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Books in the series

Stewardship Economy 1: private property without private
ownership is the first book and provides an overall summary of the
main ideas.

Stewardship Economy 2: Valuing land and managing transition
sets out in some detail how to establish the market rent of land and
how to make the transition from an ownership to a stewardship
economy. It also considers how the revenue from stewardship fees
might be distributed.

Stewardship Economy 3: Land, environment and climate (this
book) explores how a stewardship economy would transform the way
we use land, provide housing and develop our cities. It goes on to
consider how stewardship would help address pressing
environmental and climate concerns.

Stewardship Economy 4: The economy, wealth and universal
income focuses on the impact of stewardship on the national and
global economy, how the distribution of wealth would be changed
and the impact of a Universal Income.

Stewardship Economy 5: efficient, fair taxes and the role of the
state describes the some of the adverse effects of our current system
of taxation and considers the role of the state in a stewardship
economy. It also explains some basic economic principles and terms.

Stewardship Economy 6: property rights describes the systems of
property rights in our current economic system, their history and how
property rights could be more fair and efficient in a stewardship
economy.

Stewardship Economy 7: some economics explained, economic
terms and bibliography. This book provides an introduction to
some key economic concepts for the non-specialist and lists the
references, as far as they are available.



Introduction

Section 1 of this book explains most of the terms used in this book
and others in the Stewardship Economy series. Section 2 explores
in more detail the concepts of supply and demand in the market
economy and the deadweight loss of taxation.. Section 3 includes
the bibliography for the whole series of Stewardship books.






Section 1 Economic Terms

Note: While most references are provided as footnotes to the text in
this section, others are included in the bibliography in section 3.

Ad valorem

A tax or fee that varies with the value of property, products or
services (such as a sales tax, VAT, inheritance tax, Land Value
Tax) c.f. a ‘unit tax’ which is a fixed sum payable on each unit (for
example, of sales).

Affordable housing

Housing that is affordable to people on low incomes. This includes
housing that costs less than 3.5 - 4 times household earnings to
purchase or 30% of earnings to rent.

The government uses a slightly different definition: ‘housing
provided to specified eligible households whose needs are not met
by the market’. Affordability is determined with regard to local
incomes and local house prices, and affordable housing should
remain at an affordable price for future eligible households. By
definition it does not include housing available on the open market,
either for rent or purchase. It includes social renting, shared equity
and can include both private sector and unsubsidised homes
(Department for Communities and Local Government 2010:25) 1.

Aggregate demand
The total demand expressed in the economy.
Aid (international)

The gift of wealth from high-consumption economies to low-
consumption economies.

'https://www.housinglin.org.uk/_assets/Resources/Housing/Policy _documents/PP
S3.pdf accessed 19.10.2020 page 10



https://www.housinglin.org.uk/_assets/Resources/Housing/Policy_documents/PPS3.pdf
https://www.housinglin.org.uk/_assets/Resources/Housing/Policy_documents/PPS3.pdf

Allocative efficiency (also known as Pareto efficiency)

A situation in which no reorganisation or trade could raise the
utility or satisfaction of one individual without lowering the utility
or satisfaction of another individual (Paul Samuelson & William
Nordhaus 1992:729). >

Under certain very specific circumstances, a free market is
theoretically capable of guiding the production and distribution of
wealth in a way that is efficient (in the sense of Pareto optimal)
though not necessarily fair. This is summarised in the first theorem
of welfare economics:

‘A perfectly competitive, general-equilibrium market system will
display allocative efficiency. In such a system, all goods’ prices
are equal to their marginal costs, all factor prices are equal to the
value of their marginal products, and there are no externalities.
Under these conditions, when each producer maximises profits and
each consumer maximises utility, the economy as a whole is
efficient; you cannot make anyone better off without making
someone else worse off’ (Paul Samuelson & William Nordhaus
1992:292)°.

The rationale is discussed in detail in standard economic textbooks
(e.g., Paul Samuelson & William Nordhaus 1992:293)* The first
theorem is based on a number of assumptions:

One assumption is that the economy is in a state of general
equilibrium, in which supply and demand always come into
equilibrium.  This static model provides a very inadequate
description of the dynamics of the economy, which behaves more
like a complex adaptive system than a simple mechanical one (Paul
Ormerod 1994)°. General equilibrium is a simplifying assumption,
but it does make it possible to provide limited and short-term
insights into isolated elements of the economy, and sometimes even
into the workings of the system as a whole.

2 Samuelson, Paul & Nordhaus, William (1992 (14th edition)) Economics New
York McGraw-Hill

3 Tbid

4 Samuelson, Paul & Nordhaus, William (1992 (14th edition)) Economics New
York McGraw-Hill

3 Ormerod, Paul (1994) The death of economics London Faber & Faber
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Another assumption is the separation of production (by firms) from
consumption (by individuals and households). It assumes that
firms will behave rationally and will choose to maximise profit,
while individuals and households will behave rationally and
maximise utility.

Maximisation of profit means that a firm will choose to produce the
quantity of goods at which the difference between benefit and cost
is maximal, which is when marginal net benefit equals marginal net
cost.

Amenity

A site that that is consumed directly rather than being transformed
through the process of production — for example, wilderness,
recreation space and sites with views, natural beauty or spiritual
significance. A site may serve as an amenity either if it can be
accessed by the public or if it benefits neighbouring sites.

Amortise

To reduce a debt by paying small regular amounts (for example, for
accounting purposes the value of a machine may be amortised over
its estimated useful life).

Artefacts
Things that have been produced by people.
Asset

Some form of wealth — in particular, goods, stocks, shares
(equities) and land.

Bads

In the parlance of tax shifting, things that we want to discourage
like environmental damage c.f. goods.

Bank

A bank is an intermediary between depositors (savers) and
borrowers (retail banking). Most banks take on additional
functions, particularly creation of new money as debt (commercial
banking), raising finance for clients and dealing in financial
instruments (investment banking).



Benefit: cost ratio (BCR)
The ratio of the benefits of a project or investment to its costs.
Benefit trap

A financial incentive structure, created by the marginal rates of
taxation and withdrawal of benefits, that would be expected to
deter people who are receiving benefits from seeking work.

Betterment

Amount of increase in the value of land due to the development
prospects (Owen Connellan 2004: p79).°

Brown

Political and economic approaches that are not green — in particular
that accept high rates of discounting in benefit : cost calculations
and ignore the perspective of other species and the ecosystem as a
whole.

Brownfield
The term ‘brownfield’ is used in different ways:

1. Equivalent to previously developed land (PDL) - land on which
there has, at some time, been buildings.

2. Land and buildings that are derelict, vacant or occupied and have
been identified as having development potential. This potential
may be limited by physical or regulatory constraints (English
Partnerships 2006:9) .

3. In the USA the term 1is restricted to land that has been
contaminated.

Bubble

Asset price increases that cannot be explained by changes in the
fundamentals.

¢ Connellan, Owen (2004) Land Value Taxation in Britain: Experience and
opportunities Cambridge, Massachusetts Lincoln Institute of Land Policy

7 English Partnerships (2006) The brownfield guide: a practitioner's guide to
land re-use in England.

www.englishpartnerships.co.uk/landsupplypublications.htm This link no longer
operates because it was replaced by the Homes and Communities Agency in 2008.
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Business

A person, or organised group of people, that transforms matter,
energy and information from one state into another with the goal of
making a profit (Eric Beinhocker 2005:280) %.

Cadastral Survey

Strictly this refers to a survey of lands to serve as a basis of
taxation (Shorter Oxford English Dictionary)’. More loosely, a
survey on a scale showing the extent and measurement of every
plot of land, providing a public register of the quantity, value and
ownership of the real property of a country.

Capital

The term ‘capital’ can be used with qualification to describe stocks
of assets or resources that contribute to production:

o ‘produced capital’ (also called ‘physical capital’)
including machinery, equipment, infrastructure, buildings,
improvements and other artefacts

o ‘natural capital’ including cropland, grazing land,
forests, subsoil resources, fisheries

o ‘human capital’, which includes:

o individual capital (also called ‘human capital’)
such as knowledge and skills and the ability and
willingness to make use of them

o intellectual capital such as knowledge and ways of
doing things

o social capital such as relationships, trust and
willingness to co-operate and work together for
common purposes

o institutional capital, the aspects of governance that
contribute to production. Six dimensions have
been identified — political stability and absence of
violence; rule of law (including property rights

8 Beinhocker, Eric (2005/2007) The origin of wealth London Random House
% Shorter Oxford English Dictionary (1975) London Oxford University Press



and an effective judicial system); government
effectiveness; control of corruption; regulatory
quality;  voice and accountability (Kaufmann
Kraay & Mastruzzi 2005)10.

‘Capital’, as a factor of production, is also used to refer more
narrowly just to ‘produced capital’ as defined above. When it takes
this meaning, payments for the use of capital are called interest.

Capital goods

All that exists in the world as a result of past human activity. It
includes capital goods that can be moved around (seeds, tools,
machines, stores and supplies, computer programs, vehicles) and
capital goods that are fixed to the land (buildings, crops, drainage
systems). These fixed capital goods may also be described as
improvements.

Capital value

The capital value of an asset (land, goods, stocks or shares) is the
price at which it is bought and sold in an open market. Note that
land can have a ‘capital value’ even though it is not ‘capital’ or
‘capital goods’.

Capitalisation

Process whereby the value of an income stream (including any impact
of taxation) is converted into the capital value of an asset.

Capitalise

To compute the present capital value of an asset based on the income
that it is expected to give rise to.

Charge

A charge, such as a fee, is a payment for receiving some identifiable
benefit.

10 Kaufmann D, Kraay A & Mastruzzi M (2005) Governance matters IV:
Governance indicators for 1994-2004 (Policy research working paper 3630)
Washington DC World Bank



Citizen

The rank and status of citizen arose in the city states of ancient
Greece. It signifies both the membership of a political community
and the particular political form that is constitutional government.
This is characterised by the sovereignty of the people by contrast
with the sovereignty of a king or absolute government, whose
people are referred to as subjects, not citizens.

The subgroup of the population admitted to citizenship has
expanded over the course of time. Greek states excluded resident
aliens, while the Roman republic allowed a selected group of aliens
to become naturalised citizens. Slaves have always been excluded,
and thus were excluded from the freedoms guaranteed by the US
constitution. In certain times and places infants, women and people
who fail to meet a criterion of property ownership have been
excluded.

The term citizen thus comes to be used to describe people who
possess political liberty and equality as the natural consequence of
having been born human.

Civic bond

The ethic, voluntarily assumed but sustained by law, shared by
citizens of a civic order (after Selbourne)'!.

Civic order (of a nation or city)

Communities of a given place ordered under a common rule as a
polity, or a united body politic. The civic order embraces and is
superior to all other associations within its bounds, and in the form
of the nation is sovereign, a sovereignty which resides in the entire
citizen-body (after Selbourne) 1.

Collateral

Property provided by a borrower to a lender that may be forfeited
in case of default on a loan.

1 Selbourne, David (2001) Principle of duty  Notre Dame Indiana Notre Dame
press

12 Selbourne, David (2001) Principle of duty  Notre Dame Indiana Notre Dame
press



Common(s)

Property is said to be held in common when more than one person
has rights to use it and exclude others from it.

(1) The word ‘common’ has been used since at least the 15th
century to mean ‘the undivided land held in joint occupation by a
community’.

(2) It has acquired the additional meaning of ‘unenclosed or waste
land’.

Common land

Common land in the UK is generally held in private ownership, but
subject to certain rights vested in others who are registered under
the Common Registration Act of 1965 as ‘commoners’.

Common property

Common property is held and managed by a defined community of
commoners. They exclude others from using it; usage and
extraction are regulated and allocated using often complex rules,
norms and decision-making processes. Commons rely on the
commoners' capacity to self-organise rather than on control exerted
by a private property-owner or by the state.

Common-pool resource

A common-pool resource is a natural or man-made resource system
from which it is costly to exclude users — for example a lake,
pasture or irrigation system. It may be held as private property,
collective property, common property or as an open access regime
(after Elinor Ostrom 1990:30)".

Community

A voluntary association of people, commonly settled in a given
place, held together by ties such as extended familial relationships,
combined interest and purpose and shared memory, belief, values
custom and knowledge (after Selbourne) 4.

13 Ostrom, Elinor (1990) Governing the commons: the evolution of institutions
for collective action Cambridge, UK, Cambridge University Press.

14 Selbourne, David (2001) Principle of duty ~ Notre Dame Indiana Notre Dame
press
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Complexity economics

An approach to economics that draws on the science of complex
dynamic systems rather than equilibrium systems.

Computer assisted mass appraisal (CAMA)

The process of assessing, for purposes of taxation, the values of a
large number of properties. Based on the principle of hedonic
pricing, it enables the valuer to estimate the value of both buildings
and land for all properties by comparing them with ‘beacon’
properties of known value (Tony Vickers 2009: 54) '3

Concept / conception

A concept is an abstract idea. A conception of that concept is a
concrete realisation of the idea in a particular society (Jeremy
Waldron 1988:52)!6

Conservatives

Conservatives seek to retain the best of what has gone before.
They value the accepted social arrangements, which they see as
necessary for an ordered society. They believe that change should
be gradual not revolutionary.

Their preferred economic system may be libertarian with an
emphasis on market mechanisms and resisting redistributive
taxation; or they may prefer a more planned and directed economy.

Consumer Price Inflation

The rate of price inflation is the annual percentage increase in the
price of a representative basket of goods and services purchased by
consumers.

The best-known basket of goods and services is the Retail Price
Index (RPI). After the ejection of the UK from the European
Exchange Rate Mechanism in 1992, the Treasury adopted the
policy of explicitly targeting the rate of inflation. Its chosen

15 Vickers, Tony (2009) Visualising the landvaluescape: developing the case for
Britain ~ www.landvaluescape.org/archives/2009/12/visualising-landvaluescape-
for-britian-thesis-published.html Kingston University (PhD thesis)

16 Waldron, Jeremy (1988) The right to private property Oxford Clarendon press
11



measure was the RPIX — the RPI with mortgage interest payments
stripped out.

In 2003 the targeted measure of inflation was changed from the
RPIX to the Consumer Prices Index (CPI), which includes no
measure directly related to house prices.

Corporation

A corporation is an entity that exists in law independently of its
owners and employees, and has rights and responsibilities under the
law. It is granted its incorporation by the state (for example, the
BBC). The term is now generally used in its American sense to
refer to an entity that conducts business, synonymous with the
British term ‘limited liability company’. The owners and
employees are protected from the liabilities of the corporation.

Cost : Benefit ratio
see Benefit : Cost ratio.
Cost-effectiveness

The cost-effectiveness of an intervention is its cost divided by the
objectives it achieves — $X for a man on the moon, £Y per job
created.

Cultural commons

The cultural commons are those creations of the individual mind
and the culture that are held as common property. The term is used
in contrast to ‘intellectual property rights’.

Cultural services

One of the sorts of benefits that we derive from the environment.
They include peace, quiet, spirituality, wildlife, naturalness, space
to walk, play, learn or just to be.

Deadweight loss (or excess burden) of taxes

The loss of economic activity caused by taxes. See section 2 for
Effect of Taxation on Production and Rent.

12



Demand

The willingness and ability to pay a sum of money for some
amount of a particular good or service (Penguin Dictionary of
Economics).!”

Depression

A downturn in economic activity that is more severe and longer-
lasting than a recession. It is usually recognised when the Gross
Domestic Product falls by 10% or more.

Differential rent

Rent that arises because of the non-homogenous nature of land,
with higher levels of differential rent arising on the most productive
and desirable land (Brian Hodgkinson 2008:77) 8,

Discounting

Most people consider that the value of something at some time in
the future (income, wealth, costs) is less than the same thing now.
We discount this future by a discount factor. We can calculate
from this an annual discount rate.

Distribution (of wealth)

The distribution of the produce of a society among its individual
members (Shorter Oxford English Dictionary)" .

Easement

A right that somebody has to use or control land that is the property
of another — for example a right of way or drainage rights.

Economic efficiency

see Efficiency, economic

17 The Penguin Dictionary of Economics (1984) Harmondsworth Penguin

18 Hodgkinson, Brian (2008) A new model of the economy London Shepheard-
Walwyn

19 Shorter Oxford English Dictionary (1975) London Oxford University Press
13



Economic good

Anything, whether a physical commodity or a service, which yields
utility and which could command a price if bought or sold on a
market (Penguin Dictionary of Economics)®.

Economic rent

The amount paid to a factor of production over and above that
which is necessary to keep it in production.

Economics

Science of the production and distribution of wealth (Shorter
Oxford English Dictionary)?'.

Ecosystem

A system made up of organisms interacting in their physical
environment.

Ecosystem services

Services that are provided by the natural environment that benefit
people.

Eco-taxes

Taxes based on a physical unit (or proxy for it) of something that
has a proven, specific negative impact on the environment (Owen
Connellan 2004:178) 22.

Effectiveness

Something is said to be effective if it achieves what it intends to
achieve (its objectives) — for example, to put a man on the moon or
create jobs.

Technical effectiveness - an effective provider delivers the
products they set out to deliver.

The effectiveness of a policy intervention or development project is
the extent to which it achieves its objectives.

20 The Penguin Dictionary of Economics (1984) Harmondsworth Penguin
21 Shorter Oxford English Dictionary (1975) London Oxford University Press

22 Connellan, Owen (2004) Land Value Taxation in Britain: Experience and
opportunities Cambridge, Massachusetts Lincoln Institute of Land Policy
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The effectiveness of a tax is the extent to which it raises revenue
without imposing a deadweight burden on the economy.

The effectiveness of a benefit system is the extent to which it
relieves poverty without discouraging people from playing an
active part in the economy or discouraging people from taking
appropriate responsibility for themselves.

The effectiveness of land use is the extent to which it is allocated to
those who can make best use of it.

The effectiveness of a labour market is the extent to which it
allocates work to those who want to work.

An effective financial market is one in which assets are traded at
their market price and in which these prices reflect the underlying
value of the assets.

Efficiency

‘Efficient is a cheerful word put to many uses. A good pump is
efficient; it moves the most water for the least energy. A portfolio
is efficient if it produces the most profit at the least risk’
(Mandlebrot & Hudson 2004 p.65)>.

Efficiency is the ratio of useful outputs to inputs. For an engine the
output is useful work and the input is the energy content of the fuel.

Technical efficiency is the ratio of outputs to inputs — energy
efficiency is a measure of outputs to energy inputs, for example. A
technically efficient provider can deliver the same products or
services as a less efficient one at a lower cost, or better products or
services for the same cost.

The efficiency of a policy intervention or development project is
the ratio of its benefits to its costs — the benefit:cost ratio.

Efficiency of allocation. If allocating wealth, goods or production
in a different way could improve one individual’s position without
harming anybody else — that is to say that the original allocation it
is not Pareto optimal — the same inputs could result in a greater

23 Mandelbrot, B. B. and Hudson, R. L. (2004) The (Mis)Behavior of Markets: A
Fractal View of Risk, Ruin and Reward. New York: Basic Books

15



output of utility. For this reason, Pareto optimality is a measure of
allocative efficiency.

Efficiency of tax collection is the ratio of the tax actually recovered
to the tax that should be available for collection minus the costs of
collection and the tax lost through avoidance and evasion. The
costs of collection include the costs to government and to
individuals and firms.

The efficiency of a tax is the amount of revenue it delivers for the
government divided by the sum of this revenue and the deadweight
loss.

The efficiency of benefit collection is the proportion of the
resources which are available for distribution that reach the
intended recipients.

The efficiency of land use is the extent to which land is used in a
way that is judged to be productive. It is probably most helpful if
this judgement about productivity takes any planning requirements
as given — so a plot of land designated for use as a park is
productive if it is in use as a park.

The efficiency of the land market is the extent to which this market
allocates land efficiently.

The efficiency of a labour market is the proportion of people who
look for employment who are able to find it.

Economic efficiency is used in this book in a rather all-
encompassing way to refer to the maximisation of outputs for a
given level of inputs.

For an economist, outputs (or ends) and inputs (or means) are
measured using their monetary value. The valuations that count are
the valuations of those who are willing and able to support their
preferences by offering money — that is the nature of economics
and the price mechanism (Paul Heyne **

Economic efficiency is subdivided into efficiency over different
time-periods:

« Short-term efficiency: including allocative efficiency, efficient
taxation, efficient land use and an efficient labour market

24 Heyne, P. https://www.econlib.org/library/Enc/Efficiency.html
16



o Medium-term efficiency: the efficient use of land, labour and
capital over an economic cycle of 15-20 years

o Long-term efficiency: the efficient unfolding of innovation,
technology and economic growth over the long term.

Elastic
- see Elasticity
Elasticity

The percentage change in one variable divided by the percentage
change in another variable. So the price elasticity of supply of land
is the percentage by which the amount of land supplied changes
when its price changes by 1%.

Emergent property

A property that is present at one level of organisation in a system
that cannot be predicted at a lower level — for example, the
behaviour of a family cannot be predicted from a knowledge of its
individual members.

Eminent domain
The power of the state to take private property for public use.
Entail

Legally to limit inheritance of real property to a line or class of
heirs.

Entrepreneur

An entrepreneur is a person who promotes innovation and change.
The entrepreneur becomes aware of a possibility within the market
such as goods or services that could be produced that are new or
better or cheaper or more acceptable. They then bring together the
other factors of production and wealth is created. Until other
entrepreneurs catch up and begin to compete they are able to earn a
higher level of profit than is absolutely required by the other factors
of production and this excess profit is the reward of the entrepreneur.

Although it is at times useful to consider the entrepreneur as a
separate factor of production, in this account the entrepreneur is
considered to be a human factor of production and included within

17



the heading of labour. Payments to the entrepreneur from excess
profits is included within the term wages.

Environment

‘Environment’ is used to refer to all the natural world that is not
‘land’. It may consist of amenities, resources and sinks. It covers all
aspects of the natural world and includes

e Dbodies of water such as oceans, seas, lakes and rivers

e spaces below the surface such as the sea bed, aquifers,
deposits of minerals and hydrocarbons and the spaces
occupied by underground railways, cables, drains and so on

e spaces above the surface — the electromagnetic spectrum,
the atmosphere, the ozone layer, airspace, satellite orbits
and indeed the whole of the solar system — but not the
space occupied by buildings or improvements attached to
the land.

Environmental Dividend

The payment to each individual of equal shares of the revenue from
the auction of the permits for the use of renewable resources.

Equities

Shares in a company that grant a claim on a proportion of the
ownership of that company’s profits and assets.

Equity

1. Equity is used to mean ‘fairness’. It is about justice not
sameness; it is healthy and inevitable that things are different,
individual and personal. But equity does mean minimising unfair
differences between individuals and communities — distributional
fairness.

2. Equity is also used to refer to the value of an asset after all
liabilities against it have been paid.

Even if the market is able to allocate production and consumption
efficiently, this does not imply that it will distribute production and
consumption fairly. There are many equilibrium positions that are
Pareto optimal (on the ‘production possibility frontier’) and yet
deeply unequal.

18



Equilibrium occurs at the intersection of the supply and demand
curves; the demand curve is the aggregate demand curve for all
households. Since demand is the willingness and ability to pay for
a particular good or service, aggregate demand reflects
disproportionately the interests of the wealthy.

If we want to achieve distributional fairness, and if this is to be
achieved by market mechanisms, disposable income must first be
distributed fairly (whatever that is taken to mean) amongst all
individuals. If this can be achieved, the market may be expected to
distribute fairly as well as allocate efficiently — or at least better
than any central planner might manage.

Externalities

An economic transaction is usually based on a voluntary contract
between two or more parties. ‘Externalities’ are any impacts (costs
or benefits) that this activity has on people other than those making
the contract. This it does not include impacts transmitted through
the price mechanism.

Externalities can be thought of as activities that affect others for
better (external economies) or worse (external diseconomies),
without those others paying or being compensated for the activity
(Paul Samuelson & William Nordhaus 1992)*°

The term externality is used to describe activities that affect others
for worse (negative externalities) or better (positive externalities),
without those others being fully compensated. Where there are
externalities, a person (or firm) makes decisions about how much
to produce or consume without taking into account the effect of this
on others. Where there are no externalities, a person (or firm) takes
full account of the effect of their decisions on others.

A local shop may provide a social function as a meeting place; a
theatre may bring in business for neighbouring restaurants; a park
may increase the value of surrounding property. Any of these may
fail because they are not able to capture for themselves the very
real benefits (positive externalities) that they provide for others.

25 Samuelson, Paul & Nordhaus, William (1992 (14th edition)) Economics New
York McGraw-Hill
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An important example is the provision of public transport, for
example from commuter areas into the city centre. Because this
enterprise cannot internalise the external benefits to homeowners,
which are reflected in the increased market rents of the suburban
houses, it may not be financially viable.

More important than external benefits (for environmental
protection issues) are external costs - a factory that emits smoke
and fumes that harm local property and public health, for example.
The producer does not pay for these costs — they are borne by
others (externalised).

Environmental economics relies on the price mechanism to tackle
pollution by recognising costs of production that have been shifted
(externalised) and requiring the producer to provide compensation
(internalise them). In this way the firm’s decisions come to be
based on the true costs, including the costs to society not just the
costs to the firm. For this to happen, those (who make up society)
that bear the costs of the pollution must be recognised as having a
claim against the polluter, and they must be able to collect a charge
from the polluter that equals the shifted (externalised) cost.

Factors of production

Classical economics identifies the involvement of three factors in
the process of production - land, labour and capital. Sometimes
entrepreneurship is considered to be a separate factor of production.
Production refers to the creation of goods or services for the
purposes of sale or exchange.

When production occurs and wealth is created, each of the factors
of production will have a claim on this wealth which will be shared
amongst them. The share accorded to land is called rent; the share
accorded to labour is called wages; and the share accorded to
capital is called interest.

Fee

(a) A fee or charge is a payment to secure a particular benefit — by
contrast with a tax, which is paid to raise revenue for the state.

‘Stewardship fee’ — see ‘Stewardship fee’

(b) Fee (Feu, Fief, Feud). In feudal law, an estate in land held on
condition of homage or service to a superior lord (later, this service
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was replaced by a return of grain or money) (Shorter Oxford
English Dictionary)*.

(c) In common law, an estate of inheritance of land (in English law
understood to be feudally held of the crown; in the USA the holder
of the fee is the absolute owner of the land) (Shorter Oxford
English Dictionary)*.

Fee simple

An estate in land held as an absolute and rightful possession,
without any feudal obligations.

Firm

One or more businesses controlled in common by a person or group
of people (Beinhocker 2005).

Fiscal policy

Government policy relating to taxation and spending.

Fixed asset

Produced assets that are themselves wused repeatedly or
continuously in the production process for more than one year.
They comprise buildings and other structures, vehicles and other
plant and machinery, also plants and livestock which are used
repeatedly or continuously in production, for example, fruit trees or
dairy cattle. They also include intangible assets such as computer
software and artistic originals (Office for National Statistics 1998:
p.628)%.

Freedom

See Liberty

26 Shorter Oxford English Dictionary (1975) London Oxford University Press
27 Shorter Oxford English Dictionary (1975) London Oxford University Press

28 ONS (Office for National Statistics) (1998) National accounts: concepts,
sources and methods London
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Free-rider

Somebody who gets some goods or services legally but without
paying; somebody who consumes more than their fair share of a
public good.

Fuel poverty

A household is said to be fuel poor if it needs to spend more than

10 per cent of its income on fuel to maintain an adequate level of
warmth ( Department of Energy and Climate Change) 29

Fundamental

The ‘fundamental’ value of an asset is the capitalisation of future
expected income from that asset. It can be thought of as the sum of
money you would have to invest today to provide you with an
income stream equal to that expected income.

Gazetteer

The National Land and Property Gazetteer (NLPG) is a constantly
updated address list that provides unique identification of
properties in England and Wales. It is collated from Local Land
and Property Gazetteers (LLPGs) that have been created by all
councils with a statutory street naming and numbering function.
Scotland has a National Gazetteer.

Gift economy

An economy in which people make gifts to each other of both
goods and services. C.f. hidden economy

GINI coefficient

A measure of income inequality. A GINI coefficient of 0 indicates
that a society has perfect equality — everybody receives the same
income. A GINI coefficient of 1 indicates perfect inequality — one
person receives all the income.

Goods

(a) ‘Goods’ are physical objects that are traded. C.Jf. ‘services’
which are also traded but where this does not involve the transfer of
an object.

2 Department of Energy and Climate Change (2011) Annual Report on Fuel
Poverty London National Statistics Publication
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(b) In the language of tax shifting, things that we want to
encourage, such as earnings, profits and adding value, are called
‘goods’. c.f.. ‘bads’.

Grandfathering

Gifting environmental permits to firms that have been using that
aspect of the environment in the past.

Greenfield
Land on which there has never been buildings.
Greens

The political and economic concerns of greens are as broad as
those of other persuasions, but what characterises them is a
particular concern for the environment, seeing the earth’s
ecosystem as a whole. They emphasise the importance of tackling
threats to that ecosystem, particularly as a result of pollution and
environmental destruction. They give considerable weight to the
wellbeing of other species. The most significant characteristic is
their refusal to accept the exponential discounting approaches of
neoclassical economics.

Gross Domestic Product (GDP)

The total annual value of all goods and services produced in an
economy.

Ground rent

An annual sum of money paid by a leaseholder to a freeholder for
the use of the land on which the property stands.

Hectare
10,000 square metres, equivalent to 2.47 acres
Hedonic pricing

A way to reveal people’s preferences for some attribute where there
is no market for it. In principle, two properties are compared that
are similar in all ways except for the presence or absence of that
attribute — noise for example. The difference in land prices
between the two properties is attributed to the preference for quiet.
In practice a regression model is used to identify the average price
of the attribute in a large set of properties with a range of attributes.
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Hidden economy

Economic activity that is hidden from the authorities, for example
to avoid regulation or taxation. (cf. informal economy).

High-consumption economy

In the stewardship economy books this term refers to the 65
countries that meet World Bank criteria for a ‘high-income’
economy — a per capita Gross National Income that was greater
than $11,455 in 2007.

This term is used in preference to the term ‘high-income’ to stress
the consumption implications of high per capita GNI, and in
preference to ‘developed country’ with its implications that
development is necessarily good.

c.f. Low-consumption economy and medium-consumption
economy

Highest and best use (HABU)

A valuer assesses the value of a plot of land by comparing it with
other similar plots of land, the value of which have been
established in the market. These comparables are chosen to
exemplify uses that generate the greatest net earnings that are
physically possible, legally permissible and economically feasible —
the highest and best use.

Homelessness

Legally, a person is homeless if they do not have a legal right to
occupy accommodation, or if their accommodation is unsuitable to
live in. This may include having no accommodation at all; having
accommodation that is unsuitable, for example because of violence
or for health reasons; living in a squat; and having been evicted.

Hypothecation

A tax or charge is said to be hypothecated when its revenue is
earmarked, or pledged, for a particular use — the TV licence to fund
public service broadcasting, a congestion charge to fund public
transport.
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Improvement

Changes to the land and environment that have been brought about
by people — for example buildings, drainage, irrigation systems,
roads, bridges.

Indigenous peoples

Ethnic groups who are native to a particular place on Earth and live
or lived in an interconnected relationship with the natural
environment there for many generations prior to the arrival of non-
Indigenous peoples. (Wikipedia) °.

Individual
One of several parts that make up a whole.
Inelastic

The supply (or demand) for something is said to be inelastic when
the amount supplied (or demanded) does not depend on its price -
see Elasticity

Inequality

There are a number of ways of measuring income inequalities in an
economy, such as the ratio of the incomes of the top and bottom
10% of the population; or the GINI coefficient, which measures
the degree of income inequality in the whole population.

Inflation

The inflation rate is the percentage annual increase in a price level.
When the term is used without qualification it refers to consumer
price inflation and the price level is that of a standard basket of
consumer prices. Asset price inflation is the percentage annual
increase in price level of land or shares.

Inflation is a feature of times when money supply has grown faster
than the growth in production.

30 https://en.wikipedia.org/wiki/Indigenous_peoples
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Informal Economy

Economic activity undertaken by individuals or households with
the primary objective of generating income and employment for
those individuals.

C.f. hidden economy
Institution

‘Institutions, within this framework [the economic analysis of
institutions], are rules or procedures that prescribe, proscribe, or
permit particular behaviour. Political institutions, as applied to
economics, may define appropriate objects of exchange, the rules
guiding the exchange process, and property rights with respect to
both benefits and liabilities’ (James Caporaso & David Levine
1992:149) 3!

Intellectual Property Rights

Intellectual property rights (IPR) are legally recognised exclusive
rights to the use of creations of the mind — art, knowledge and
ideas. These include patents for (novel, useful and non-obvious)
inventions, copyright for artistic creations, trademarks and
registered designs. Like other property rights, intellectual property
rights confer rights of use and exclusion.

Defenders of the cultural commons contest this definition and
would instead describe them as legally recognised monopoly
privileges to the use of creations of the mind.

Interest
Interest is the payment for borrowing money.
Interest rate

The nominal interest rate is the percentage of a capital sum that a
borrower pays a lender each year to borrow that sum.

The real interest rate is the nominal interest rate minus the inflation
rate.

31 Caporaso, James & Levine, David (1992) Theories of political economy
Cambridge University Press
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International stewardship

Arrangements whereby two or more countries pool the revenue
from stewardship fees and/or environmental charges and distribute
it between the two countries in proportion to their populations.

Investment

From the perspective of a household or firm, investment means the
purchase of an asset with the intention that it will produce income
or a capital gain.

From the perspective of the economy as a whole, each such
purchase is counterbalanced by the sale of that asset. Investment,
from this perspective, is used to refer to the creation of new capital
goods such as plant and inventory — not to buying and selling
existing capital goods or already existing land (see Paul Samuelson
& William Nordhaus 1992:446)2.

Keynesian

Relating to the theories of John Maynard Keynes, particularly his
advocacy of monetary and fiscal policies to stimulate levels of
demand in the economy.

Land

‘Land’ is used in these books to refer to the solid surface of the
planet. It is characterised by its location. This differs from its usual
meaning in economics and in law.

Stewardship Economy emphasises the fundamental distinction
between three very different categories — people, artefacts (things
made by people) and everything that occurs in nature without the
intervention of people. The term ‘natural world’ is used to refer to
this third category: all those sites, spaces, forces and opportunities
that occur in nature without the intervention of people. The ‘natural
world’ is divided into ‘land’ and ‘the environment’. ‘Land’ is the
solid surface of the planet. It includes agricultural, urban, residential,
industrial, and commercial land, public spaces, highways, derelict
sites, moorland and wildermness. Land comprises the location,
described by its co-ordinates, and the topsoil.

32 Samuelson, Paul & Nordhaus, William (1992 (14th edition)) Economics New
York McGraw-Hill
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This use of the term ‘land’ is close to the everyday common-sense use
of the word, but different from its meanings in both law and
economics. It is close to the way that it is used in writings on
surveying and valuing and is probably what is meant by ‘land’ in the
International Accounting Standard on Leases (IAS 7) although the
term is not explicitly defined there. The Royal Institute of Chartered
Surveyors®ICS 20067 defines land as location combined with the
physical ability and legal right to use and construct improvements on
the site. This differs from its use in economics, including writings on
Land Value Taxation, where ‘land’ is used to mean what is referred to
in a stewardship economy as the ‘natural world’ and includes the
oceans, atmosphere, mineral reserves and so on.

It also differs from the legal meaning of ‘land’, which includes any
changes (‘improvements’) brought about by people such as buildings,
drainage, irrigation systems, roads and bridges. By contrast, a
stewardship economy distinguishes improvements from ‘land’. Most
places are, in this terminology, a combination of ‘land’ and
‘improvements’.

‘Land’ and ‘the environment’ refer to a space, to its potential use and
to its naturally occurring contents. These may include natural
resources (such as topsoil, water, minerals, fossil fuels, wild animals,
naturally occurring plants and trees and biodiversity); sinks (space to
dump household waste, sewage, industrial and agricultural pollutants,
carbon dioxide, radioactive isotopes etc.); and amenities (aspects of
the natural world that are consumed directly rather than being
transformed through the process of production — things like natural
beauty, views, sites of spiritual and cultural significance, wilderness,
recreation space and so on.

There are several ways in which the stewardship economy books
have assigned something to the category of ‘artefact’ (made by
people) rather than ‘the natural world’ — or to ‘land’ rather than
‘environment’. This borders on the arbitrary and is made for
instrumental rather than principled reasons:

O The ‘natural world’ is nothing like a state of nature but has
been shaped by people over the millennia. Improvements,
such as drainage or land reclamation, are treated in a
stewardship economy as gradually decaying in value until
they can be considered to have become part of the natural
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world. This does not have to do with ‘naturalness’ but with
the ownership claims that people can reasonably have

O This does not include cultivated plants, trees and farm
animals as part of the ‘natural world’ or ‘the environment’
but as ‘artefacts’. This is not intended to diminish their
status as living beings but because it is appropriate for
farmers to own these beings in a stewardship economy.

0 The distinction between ‘people’ and ‘the natural world’ may
also seem false. We are all part of nature. Why distinguish
between, say, a dam made by a beaver and a dam made by
humans? The reason that these books do so is to make it
easier for us humans to sort out our thinking about our
property claims to the natural world. Beavers have other
ways of dealing with property.

0 A small stream flowing through a plot of land, used only
by the steward of that land, is considered to be part of that
land. A river flowing through a plot of land, to which
others have rights to abstract water, to travel, to fish and so
on, is considered to be part of a network of water resources
and so to be part of the environment. The classification of
a larger stream is made by a regulatory body according to
agreed criteria.

Land reform

A programme of redistributing the ownership of plots of land from
large landowners to those who work and live on the land.

Land tax

This term is applied to any tax levied on land (c.f. Land Value
Taxation).

Land tenure

Refers to the laws, customs and practices governing the rights,
duties and relationships of people to the land. At the core of any
system of land tenure is a property system.

Land Value Taxation
A method of raising public revenue by means of a tax or charge on

some proportion of the market rent of land.
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Land Value Taxation has this specific meaning and does NOT refer
to any tax that falls on land — c.f.Land Tax.

Landlord

In an ownership economy a landlord is the owner of a property who
leases it to a tenant.In a stewardship economy a landlord is the
steward of a property who leases it to a tenant.

In both sorts of economy the tenant pays to the landlord a regular
sum that is made up of two parts — the rent for the land (which a
steward passes on by paying the stewardship fee) and a payment to
lease the buildings and other improvements.

Landvaluescape

This term has been introduced by Tony Vickers to refer to a
conceptual model of economic reality as it unfolds across space and
time. It is often revealed in a computer visualisation but an expert
can form a mental picture of the shapes and ‘features’ in
landvaluescape without resort to computer models of valuation data
(2009:13)*.

Legal Positivism

A positivist approach holds that the truth of legal propositions
consists of facts about the rules that have been adopted by specific
social institutions, and in nothing else.

Legal title

The complex bundle of rights and responsibilities that describe the
relationship between the possessor of property and others.

Liberal (classical)

Those who emphasise individual rights, personal freedoms and
responsibilities, and representation rather than participation.

3 Vickers, Tony (2009) Visualising the landvaluescape: developing the case for
Britain ~ www.landvaluescape.org/archives/2009/12/visualising-landvaluescape-
for-britian-thesis-published.html Kingston University (PhD thesis)
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Liberal democracy

Democracy that places the freedom of the individual at the centre
of its concerns (David Selbourne) **.

Liberal party

Political party, given its name by Lord John Russell, that grew out
of the Whig Party. Its founding principles were religious liberty,
the abolition of slavery, universal suffrage and free trade.

Liberals

The term ‘liberal’ is used with a confusing variety of meanings. In
these books ‘liberal’ is used to refer to the ‘new liberals’, such as
Thomas Hill Green, who emerged at the end of the 19th century.
These thinkers developed a more expansive view of ‘positive’
liberty (see liberty) than the ‘negative’ freedom from interference
by others (especially government) advocated by the classical or
19th century liberals like John Stuart Mill (see libertarians).

Liberals emphasise the importance of ‘positive’ liberty (the
freedom of self-realisation), human rights and responsibilities and
equality of opportunity. They give attention to the nature of
relationships between people and between people and the state.

Their platform brought together market mechanisms, free trade and
anti-trust laws with state funding for education and health care and
a system of benefits for those in need.

Libertarians

In these stewardship economy books, ‘libertarian’ refers to those
people who focus on the (negative) liberty of the individual from
interference by others, particularly the state, and who are often
referred to as classical liberals or 19th century liberals (see liberty).

Right-libertarians include John Locke and John Stuart Mill as well
as Friedrich Hayek and Murray Rothbart. Left-libertarians, who
advocate equal access to land and the environment, include Hillel
Steiner.

34 Selbourne, David (2001) Principle of duty  Notre Dame Indiana Notre Dame
press
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The favoured economic system of the libertarian is the free market,
where each person is responsible solely for his own choices. The
individual is asked to act in their own self-interest, and it is assured
that this will result in the maximum efficiency in the workings of the
economy (or at least better than any planner could manage). It is
based on the 17th century French doctrine of "Laissez-Faire", but its
best-known formulation is to be found in the ‘Wealth of Nations’:

"Every individual endeavours to use his capital so that it may be of
the greatest value. He neither knows nor intends to promote the
public interest, nor knows how much he is promoting it. He intends
only his own security, his own gain. And he is in this led by an
invisible hand to promote an end which was no part of his intention.
By pursuing his own interest he frequently promotes that of society
more effectually than when he really intends to promote it" (Adam
Smith, 1776)%°.

Libertarian supporters of the free market now contend that, beyond
the fair operation of the market, responsibility to others is a matter of
individual choice, not obligation. People with the means may or may
not choose to help others in the spirit of charity.

Liberty

Liberty is not the unfettered licence to act without consideration of
the effects on others (John Stuart Mill 1859). It is the sum of free
choices open to an individual, provided they do not restrict the free
choices of other individuals.

Liberty in this sense is ‘freedom from’, or negative liberty —
freedom from arbitrary imprisonment, from expropriation of
property and from violent attack. Positive liberty, ‘freedom to’, is a
different matter. Democratic freedom is the right of people to
participate in the process by which they are governed. Isaiah
Berlin (1958) ¢ makes clear that this positive liberty may not be
reconcilable with ‘negative liberty’. Supporters of negative liberty
generally want to curb the state’s authority while supporters of
positive liberty want access to its exercise.

Liberty is not the same as fairness, or justice or equality. There are

35 Smith, Adam (1776) An inquiry into the nature and causes of the wealth of
nations Dublin Whitestone et al

36 Berlin, Isaiah (1958) Two concepts of liberty Oxford Clarendon
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trade-offs between each of these as well as the delicate balance
between the liberties of different individuals.

Listed building

Building protected from any development that alters its historic
features, as defined in detailed official lists (Owen Connellan
2004)%".

Lost surplus
see Deadweight loss of taxes
Low-consumption economy

These books use this term to refer to the 49 countries that meet
World Bank criteria for a ‘low-income’ economy — a per capita
Gross National Income that was less than $935 in 2007.

This term is used in preference to the term ‘low-income’ to stress
the consumption implications of low per capita Gross National
Income, and in preference to ‘less-developed country’ with its
implications that development is good.

c.f. High-consumption economy and medium-consumption
economy

Macroeconomics
The study of the economy of a country at an aggregate level.
Margin of production

The (extensive) margin of production is the least productive site on
which anybody would choose to engage in production.

Marginal net benefit

The marginal net benefit is the benefit received by a firm when it
increases output by one unit.

Marginal net cost

The marginal net cost is the cost to a firm of increasing output by
one unit.

37 Connellan, Owen (2004) Land Value Taxation in Britain: Experience and
opportunities Cambridge, Massachusetts Lincoln Institute of Land Policy
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Market

A market is a mechanism by which buyers and sellers of a
commodity interact to determine its price and the quantity that is
made available.

Market failure

Market failure describes inefficiencies that arise in markets from a
variety of causes including externalities, under-provision of public
goods and monopolies.

Market rent

The market rent of a plot of land, of a property comprising land and
improvements such as buildings or of an aspect of the environment
is the ‘estimated amount for which a property should lease (let) on
the date of valuation between a willing lessor and a willing lessee
on appropriate lease terms in an arms-length transaction after
proper marketing wherein the parties had each acted
knowledgeably, prudently and without compulsion’ (RICS 2009:42) 38
It is equal to the opportunity cost of leaving vacant land (or unused
natural resources) unused.

The market rent reflects the potential revenue from land when it is
put to its highest and best permissible use and is not necessarily
related to the rent that is being paid for its current use.

In the context of stewardship, the ‘appropriate lease terms’ refer to
land or the environment but not to buildings and improvements;
and include an indefinite duration, annual reviews, annual
payments (as monthly instalments) and liability for any damage,
pollution or other disimprovement to the land or environment.

It is easiest to determine the market rent of a plot of land when it
has no buildings or other improvements on it. When the rent of
unimproved land is established by offering it to the highest bidder
in the open market, this sale determines the market rent of the land.

Market rent is also used to apply to a resource rent of some aspect
of the environment. For example, the spectrum auctions revealed

B RICS (2009) RICS Valuation standards (Red book) London Royal Institute of
Chartered Surveyors
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the market rent, or resource rent, of those parts of the
electromagnetic spectrum.

Market value

The market value — of a plot of land, of a property comprising land
and improvements such as buildings or of an aspect of the
environment — is the ‘estimated amount for which a property
should exchange on the date of valuation between a willing seller
and a willing buyer in an arms-length transaction after proper
marketing wherein the parties had each acted knowledgeably,
prudently and without compulsion’.

Marriage value

The additional value that sometimes emerges when two interests in
a property are combined. These may be the interests in two
adjacent properties but are more usually a leasehold and freehold
interest in the same property.

Medium-consumption economy

This term refers to the 95 countries that meet World Bank criteria
for ‘upper-middle-income’ or ‘lower-middle-income’ economies —
a per capita Gross National Income that was between $936 and
$11,455in 2007.

This term is used in preference to the term ‘medium-income’ to
stress the consumption implications of high per capita Gross
National Income, and in preference to ‘emerging economy’.

c.f. High-consumption economy and low-consumption economy.
Microeconomics

The study of the economic behaviour of individuals and firms.
Monetary policy

The policy of a government or a central bank on the money supply
and interest rates.

Money

Money is the medium of exchange employed when goods and
services are bought and sold.
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Monopoly

1. In economics a monopoly (literally a single seller) exists where
an enterprise can control the supply of a particular product or
service and so can determine its price.

A natural monopoly occurs in an industry when one firm can
supply the whole market more cheaply than two or more firms;
examples are distribution networks such as electricity, water and
sewage.

2. In general speech monopoly refers to ‘exclusive possession or
control’, ‘exclusive ownership through legal privilege, command of
supply or concerted action’. This is the sense in which the term is
generally used in these books.

3. Monopoly ® is a board game in which properties are traded.
Moral hazard

The risk that a body will alter its behaviour because it is not fully
exposed to the consequences of its actions.

Natural resources

The contents of the natural world that may be used in situ or, more
usually, extracted — such as topsoil, water, minerals, fossil fuels,
wild animals, naturally occurring plants and trees, and biodiversity.

Natural world

All the sites, spaces, forces and opportunities that occur in nature
without the intervention of people. It is made up of land and the
environment.

Nature

‘The material world, or its collective objects or phenomena, the
features and products of the earth itself, as contrasted with those of
human civilisation’ (Shorter Oxford English Dictionary)*’

Negative liberty
See liberty

3 Shorter Oxford English Dictionary (1975) London Oxford University Press
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Net Domestic Product (NDP)
Gross Domestic Product minus the consumption of fixed capital.
Net energy ratio

The ratio of the energy that is productively released from an energy
source to the energy consumed in its production.

Net present value
(NPV)

(a)The net present value of a resource is the total resource rent per
unit of resource. It requires assumptions about future prices and

costs of extraction, the rate of extraction and the discount rate ik
Hamilton 2007 p. 124)40.

(b) A measure of the overall value today of a stream of payments
over time. The NPV is the amount that would need to be invested
at a (nominal) commercial interest rate at the beginning of the
period of payments such that, with accumulated interest, it would
be just adequate to meet all the payments as they fall due.

See also Present Value and Years Purchase.
New land market

A proposed market in which all transfers are made through auctions
conducted by the Land Stewardship Trust and all bids are for
annual payments of rent.

Normative economics
(also known as welfare economics)

The study of what is right and wrong, what is desirable and what is
undesirable, about the economy’s functioning - the study of the
best way to organise economic activity, the best distribution of
income, and the best tax system, (Samuclsoms!

40 Hamilton, Kirk (2006) Where is the wealth of nations? Measuring capital in
the 21st century Washington DC World

41 Samuelson, Paul & Nordhaus, William (1992 (14th edition)) Economics New
York McGraw-Hill
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Owner-occupier

A person (or business) that owns its own home (or business
premises).

Ownership

Ownership is widely used to describe the possessive relationship
that is property. In these books, however, the use of the term is
restricted to the particular form of private property relationship that
is known as the liberal conception of ownership and is what we
currently mean when we talk about owning a book or a house.

Ownership economy

An economy grounded in ownership of the natural world (c.f.
stewardship economy).

Pareto optimality

An allocation of goods or wealth or income is described as efficient
or Pareto optimal if ‘no reorganisation could raise the utility or
satisfaction of one individual without lowering the satisfaction of
another individual’ (Paul Samuelson & William Nordhaus). It is
therefore an allocation in which no self-interested individual would
veto a change from the status quo if they had the opportunity to do
so. Pareto optimality is equivalent to a requirement for perfect
consensus for change.

This may be a useful criterion because if a situation is not Pareto
optimal, it can be altered so that at least one person improves their
position without harming anyone else. Pareto optimality should be
seen as necessary but not sufficient. Its disadvantages as a criterion
are that:

o itis a measure of allocative efficiency but not of other sorts of
efficiency

o it does not meet any particular criterion of fairness

o it tends to legitimise the status quo — for example in a two-
person society in which A has all the wealth and B has none,
any net transfer of wealth (i.e., without a balancing transfer of
labour) from A to B, for example by taxation, is Pareto
inefficient.
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Peak QOil

Peak Oil is the time when the rate of extraction of oil reaches a
peak.

Perfect competition

Perfect competition occurs when the following conditions are met:

Transferable property rights — a set of transferable property
rights must exist for all goods and bads, with the costs and
benefits accruing to the owner.

Many buyers and sellers - when a monopoly is present, a firm
is able to set or manipulate the prices and quantities of goods
and services in the market as a whole. Monopolies are absent
when all households and firms act as price takers (prices reflect
marginal costs). A monopolist can drive up prices, reducing
the amount produced compared with a competitive market, and
thereby increase profits.

Complete information - all households and firms have
complete information about goods and services offered in the
market and their prices.

Markets are complete — there are markets not just for bread
(for example) here and now, but futures markets for bread at
every place and time.

No distortion of prices by taxation - the theorem assumes that
prices reflect marginal costs. Any tax that alters prices (and
this includes Income Tax, National Insurance Contributions
and Corporation Tax as well as the more obvious VAT —
indeed anything other than a Ramsay tax) distorts allocative
efficiency and invalidates the first theorem.

No externalities - the market mechanism will only produce
allocative efficiency if all costs and benefits are included in the
economic judgements. This is not possible where there are
externalities.

No public goods — it is assumed that society is no more than an
aggregation of individuals and individual households — that is,
that goods and services provided to society as a whole are not
considered.
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Although economics for a long time operated within the confines of
these assumptions, there has been increasing interest in exploring
the economics of situations in which one of them is relaxed. Many
of the Nobel Prizes for economics since 2000 have been awarded
for work in the areas that assume incomplete information, or
human behaviours that are closer to those that people might
actually use.

Plot

An area of the surface of the Earth with defined boundaries and co-
ordinates (see also ‘site).

Political perspectives

One way of making sense of the range of political perspectives that
people adopt is by considering what they choose to give attention
to.

A system, such as a society, is a whole that can be thought of as
interconnected parts; these books suggest that libertarians tend to
give attention to the parts (individuals), liberals to the connections
(rights and duties) and socialists to the whole. Perhaps it is fanciful
to think that libertarians focus particularly on liberté, liberals on
egalité and socialists on fraternité.

A different lens is that of time. These books suggest that
conservatives tend to give attention to the past (learning from the
past, retaining the best bits and avoiding revolutionary change);
greens tend to give attention to the future; and pragmatists to give
attention to the present.

Positive law

The law that is formally adopted by the state.
Positive Liberty

See liberty

Poverty

Poverty is a state in which an individual or family receives a low
income. ‘Low’ can be assessed either in absolute terms, below a
certain threshold deemed to be adequate, or in relative terms, less
than 60% of the median household income. The UK government
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uses both these measures in tracking child poverty, along with a
measure that combines material deprivation with relative poverty.

Poverty trap

This may be used to refer to either the benefits trap or the
unemployment trap.

Present value

(a) the price at which an asset is currently being bought and sold in
the open market

(b) the discounted value of future net cash flows from an asset. The
discount factor should reflect the cost of waiting (the pure time value
of money), the risk of the asset and expected future inflation.

See also Net Present Value
Primary Goods

- see Goods

Primary health care

First point of access to health care.
Production

The creation of goods or services for the purposes of sale or
exchange.

Products
Goods and services
Profits

Profit refers to the return to the entrepreneur or business for
innovating, responding to market changes and taking risks. This is
equal to the total revenue minus the operating expenses, wages,
interest / dividends and rent.

In accounting terms a sole trader may not pay himself or herself a
wage, and a landowner may not pay rent and both these notional
amounts may appear in the accounts as profit . In economic terms,
profit is the difference between total revenue and the total
opportunity costs of all the resources used.
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Progressive tax

The tax rate is lower on those with low income than on those with a
higher income. C.f. regressive tax.

Property

(a) Something that is possessed. Anything with which people (and
other legal entities) can have a possessive relationship can be
described as property. So, for example:

Natural property is the world that is naturally present without the
intervention of people.

Artefacts are things that have been produced by people.

(b) The concept of property. Property is also used to refer to the
nature of this possessive relationship. So, for example:

Private property (res privitae) is property whose use and
disposition is determined in relation to the wishes of an individual
(or other legal entity).

Common property (res communes) is property whose use and
disposition is determined in relation to the wishes of a defined
group of people.

Collective property (res publicae) is property whose use and
disposition is determined in relation to the wishes of the whole of
society.

(c) ‘A property’. This term is used to refer to something like a
house or a farm made up of both land and improvements on that
land.

Property system

A property system consists of a set of rules governing access to,
and control of, artificial and natural property. Its purpose is to
resolve problems of the allocation of property.

Public Goods

Goods that must be supplied communally because they cannot be
withheld from one individual without withholding them from all.

A public good is a good that is consumed by society as a whole
rather than by individuals. Its benefits are indivisibly spread
amongst the entire community, whether or not individuals want to
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purchase it (Paul Samuelson & William Nordhaus 1992:311). Its
key attribute is that it is non-rival in consumption — if one person
consumes some of the good there is still plenty left for others. It
can therefore be provided as cheaply to everyone as to one person.

Public goods have a second attribute — that they are non-
excludable. This means that it is impossible, or prohibitively
expensive, to exclude people from using the good. This means that
it is not practically possible to charge for its use, so a price cannot
be established. The usual examples that are given are street lighting
and lighthouses — even though lighthouses in the UK are funded by
a levy on ships using nearby harbours. Public goods are a challenge
for markets because, to achieve allocative efficiency, the market
mechanism has to aggregate individual demand to arrive at an
aggregate demand curve and so at a price.

For rival consumption, once a price has been established each
individual will choose how much, if any, of the good they will
purchase (Michael Common 1978:102). For non-rival
consumption, even if a price could be established, the idea of each
individual choosing how much to pay is deeply problematic, and
the government has to do the aggregation.

Economic theory suggests that we should ask each person what
they would be willing to pay, and then actually charge them that
amount (the Lindall price). One difficulty is that people who
understand this approach would understate their willingness to pay
and free-ride on others. Another is that it feels unfair and arbitrary
to most people.

In practical terms the way to decide how much of a public good to
provide is through political processes, not through economic
reason.

Most externalities can be thought of in terms of public goods —
pollution is a negative public good, or a public bad. The consumer
cannot be excluded and so receives the good (or bad) without
compensation. Its benefits are indivisibly spread amongst the entire
community, whether or not individuals desire to purchase it. (Paul
Samuelson & William Nordhaus 1992 p311)*

4 Samuelson, Paul & Nordhaus, William (1992 (14th edition)) Economics New
York McGraw-Hill
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Quantitative easing

From 2009 the Bank of England carried out a programme called
quantitative easing (QE) in which it issued new money
electronically.  This bypassed the fractional reserve banking
system. The new money was used to purchase government debt
(gilts) for money to be provided to the banks or to the government,
and this was intended to lower long-term borrowing costs.

Radiative forcing

Radiative forcing is a measure of the influence that a climatic
factor has in altering the balance of incoming and outgoing energy
in the Earth’s atmosphere system.

Rates

Local authority rates are a form of British property tax, formerly
levied on homes but still levied on annual values on non-domestic
properties (Connellan 2004)*

Real Estate

This term has been used to mean immovable property, such as
lands and houses, since the mid-17th century.

There is disagreement about the meaning of ‘real’ in this context,
as it was used in two different senses in the 16th century.

Derived from the Old French ‘réel’ and ultimately from the Latin
‘res’, a thing, ‘real’ was used in a legal sense. Real property,
which passed on the owner’s death to their heir, was distinguished
from personal property that was recoverable by a personal action.

When derived from the Old French ‘real’, ‘royal’ also meant royal,
regal, kingly — a usage we retain in terms like ‘real tennis’.

The significance of this disagreement is how we think about the
ownership of real estate. Under the feudal system land was royal
domain and all land was held from the king. ‘Title’ was granted by
the king and this conferred both nobility and property rights.

4 Connellan, Owen (2004) Land Value Taxation in Britain: Experience and
opportunities Cambridge, Massachusetts Lincoln Institute of Land Policy
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Recession

A recession is a time when business activity is falling. It is usually
recognised when there are two successive quarters in which growth
in Gross Domestic Product is negative.

Regressive tax

The tax rate is applied uniformly, takinga larger percentage of
income from those on low income than from those with a higher
income. c.f. progressive tax.

Rent

Regular payments made for the use of any part of the natural world,
particularly for the use of land. This differs from the way the term is
used in an everyday and commercial sense, where the ‘rent’ of a
property includes both rent for the use of land (the plot of ground, or
site) and rental for the improvements (the bricks and mortar).

It also differs from the way that the term is used by economists. They
apply the term ‘economic rent’, or just plain ‘rent’, not just to
payments made for the use of land and the natural world but for
anything that is scarce and cannot be produced in larger quantities at
will (that is fixed in supply). Economists use the term ‘rent’ to refer
to payments for a rare painting, the use of a patent or intellectual
property, or a unique opera singer. They also refer to the super-
normal profits that occur where there is imperfect competition as
‘rent’ (Robert Kutiner 1999:27) * The yse of the term rent is restricted in these
books to payments for the use of land and the environment, not to
people (even when their contribution is unique) or artefacts (even
where these are fixed in supply). So, rent refers to payments for the
use of the natural world or, as Fred Harrison and James Robertson
say, ‘payments that people make for what they take from the value of
common resources’.

See also — economic rent, market rent, differential rent, scarcity rent
and rental.

45



Rental
(1) Leasing

(2) The amount payable by the user of a fixed asset to its owner for
the right to use that asset for a specified length of time (Office for
National Statistics 1998: p 628) 4.

Reserves (of minerals)

Mineral resources that are available at current market prices and
with current technology.

Resources (of minerals)
The total amount of a mineral present in the earth’s crust.
Resource rent

The revenue that can be generated from the extraction of a natural
resource, less the cost of extracting the resource.

Scarcity rent

Rent that arises from the limited availability of even low quality
land. This sort of rent would arise even where land is homogenous
in quality, and so does not contribute to economic rent (Brian
Hodgkinson 2008 p.77)*.

Secondary goods
See Goods
Seigniorage

The revenue derived from putting legal tender into circulation. It is
equal to the difference between the face value of the currency and
its cost of production. For bank loans it is the interest paid on the
loan that creates the credit.

Shadow economy

Hidden Economy

4 ONS (Office for National Statistics) (1998) National accounts: concepts,
sources and methods London

4 Hodgkinson, Brian (2008) 4 new model of the economy London Shepheard-
Walwyn
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Site

For the purpose of stewardship the natural world is divided into
‘sites’ that each have a steward. The surface of the land mass of
the earth is divided into plots of land, each of which is a ‘site’. The
term also includes other aspects of the natural world (for example,
oceans, air, electromagnetic spectrum, satellite orbits) divided into
parts that can have a relationship with a single steward.

SOCEF
Social Opportunity Cost of Exchequer Funds.
Social capital

Connections amongst individuals; social networks and the norms of
reciprocity and trustworthiness that arise from.

Socialist
This title was first applied 1827 to followers of Robert Owen.

Socialists recognise a fundamental and explicit commitment by the
state to take responsibility for all its members, in the same way that a
family operates. This view was summarised by the early French
socialist Louis Blanc:"Produire selon ses facultés et consmmer selon
ses besions (From each according to his ability, to each according to
his needs)" (1850:75)*

While recognising the importance of liberté and egalité it gives most
attention to fraternité — or perhaps to sororité. Such a society attempts
to guarantee that the necessities of life are provided for all people, and
that society works in a way that is beneficial to all.

Traditionally, the only recognised way to intervene in complex
systems was to re-design and re-engineer them. This often led
socialists to advocate a command economy in which production and
demand are shaped by planners not by the market, and in which social
relationships are engineered.

Increased understanding of complex self-organising systems has
resulted in some socialists taking a different approach. Interventions
to improve society for all may instead involve altering individual and

46 Blanc, Louis (1850 (9th edn)) Organisation du travail Paris Nouveau Monde
LG Archive special Hutchinson 159
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organisational ‘rules of thumb’ and, most fundamentally, the ‘rules of
the game’ — like the property system.

Speculation

The purchase (or sale) of an asset in the hope that its price will rise
(or fall).

State

The public arm and instrument of the civic order, acting on behalf,
and in the interests of, the civic order. (after Selbourne *7)

Steward-occupier

A steward who occupies the land of which they are a steward — the
equivalent of an owner-occupier in an ownership economy.

Stewardship

The term ‘stewardship’ describes a new relationship (in place of
‘ownership’) between a person (or group of people or an
organisation) and a ‘site’. A steward has the right to use the land,
or site. They own (in the conventional sense) any improvements
they make to the site and are responsible for any harm done to it. A
steward is responsible for paying the annual market rent of the site
as a stewardship fee.

The term steward is thought to be derived from ‘sty-ward’, a person
who looks after farm animals. It has been consistently used to
mean ‘one who manages the affairs of an estate on behalf of his
employer’. ‘Stewardship’ has been used more generally to describe
a responsible approach to managing something on behalf of others
— for example, a conservationist approach to the natural world, a
sense of responsibility to other people, other species, future
generations, God.

Many people would think of stewardship as managing the natural
world on behalf of something greater than just humankind. ‘Dark
Greens’ recognise our responsibility not just to humankind but to all
living things and to Gaia herself — because they recognise that we are
not separate from nature, but part of it ®alph Metzner 1995:66)  peqple of

47 Selbourne, David (2001) Principle of duty ~ Notre Dame Indiana Notre Dame
press

48



faith may understand this responsibility in recognition of God’s
dominion over the world and the universe.

Each of these groups come to the word ‘stewardship’ with rather
different assumptions. And the term is used with other meanings in
other contexts. For example, Christians also use it to describe
something quite different — the practice of tithing a proportion of
income to the church. And the UK Department for Environment,
Food and Rural Affairs (Defra) and Natural England administer an
Environmental Stewardship Scheme that makes payments to farmers
who protect and enhance the natural environment.

Nick Dennys®®* 19 points out that if we are to bring about
stewardship we need to celebrate, value and protect the
environment and he suggests that democracy in valuation requires
the use of market valuations.

The steward of a part of the natural world has:

o the right of access — to use it in the way that they choose,
within the constraints of any relevant regulations

o the responsibility of care — to manage it responsibly and
husband it for future generations, accepting liability for any
damage done to it

o the duty of compensation — to pay an annual fee, equal to
its market rent, into a fund that is used to benefit everyone.

o ownership, in the conventional sense, of any buildings or
other improvements.

We do not and cannot own the Earth but can, and must, act as its
steward.

Stewardship economy

A stewardship economy is one in which the natural world is held in
stewardship, and things made by people are held in ownership.

In a stewardship economy the income from stewardship fees may
be used instead of conventional taxes as a source of revenue for the
state or distributed to the whole population as a Universal Income.
The income from environmental charges is distributed on an equal
per capita basis as Environmental Dividend or invested for the
benefit of future generations.
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Stewardship fee

A stewardship fee is an annual fee that is paid to secure the
stewardship of a plot of land, equal to its market rent.

A stewardship fee is a charge on the market rent of land. If the
revenue were to be used as revenue for the state, it would be not a fee
or charge but a Land Value Tax. Supporters of Land Value
Taxation from time to time question whether the term conveys its
intended meaning in the 21st century (Robert Andelson:
2000:xxiii). The term ‘stewardship’ is preferable for several
reasons.

‘Land Value Taxation’ is used to refer to the collection of any
proportion of the market rent of land — and people are usually talking
about less than 25 per cent. ‘Stewardship’, on the other hand, points
to the collection of 100 per cent of the market rent. It is helpful to
have a term that always refers to this most radical end of the Land
Value Tax spectrum — both because some supporters of Land Value
Taxation would distance themselves from stewardship, which they
think is too extreme to be of practical interest, and because methods
of valuation that work well when less than 50 per cent of the market
rent is collected cannot be used in a stewardship economy.

‘Stewardship fee’ avoids several other possible confusions that
accompany the term Land Value Taxation. It avoids any confusion
about the meaning of the term ‘land’. Another is that the word
‘value’ seems to suggest to many people that the land itself has an
intrinsic value, probably because the term ‘Land Value Taxation” was
introduced at a time when the agricultural sector was of much greater
economic importance, markets for produce were more local and the
‘original and indestructible powers of the soil’ were as important as
its location.

The term ‘Stewardship fee’ also has the advantage of avoiding the
word ‘tax’, which should be reserved to mean ‘income derived by the
sovereign or state from its subjects or citizens’. The precise
demarcation between a tax and a charge (or fee) may be contested,
but the special characteristic of a tax is that it is unrelated to any
specific benefit provided by the state, while a charge, or fee, is a
payment for receiving some identifiable benefit. A stewardship fee is
a charge for the right, conferred by the state on the steward, to use a
specific plot of land or an aspect of the environment for a defined
length of time. Although part of the revenue from stewardship fees
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may provide income for the state, the rest is distributed as a Universal
Income.

Most importantly, the term ‘stewardship’ emphasises that stewardship
fees are more than just a different way of raising revenue. They
represent an entirely different property system — private property
without private ownership.

Stewardship support payment

When a plot of land is offered at auction it may not attract any
positive bids, perhaps because the planning obligations mean that it
is not profitable, for example, an urban park or wilderness area. In
this case potential stewards can bid for a subsidy, a negative
stewardship fee or ‘stewardship support payment’, and the lowest
such bid secures the stewardship of the site.

Stewardship Trust

A body in a stewardship economy that acts as overall steward for
some aspect of the natural world (for example, land, roads,
atmosphere, oceans, watersheds, subsoil). It is responsible for
managing its aspect of the natural world and allocating manageable
amounts (for example, plots of land, emissions permits) to the end
users.

Supply Side policies

Policies designed to intervene in the economy by influencing
supply (rather than demand) to stimulate production. These include
policies such as wage flexibility for the poor, i.e. encouraging
people to accept low wages to “price themselves into jobs’.

Sustainable Development

Development that meets the needs of the present without
compromising the ability of future generations to meet their own
needs. (United Nations p15)*

Sustainable development

Sustainable development is ‘development that meets the needs of
the present without compromising the ability of future generations

48 United Nations (1987) Report of the World Commission on Environment and
Development
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to meet their own needs’ (World Commission for Development and
Environment of the United Nations 1987).

If we are interested in, say, the build-up of pollution or the
depletion of natural resources we have to ask how the economy
allocates resources over the course of time - we have to concern
ourselves with intertemporal allocative efficiency and intertemporal
equity.

Intergenerational allocative efficiency can be defined as the
situation in which ‘it is not possible to increase the utility of a
particular household in a particular period except at the cost of
decreasing the utility of that household in some other period or
decreasing the utility of some other household or households in any
period’ (Michael Common 1996:222) .

The conditions under which the market might be capable of
ensuring intertemporal allocative efficiency include all those
assumptions already considered for a single time period and some
others as well. For example, the information requirement is that
the implications of present decisions for future production and
utility is fully known in the present.

System

A system is something that can be thought of as a whole and as a
set of interconnected parts.

Tax

A payment compulsorily collected from individuals or firms by
central or local government (Oxford Dictionary of Economics)®.

Tax shift
Transferring taxes from ‘goods’ to ‘bads’.
Transfer payment

A payment for which nothing is provided in return — for example
private gifts, national assistance benefits.

49 The Penguin Dictionary of Economics (1984) Harmondsworth Penguin
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True cost

The true cost of something to an individual or firm is the sum of the
private costs (direct cost to them, the cost of inputs plus profit) and
the external costs (costs borne by others, by society or by the
environment). The true cost is called by economists the social cost.

True cost pricing

In ownership economies, prices of goods and services may fail to
reflect some of the costs or benefits borne by people who are not
parties to the sale — the externalities. These externalities often fall
on the environment and/or society as a whole.

True cost pricing is an approach that seeks to assign a money value
to these externalities (for example the cost of climate change) and
to incorporate this into the price experienced by the purchaser and
supplier.

Allocative efficiency is not achieved when producers shift
(externalise) costs. If economic decisions were made taking into
account the costs to environment and society as well as the firm
itself, the prices of goods would be higher, and the quantities
produced would be lower. The term ‘true cost price’ describes a
price that reflects the true costs and benefits — to the firm, to society
and to the environment. When consumers pay the true cost price,
the polluter pays.

True price
The price established by true cost pricing.
Unemployment trap

A financial incentive structure, created by the marginal rates of
taxation and withdrawal of benefits, that would be expected to
deter people who are unemployed from seeking work.

Unimproved Land
See Land.
Universal Income

A Universal Income is a guaranteed (unconditional and automatic)
income paid equally to every man, woman and child. It is
unrelated to income, wealth, work (past, present or future), family

53



unit in which the individual is living, marital status, gender, race or
creed. It may or may not be supplemented by other state benefits.

In a stewardship economy stewardship fees are pooled and used for
the benefit of all, either as government revenue or as a small
independent income in the form of a Universal Income that is
distributed to everyone.

Rather than using the term ‘Citizen’s Income’ or ‘Basic Income’ in
the context of stewardship, the term used in these books is
Universal Income. This is in part to emphasise the universal and
unconditional entitlement, rather than become bogged down in the
inevitably exclusive definitions of citizenship and limitations to
entitlement. It is mainly, however, because discussions about
Citizen’s Income and Basic Income have tended to focus on an
income funded from conventional taxation, while a stewardship
economy proposes a more generous income funded by some of the
revenue from stewardship fees. Universal Income is not to be
confused with the very different benefit in the U.K., Universal
Credit.

Value

‘Value’ is widely used as a synonym for ‘price established in the
open market’, and that is how it is generally used in this book.
According to this usage the air, without which we cannot survive
for more than a few minutes, has no value. This is known as the
‘Paradox of Value’, and is paradoxical because at times we use
‘value’ to describe a judgment not an economic calculation.
Something has value, in the sense this is used in this book, only
when people compete for it. Land, for example, has no ‘value’
even if it is a green and pleasant land if there is so much of it
available that anybody can stake a claim to as much as they want.

See also Present Value.
Value map

A map that shows the variations in land or property values, where
data are derived from market transactions and/or professional
assessments made for taxation purposes (Tony Vickers). A

30 Vickers, Tony (2009) Visualising the landvaluescape: developing the case for
Britain ~ www.landvaluescape.org/archives/2009/12/visualising-landvaluescape-
for-britian-thesis-published.html Kingston University (PhD thesis)
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cartographic or spatial representation of statistical data that reflects
the value of land or buildings (Christopher Howes 1980:3 quoted in
Tony Vickers 2009 p. 24)°".

Valuing the environment

The costs of pollution are often expressed as a willingness to pay
(WTP) for abatement. This is estimated by uncovering the amount
that different sorts of people are willing to pay, and aggregating.

One approach to establishing the individual willingness to pay is
just to ask people what it’s worth to them — their stated preference.
This approach is known to give rise to inaccuracies and
inconsistencies. Another approach is to use the impact of pollution
on land prices (market rents) to determine the amount that people
actually do pay to avoid pollution. If it were possible to identify
two plots of land, one polluted and the other unpolluted but
otherwise identical, the annual cost of the pollution on an affected
plot is equal to the difference in annual market rents between the
two plots. In practice each plot of land has multiple factors
influencing its market rent this approach requires the construction
of a ‘hedonic pricing model’ in which the importance of all the
possible factors that influence land values are estimated (by
regression analysis) and a model produced that quantifies the
impact of pollution.

Washington consensus

A term introduced in 1989 by John Williamson to describe the
neoliberal programme supported by the American government,
International Monetary Fund and World Bank. Its elements include
the promotion of trade and foreign direct investment, limited
budget deficits, reduced subsidies, tax reform, floating exchange
rates, privatisation, deregulation and security of property rights.

Years purchase

The number of years required for the income from an asset to yield
the purchase price.

31 Vickers, Tony (2009) Visualising the landvaluescape: developing the case for
Britain ~ www.landvaluescape.org/archives/2009/12/visualising-landvaluescape-
for-britian-thesis-published.html Kingston University (PhD thesis)

55



Yield

Yield is the return on investment. In simple terms the return on
investment in land is equal to the ratio of market rent to market
value.

Zero-sum game

A situation in which the losses sustained by those who lose equal
the gains achieved by those who gain.
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Section 2 Some economics explained

Supply and Demand

An economy can be thought of as a mechanism for choosing what
goods (and services) to produce, how to produce them and to whom
to distribute them. Orthodox economics focuses on one particular
mechanism for making these choices, the market economy, which
relies on money and prices to shape supply and demand. The most
familiar alternative, the command and control economy, relies on
the state to make these choices. This section begins by describing a
gift economy, which relies on voluntary agreements, and contrasts
this with a market economy.

Orthodox economics generally treats the economy as an
equilibrium system rather than something dynamic and complex.
The equilibrium system approach, though limited, is useful as a
first approximation. This section uses this model to provide a
graphical display of the concepts of supply, demand and elasticity.

Gift economy

Many of the important activities and transactions that take place
between people do so in a gift economy, not in the market economy.
Preparing food, cleaning, caring for children and older people,
sharing tasks, and providing mutual help in a multitude of different
ways are just some of the examples of activities that are of central
importance to us as human beings. In the gift economy these
activities are undertaken by people as people — what to feed the
family with, how to prepare it and to whom the food is distributed are
questions decided by negotiation and agreement. There is no
separation between producer and consumer. People act because they
choose to, because they have shared values and a shared
understanding of their common good.

The scale on which such an economy can function is probably
determined by the size of the group that is able to sustain these
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shared values and understandings. This might be described as a
sort of community of purpose.

Fairness in a gift economy depends on the recognition of some
form of reciprocity. Co-operation can because all benefit from it; it
does not require. The accounting is usually informal, though there

may be a formal accounting for gifts, including gifts of time (Edgar
Cahn https://timebanks.org/)

Gift economies are fundamentally different from market
economies. Goods and services are gifted within a community in
which it is expected that ‘what goes around comes around’. Family
life, caring, spiritual practice, volunteering, some aspects of the
scientific approach like peer review and most artistic creativity all
take place in their own gift economies (Lewis Hyde
1979/2006:287).

Lewis Hyde describes how a gift economy establishes bonds of
obligation that create a community. He also describes how people
need to behave to sustain a gift economy and its community — in
particular, not to hold on to or hoard a gift but make an equivalent
or superior gift to others. In a gift economy people who are
recognised as wealthy and powerful are those who give the greatest
gifts, not those who hold on to the greatest amount of wealth. The
beneficiary of a gift becomes not its owner, but its trustee (Lewis
Hyde 1979/2006:15).

Gift economies seem to flourish particularly where there is
common access to land and the natural world, and to be difficult to
sustain in ownership economies where we receive the wealth of the
natural world not as a gift but as a commodity. Lewis Hyde
describes how many tribal societies understand what they take from
the natural world to be a gift and treat it in a way that is appropriate
to gifts — by sharing with others and by returning part of the gift to
the natural world in ceremony (Lewis Hyde 1979/2006:18).

One of the features of gift economies is that gifts circulate and
increase as they do so. The increase is physical where they are
living organisms, social where they create community and spiritual
when even inanimate gift objects are associated with increasing
spiritual worth.

It is possible to think of stewardship as no more than a variation on
the theme of the market economy, in which the stewardship fees
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are an obligation whose price is determined in the market and
where people expect their Universal Income as a right. But in a
stewardship economy land and natural resources are treated not as
commodities to be owned and exchanged in the market but as gifts
that the steward takes into their possession for a time and passes on
to the next steward in due course. It is possible to think of the
stewardship fees, the market rent, as the increase in the gift which
then is passed on to the community. If the gift of Universal Income
is then treated as a gift not a right or a commodity, some people
might be able to use it to express their own gift — for example of
creativity or caring — or to pass on as a gift to others or to the planet
(Lewis Hyde 1979/2006:19). Stewardship could then be seen as an
‘institution for the conversion of market wealth into gift wealth’
(Lewis Hyde 1979/2006:283).

So, you could think of stewardship as a bridge between the worlds
of gift and market economy that could provide us with a way to
rediscover the energy and abundance of gift economies.

Market economy

Is it possible for co-operation to occur amongst larger groups of
people, who do not necessarily share many of the same beliefs and
values, without coercion and without relying on altruism? One
approach is the market mechanism, which uses the price
mechanism to provide answers to the same questions — what to
produce, how to produce it and to whom to distribute it. A market is
a mechanism by which buyers and sellers of a commodity interact to
determine its price and the quantity that is made available.

The circular flow model

The way in which the price mechanism directs the economy is often
described using the circular flow model (Fig 1). This simple version
of the model does not include imports, exports, savings and
investment.
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Figure 1 The Circular Flow Model

In the top arm of the model the prices of products (goods and
services) are determined by the interaction of the demand of
households (consumers who want the goods and services) with the
supply of enterprises (firms who want to sell them). The price itself
then informs households how much of each good they can purchase
and informs producers how much they should produce.

In the bottom arm of the model the prices of the factors of production
(land, labour and capital) are determined by the interaction of the
demand of enterprises for the factors with the supply of households
who provide the factors. These prices then inform enterprises how
much of each factor they can purchase and inform households how
much of each factor they should make available.

Market equilibrium

Nineteenth century physics made use of models based on the
mathematics of its time, approximating non-linear relationships
with linear equations and complex dynamic behaviour with models
of equilibrium, stasis, exponential growth or periodic oscillations.
Classical economics made use of similar mathematical and
modelling techniques to describe the functioning of a market
economy - one of the most complete examples of which was the
Walrasian general equilibrium model.
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Just as in physics, this approach to simplifying the complexity of
real life led to great advances in our understanding and ability to
predict and control the world. Just as in physics, the models are
only valid under rather limited conditions. In the last 25 years
economics has been transformed by incorporating more realistic
assumptions about incomplete information and imperfect markets.
And the discipline of complexity and non-linear systems is leading
to new insights into the dynamics not just of physics but of the way
the economy functions (Eric Beinhocker 2005).

In spite of the limitations of the equilibrium model, it does
illuminate the way in which parts of the system work over short
periods of time. It provides a way of exploring how taxation might
affect economic behaviour.

Demand

The amount of a good that people are prepared to buy at any
particular price is called the ‘demand’ for that good. It depends both
on how much they want it and on how much money they have to turn
this want into an actual purchase. For most categories of goods, when
its price is high demand is low - the ‘demand curve’ shows a
downward-sloping curve (Figure 2).

D
T aquantity

Figure 2 Demand curve

Supply

For most goods, if the price rises then producers will be encouraged
to produce more, and new producers are tempted into the market.
The supply curve will tend to be upward sloping (Figure 3).
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price

Q quantity

Figure 3 Supply curve

Equilibrium price

The equilibrium market model suggests that where there is a free
market, price and quantity will be determined by the intersection of
the curves for supply and demand. Suppliers are satisfied anywhere
on the supply curve; consumers are satisfied anywhere on the demand
curve and both are satisfied at the point of equilibrium E (Figure.4).
For example, if prices rise above this point, producers will respond by
supplying more while demand will fall. In the relative glut that
follows, prices will fall back towards the equilibrium. Similar self-
correcting mechanisms come into play for any change in P or Q. As
with any negative feedback mechanism, if delays or partial
information are introduced this ‘self-correcting’” mechanism may
oscillate.

price

Q quantity

Figure 4 Equilibrium
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Marginal Utility

The level of demand for a particular good will depend on how much
satisfaction people get from it as well as on their level of disposable
income/wealth. The second unit of ice-cream gives less satisfaction
than the first (the empirical ‘law of diminishing (marginal) returns’),
so a plot of satisfaction (utility) against quantity gives a curve that
flattens off with increasing amounts (Figure 5).

Total
Utility

Q quantity

Figure 5 Ultility curve

Another way of representing this is as a plot of marginal utility, the
increase in utility that occurs as result of the last unit consumed. This
curve, which is equal to the slope of the utility curve, is downward
sloping (Figure 6).

Marginal
Utility

Q quantity

Figure 6 Marginal Utility curve

Adam Smith (1776 Volume I Book I Chapter 1V:41) articulated the
‘paradox of value’: commodities that are essential to life like water
(which have a high value in use) may have a low value in exchange
(price), while commodities that are inessential like non-industrial
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diamonds (which have a low value in use) may have a high value in
exchange (price). Demand, and thus price, is determined not by fofal
utility but by marginal utility — not by the average satisfaction derived
from all the glasses of water we purchase, but by the satisfaction
derived from the last glass purchased.

The price established in a market may be very different from its value
in use, although the terms are often used as though they mean the
same thing, and in an economic system people frequently treat them
as the same.

Elasticity

The general shape of the supply and demand curves can be described
by their elasticity. The price elasticity of supply is the percentage
change in the amount supplied for a unit percentage change in price.
The price elasticity of demand is the percentage change in the amount
demanded for a unit percentage change in price.

The supply and demand curves when elasticity = 1 (unit elasticity) are
shown below (Figures 7 and 8). The shapes of these curves (upward
sloping supply and downward sloping demand) are those we have so
far considered.

price

Q_guantity

Figure 7 Supply curve, unit elasticity

64



price (D

D
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Figure 8 Demand curve, unit elasticity
When supply is perfectly elastic it requires only a small increase in
the price of goods to produce an infinitely large increase in supply.
An example would be goods whose industrial production can be
readily increased as all the inputs are readily available (Figure 9).

price

Pe

O _guantity

Figure 9 Perfectly elastic supply
Where supply is perfectly inelastic the quantity supplied cannot be
increased no matter what price is offered. An example would be a
painting by Leonardo da Vinci. It is usually argued that land is
inelastic in supply as its amount is fixed and it cannot be created or
destroyed (Figure 10).

price

€ O _quantity
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Figure 10 Perfectly inelastic supply
Rent

The concepts at the heart of the efficiency arguments of this book —
the economic surplus, rent, and market rent - are illustrated here.

When supply and demand have unit elasticity

Where demand and supply are in equilibrium at E, the quantity
produced is Qe at a price Pe (Figure 11) . Demand reflects marginal
utility, the slope of the demand curve, so the tofal utility is
proportional to the area under the demand curve. The total utility of
a quantity Qe is the area under the demand curve up to this quantity
(shaded area in the figure).

Qe Q quantity

Figure 11
The supply curve reflects the marginal costs of producing the goods
and the area under the supply curve is the total cost of producing the
goods. Total production costs of a quantity Qe are shown as the
shaded area below (Fig.12).

66



price

Pe

Qe Q quantity

Figure 12

The difference between the total utility of goods and the cost of
producing them is referred to as the economic surplus (Fig. 13).

R
Surplus

D

Q quantity

Figure 13
The economic surplus can be divided into two parts by the line PeE
(Fig. 14). The area below this line but above the supply curve
represents goods sold at a market price that is greater than the cost of
production and is referred to as the producer surplus — the difference
between what the producer receives and the amount that they would
have been prepared to sell for. The area of economic surplus above
the line but below the demand curve represents goods bought at a
market price that is less than their marginal utility and is referred to as
the consumer surplus - the difference between what the consumer
actually pays and what they would have been prepared to pay. The
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consumer surplus only exists when the demand curve is downward-
sloping.

price

Consumer
Surplus

Pe P
sy Producer
it SU[plUS

D

Q quantity
Figure 14

When supply is perfectly elastic

If you imagine the slope of the supply curve (Fig. 14) decreasing till it
is zero, supply is perfectly elastic (Fig. 15).

Consumer Surplus

Production Costs

D
QO quanfity

Figure 15

As this occurs, the size of the producer surplus falls until it disappears
when supply is perfectly elastic.

This is the long-term position in a market where there is perfect
competition. All firms are price-takers — that is, they accept market
prices which they cannot influence by monopoly powers (e.g., size,
patents, niche markets, ownership of important land sites). They
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compete by cutting prices to the level where only production costs are
covered.
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When supply is perfectly inelastic (fixed)

If, by contrast, you imagine the slope of the supply curve increasing
till it is vertical, supply is perfectly inelastic (Fig. 16).

P BB A R
P B B S
P S S B S
B M

Consumer Surplus

S Producer Surplus

B B B
G g
PSR n BB R R R R

P B B S

Q quantity

Figure 16
Here, for example the painting by Leonardo da Vinci, the quantity
supplied is unaffected by the price offered. There are no costs of
production, and the producer surplus accrues to the current supplier
not to the original producer.

Rent

The term ‘pure economic rent’, or sometimes just ‘rent’, is applied
by economists to payment for any factor that is fixed in supply.

Rare paintings are peripheral to the bulk of economic activity.
However, land is a universally important economic factor that is
virtually fixed in supply. In this book, payments for land and
natural resources are referred to as ‘rent’ while payments for things
made by people but fixed in supply (Leonardo's painting) are not.

Let us consider the rent of unimproved land, looking again at figure
16.
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The quantity of land is Qe and the current demand curve is DD (Fig.
16). The current equilibrium rent of land is Pe. When land is leased
at this price the land-user benefits from the consumer surplus. There
are no production costs. The landowner benefits from the whole of
the producer surplus — the rent.

The Deadweight loss: Effect of Taxation on
Production

This section uses supply and demand curves to explore the effect of
taxation on production. It uses examples of taxing both inputs to
production (the factors of production in the lower arm of the
circular flow model) and outputs of production (the goods and
services in the upper arm of the circular flow model).

The graphical display of the consumer and producer surplus is used
to illustrate the deadweight loss of conventional taxation.
Supply and demand have unit elasticity

Suppose that a tax is introduced on an output, which may be goods
or services. Before the tax is introduced, a quantity Qe is
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purchased at a price Pe. After the tax is introduced the quantity
produced falls from Qe to Qe' and the price received by the
provider falls from Pe to Pe'. The gross price paid by the consumer
however rises from Pe to Pe'+T (Fig. 17).

P \D
price
DI
T S
Pe'+T]
IS
Pe
Pe' >
E
S
T
D’ b
Qe' Qe quantity Q
Figure 17

That is to say, the demand curve is displaced downwards by an
amount equal to the tax T, from the curve DD to D'D'.

The consumer and producer surplus before taxation is shown in
Fig. 18 below.

onsumer Surplus

D
quantity Q




Figure 18

After taxation the consumer and producer surplus are both reduced
Part of the reason for this is that some of the economic surplus has
been captured as tax (the government surplus).

Government Surplus
Consumer Surplus

Producer Surplus

Qe' quantity Q
Figure 19
There is also a reduction of the total economic surplus due to the

reduced quantity supplied (Qe'). This lost surplus is shown below
(Fig. 20).
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price
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Figure 20
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This lost surplus comprises losses in both the consumer surplus and
the producer surplus. It is a measure of the inefficiency of taxation,
its disincentive effect on production, the ‘deadweight loss of
taxation’. The extent of this loss depends on the elasticity of both
supply and demand.

Supply or demand are perfectly inelastic

Taxation of an input or output for which supply or demand is inelastic
is an example of a Ramsey tax. Frank Ramsey identified the most
efficient kinds of tax and the term ‘Ramsey tax’ is applied to a tax
that has no impact on the quantity of production or consumption of
the good being taxed. It therefore does not cause any loss of the
economic surplus and not distort the allocative efficiency of the
market.

Inelastic demand

Where demand is perfectly inelastic, the consumer will, if necessary,
pay any price at all to purchase the output. An example is a poll tax,
though here it is in reality a matter of conforming with the law rather
than making a purchase. A poll tax is efficient (but it is also unjust).

Inelastic supply

With a perfectly inelastic supply there are no production costs (Fig.
21). The producer surplus arises because the supply cannot be
expanded.

Consumer Surplus

% Producer Surplus

Pe
L

Q quantity
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Figure 21
I

In this situation a tax (the government surplus) eats into the producer
surplus. Critically, there is no lost surplus (Fig. 22).

Government Surplus

Consumer Surplus

Producer Surplus

D' D

quantity Q

Figure 22
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