, business connections, reputation,
good-will, privilege, government favor, franchises, royalties, rights of
toll and tribute, rents, annuities, mortgage rights, personal claims; and
further it includes monopolies of no matter how various kinds and
degrees, so far as they may become the subject of invested cost in
obtaining them, so far as they are bought and sold as steps in
competitive-productive investment, or are vendible upon the market
as capitalized dividend-paying properties.”'® All of these capital goods
are legitimate objects of capital budgeting (optimal investment) deci-
sions, and Davenport makes this quite clear in his description of the
capital budgeting process. “Actual business computations of the
expenses of production include a wide range of expenditures made
out of what, in the individual reckoning, stands as the total business
investment, and functions in the terminology and reckoning of the
business world as business capital. . . . The manufacturing entrepre-
neur or the corporation manager would find it a novel and per-
plexing doctrine which should restrict the capital investment to the
buildings, machinery and raw materials of the undertaking; the cor-
poration really possesses nothing that is not capital.””

Davenport’s presentation of a Fisherian view of capital is not nec-
essarily inconsistent with George’s narrower view of capital as pro-
duced means of production. In the Fisherian sense, capital is anything
that yields valuable services over time, and in such a circumstance
“the theory of capital becomes a theory of general economic
growth.”® Capital simply becomes a general term denoting con-
sumption that is put off until a later time period, and the rate of
interest is the exchange rate between present and future-dated con-
sumption. Such an approach permits various solutions to the prob-
lems of intertemporal choice and the maximization of consumption
over time, but if one is interested in a different problem, such as the
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problem of substitution in production and distribution, then a differ-
ent concept of capital might not be inappropriate. These latter words
are carefully chosen, because my argument is not that the Fisherian
theory of capital is incapable of yielding answers to the issues sur-
rounding production and distribution theory (primarily substitutabil-
ity among productive resources)—in fact, this broad conception of
capital can be used to provide such answers; instead, my argument
is that George’s conception of capital is not incapable of yielding
these answers either. Thus the broad Fisherian capital concept
advanced by Davenport has multiple analytical applications because
it is so broad, while the narrower, produced-means-of-production
concept advanced by George has fewer applications, but those to
which it is relevant are just as legitimate as the Fisherian applications.
There is no necessary conflict between the theories of capital
advanced by Davenport and George, and Geiger’s perception of con-
flict is mistaken.

As a final note on this capital theory issue, we should recognize
that George did work through a rudimentary marginal productivity
theory of production and distribution, and it is to this theory that
the produced-means-of-production concept of capital is relevant.
Although it is possible to develop a marginal productivity theory
without the distinctions between land, labor, and capital that are
present in George’s analysis, it is also possible to develop such a
theory with them, and this is what George did in a preliminary way.
The critical requirement for a theory of marginal productivity is the
recognition of the substitutability condition among resources in pro-
duction, and George recognizes the necessity of substitutability at the
margin.”

Policy Applications

In two articles dealing with single-tax proposals, Davenport does
provide some evidence that he is a “critic” of Henry George, but a
critic of specific policy applications of land taxation, and not a critic
of George’s theoretical soundness.”® Although George is not men-
tioned explicitly, Davenport objects to all single taxers who would
tax both the existing accrued rents and the future increments of rent.
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He advocates only the taxation of the future increments, arguing that
the taxation of previously accrued rents constitutes “a program which
shall impose on any casual present owner of original natural bounty
the penalty for a general and institutional blunder.”®" This objection
is not a quarrel with the idea of the single tax on theoretical grounds;
instead, it is a normative objection based on differing ethical stan-
dards. Davenport makes this clear when he declares that the “truth
is with the single-taxers in principle but not in method,” and that “it
may be said with approximate accuracy that the economists have
never seriously attacked the theoretical validity of the single tax
program.”*? Davenport’s strong normative views are well summarized
by his rhetorical claim that “surely wholesale confiscation of existing
land values is wholesale robbery.”® In this, Davenport’s rhetoric
sounds similar to George’s, although the objects of their rhetoric are
different. To George it was robbery to permit landowners to retain
the rights to accrued rents, just as surely as it was robbery to permit
them to accumulate future rental increments. George rhetorically asks,
“Why should we hesitate about making short work of such a system
[of land rent]? Because I was robbed yesterday, and the day before,
and the day before that, is it any reason that I should suffer myself
to be robbed today and tomorrow? Any reason that I should conclude
that the robber has acquired a vested right to rob me?”*

Although this difference in normative value judgments between
Davenport and George provides evidence of a legitimate context in
which Davenport is a negative critic, it is hardly the sense in which
Geiger views Davenport as a critic. Differences in value judgments
may exist between individuals who share identical scientific analyti-
cal conceptions, and the existence of such differences cannot be
accepted as evidence that the individuals differ concerning their basic
theoretical approaches to issues.

Opportunity Cost and Economic Methodology

Thus far I have rejected Geiger's claim that Davenport’s advocacy of
a Fisherian capital theory constituted a criticism of George’s analyti-
cal soundness, and I have acknowledged that Davenport and George
differed with respect to the value judgments attached to the taxation
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of accrued rental values. Although neither of these discussions leads
to the conclusion that Davenport and George were at odds on basic
economic principles, they also fail to provide any strong evidence
that they shared any fundamental conceptual ground. To provide
some evidence of conceptual similarities, let us briefly examine what
each man had to say about two central elements of economic
reasoning, the idea of opportunity cost and the methodology of
€CoNnomics.

Davenport is widely recognized as a major contributor to the notion
of opportunity cost.” In fact, Davenport’s contribution was quite
sophisticated in that it went beyond the traditional concept of the
predictive theory of opportunity cost and explored the concept of
choice-influencing subjectivist cost. The traditional predictive theory
views costs as quantifiable values that can be determined following
the act of choice, while the choice-influencing subjectivist theory
views costs as subjective constraints existing in the mind of a
decision-maker prior to the act of choice and determining the
direction of choice.

Davenport emphasized “entrepreneur’s cost,” which characterized
cost as a “margin determinant” purely within the personal aspects of
entrepreneurship, “a managerial fact, a subjective phenomenon, in
which all the influences bearing upon the psychology of choice
between different occupations or between occupation and leisure
have their place.”” Davenport’s basis for the psychology of choice is
“the psychological law valid for all human activity: men follow the
line of least sacrifice.”” This sounds remarkably similar to George’s
“fundamental law of political economy” that “men always seek to
gratify their desires with the least exertion.”® Although George’s pre-
sentations of opportunity cost are clearly in the traditional mold,
based on measurable values sacrificed after the act of choice, there
is an element of subjective choice implied in the examples he gives
to illustrate the idea. George’s image of the marginal workers seems
to rely on an implied subjective choice context, where these deci-
sion-makers are evaluating their opportunities before the act of choice
and basing their decision on their attempts to “gratify their desires
with the least exertion.” As George describes the framework of oppor-
tunity cost:
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It is, indeed, evident from observation, as it must be from theory, that
whatever be the circumstances which produce the differences of wages
in different occupations, and although they frequently vary in relation to
each other producing, as between time and time, and place and place,
greater or less relative differences, yet the rate of wages in one occupa-
tion is always dependent on the rate in another. . . . Thus, on the verge of
each occupation, stand those to whom the inducements between one
occupation and another are so nicely balanced that the slightest change
is sufficient to determine their labor in one direction or another.”

These marginal decision-makers “on the verge of each occupation”
seem to be engaging in subjective evaluations of the costs to them-
selves of remaining in their present occupation compared to chang-
ing to another occupation. While I am not trying to suggest that
George’s concept of opportunity cost included the same awareness
of the distinction between choice-influenced objective costs and
choice-influencing subjective costs that is explicitly developed by
Davenport, it is accurate to suggest that the basic notion of choice-
influenced opportunity cost is present in George’s ideas along with
a hint of the subjectivist element. Davenport and George are dis-
cussing the same ideas with similar conceptual language, and in this
respect there is common conceptual ground upon which their ideas
rest.

George’s methodology emphasizes that the nature of economics is
as a positive science as opposed to a normative science, and he
advises that in commencing to study economics (political economy)
we should consider “the nature and scope of political economy.”*
This is a similar admonition to the one offered by John Neville Keynes
in his classic consideration of the character of economic methodol-
ogy, The Scope and Method of Political Economy (1890). In Friedman’s
equally classic article on “The Methodology of Positive Economics,”
Keynes is quoted with regard to the methodology issue, where he
identifies a positive science as “a body of systematized knowledge
concerning what is; a normative or regulative science” as a body of
systematized knowledge concerning what ought to be, and an art as
“a system of rules for the attainment of a given end.”' These char-
acterizations are quite similar to those offered by George with respect
to the methodology issue.
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There is found among economic writers much dispute not only as to the
proper method of political economy, but also as to whether it should be
spoken of as a science or as an art. There are some who have styled it a
science, and some who have styled it an art, and some who speak of it
as both science and art. Others again make substantially the same divi-
sion, into abstract or theoretical or speculative political economy, on the
one side, and concrete or normative or regulative or applied political
economy on the other side.*

George leaves no doubt about his views of the proper method of

political economy.
Into this matter, however, it is hardly worth while for us to enter at any
length, since the reasons for considering a proper political economy as a
science rather than an art have already been given. It is only necessary
to observe that where systematized knowledge may be distinguished, as
it sometimes is, into two branches, science and art, the proper distinction
between them is that the one relates to what we call laws of nature; the
other to the manner in which we may avail ourselves to these natural laws
to attain desired ends.

Thus, consistent with Keynes’'s admonition of 1890 and Freidman’s
contemporary version of it, George advises us that the methodology
of economics involves the determination of laws that describe “what
is,” that is, economics is a positive science. Davenport also sought to
rid economic theory of any dependence on ethical value judgments,
and the entire character of his major works is infused with the attempt
to make economics as value-free as possible. In this, George and
Davenport are alike, and their methodological approaches are con-
sistent with the standard approach in the economic literature as rep-
resented by Keynes and Friedman.*

A Normative, Not a Theoretical Critic of George

Herbert Joseph Davenport turns out not to be a theoretical critic of
Henry George at all. Contrary to George R. Geiger’s claim with respect
to their different conceptions of capital, Davenport’s Fisherian capital
theory is not necessarily antagonistic to George’s more traditional,
produced-means-of-production concept. The two articles in which
Davenport does disagree with George are evidence of differing nor-
mative value judgments between them, not of opposing theoretical
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structures. Their thoughts on opportunity costs and economic meth-
odology reveal fundamental similarities. Geiger's error concerning
their capital theories is relatively unimportant when taken in isolation
from wider implications. The danger is that if it is permitted to
stand uncorrected, it could lend unwarranted support to the mistaken
impression that George’s contribution is somehow outside the
accepted boundaries of economic theory.

Notes

1. Davenport’s major ideas are presented in The Economics of Enterprise
(New York: Macmillan, 1913), and Value and Distribution (Chicago: Univer-
sity of Chicago, 1908).

2. Philip Charles Newman, The Development of Economic Thought (New
York: Prentice-Hall, 1952), and Joseph Dorfman, The Economic Mind in
American Civilization, 1865-1918 (New York: Viking Press, 1949).

3. George R. Geiger, The Philosophy of Henry George (New York:
Macmillan, 1933), pp. 99-100.

4. Tbid., pp. 100-01.

5. A purely speculative explanation might be that Geiger, a philosopher
and not an economist, did not regard his own assessments of economic theory
as definitive, and he was not willing to commit himself to an unequivocal
declaration that Davenport was a mainstream representative of economic
theory. In fact, such a commitment was fully justified by Davenport’s contri-
butions. Another speculative explanation is that Geiger wanted to use
Davenport’s material as a straw-man basis for his own ideas.

6. Geiger, Philosophy of Henry George, p. 105 n.

7. Ibid.,, p. 157 n.

8. Herbert J. Davenport, “The Single Tax in the English Budget,” Quar-
terly Journal of Economics 24 (1910): 6.

9. Geiger, Philosopby of Henry George, p. 100.

10. Jack Hirshleifer, “On the Theory of the Optimal Investment Decision,”
Journal of Political Economy (August 1958).

11. Irving Fisher, The Theory of Interest (New York: Macmillan, 1930), and
The Rate of Interest (New York: Macmillan, 1907).

12. George ]. Stigler, The Theory of Price, 3rd ed. (New York: Macmillan,
1966), p. 286.

13. Jack Hirshleifer, Investment, Interest and Capital (Englewood Cliffs,
NJ.: Prentice-Hall, 1970), pp. v-vi.

14. Davenport, Value and Distribution, p. 242.

15. Ibid., p. 152.

16. Ibid., pp. 152-55.
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17. Ihid., p. 148.

18. Stigler, Theory of Price, pp. 275-86.

19. Henry George, Progress and Poverty, 75th anniversary ed. (New York:
Robert Schalkenbach Foundation, 1954), pp. 168-72.

20. Herbert J. Davenport, “The Single Tax in the English Budget”; and
“Theoretical Issues in the Single Tax,” American Economic Review 7 (1917).
Davenport especially focused his policy criticism on ad valorem land taxa-
tion, which he viewed as destructive of individual investment incentives and
as contrary to his conception of ethical justice.

21. Davenport, “Theoretical Issues in the Single Tax,” p. 2.

22. Davenport, “The Single Tax in the English Budget,” p. 279.

23. Ibid., p. 287.

24. George, Progress and Poverty, p. 365.

25. Edmund Whittaker, A History of Economic Ideas (New York: Long-
mans, 1940), p. 456.

26. Davenport, Value and Distribution, p. 273.

27. Davenport, The Economics of Enterprise, pp. 59-61.

28. George, The Science of Political Economy (1897; reprint ed. New York:
Robert Schalkenbach Foundation, 1962), p. 86.

29. George, Progress and Poverty, pp. 210-11.

30. George, The Science of Political Economy, p. xxxviii.

31. John Neville Keynes, The Scope and Method of Political Economy
(London: Macmillan, 1890), and Milton Friedman, Essays in Positive
Economics (Chicago: University of Chicago, 1953).

32. George, The Science of Political Economy, p. 101.

33. See also Progress and Poverty, p. 13. This is not to deny that George
believed that, from an ultimate perspective, “economic law and moral law
are essentially one.” Ibid., p. 560.
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Carver: Reluctant Demi-Georgist

By ROBERT V. ANDELSON

In 1954, just prior to becoming a nonagenarian, Dr. Thomas Nixon
Carver, who had retired from the Harvard faculty more than two
decades before, began a new career as a weekly columnist for the
Los Angeles Times. The vigorous and trenchant pieces that appeared
under the by-line of this remarkable man until his death, seven years
later, at the age of ninety-six, are well remembered by the present
writer, who was then pursuing doctoral studies at the University of
Southern California—coincidentally, Carver’s alma mater.

Iowa-born, educated at U.S.C. and Cornell, Carver was the author
of eighteen books (on sociology, social philosophy, and even reli-
gion, as well as on economics), including Essays in Social Justice,
which contains a unique chapter, “The Single Tax.” In 1915, when
this work appeared, he was David A. Wells Professor of Political
Economy at Harvard, and had just spent two years as a high official
in the U.S. Department of Agriculture. The following year he served
as president of the American Economic Association.

What makes the chapter unique is that in it Carver firmly endorses
a large measure of land-value taxation for reasons of his own, while
at the same time attacking, sometimes scathingly, many of the argu-
ments advanced for its adoption by Henry George and his followers.
Let it never be imagined that this crusty scholar was not an inde-
pendent thinker!

Nature and Morality

Carver was a Darwinian empiricist, who had no use for what he
regarded as abstract metaphysical ideas of right and justice, and who
defined morality as the facilitation of human adjustment to the mate-
rial universe.! That social group the members of which best manifest
such qualities as industry, frugality, enterprise, fortitude, and mutual
helpfulness will be best adapted to the inexorable and universal laws

American Journal of Economics and Sociology, Vol. 63, No. 2 (April, 2004).
© 2004 American Journal of Economics and Sociology, Inc.
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that govern the material universe, will be strong, and will survive in
the inevitable competition with other groups:

Instead of saying that nature is non-moral or that science is unable to dis-
cover the moral order of the universe, we should say that nature is the
final authority on morality, and that our opinions, likes and dislikes,
approvals and disapprovals, must be modified to suit that final authority.
... If we once perceive that morality is merely social hygiene, and that
anything is moral which works well for society in the long run, which
prolongs its life and enables it to grow and flourish and hold its own in
competition with other societies, and beat out all those which are organ-
ized on immoral bases, we should think no more about questioning the
moral order of the universe than we do now of questioning the hygienic
order. We should then say frankly that whatever the order of the universe
is, that, per se, is the moral order, likes and dislikes, approvals and dis-
approvals to the contrary notwithstanding. We should then say that what-
ever social customs and conventions are found to fit into the order of
the universe, and whatever private conduct is found to permanently
strengthen the social group, that is per se morality.?

Let it be immediately noted that this formulation exhibits the so-
called Is-Ought Fallacy: one cannot get an ought solely out of an is,
cannot derive a value judgment merely from a factual one. But this
is an issue about which logicians are by no means in agreement, and,
in any event, Carver would doubtless retort that if his formulation
is deductively invalid, then so much the worse for the deductive
method; he prefers to rest his case at the bar of induction.

Despite his stated antipathy for metaphysical abstraction, Carver
sees no conflict between his Social Darwinism and “the highest form
of religious thought which the world possesses today,” asserting that
“the laws of natural selection are identical with the laws of divine
approval; and...the process of exterminating the unfit or the
unadapted is only a manifestation of divine disapproval.” Behind the
material universe is the divine energy and will, which not only created
it but sustains and re-creates it continuously every moment. This belief
is stated only in passing in the Essays, and is not the dominant theme
even in Carvers slim volume 7The Religion Worth Having, which
seems to make utility in promoting human prosperity the ultimate cri-
terion for religious value. Yet it may help to provide the answer to
what would be otherwise a mysterious element in Carver’s thought—
the individual’s motive for embracing the work ethic. Carver some-
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times speaks as if the stern code of natural selection operates unde-
viatingly upon individuals, so that industrious and provident persons
automatically prosper and survive while the idle and profligate suffer
and are doomed. But, as Job protested, in this world such inevitabil-
ity of personal desert does not obtain. Although it may be that the
Puritan virtues make the possibility of individual prosperity and sur-
vival greater, still, as Carver recognizes, many a man has been so
circumstanced as to be able to enjoy a life of luxurious indolence
with no ill effect other than perhaps an occasional attack of gout.
Apart from a theological impetus, it is difficult to understand why
such a one would be moved to abandon his parasitic existence for
the strenuous “worldly asceticism” Carver would have him embrace
in order to make a productive contribution to his nation or race. True,
Carver endorses social arrangements that would remove, to a con-
siderable extent, opportunities for luxurious indolence. Moreover,
he does not consider human nature wholly selfish. But he places
immense stress upon the cultivation of a kind of sacrificial patriotism
that, when not informed by powerful religious sentiment, one
normally observes only in wartime or other periods of extraordinary
national emergency.

Actually, it is this insistence upon rigorous personal sacrifice for the
sake of the well-being of the group that exculpates Carver’s religion
(which invokes no promise of transcendental reward) from the charge
of low prudentialism. Nevertheless, although I do not wish to stray
any farther than necessary into theological excursis, there is an objec-
tion that I feel constrained to raise. Henry George’s faith in God
revived when he came to believe that the grim doctrine of Malthus
described the results of human error and perversion, and was not
ingrained in the created natural order. For George, a Malthusian order
was not just, and only a just creator could be God. Carver did not
address himself specifically to this aspect of George’s thought, but
had he done so there can be little doubt that he would have taken
him to task for presumptuously making his own subjective sentiments
the standard to which God must conform. This, he would have
insisted, is to worship man and his emotional predilections, not God.
But is not Carver'’s approach at least equally man-centered? To define
morality (and hence justice) as whatever facilitates the group’s sur-
vival and prosperity, is to at least give the impression that human
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survival and prosperity are the ultimate values. And to simply equate
the will of God with that to which the social body must conform if
it is to survive and prosper, is to make human survival and prosper-
ity the final criteria of goodness, not goodness, that is, God, an end
to be reverenced and cherished for its own sake.

Although it may seem as if we have come rather far afield before
I even commence discussion of the topic of this chapter, the forego-
ing review of the broad framework of Carver’'s thought may help to
illuminate the background and therefore some of the details of his
critique of George.

For Carver, the state’s most essential role in promoting social justice
is to encourage and protect producers, and to restrain predators—to
channel human conflict into competitive production, where success
depends (to a much larger extent than in other forms of conflict)
upon service rather than upon destruction or deception. Property
rights are nothing more than a tool for the furtherance of this end,
and their validity in each case depends upon whether in the long
run, their recognition fosters or obstructs it.>

Carver divides wealth into three categories: “earnings,” “stealings,”
and “findings.” Under the last of these he places the site value of land
(land rent). Since the only valid property rights are those that rest
upon long-run social utility, whether or not it would be unjust for the
community to confiscate rent becomes simply a question of whether
or not it would be practically desirable for it to do so. In other words,
does the social appropriation of rent foster socially useful production
more effectively than does the individual appropriation of rent?
Against the same criterion, the applicability of which Carver takes for
granted, he measures all “findings,” not merely land rent—and, for
that matter, every form of wealth. But the social utility of earnings
and the social disutility of stealings are sufficiently obvious to render
unnecessary a lengthy justification of private property rights in one
and not in the other.

» o«

Productivity of Land

Before subjecting the question of rent to the pragmatic test specified
above, Carver launches into two digressions somewhat hostile to
George and his followers.

This content downloaded from
149.10.125.20 on Mon, 14 Feb 2022 14:41:14 UTC
All use subject to https://about.jstor.org/terms



Carver: Reluctant Demi-Georgist 309

First, he proceeds to demolish the single taxers’ supposed con-
tention that land is not productive. He deduces this curious conclu-
sion from their view that a site would have no economic value were
it not for the community around it, assuming that this implies that the
community is the sole producer.

In the first place, this proves too much. All that is said respecting land
could be said of any other factor of production. If it were not for the com-
munity round about, neither the buildings on the land nor the labor of
the lawyer, the doctor, the merchant and the manufacturer would be of
any great value. In the second place, if we begin at another link in the
chain and follow the same method of reasoning, we could prove that land
produces everything. If it were not for the land there would be no pro-
ductivity, or any community either.®

Actually, of course, neither George nor any of his followers ever
claimed that land is unproductive. Like all economists in the classi-
cal tradition, they viewed it as one of the two primary factors of pro-
duction.” That it is productive only when conjoined with labor and
(usually) capital, Carver himself would scarcely deny. As for its value,
it is perfectly true that nothing would have value without the pres-
ence of a community to provide a market for it, but since the supply
of land is inelastic, this leaves the community (with its public serv-
ices, its aggregate improvements, its cultural, industrial, and com-
mercial enterprises, and, above all, its demand) the only active factor
in determining what land is worth. Therefore, there is some force to
the Georgist argument that land value is a social product in a way
that is not true of the value of other basic goods. In the quoted
passage, it may be remarked, Carver appears to conflate value and
productivity, two ideas that, although often related, are conceptually
distinct.

After completing the supererogatory task of proving that land is a
productive agent, Carver observes that “it does not follow by any
means that the landowner is a productive agent”—which is all that
George or any knowledgeable Georgist ever contended. Carver,
however, goes on to say that just because the landowner, as such, is
not a producer, one ought not to assume that he is necessarily a par-
asite. He fulfills, at least to some extent, a useful function, that of con-
server of exhaustible resources. Carver concedes that landowners may
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be receiving more in the way of rent than they deserve for this, but
he feels that under an unmodified single tax the function might not
be performed at all, for the nominal owner would be a virtual tenant
to the public. Having no interest in the future increase or decrease
of the value of his land, his inclination would be to rapidly exploit
the land’s productive powers to the point of exhaustion and then
move on. To prevent this the state would be obliged to institute
controls, involving close and detailed regulation and inspection by an
army of paid officials.
Possibly a refined form of the single tax could be devised which would
tax only site value and not soil or anything else which could possibly be
exhausted or destroyed. In that case the public would be the virtual owner
of the site alone, and the private owner would be the real as well as the
nominal owner of everything else, including the soil. He would then have
the same motive as now for conserving the value of everything which
might be exhausted and which therefore needs conserving, leaving to the
state the virtual ownership of the site, the only thing which cannot be
exhausted and therefore needs no conservation.?

The specter of reckless exploitation had earlier been raised by
Francis Amasa Walker. In the chapter on General Walker in the
present volume, Professor Cord points out that absentee farm own-
ership, an important contributory cause of soil depletion, would tend
to disappear under land-value taxation. Further, since land would be
assessed and taxed according to its optimum use as determined by
the market, and optimum use for farmland reflects the application of
fertilizer, it would scarcely be economically feasible, says Cord, for
the farmer to fail to keep his soil enriched. As for mineral resources,
their depletion could be discouraged by combining a severance tax
with the land-value tax, the total not to exceed the site’s economic
rent.

Pioneering and Landownership

Carver’s second hostile digression invidiously compares the single
taxer with the hardy, enterprising pioneer: “They who desire land
know where they can get it; what the aggressive single taxer wants
is not land, but a share in the value of the land which somebody
else has. ... Moreover, it must be said, this modern movement is
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promoted, not by appealing to the pioneering, colonizing spirit of a
sturdy, conquering race, but too often by appealing to jealousy, cov-
etousness, and other of the less commendable motives which actuate
mankind.” Be this as it may, since it would eliminate speculative
withholding, the Georgist proposal would make land more readily
available to those who actually wished to use it, not just to share in
its value. If Carver momentarily ignores this, his next remark could
not fail to delight the most rabid partisan of George, for he comments
that since urban landowners find it profitable to encourage metro-
politan congestion, no sympathy need be wasted on them if the
masses who flock to cities should vote to confiscate land rent. The
landowners will have simply paid the penalty for gambling with eco-
nomic and political forces.

Carver, however, believes that such matters should be decided, not
by sentiment but by constructive statesmanship, and that, from this
point of view, the issue to be considered is whether priority of occu-
pation constitutes a sufficient ground upon which to base a legal right
to land and its rent, and if so, what limitations might be reasonably
placed upon that right."

In clearing the way for such consideration, Carver quickly dismisses
“metaphysical” doctrines of human rights in general, and of property
rights in particular, instancing Locke’s labor theory of ownership
(upon which George relied) as an example of the latter. Its major
premise asserts that a man has a right to himself; its minor premise,
that when he has worked upon a thing, he has put a part of himself
into it; and its conclusion, that therefore he has a right to that upon
which he has worked. In Carver’s judgment the minor premise is
“absurd and meaningless, and that is enough to spoil the argument.”"!
He asked rhetorically: “If, after he has parted with the thing he has
as much of himself left as he had before, can he be said to have put
a part of himself into it?”'* To which the rejoinder might be made that
he can indeed, although it may have been his past rather than his
present self. He has lost the time and effort that he would probably
have expended differently were it not for the anticipation of owning
the thing. Besides, he may have impaired his health or vital powers
in producing the thing, in which case he has literally diminished his
present self.
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Long-run utility, it will be recalled, is Carver’s touchstone: “Is it
useful in the long run, i.e., does it work well, to allow the first occu-
pant of a piece of land some rights in it which we deny to those who
come later and want a part of it or its value? Of two communities
otherwise equally favored, one of which recognizes this right while
the other does not, which is likely to become the more comfortable,
prosperous, and powerful?”*?

Since he largely equates nation-building with pioneering, with sub-
duing and cultivating new lands, and expanding productivity, Carver
holds that constructive statesmanship must address itself to the ques-
tion of how pioneering is affected by the present system, on the one
hand, and how it would be affected by the Georgist proposal, on the
other. The desire to get the future “unearned increment” of land is
doubtless one stimulus to pioneering in the sense of opening and set-
tling new territories, but the opportunity for such activity had ceased
to be very significant when Carver’s book appeared, giving his
concern a somewhat anachronistic flavor. Intellectual and spiritual
pioneering may also take place (and a strong case can be made for
the proposition that they are more likely to take place) in metropol-
itan areas. Carver implies that a sharing in “the enormously inflated
value of land in overcrowded urban centers” would induce the land-
less to remain in them instead of spreading out to where land is
cheaper and more abundant, evidently forgetting that such sharing
would tend to reduce the inflated value by taking the profit out of
speculation.

Under frontier conditions, observes Carver, the distinction, so
crucial to George’s position, between property in land and property
in other things, seems nugatory:

If one settler saw a tree which seemed to contain certain possibilities, and
chopped it down and made it into a table, it would be in accordance with
social utility that the table should be his. If another settler saw a piece of
land which seemed to contain certain possibilities, and cleared it and
ploughed it and reduced it to cultivation, on the same reasoning the land
would be his. Each settler would have found a free gift of nature, each
would have worked upon it, each would have changed its form from the
raw state in which he found it to a form which would suit his purpose.
The mere fact that the result of one’s labor happened to be a farm, and
that of the other’s a table, would not have appeared at the time to be a
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real difference. This aspect of the case is recommended to the consider-
ation of those who believe that the private ownership of land is forbid-
den by a moral law ordained from the foundation of the world. . . .

In view of all these considerations it will be difficult for any reasonable
man to lash himself into a state of moral indignation against the private
ownership of land. If a pioneer settler were brought face to face with a
certain type of radical single taxer who makes a moral issue of the own-
ership of land values, and makes free use of certain formulae, such as the
equal right of all to access to God’s earth, the moral indignation would
not be all on the side of the single taxer."

This sardonic passage (which well illustrates its author’s unadorned
but effective literary style) contains at least one misleading implica-
tion, for not even the “radical single taxer who makes a moral issue
of the ownership of land values” really objects to private ownership
of land where land is so abundant that it has no value in its raw state.
The Georgist stress upon the right to private ownership of labor prod-
ucts justifies security of improvements. It is only where land becomes
so scarce that it acquires a value independent of its improvements
that the moral objection to private ownership arising from first occu-
pancy comes into play, and this objection is focused upon private
retention of that value rather than of the land itself.

Curiously, Carver then develops his argument in such a manner
as to arrive at much the same place as the single taxer, although,
of course, basing his conclusions upon long-run social utility, and
eschewing moralistic formulae of the type that serves as target for his
irony. However, it should not be overlooked that his understanding
of social utility is, in its way, itself profoundly moralistic: “Justice is
mercy writ large. It is benevolence with a long look ahead, a look
which takes in the most distant generations of the future and places
them on an exact equality with the present generations; which has
as much regard for an as yet voiceless individual to be born a
thousand years hence as for any individual now alive and clamoring
for his rights.”” It is in the light of this that one should consider his
account of what occurs when frontier conditions cease to exist:

A real difference between the table and the land would begin to appear.
In the first place, it would be found that the owners of the land held
control of the original raw material for the manufacture of tables and
all other produced goods. When the maker of the first table [or his
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descendants] wished to make a new one to replace the old one when it
was worn out, he would have to pay the landowner for the privilege of
cutting a tree from which to make it. In the second place, the value of
the land would increase in proportion to the number of persons wishing
to make use of its products either for purposes of consumption or for the
purpose of producing other goods. The fortunate owners of the limited
supply of land would find themselves in possession of a growing income
far in excess of anything which the land might have cost them [or their
ancestors], whereas the owners of the tables and other goods would find
themselves always compelled to expend approximately as much in the
making of them as they were worth. As time goes on this difference
increases, especially in a growing city, while the value of tables contin-
ues to bear a fairly close relation to their cost of production.'®

Since pioneer conditions no longer obtain in established commu-
nities, the problem of landownership, said Carver, really becomes
largely a problem of inheritance, and the issue to be resolved is
whether or not there are any modifications of the right of inheritance
that may logically be expected to improve social and economic con-
ditions, stimulate the productive energies of the population, or lead
to such a distribution of wealth as would foster the virtues of hard
work, frugality, and useful investment.

A Reluctant Demi-Georgist

On these grounds, the land-value tax (which falls to a considerable
extent upon inherited property) has much to commend it in Carver’s
eyes. He specifies three distinct advantages that would result to
modern society through an increase in the taxation of land values.
(1) Such an increase would discourage the holding of valuable land
out of use for speculative purposes. By thus bringing land into best
use, it would stimulate the demand for labor and capital, augment-
ing the returns for working and productive saving. (2) Taxation on
active industry would be reduced in proportion as the burden is
placed on the site value of land. This would invariably encourage
business and industry, since people would not be penalized for pro-
duction or improvements, and there would be no incentive to hold
a site vacant or to put it to some use below its optimum. All this
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would make goods more abundant for everyone in the community.
(3) It would tend to eliminate the waste of the labor power of those
who live upon the unearned increment of land, devoting themselves
to idle self-indulgence, to what Carver caustically refers to as “the
ornamental professions,” or to the dissipation of their investing talent
in land speculation, which is not only sterile but actually detrimental
to the creation of national wealth. Because Carver believed that, “gen-
erally speaking, the leisure class is made up of the most capable
members of the community,”"” he heavily underscored the importance
of diverting its ability (as well as its material assets) into productive
channels. This argument for land-value taxation, which he considered
probably the most important of the three, was wholly novel; even
George himself does not seem to have hit upon it—perhaps because
he had a less favorable impression than did our Ivy League profes-
sor of the capabilities of the leisure class.

Because of the reasons just cited, and in spite of the reservations
and objections he had raised earlier in his essay, Carver concluded
that a considerable extension of land-value taxation “would work well
for the nation.”'®

The reader will recall that Carver had insisted upon the distinction,
so strongly emphasized by George, between land and goods pro-
duced by labor, although he held that its effects do not emerge until
an area is settled, and that on no account is it in any case a moral
issue. He admitted that land (in the nontechnical meaning of the term)
is sometimes “made” in the sense of being reclaimed from the sea or
desert, whereas there are some produced goods, such as antiques
and rare works of art, that resemble land (as defined in classical eco-
nomics) in that their supply cannot be increased in response to market
forces. But these exceptions he regarded as of little consequence. The
fact that whereas nonreproducible land is the rule and reproducible
land the exception, and reproducible goods of other kinds the rule
and nonreproducible ones the exceptions, may be called a difference
of degree only, but it is a difference of degree so great as to consti-
tute for scientific and practical purposes a difference of kind: “As a
matter of fact, nearly all scientific differences are differences of
degree. It is not denied, however, that there are many resemblances
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between land and other goods. There are also certain resemblances
between a man and a clothes-pin, but the differences are sufficiently
important to warrant our placing them in different classes.””

The above discussion, as well as part of that to which I previously
alluded on the same topic, is reproduced in Carver’s Essays from his
Distribution of Wealth, published eleven years earlier. This earlier
work also contains an argument against the contention that though
geographic land (land surface) may not be materially increased by
labor, economic land (land capital) may. His treatment of this point
is quoted in the chapter on Richard T. Ely in this book.

The last chapter of Carver’s Essays, “The Distribution of Taxation,”
sets forth in addition two rather standard arguments for land-value
taxation as a permanent levy. The first is that a tax on land values
cannot be shifted, since it neither lowers supply nor raises demand.
The second is that such a tax tends to be capitalized, and, hence, if
it lasts over a long enough period, becomes burdenless. “It is paid
once and for all when the tax is taken out of the capitalized value of
the thing taxed.””

Of course, neither Carver’s espousal of these two arguments, his
defense of the key distinction between land and other goods, nor his
outright advocacy of a very sizable degree of land-value taxation
makes him a single taxer—as he is by no means hesitant to point
out.” For he also recommends a stiff tax upon inherited wealth,
regardless of its source or nature, and, moreover, somewhat less
emphatically, a moderately progressive income tax.?* He further main-
tains that a tax that is easily shifted and thus diffuses itself through-
out the community (such as a sales tax), is the most suitable means
of raising temporary emergency revenues, which must be gathered
without “too nice a regard for absolute justice.””

Yet he urges that among permanent taxes preference should be
given to those that fall upon natural rather than upon produced
goods, and upon increments that come to individuals through natural
causes over which they have no control rather than upon incomes
earned by the individuals themselves.?* A land-value tax, be it noted,
is the only tax that uniformly satisfies both of these criteria. Thus
Carver may at least be ranged alongside the single taxers in the order
of his priorities.
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It would probably be correct to say that Carver’s aversion to
Georgism had more to do with style than with substance, with
presentation than with program. In spite of his extreme distaste
for reasoning that he considered “metaphysical,” “sentimental,” or
“demagogic,” in the end his sturdy intellectual honesty compelled him
to acknowledge, albeit with some reluctance, the merits of essential
aspects of what George proposed.
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