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Speculation: a US Hypothesis 

Pre-industrial modes of production were coherent. They functioned as stable 
systems over very long periods of time without generating problems. The 
crises which disturbed, them from some normal level of activity can be 
ascribed, in the main, to external influences over which there was no control. 
Hunter-gatherers may have gone hungry at titnes because the herds 'failed to 
return to the traditional grazing grounds. In agrarian systems, famines 
occurred because of inclement weather. This is not to deny that problems did 
not originate from within the system. Over-zealous hunting can deplete the 
available stock of animals in a tribe's territory; over-intensive cultivation can 
turn soil into a dust bowl. But these were aberrations, cases of unwise, 
irregular, self-destructive, management of affairs by individuals, and were 
not entailed by the mode of production itself. 

Because these systems were stable, over very long periods of time, scholars 
classified them as 'stagnant' societies. But the peoples themselves were 
content. They were culturally equipped to deal with deviant cases within 
their ranks, and they developed elaborate rituals to explain, if not to control, 
the 'acts of god'. 

Industrial society, by contrast, has in its short life been riddled with regular 
economic crises which appear to be caused directly by malfunctioning 
elements of the system itself. If the record is to be believed, capitalism suffers 
from internal contradictions which preclude stable production of goods and 
services over a long period of time. 

The view that the industrial mode of production based on the private 
ownership of capital was inherently defective was promoted at a very early 
stage by left-wing critics. One was Robert Owen, who attributed unemploy -
ment to 'under-consumption'. His solution was to create small, self-
contained communities. Members would share a communal ethic and earn 
their living by agriculture and industry in which machinery would be 
carefully controlled. Owen's scheme was promoted in the House of Com-
mons during the first major industrial recession, in the late 1810s. It was 
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advocated in 1817 by De Crespigny, who placed greatstore by the claim that 
people were rendered unemployed by the advance of technology.' The 
theoretical critique from the left was advanced by Frederick Engels in The 
Condition of the Working Class, who argued that capitalism operated through 
cyclical fluctuations and that therefore the system had to create and maintain a 
permanent reserve of workers. Karl Marx elaborated on the inevitability of 
these characteristics. Anarchy reigned because of the multiplicity of in-
dividual decisions: entrepreneurs could not have perfect knowledge of the 
state of the developed market. Furthermore, the maldistribution of income 
as a result of private ownership of capital meant that labour could not buy 
back all that it produced. From this, it followed that at certain times there 
would be 'over-production'. The excess of goods in relation to demand 
would set in motion a recession, because entrepreneurs were forced to cut 
back on output and new investment. Only planning from the centre - where 
the decision-makers had an overview of the total system —would eliminate 
the risk of wrong decisions. This would create a rational programme of 
economic activity. Only social ownership of the means of production would 
ensure that the rate of consumption was tailored to output. In a word - 
socialism. 2  

The over-production thesis did not mean that recessions were always 
caused by the inability of labour to buy up the goods which it produced. 
Marx said that rising wages also caused crises, for among capitalists 'the 
stimulus of gain is blunted'. 3  Attempts to make up for a decline in the rate of 
profit, by increasing aggregate profit, merely reinforces the over-production 
of commodities on sale in the market. Marxists, therefore, have got it both 
ways. Either there are recessions because the wages of labour are too low, or 
because wages are too high! And in both cases capital is said to be unable to 
adjust itself smoothly, and this results in dis-equilibrium. 

There have been many theoretical attempts from the time of Marx to 
Keynes to explain why the modern industrial economy staggers from one 
recession to another with the predictability of the seasons. All the variables - 
trends in-national income, consumption of durable goods, fresh formation of 
fixed capital, phases in the innovation of consumer goods and processes of 
production - have been scrutinized in the search for the cause of trade 
cycles. Most of these attempts are of a descriptive rather than explanatory 
character. 

With the fall from popularity of the Keynesian doctrine— the tools of 
which failed to assist the politicians to prevent or even to ameliorate the 
recession which struck the capitalist West in the 1970s - there has been a 
hiatus in public policy formation. In desperation, there has been a fall-back to 
simplistic 'solutions' like the monetarism which found popularity in Britain 
in the early 1980s. These, however, have been attempts at sitting tight in the 
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hope of happier days to come, relying on the principles of sound budgeting 
for individual households rather than for nations. 

With one major exception, no-one has offered land speculation as the 
possible explanation for cyclical recessions. This hypothesis was advanced 
by Henry George. Land speculation, he said, was not the only cause of 
depressions; but it was 'the great initiatory cause'. 4  

George was not satisfied with conventional 'explanations'. How could it 
be, he wondered, that there was 'under-consumption' when people were 
hungry, poorly clothed, badly housed? They were willing to consume more 

what stopped them? And how could it be that there was 'over-production' 
by capitalists who were supposed to be in search of profits? Supply might be 
larger than demand for a particular product at a given moment in time; but 
what stopped the entrepreneur from cutting his price, selling off his goods 
and smoothly moving into a more profitable field of activity? 

George concluded that land monopoly was to blame. It operated at two 
different levels of intensity. Speculation caused depressions by enabling 
people to demand prices which were extraordinarily high: effectively, the 
monopolists demanded a part of tomorrow's output today. The effect of this is 
to milk the returns to capital and/or labour. But this can only be tolerated up 
to a point, beyond which it becomes uneconomic to employ either capital or 
labour; unemployment ensues. Secondly, land monopoly enables spec-
ulators to hold land idle in the expectation of future capital gains. This is the 
wait-and-see strategy. As a result, scarce land is withheld from production - 
in itself preventing new employment --and as a consequence of the con-
traction in supply, this pushes up the level of rents of land in use. This has the 
effect of bankrupting some firms which would otherwise be profitable and 
competitive. 

Production [wrote Henry George] therefore, begins to stop. Not that 
there is necessarily or even probably, an absolute diminution in pro-
duction; but that there is what in a progressive community would be 
equivalent toan absolute diminution of production in a stationary com-
munity - a failure in production to increase proportionately, owing to the 
failure of new increments of labour and capital to find employment at the 

-accustomed rates.5 

This produces 'a partial disjointing of production and exchange', which 
manifests itself in apparent over-production and under-consumption. A 
decline in output continues until one or a combination of three things 
happens: 
(1) the speculative advance in rents terminates; 
(2) an increase in the efficiency of capital and/or labour results in an increase 
of income and a readjustment of the distribution in relative shares going to 
the factors of production; or 
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(3) labour and capital reconcile themselves to lower returns in wages and 
interest. 

Henry George provided an account of how recessions cause the collapse of 
banks, the bankruptcy of firms and the panic of speculators who find that 
they have to finance loans at high interest rates for land which is suddenly 
seen to be over-valued. He used largely impressionistic evidence to support 
his theory. For this he cannot be criticised, for it is only in recent years that 
statisticians have produced data in anything like sufficient quantity and 
quality to enable us to elaborate the theory in a scientific manner. 

Our first problem concerns periodicity. The waves in the trade cycle move 
in regular sequences. The shortest, terminating every four or five is the 
one which concerns democratic politicians most They feel obliged to keep 
wary eyes on the economic indices in case these predict unfavourable events 
coinciding with election time. The most important cycle is of 20-year 
duration. The cyclical trends in the movement of phenomena like "Population, 
migration, immigration and house building were first fully elaborated by 
Simon Kuznets for the USA. 6  The importance of these long cycles is that 
they terminate in slumps ,  the amplitudes of which -are greater than those 
experienced during the course of the qpswingof the cycle. This is because 
inventory investment and other volatile forms of investment cIcide iiTh a 
downturn in the building programme thereby creating a severe recession.  
But Kuznets has admitted that, while there is no difficulty in identifying the 
long swings, there is a problem in explaining them. 8  He had to content 
himself largely with describing the phenomena. 

Does the land speculation hypothesis fit into the 20-year cycle? In the 
1930s Homer Hoyt, then a post-graduate student at the University of 
Chicago, investigated the trends in land values in Chicago over the remark-
ably long -  period of 100 years. He discovered a regular cycle of 18-year 
duration. 9  His data is -considered to represent the general trend in r'Tstate 
values in the USA over the period upto the 1930s. 10  Hoyt has since up-dated 
his material, and his results are te in Table 5: I. They fit neatly into the 
sequence of business cycles. A peak in land values is missing. Its absence may 
be explained by the threat and advent of the world war, which disturbed the 
benign psychological outlook which is necessary for speculation. Con-
sequently, the peak of this cycle was eliminated)' 

But what if the trends in land values were simply a response to other 
variables in the economy? We expect to see a rise in land values, for as 
national income increases, so does the surplus, or economic rents. Rising land 
values, then, are a derived phenomenon. So -how can we justifiably ascribe the 
primary power to cause recessions to the land market, the income for which is 
itself dependent upon the functioning of the labour and capital markets? Is it 
not possible that a downturn in national income then results in a drop in land 



Speculation: a US Hypothesis 	 6,5 

TABLES:! 

USA 1818-1929 

Peaks in land Building Economic 
values 1  cycle peaks' recessions 

1818 - 1819 
1836 1836 1837 
1854 1856 1857 
1872 1871 1873 
1890 1892 1893 
- 1916 1918 

1925 1927 1929 

Sources. I Homer Hoyt, 'The Urban Real Estate Cycle - Performances and 
Prospects', in Urban Land Institute Techniaal Bulletin No. 38, 1950, p.  7. 

2 G. Shirk, 'The 18 1/3-Year Cycle in Total Cristruction', Cycles, August 
1981, P.  149, Figure 1, and C. A. Dauten and L. M. Valentine, Business 
Cycles and Forecasting, Ohio: South-Western Publishing Co., 1974, 
p.277. For the booms of the 1830s and 1850s, see also G. F. Warren and 
F. A. Pearson, World Prices and the Building Industry, 1937, p.  99. 

values? This is the popular view: the causal forces are held to be in the 
opposite direction to the one postulated by Henry George To prove a 
causal connection working from land speculation to thewider economy, we 
need to trace more than 'a fairly close correspondence rz  between movements 
in the real estate market and phenomena like the building cycle. 

The timings favour Henry George's hypothesis. Table 5:I shows that the 
peak inland values is reached 1 o 24 months before the_ecnpmic recession, 
i.e., the downturn in land values precedes the decline in general economic 
prosperity. But this chronological sequence is insufficient to prove cause and 
effect. Landowners-may just be blessed with better predictive foresight than 
the rest of us (though, in that case, why do so many of them continue to buy 2 
land just as the speculative bubble is about to burst?). 

We need to dérñonstrate a transmission mechanism, one by which ante-
cedent behaviour in the land market diffuses itself into the factory, office and 
corner retail store. One such mechanism may be the activity iecoj- 

jçtio.pjndustry. If land, because of speculation, costs too much, does this 
curtail construction and thereby dampen activity over a wider sphere of the 
economy? The American evidence is tantalising. The peaks in the building 
cycle follow the peaks in land values and precede general economic recessions! 
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This relationship will be investigated in detail in Chapters 8 to 10. First, 
however, we need a more detailed account of speculative behaviour. 

Land speculation is a two-dimensional activity. It is spatial. It entails the 
acquisition of control over a clearly-defined piece of territory, such as land on 
the fringe of an urban area, or large tracts on the frontiers of a colonising 
society. It is also temporal. Purchases today are calculated to provide a 
financial gain through resale in the future. Thus, the dealer has to be willing 
and able to hold onto land fora period of time, and sell when he calculates that 
prices have reached their most attractive heights. 

A useful definition of land speculation has been provided by Prof. Botha. It 
is, he says, 'an investment over a relatively short period of time in an asset 
yielding an unrealistically high rate of return accompanied by a relatively low 
degree of risk') 3  This contrasts land speculation with speculation in other 
areas, in which the risk of loss is much greater - for example, in the currency 
markets. We need to know more about the time scales, however, to see how 
they relate to the 18-year cycles that have been observed in the US economy. 

Botha distinguishes three broad categories of time: secular, long and short-
term. In the first case, a second or third-generation land monopolist who sells 
at a hundred times the original purchase price cannot be said to have 
speculated; the land was not bought with an intention to capitalise on 
increasing land values within the lifetime of the buyer. An example of this is 
the Spanish olive grower who owned five acres near Madrid. He and his 
family fled from General Franco's army in 1940. The family split itself 
between London and New York. The parents died, and after the death of 
Franco the children decided to investigate their ancestral past. They dis-
covered that the five acres that they had inherited were worth £5m. in 1980, 
Just 40 years after the last olive had been picked. 14  During that time, the land 
had remained idle, but the suburbs of Madrid grew outwards and around the 
site. So far as the land users of the Spanish capital were concerned, the owner 
of the five acres was doing a Rip Van Winkle act: he had gone to sleep. Still, 
the value of the land soared with the prosperity of the community. The 
children, however, while benefiting from their unearned millions, were not 
speculative owners in the sense which we wish to emphasise for the 
purposes of this study. 15  

At the other end of the time-scale, people who buy and quickly re-sell land 
for a profit usually do so for less spectacular gains. This sharp wheeling-
dealing characterises the tail-end of a cycle in land values, when speculative 
'fever' has gripped a wider circle of people who, perceiving the huge gains 
made by those who bought for rock-bottom prices, decide to gate-crash 
the market. 

The more interesting time-period, for Botha, is the intermediate phase, 
his 'relatively short period' which, in terms of his three categories, is the 
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long period. He cites the example of someone holding land for 10 years, 
having bought it at agricultural use values and allowing it to lie fallow in 
the knowledge that urban expansion will force up the price in the fullness of 
time. 

This intermediate time-scale is characterised by a conscious decision to 
methodically identify and acquire tracts which will eventually be required for 
development; and the willingness to wait while values rise to obtain a profit 
well over what can be obtained in the course of normal trading in a 
competitive market. Botha's example of 10 years was intended to be illus-
trative. It does not fit well into an 18-year pattern. Intuitively, we would 
expect speculators who were tutored in the art of dealing in land to buy when 
prices were at their lowest -- at the beginning of a cycle - and sell just before 
prices reached their peaks: they would sell to the 'mugs' in time to get out of 
the market before the inevitable crash. 

The risky phase of the speculative boom is the last 12 to 18 months. During 
this period, dealers tend to be the innocents who have entered the market at a 
very late stage. Most of the profits have beeij taken by the shrewd dealers, 
who have held the land for most of the cycle and then withdrawn while the 
going was good. The latest entrants are those who buy at the speculatively-
high prices which bear no relation to the performance of the economy; and 
they have a rapidly-decreasing margin of time in which to raise their prices, 
find new buyers and complete the transactions before the alarm bells begin to 
ring. Thus, we would postulate that a 15 to 16-year period would be the 
optimum period. This would ensure maximum profits and guarantee a safe 
withdrawal from the market before theslump. If this time-scale is popularly 
employed by land speculators, we will have recognised an important element 
of the dynamics of the 18-year cycle in land values. 

The empirical evidence verifies our hypothesis. In the most exhaustive 
study ever conducted into motives behind the ownership of land on the urban 
fringe nearly 700 owners of undeveloped land at the edge of six metro-
politan areas in North America were interviewed between 1977 and 197916 

it was discovered that the transition in ownership from traditional rural 
owners to investors and developers'begins more than15 years before the land 
is actually developed for urban use'.' 7  Similar time-scales were revealed in a 
study of 56 vacant sites in South Wales; 64% of the sites were held idle for 15 
years or over, and the most popular duration of vacancy was the 15-19 years 
period (27%).18  The evidence supports the view that speculators are willing 
to hold land vacant for a considerable period of time in the expectation of 
making substantial unearned profits from the needs of society. Providing the 
purchases are made at the right time, and in the right place, speculation in land 
conforms to what Fortune, the American business magazine, deemed 'a law 
that seems to make certain you will win'. 19  Thus, there appears to be a 
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significant synchronisation between the time horizons of speculators, and 
the 18-year cycle. 

Other features of speculation and land monopoly can be highlighted by 
contrasting land with capital as factors of production. In the past, the 
differences have been disguised. G. D. H. Cole, a leading left-wing historian 
of working-class institutions, exemplifies the perverse insistence on anaes-
thetising people from an appreciation of the internal dynamics of the Western 
economic system: 

in highly industrialized countries in particular the distinction between 
land and capital has lost most of its economic importance, at any rate where 
a class of great landowners, clearly distinct from other capitalists, has 
ceased to exist. 20  

Rental income, likewise, is conflated into the catch-all category of property 
income.21  By blurring the differences, the deleterious influence of the land 
speculator is ascribed to the owner of capital. Yet land and capital are different 
species of phenomena. - 

For a start, the power acquired by those who buy land depends crucially 
on the unique characteristics of land. The time-horizons are different in the 
land and capital markets. Land can be held idle for long periods because it is 
not perishable. The pressure on landowners in a contest of economic strength 
is far weaker than that which confronts labour and capital. Agricultural land 
will renew itself, and therefore retain its value; owners need not, therefore, 
capitalise their assets for long periods. Land which derives its value from 
locational advantages presents no problems whatever. But capital in the form 
of machines and buildings perishes and must therefore pay for itself within a 
limited period, during which the capitalist cannot avoid the costs of mainten-
ance. There is no escape from this by transforming capital into cash, for unless 
it is employed - by being lent to others - it either depreciates in value as a 
result of inflation, or does not earn an income (in which case it might as well 
be used for consumption). 

Furthermore, there is a distinct difference in the ability to finance loans 
originally taken out to buy land or accumulate stocks. Except during deep 
recessions, banks will continue to lend money when the asset is land,-even (or 
rather, especially) during uncertain times. This makes it possible to refinance 
loans used to buy land: thus, the speculator can hold out for better prices 
which must eventually come his way. Credit to help to finance inventories, 
however, is much more difficult to obtain. Credit shortages occur far more 
regularly as a deterrent to stock accumulation. Indeed, the acute credit 
shortage associated with the downturn of the shorter, five-year cycles is a 
direct limitation on accumulation. 22  

The next major class of differences between land and capital relates to the 
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impact on the workings of the economy. Land hoarding results in 2 con-
traction in the supply of what is a fixed factor: there is no way of making 
more land, and reclamation is of no significance. So the price of land is forced 
up. Firms which are restricted in their choice of locations because of the 
need for access to special services, or raw materials, or markets, for example 

have two options. They must either increase their product prices, which is 
not usually possible in a competitive market, or they must absorb the higher 
cost of rent out of profits. As a result, consumer satisfaction and the output of 
goods are reduced. Hoarding manufactured goods, however, does not 
destabilise aggregate demand, 23  and if abnormal profits are made out of a rise 
in prices, other manufacturers will be attracted into the market. This forces 
down prices and removes the incentive to hoard goods in warehouses. 
Manufacturers, then, have every incentive to meet demand at the lowest 
competitive prices, which raises consumer satisfaction and ensures the full 
employment of resources. 

Finally, consider the money and stock markets. At certain times, 
principally near the top end of the land value cycle, when people are gripped 
by speculation mania, the bidding for money to buy land pushes up the rate of 
interest. This makes it difficult to borrow, to finance the formation of new 

iines on which people rely for new jobs and wealth. Institutions seeking 
to attract depositors' funds to invest in land force others to raise their interest 
rates in order to remain competitive. Building societies are an example of this, 
and as a result low-income earners experience greater difficulty in obtaining 
mortgages. Speculation in share prices on the stock exchange in the hope of 
Capital gains, on the other hand, redutes the cost of finance to firms, so 
directly encouraging investment. 24  

Thus, we begin to see that land speculation is a uniq economic phen-
omenon, deriving its power from the ability to play a passive, wait-and-see 
game, capable of yielding enormous fortunes for shrewd dealers who, as land 
monopolists, do not contribute anything to the wealth of nations, a power 
which gives it the ability to inflict severe wounds on the active agents of 
the wealth-creating process, the workers and their accumulated savings 
(capital). 
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