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Mason Gaffney
3040 Ty1 er Street

Riverside , CA 92503

10-18-85

Mary M . Cleve1 and
499 Jane Street
Ft . Lee , N . J . 07024

Dear Po11 y :

By your past record you wi 11 ca11 with birthday greetings
before receiving , 1 et a 1 one digestling a 11 the enclosed . So I

can say there is something in the ma 11, and I am coming back
to 1 ife . About time . You wou 1 d have gotten the one on 1 and
valuation ear1 i er but it waited for the one on Land Gains
etc

You may also enjoy my parting blasts upon leavi ng city
government ( enclosed ) . Mary Nlcho1 s , a lawyer who was Jerry
Brown's Director of Environment;a1 Protection , has been named
recently as Tom Brad1 ey 's campaign manager . A mutua1 friend ,

Jane Vi se Ha11, served as Mary's Deputy , and will be serving
to write position papers etc . for Brad 1 ey . I may get roped
in . Nicho1 s has a mixed reputation -- know her ? She knows
which way the wind b1 ews .

How go the job search , the romantic search , the parenting ,
etc ?

Love ,
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IN PRAISE OF ARROGANCE

( Archaeologist 's note : The following cri de coeur was found
partially preserved in a Heinekens bottle when it bobbed up in the
Riverside sewage treatment plant o it is reproduced here for such
value as it may have for modern scholars , and even such
tposthumous? ] gratification as it might afford the unknown writer,
Many key names and dates , unfortunately, were destroyed by action
of the elements , )

This note is consigned to the waves and addressed to whom it
may concern, rather than any person, because after years at (note :

word destroyed, eaten by termites ) I despair of finding anyone who
might get the point, or care , Yet a blind faith drives me :
somewhere among all the jaded careerists , grantsmen, consultants ,
beach-combers , camp-followers , schemers , climbers , pensioners ,
poison-peddlers , and calumniators there survives one eccentric who
yet pursues truth, and might welcome finding this comfort and
companionship in the bottle ,

Or perhaps there will be someone in the next generation,
century, or civilizationo To such vicarious comradeship are
truth-seekers reduced, but then, that 1 s what attracted us to
scholarship , once , the way we were, before The Quest grew stale
and the trail grew cold ,

The immediate occasion is an accusation of "arrogance" , The
papers fairly rustled as this charge was leveled , but it was
cattle that were being rustled, and we were the cattle , it would
be "arrogant" to organize a graduate curriculum omitting any part
of what is orthodox, standard , customary, traditional, and
accepted , as well as what is chic, modern, a-go-go, tQpical,
fashionable, and a la mode in "respectable" Departments of
Economics o Such topics are 11minimal essential knowledge for a
modern economist" , with which "all students should be familiar" ,

Heavy! To resist would be "arrogant",

I thought I had heard that line before, but I searched only in
vain through my list of rhetorical ploys for a generic identifier,
The basic argument of course is petitio principii , if not
downright tautologia ( "respectable" is as respectable does , being
defined, of course , as having a curriculum which is orthodox,
standard , customary, etc+ , as well as chic, modern, a-go-go,
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etc , ) , The appeal to general practise was quickly identified as
apodixis , and its intended result is mimesis, But the point was
shame of arrogance , and its use to control a listener o Greek
rhetoricians never identified this -- evidently they were
shameless ,

One colleague displayed elegant philophronesis (groveling ) o

There was implicit syngnome ( forgiveness of injuries ) + There was
apomnemonisis (appeal to authority ) on all hands , The customary
macroloqia (periergia, pleonasmus ) was practised, of course, and
cat_'ozelia (malapropism through affected diction ) prevailed, as in
all academic discourse , with frequent displays of hysteron
proteron ,

The Greek orators , masters of dirty tricks in their day,
evidently never thought of this guilt tripo it took the Catholic
clergy, I believe , to introduce it , Priests used to club smart
kids with it , before John XXIII o

There is also evidence of its use in ldth Century Holland, The
evidence is a letter to Benedict Spinoza from a former student,
Albert Burgh , who had reverted to Catholicism, He addressed
Spinoza thus :

"How dare you set yourself up above all the patriarchs ,
prophets , apostles , martyrs , doctors and confessors of the
Church? Miserable man and worm upon the earth that you are,
yea , ashes and food for worms , how can you confront the
eternal wisdom with your unspeakable blasphemy, , , , What
devilish pride puffs you up to pass judgment on mysteries
which Catholics themselves declare to be incomprehensible?"
( cited in Durant , Story of Philosophy, p,159 ) o

I

f

The synagogue of Amsterdam, in excommunicating Spinoza, also
remarked on the "insolence with which these heresies are
promulgated" (op, cit, p, 153 ) , No one was to "read any document
dictated by him, or written by his hand , " Thus the same mindset
that imputed insolence moved quickly to censorship, a point not to
be overlooked .in the modern context,

Why not overlooked? Because this is , after all, the University
of (those termites , again ) which once on the recommendation of the
Faculty Committee on Privilege and Tenure, fired professors who
refused to sign a loyalty oath; it occurs in (Foul? ) Hall, named
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to honor the University President who originally supported that
oath; it occurs under the ( Hollow? ) Plan, an elaborate roundabout
scheme designed to give a color of legality to the (Garbage-in? )

Addendum to the External Review Committee Report, an Addendum
never repudiated by any administrative or faculty group that
successively endorsed the Report,

Durant expands on Spinoza 1 s arrogance:

"Like Nietzsche, Spinoza has not much use for humility; it
is either the hypocrisy of a schemer or the timidity of a
slave ; it implies the absence of power -- whereas to
Spinoza all virtues are forms of ability and power,
t humility is very rare 1 ; and as Cicero said , even the
philosophers who write books in its praise take care to put
their names on the title-page , ' One who despises himself is
nearest tO a proud man , 1 , , , And whereas Spinoza dislikes
humility he admires modesty, and objects to a pride that is
not 'tenoned and mortise(11 in deeds , " ( ibid, , pp, 181-82 ) ,

Spinoza laid down a few rules of conduct, the first of which is
"To speak in a manner comprehensible to the people , , , " if this be
arrogance , the standard curricula referred to are humble indeed,
as are also the readings proposed by the others, one must admit,
Both sides make a fetish of 11rigor" , evidently on the Calvinistic
notion that dogma and suffering improve the character,

Or do they know what "rigor11 means?

Rigor : " Harsh inf lexibi li ty in opinion , temper , or
judgment ; the quality of being unyielding or inflexible ;
severity of life ; strictness , severity or cruelty ; a
condition that makes life difficult , challenging, or
uncomfortable ; strict precision ; rigidness or torpor of
organs or tissue that prevents response to stimuli , "
(Merriam-Webster 1 s Collegiate, 9th Ed, )

None of those values look very positive except for the "strict
precision" , and even that might well be sacrificed if the rest of
the baggage comes along, as it usually does, Even strict precision
may be worse than useless in evaluating unprecise but important
economic ideas and phenomena such as expectations , taste
formation, the interface of law and economics , paranoia and the
military budget, or the case for inheritance taxation,
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Where is the rigor in the undoubtedly relevant and important
observation that "Corporations have neither bodies to be kicked,
nor souls to be damned" ? Where do we stand on Matthew Arnold 1 s
thought that "Inequality materializes our upper class, vulgarizes
our middle class , and brutalizes our lower class"? Or Confucius ,

"The superior man understands what is right ; the inferior man
understands what will sell, " Or Cicero, 11, , ,there is nothing so
characteristic of narrowness and littleness of soul as the love of
riches ; and there is nothing more honorable or noble than
indifference to money, " Or Francis Bacon, "There are four classes
of idols which beset men 1 s minds : Idols of the Tribe, of the Cave,
of the Market-place , and of the Theatre , " is our supposed rigor
just another Idol, after all, and we Idolaters?

Returning to Spinoza and plain talk, is it really appropriate
that the people 1 s University should reject the common tongue, and
communicate only internally and in private 91ossalalia? it is a
point , I allow , which favors neither side in the present dispute
for neither hews to Spinoza 1 s Rule #1, But error is more dangerous
in proportion to the truth that it contains , since one in the
wrong may more easily be convinced than one half right, it may be
that in our competitIve pursuit of the specious prestige and
respectability connoted by "rigor" both Marxists and straights
alike have used incompretlensibility in lieu of precision in any
relevant sense ,

Spinoza even arrogantly refused the chair of philosophy at
Heidelberg , even though he was assured 11the most perfect freedom
in philosophizing , which His Highness feels assured you would not
abuse by calling in question the established religion of the
state, " ( ibid, , p , 161 ) , Thus arrogance leads to self-deprivation,
and heartless ingratitude even to the most indulgent patrons , and
might well be reprobated by moralists as reaping th& punishment it
deserves ,

Yet should we not rather admire and support those who deny
themselves conventional rewards in order to guard their freedom to
pursue truth? History has treated Spinoza with more respect than
did the organization-men of his day, and than history has treated
them, who are forgotten except as his arrogance exposed their
presumption, tyranny and hypocrisy,

The added requirements , it was hotly said, were hartly worth
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our disputing because they would only require a few weeks , "It
doesn't matter" , we were told, "so be reasonable and do it my
way, " this being delivered with deep feeling, adhortatio and
protrope, just as though it did matter, which indeed it does,
Because tIme is finite, "Exclusion is also part of knowledge" , an
observation worthy of an economist but originating instead with a
physicist , Michael Faraday a

People lose their freedom one step at a time, and this is not
the first step. No, we are already hard pressed to cut off
students at the back end of their freedom by lowering the
normative time to degree , Now comes the other pincer from the
front end , extending the apprenticeship training, curtailing the
creative period of restless , troublesome innovation in the middle ,
Such are the ways of orthodoxy, suffocating and oppressive,

"Intelligence" , says Henri Bergson, 11is the faculty of
manufacturing artificial objects , especially tools to make tools,"
But theory supplies the machine tools of thinking + Who controls
theory has a powerful grip on how students are to think, and
students drowning in a complex discipline seize the first help
offered

"There are four chief obstacles in grasping truth, which
hinder every man , however learned, and scarcely allow any
one to win a clear title to learning, namely, subrnission to
faulty and unworthy authority, influence of custom, popular
prejudice, and concealment of our own ignorance accompanied
by an ostentatious display of our knowledge, 11 ( Roger Bacon,
Opus Ma jus ) ,

How vulnerable most students are to the last, and what clever
mimics some are, But what little prigs and pedants th9y quickly
become if we train them only by heaping doctrine upon doctrine
rather than urging them to frame and evaluate hypotheses that
arise in their own minds ,

Spinoza anticipated our present danger , writing "Academies that
are founded at the public expense are instituted not so much to
cultivate men 1 s natural abilities as to restrain them, " (op, cit,
p , 194 ) , He advocated a freedom wherein " , , ,everyone that asks
leave is allowed to teach publicly, at his own cost and risk, "
Such arrogance ! Obviously he believed his business would survive
in the competition, perhaps because of his Rule #1,

Spinoza 1 s arrogance was so complete it even spilled over the
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assigned limits of his proper metier , philosophY, onto -- gasp --
our turf !

"The military basis of democracy should be universal
military service , , , , ; its fiscal basis should be the
single tax , ' The fields and the whole soil ooo should be
public property, , , . let at a yearly rental to the citizen;
, , , and with this exception let them all be free from every
kind of taxation in time of peace o " ( Opa Cite , Po 195 f
citing from Tractatus Politicus , Che 6 ) e

It. would seem that Spinoza was anticipating the brain drain
problem that besets those cities , states , provinces and countries
that support education handsomely, but do so onIY bY use of
repressive tax systems ( like the high VAT of Ireland ) which in
turn abort employment opportunities for the graduates , who very
sensibly then emigrate, along with their stored-up human capital,

Poor Spinoza, would he find refuge if at (illegible ) today? in
an unreasonable age, a man's reason let loose would undo 1limo He
would be trapped between the monolithic conventions of Mrs o Grundy
and the militant conventions of Marxism, both dedicated to
trashing deviants , He would, I suppose, be forced to take refuge
in the arrogance of trusting his own reason, stepping aside nimbly
as he might where humble armies clash by night .

Another arrogant philosopher was Immanuel Kant, who prefaces
his Critique of Pure Reason with this : " ooothere ought not to be
one single metaphysical problem that has not been solved here•"
With such egotism nature spurs us on to creation, notes Duranto
Observing the enduring reputation of Kant, perhaps arrogance is
preferable to the humility of those who , in humbly pursuing only
respectability attain only humble goals o f

"Respec.'table" , I suggest, is an offensive term because of the
value-system it betrays , it idolizes the herd instincto it is, one
may object , an elitist herd , one that fancies itself above the
conunon , But no herd was ever universal ; only truth is that a Let us
therefore seek not respectability, but respect+

And let us be arrogant enough to follow our own beliefs to the
extent of framing a curriculum on what we perceive to be its
merits , Let us be too arrogant to follow the moods and caprices of
the day, as women change their hemlines and men their lapels+ A
great philosophy is not a philosophy without reproach; it is a
philosophy without fear,
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LAND GAINS , FAST WRITE-OFF , AND iNCENTiVES TD BUll_D

For deIIvery at Conference of TRED , Sept . 13 , 1985 ; rev{ sed ,
act . 14, 1985

Mason Gaffney

introduction

Once upon a time each build { ng was written off from taxable
income over somethIng purporting to approximate its ecorlami c

IIfe . Then Congress and the industry began implementing the
Commons variation of the George prlncip1 e . They began
shorten { ng tax 1 Ives and steepen ing the grad{ ent of
depreciation paths . The light broke on most of us with the
speed of a crepuscu1 ar Yukon sunrise , but finally it dawned
that this was turning the income tax into a sort of ”graded
tax plan" whereby the income from depreciable buildings was
taxed at a lower rate than the income imputab1 e to (or
derived from ) non-depreciab1 e 1 and .

The movement accelerated with Walter Heller , the soaring
sIxtIes , and the Kennedy era when " conservative Keynesian ism'’
was in flower . It offered a consensus that seemed for a time
to reconcIle the po1 arl tIes of the previous generation at a
convivial Ta b1 e Round in the New Came1 ot . Georgi sts were a1 so
beIng patron j zed at the local leve1 in their correjati ve
efforts to untax bu j 1 dj rIgs and update 1 and assessments , but
loca1 progress was ha1 tIng and grudgi ng . The action was in
Washington .

The movement peaked when the chant of " 10-5-3" pierced the
Potomae vapors -- was it rea11 y 12 years ago? This merely
ar{thmet ica 1 slogan was as territorial and overreach ing in
Its way as " 54-40 or FIght ! " , but bui 1 ding s actually did get
15 year 1 Ives for quite a while , and 18 years is novi common
( but not uniform -- is anything anymore? ) .

The results , or at 1 east the ensuing events have to get a

mIxed revIew. We have bu j 1 t up the large st surplus of office
space in wor1 d hIstory . The surp1 us is wasting bi 11 ions in
capIta 1 whIch has higher uses elsewhere , but that is not the
worst of it . WIth the surp1 us we have des tab i 1 i zed the
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macro-economy and the banks . The vacant space constitutes one
of the most fragile and perilous elements of co 1 lateral
behind bank loans . It perhaps out:does farm loans , energy
loans , shipping loans and foreign 1 oaris in its eorltri but ions
to recent bank fai 1 u res and hazards .

We have managed to magnify investment opportunitIes { n a

"conservatIve- Keynesian “ way without however solving the
problems of unemployment , homelessness , mal nut:r it jon ,
poverty , bad education , unaffordable medicine and so on . We

cannot even rev up the macro motor to get out of an extended
period of ’'s1 ack business " ( the pre- Keynesian euphemism ) or
" slower growth " ( the current one ) .

Evident;1 y there is more to tax reform than just protecting
certain kinds of bu i 1 di IIgS and fixtures from the fu 1 ] fury of
the rates . Come to think of it , it is a left- handed sort of
benefit to workers to have wages taxed higher so that capItal
in but 1 di rIgs and machinery may be taxed lower . It is of
doubt;fu 1 macro-economic benefit to divert IImIted cap {ta1
from circu 1 ati ng inventories to fixed forms , or so the
c1 ass ical economists taught . Even 10- 5- 3 offered nothIng to
encourage investment in inventories , the workIng capita 1
required to stock new buildings and "advance subsIstence " to
workers ( as Smith , Ricardo et a1. put it ) . Today's equIvalent
of " advancing subsistence " i.lou 1 d be supp1 ying the market wIth
consumer goods and holding down inf1 ati on .

So , without any assumption as to good or bad , 1 et us look at
the effects of tax 1 ife on the incentive to inve sl, in
bu i 1 di rIgs . In their d isenchantmen tI our leaders are now
proposing to lengthen tax lives from 18 up to 28 years , so we

will 1 oo k specifi ca 11 y at those numbers , as well as some
other benchmarks .

,A . Defining Rate of Return after Income Tgx (RRAT )

eur method is to find the rate of return after income tax
(RRAT ) . "Tax" here means only income tax ; property taxes are
not ana lyzed in this paper . i choose RRAT instead of present
va 1 ue because RRAT is standardized for different periods of
time . Another acceptable approach would be to use the annua1
va 1 ue of an investment , but that is not calculated here . it
v/ou 1 d be a u sefu 1 exercise to reca 1 cu late the findings in
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terms of annual values , and see to what extent that e }ranges
anything . It could cause rn i nor ehanges in the re $ at: ive weight
of d{fferent factors , but basically taxes drIve a wedge
between {ncome before-.and- after taxes , wh iehever techn { que is
used to express the effects .

RRA T is cal CtI1 at:ed from Equation
forrnu Ia for find { rIg

bond which has both a

value . This fits the
a periodic cash flow

{ s nlod{ f{ ed to show the

( 1 ) , bel cw. ( k ) is basic a 33 y
the yield'”to'-maturity of a

periodic eoupcn and a

of a building which
and a resale va 1 ue . The
effect of taxes .

the standard
redeemak:1I e
redemption
yields both
equatIon

case

- f- (l-t}(}-E-r'’) * +(1-L)(l-ivE)

i-:- Fit;::5-:-i;t ;--a
RRA T <1)

where a=cash f1 ow before taxes
P=present cost of bu { 1 ding p1 us
t=tax rate on ordinary income
1 = 1+ i , where i is the same as
n=years before sa1 e
x=tax life
L=1 and element
F=future sa 1 e
s=tax rate on

1 and

RRA T

( non-depreciab1 e )
price after n years
capital gain

as a fraction of P

( 1 ) does not purport to be a globa1 comprehensive statement
of all relevant factors . It 1 eaves out the investment tax
credit ; depreciation paths other than simp1 e straight 11 ne ;
recapture provIsIons ; rIsk and uncertainty ; leverage from
debt ; property taxes ; the effects of inflation ; and no doubt
other poInts , each of which is of overarching significance to
someone . The purpose of course is to simplify by omitting
IIghtweight and periphera1 elements .

I hope that others who see the need for add{ ng other factors
to ( 1 ) wi 11 do so and improve on the present work . It shou 1 d

be straightforward to add other elements to ( 1 ) , and
elaborate on and deve1 op the procedures used be 1 ow . The
present purpose is just to get well started by putting the
baSIC e 1 e ments in a sound framework + WiI 1 i am Wheaton 3 Jr o 3

has suggested that inflation is the adcIi ti ona 1 element most
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needing explicit treatment .

( 1 ) was cast in its present form by dividing top and bottom
by P . I suggest that readers undo that step by mu 1 tip 1 ying
top and bottom by P . They might go further back and so1 ve for
P , whIch gIves the present va 1 ue formu1 a from which I began
before solvIng for RRAT . This wi 11 he1 p see where ( 1 ) came
from , and overcome some possible confusions . The present form
Is a 1 { ttl e more compact and useful in the long run , a 1 though
that is a judgment ca11 which some may dispute . If so they
are encouraged to do it their way , and see if the results
differ in any important way.

I have gIven to each of the parameters a "default value "
va 1 ue to whIch it reverts in default of any other
specification . The "default values " of the parameters are :

a/P= . 12
t=, 5
n=x
L=.4
F/P=1
s= . 2

The reason for having n=x is that a building owner has much
to gain by selling as soon as depreciation runs out , letting
the next owner redeprec late from a new basis . This
presupposes a certain slippage in allocati ng basis between
land and bu i 1 ding , a point to be explored .

a may a 1 so be used as the year in which we choose’'to end the
analysIs , wIthout any sale . In this case F means the market
va1 ue of the rea 1 estate after n years ; and s=0 . Many owners
choose to forego sa1 e to avoid s , even though that means
foregoing the higher sa1 e prIce that can be offered by a

buyer who can redeprec i ate .

The tax code of course act;ua 11 y app1 ies the same rate to
capjta1 gains as to ordInary Income , but reads that 60% of
capItal gains are excluded from taxab1 e income . That argues
for usIng .4t in 1 i eu of s . However "capita1 gains treatment"
Invo1 ves a who1 e package of benefits , not just the 60%
exc 1 us jon . For that reason I am keeping the separate
notation , which a11oMS us the f1 exibility to contemp1 ate
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different ratios than . 4 . When you consider the v/hole
p{ etlure , , 4 + s generally too high .

Solution of ( 1 ) has to be an iterative process , s + nee kg/\T
appears on both s{ des of the equation ( hidden { n 1 on bbc
r{ght; side ) . In the pri m{ t:ive times of our youth the process
could be slow and laborious , even using Newton's ingenious
method . Now it can be done automat; { eal ly with nothing farlc + ar
than a hand eal cul at;or 1 { ke the HP38E , or the newer HP k2 , or
various other models . It can also be done surprisingly
quickly by tri a1 and error by programm{ ng the right sIde into
any good programmable calculatar and trying various values , A

computer does it in a flash . i prefer the ca]culat©rs , wh i eh
are fast enough to be easy and s1 ow enough to 3 et you think
what you are do{ ng .

B . Anticipation by Inspection

Inspection of ( 1 ) lets us anticipate and out:1 i ne our
fIndings , ( which are to be i 11 ust:rated later by numerical
examples ) . Mathematica1 purists might opt instead for taking
derivatives , log derivatives , and ratios of log derivatives ,

and we encourage them to do so , But to this writer that seems
1 ike mathematical overki 11 which wou 1 d add more to length
than c 1 ari ty in treating the present subject .

1. Tax life ( x ) , taken by itse1 f ( i . e . with n constant ) ,
has only a muted effect on RRAT . The second term in the
numerator contains x twice . The numerator is a decreasing
function of the first x , and an increasing function of the
second x , which thus offset each other . The first x is the
more powerfu 1 so that the who1 e function is decreasing , but
too slow1 y to do much compared to other variables .

This means that a short x is not of great impact in the
absence of time1 y resa 1 e , and points to resa1 e tImIng and
resale tax treatment as the more heavyweight factors .

The effect of x is muted again when there is a high value of
" L" , the non-depreciab1 e I and share . For more on th{ s point ,

read on .

2 . The margina1 RRAT ( from an increment to building volume
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or quality on a gIven site ) entlai 1 s a marginal land input of
zero , and is calculated by setting L=0 . Th’is raises the
sensitivIty of RRAT ta x . Here we are talking about variab1 e
proportions : more depreciab1 e capItal app1 led to a gIven
site . A lower x does encourage intensification , although we
wll I see the sti mu 1 us is weak , except to one particular kind
of { nye st;ment .

This heightened sensitivity of RRAT to x is offset , however ,
when we consider that F/P is lowered by adding inputs which
are 100% depreciable . The appropriate F and P values here are
those of the marginal increment to capital investment , with
no land value included at all.

LowerIng F/P raises the denominator and mutes the absolute
effect on RRAT of changes caused by x in the n umerator .
Relative effeets on RRAT are litt:1 e affected , but the effect
of x on the margina1 RRAT is reduced relative to the effect
on the average .

A most important exception here is when the marg{na1
investment is specifi ca 11 y geared to raise F , as opposed to
raising a . It is usefu 1 to group incremental investments in
three c 1 asses , accord { ng to the major effect : to increase
f1 oor space ; to increase quality or specialization ; and to
increase economic 1 ife and/or resa1 e va1 ue . Most investments
are not pure1 y for one or another but differ in degree , and
there is a constant trade-off between increasing a and
increasing F . A short tax life creates a bias for trade-offs
that favor F .

3 . Now we 1 et n vary , with x constant , and F=P . That brings
resa 1 e into the picture as an active influence on RRAT . RRAT
now becomes quite sensitive to x ( as a decreasing function ) .
When we assume that F/P is constant , we mean it is unaffected
by the tIme of sale . This implies that land value
appreciation is offsetting building depreciation . Lowering n
Is now an effective way to raise RRAT , so long as x is low.

The reason such an assumption is reaIIstic is because F is
raised by the buyer's future ability to redep rec late ; and the
lower is the va1 ue of x , the greater is that benefit . The
value of that benefit is greatly enhanced by the general IRS
practise of 1 et;ting enhanced 1 and va1 ue be depreciated a 1 so .

/
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The redepreci abi 1 ity of resold buildings and mtleh of the } and
value under them sustains a strong demand for them „

Just;if{ able tax lives get shorter , logically enough , as
but 3 dl rIgs get older and approach demolition .. A3 lok;able
depreciation paths are somewhat dece I eratled , ft fs true , But
this factor { s of so IIttle we{ght; that many , perhaps most
build { ng owners always use s{mp1 e straight IIne anyway , just
to avoid the harassment and aggravation of recapture when
they in turn sell. an ly the excess above straight IIne is
subject to recapture , and the benefits af DDB without
recapture are reaIIzed by getIt{ ng a 1 ow x . This is why i left
both recapture and accelerated depreciation out of the model.
The $rnport;ant elewientis are tax I { fe (x ) and the depreciable
share ( 1- L ) .

In a more formal and comp1 etc model we would f©11 ow this
through infinite time , and it wou1 d then be obvious that a
lower value of x lets you depreci ate more times per century
( or other fixed time period ) . in the present model, however ,

we subsume a11 that in these heuristic observations about
probab1 e effects on F , as seen from the perspective of the
first-generation ho1 der . By virtue of its flexi bi 1 Ity this
approach is more true-to-1 ife than tot;a1 modeling , anyway. F

is dominated by expectations , which in rea1 life include
hopes , fears , and the fads of seers , concerning which a page
of history is worth a vo1 time of mode1 s . t

4 . WIth low values of x and n , RRAT becomes very sensitive
to F/P , and also to s and to L . Thus the effect of’ x on
IncentIves depends maInly on resa1 e values ; on tax treatment
of capItal gains ; and the share of basis which is
deprecIable . These become more important than ordinary income
and tax rates .

It a1 so becomes much more important how much of bas { s you
write off than when . That is , understatement of the 1 and
va1 ue share is a larger loopho1 e than fast write-off . A

weakness in our mode1 is that it shows this point explicitly
on1 y for the period before resa 1 e , when in fact the
overa11ocati on of basis to the building mainly occurs after
resa1 e , and in our mode1 is ref1 ected simp1 y in a higher F ,
We leave the reader to reason this through --' it { s not
exp1 ici t in L , but imp1 ic it in F.

+A good present value mode1 spanning an assumed 70,year life
is in P . Hendershott and D . Ling , " Prospective Changes in Tax
Law and the Value of Deprec lab 1 e Real Estate " , AREUEA Journal
12 : 297- 317 ( 1984 ) . But their focus is very different from
that here : they hold land value constant over 70 years .
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in an ideal world F would be less than P by the precIse
amount of depreciation actual 1 y taken , resu1 ting in a neutral
tax . In our real world F is affected by 1 ) Future residual
building value ; 2 ) Future land value ; 3 ) Future residual tax
shelter va1 ue ; 4 ) Future financing conditions at time of
planned resa1 e . ( 1 } is generally greater than P less
cumulative depreciation because of overdeprec i at ion . ( 2 ) is
chaney and fluctuant; , sometimes wild 1 y so , and has in the
past figured in rnany cye1 es of boom and bust before 1929 ,,
even in the absence of the add ttl ona 1 uncertainty from ( 3 } .
( 4 ) is also h igh1 y un stab1 e and unpredictable . In our times
heavy tax rates on incomes have added to the brew the factor
of ( 3 ) , which is probably not as wild as ( 2 ) or ( 4 ) , but
which magn i fi es their influence on the RRAT .

5 . The sensitivity of RRAT to a/P dec1 i nes as x and n

decline ; and as t increases ( s remaining constant ) . This is
to say that the ordinary income of a bu i 1 ding -- the thing
that economic theory says should provide the incentive to
bu i 1 d { t -- dec1 1 nes to a secondary factor in the equation .

6 . The sens it;iv{ ty of RRAT to t dec 1 i nes as x and n decline
( again , s remaining constant ) . In the examp1 e to be given the
effect of t on RRAT is even perverse for values of x 1 ess
than 7 , amazing as that may seem . The mathematIcal reason for
this is seen by collecting the terms which contaIn t , wIth
n=x . RRAT becomes an increasing function of t when
x < ( 1- L ) P/a .

7 . The sensitivity of RRAT to L rises as x faT 1's . This is
because ( 1- L ) in the numerator of ( 1 ) is divided by x . This
effect is muted by the muting of the effect of x itself ( cf .
#1, above ) , on 1 y 1 ess so because L is a1 so in the
denominator , where its force is magnified by a lower value of
n , where n=x .

The rna in opportunities to inf1 ate RRAT by understat Ing L are
not in the primary market . The bui 1 der ’s depreciable basis is
what he spent on construction , however little va1 ue he may
assign to his 1 and . There may well be minor scams in the
primary market , but the massive , routine , institutionalized
underreport ing of L is in the secondary market , in the second
and later rounds of depreciation . Through arbItrage , most or
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all of thIs gaIn is shIfted to the primary bu { 1 der. The
mechanism of transfer is a higher F paid to the pr{ mary
builder by the first buyer .

C . Numerjca1 examples of the sensitivity of RRAT
parameters discussed in Part B , a,boye,,.

the

Here we Illustrate and support the f{ nd{ rIgs in Part B , us 4 ng
numerical examples . Such examp1 es are not formally genera '!
in my judgment . however , based on { ntl macy acqu{ red working
with Eqn . ( 1 ) , the examples g{ ven below are represent;at{ve ,
and gIve us a good and fair Insight f ntlo the relative
fmportance of the pararnet;ers .

The numbers of the points be1 ow cofrespond to those in Part
B

1. Here we depart from our defau 1 t assumption that n=x . We

ho1 d n=50 whIle x varIes . This shows the pure effect of fast
write-off without sale after x years . A sale is assumed at
n=50 at a prIce F=P ; but F=0 wou1 d not lower RRAT much , when
n=50

In order to walk us into the procedure , Table 1 shows more
steps than wi 11 be shown in later tab1 es . It shows how to
adapt ( 1 ) for so 1 ut;i on on the HP12 . This calculator requires
one to divide the cash flow into as many parts as there are
different level s of cash f1 ow , in this case 3 parts , ca11 ed
PMT A , B and C .

PMT A is the sum of ( a/P ) ( 1-t ) (which is [ . 12] . 5= . 06 ) and
t ( 1- L ) /x (whIch is [ . 5] . 6/x= . 3/x) . PMT A extends for the
first x years . Its second part is the annua1 depreciation
wrIte-off , multiplied times the tax rate .

PMT B is just ( a/P ) ( 1-t ) = . 06 , and extends for the next span
of years , 50-x . This is the after-tax cash flow after the
depreciab1 e basis is exhausted .

PMT C is .88F/P . PMT C represents sale at the end of 50
years . PMT C occurs on1 y once , but it represents the present
va1 ue , at tIme of sa 1 e , of the old building and the land over
all future tIme . . 88 is the tax factor in the denominator of
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( 1 } , using our defau 1 t values . ( . 88 means the taxpayer keeps
88% ; the ftse gets !2% ) .

When programming a sol ut{ on for cal cu 1 at-or or computer it is
not necessary to foI 1 ow the exact procedure shown ; but any
proeedure that breaks ( 1 ) down into its components is usefu1
in helping one grasp the forees at work .

Table 1 : RRAT ( %) with different values of x , with n=50

,. 3/x EMT A PMT B,

.06

.PMT C,

.88

RRAT( %)

5

10
15
18
28
50

.060

.030

.020

.0167

.0107

.0060

. 1200

.0900

. 0800
.0767
.0707
.0660

7.92
7.57
7.32
7 . 20
6.91
6.57

11

11

11

11

11

it

It

11

11

11

The effect of changing x , shown in the right column , is too
modest to concern anyone deep1 y .

2 . Table 2A shows how the effect of x on RRAT is greater
at lower values of L . L=0 shows the effect on the marginal
RRAT . The "marginal RRAT" is the margi na 1 return jmput;able to
a margina1 input of capital, with fixed land ( see Part B ,
Section 2 , above ) . Table 2A overstates the sensItivity for
most cases when L=0 because a low L implies a 1 ow va 1 ue of
F/P , and the Tab1 e values are based on a constant, ,F/P=1.
However , investments in longevi ty , that sustain F , are indeed
favored as shown . While the bias shown is sti 11 not
overwhe1 ming it does point us in the right direction , as wi 11

appear when we discuss ear1 y resale , coming up next .

Tab1 e 2A : RRAT ( %) for different values of x and L, wIth n=50

X:
L

.0

.4

.9

5

9.73
7.92
6.27

10

8.88
7.57
6.23

15

8.34
7.32
6.20

18

8.10
7.20
6.19

28

7.55
6.91
6.15

50

6.95
6.57
6.15
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Table 2B shows how the sells + t:+ vi ty rises when n=5 , so that
early resale is a prime force .

Table 2B : FtRAT { %) for different values of x and L, with n-:5

X:
L

.0

.4

.9

5

12.91
10.03
6.65

la

10.77
8.95
6.51

15

9 , 49
8.22
6.41

18

8.92
7.88
6.35

28

7.63
1 .07
6.21

50

6, IS
6, IO
6,02

3 . Table 3 1 11 ust;rates how the resale date ehanges RRAT ,
for any given va 1 ue of x. This shows that the sensItivity in
Table 2B depends on the early resa1 e date , n=5 .

Tab1 e 3 : RRAT ( %) for different values of n and x ( L=. 4 )

X: 5 10 15 18 28 50
R

5

20
50

10.03
8.21
7.92

8.95
7.77
7 . 57

8.22
7 . 45
7.32

7.88
7.30
7.20

7.07
6.93
6.91

6.10
6.49
6.57

Table 3 read across shows that sensitivity to x requires a

low value of n , i . e . a quick resa1 e . But when read up or down
it also shows only a moderate sensitivity to n , even when
x=5 . There is a tax on sa1 e , even though at a reduced rate ,
which removes some of the gain from churning to redeprec tate .
This is the impact of the "locked- in effect " , an effect too
weak to dominate RRAT but strong enough partly to offset the
stronger effect of the gain from redeprec i ati on . When x=50
the locked- in effect actually does dominate .

This last effect brings out a point hitherto unce]ebrated
here , that the maximum up1 i ft to RRAT comes from achIevIng
the gain wh i 1 e avoiding the gains tax ( s ) altogether . One way
to do so is simp1 y not to se11, but use the enhanced rea1
estate one's se1 f . Many taxpayers do foll ow this strategy .
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But then one sacrifices redepreci ati on to avoId the tax. The
buyer gets the redeprec i ati on but shifts part or all of the
gain to the seI 1 er in a higher F , so maximizing joint
avoIdance is the best strategy . One does best by having s so
low , or avoidable in other ways , that there is no need to
avoid sale and forego redeprec ia tion .

4. To find the dynamo of builder ineent Ive we now examine
the capital gain , measured by F/P . Table 4A shows the
sensitivity of RRAT to F/P when x;5 , for different values of
n

Tab1 e 4A : RRAT ( %) for different values of F/P and n (x=5)

5

10.03
14.17
21.85

10

8.83
10.62
13.89

20

8.21
8.82

10.00

40

7.95
8.07
8.33

F/P
1.0
1.3
2.0

n:

Note how a 30% increase in F/P causes a 42% rise in RRAT ,
when n=5 . Now for the first time we see high sensitivity of
RRAT to a parameter . Future sale value , F , is c]ear1 y a prime
mover . This is true even though the gain is taxed ; the next
table shows how the gain rises if it be taxed less , or not at
all

Table 4B shows the sensitivIty of RRAT to s , with n=x=5 , and
L= . 2 . The Tab1 e also shows the rate of return before taxes
(RRBT) . I am lowering L to . 2 here to make a point , as wi 11
be seen .

PP

Table RRAT ( %) for different values of s and F/P

RRB T

12.00
16.34
24.35

.1 .2 .5 1.0

-.2.99
-1.15
2.60

F/P
1.0
1.3
2.0

14.00 12.76 11.45 7.04
18.18 16.80 15.36 10.43
25.96 24.37 22.67 16.86

1.60
4.22
9.36
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Here we see extreme sens ft iv{ ty to s . The prefet"ent{ a } rate
on capItal gains in tandem wIth fast write-off and fa str
turnaround is more powerful than anything v/e have seen before
here . it is sa powerful that when s is . 1 or less , RR/\'F>RKBT .
RRBT { $ shown in the second column . This is more than tot81
avoidance ; it turns a tax into a subsidy .

This is the point to make which i layIe red L to . Z . This
effect is the joint result of deductf ng depreciation 'frorn
ordinary income while qualify{ ng most of the gain for the
lower tax rate , s . The effect is stronger when L + s lower ,
which means for margina1 increments of capital, and a 1 so for
owners in the secondary wiarket: who under§tate L { n order to
deprec late 1 and . For more on this cf . Section 7 .

Table 4C gives a more complete and bal aneed , if somewhat
mu 1 ti dimensional picture of how three variab1 es affect RRAT.
It contains beside the main pojnts stressed here yet other
nuances and cross-currents , and will repay careful study .

Tab1 e 4C : RRAT (%) for different s , F/P , and L

.0 .1 .2 .5 .8 1.0
F/P L
1.0 .4

.211

1.3 .4
.211

2.0 .4
.211

S:

12.00
14.00
16.34
18.18
24.35
25.96

11.04
12.76
15.27
16.80
23.13
24.37

10.03
11.45
14.17
15.36
21.85
22.67

6.77
7.04

10.54
10 + 43
17.63
16.86

2.97
1.60
6.28
4.22

12.62
9.36

0.00
-2.99

2.95
-1.15
8.63
2.60

5 . Tab1 e 5 shows the sensitivity of RRAT to ordinary cash
flow , a , for high and 1 ow values of n and x . The sensitivity
Is damped when n and x are low , showing that RRAT is then
domInated by factors other than cash flow . (To understate the
poInt I reduced L to . 2 in Tab1 e 5 , but it makes 1 i ttl e
difference . )
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Tab1 e 5A : RRAT ( %) for different a/P and n ( x=n , L=, 2)

5

7.23
8.82

11.45

20

3.43
5.02
7.64

50

2.64
4.20
6.76

a/P
.04
. 07
. 12

n:

With n=50 , RRAT tracks a/P close1 y , as you wou 1 d expect in a
neutral tax system . But with n=5 , RRAT is much 1 ess sensitive
to a/P . It is distracted by resale prospects , which have
displaced ordinary cash f1 ow as the strongest power driving
investors in but 1 dl IIgS .

Tab1 e 5B shows RRAT as a function of 4 variab1 es : a/P , L , n ,
and x . Like Table 4C it is a multi -dimensional study in which
the reader can fo11 ow the interp1 ay of severa1 shifting
parameter relationshi ps .

Tab1 e 5B : RRAT (X) for different a/P , L , n and x

r1 : 5

x: 5

10
5

10
10

20
5

20
18

50
5

50
18

a/P L
.04 . 1

" . 4
.1
04

. 12 . 1
" .4

7.93
5.86
9.52
7.43

12.18
10.03

5.74
4.33
7.54
6.03

10.50
8.83

5.07
4.00
6.68
5.57
9.33
8.18

4.46
3.48
6.41
5.26
9.61
8.21

3.70
3.10
5.32
4.68
7 .,99
7 . 30

3.64
2.95
5.78
4.83
9.23
7..92

3.22
2.75
5.02
4.45
7.87
7.20

The severa1 relationships may be interpreted to lead off in
several new dIrections toward additional generalizati ons not
attempted here , but a 31 are consistent with the major point ,

that low values of n act to mute the effect of a/P on RRAT .

6 . Table 6 shows that RRAT is remarkab1 y insensitive to t
when n and x are low- valued . This is on our assumption that s

is independent of t . In the example , in fact , RRAT changes
perverse1 y wIth t , for values of n and x below 7 . ( 1 have set
L= . 2 to he1 p bring out the 1 ast point ) . This effect testifies
remarkab1 y to the great importance of future sa1 e values
relative to current cash flow , when write-off is very fast .

i

i

i
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Tab 3 e 6 : RRAT for different n and t , with {X-n)

t: .2 .$ .8
R

5

6

7

8

}8
28
50

10.19
10.20
10.21
10.21
:EC) . jdl

10.05
9.91

!}„,4§
10.62
la , 03
9.58
7.78
1 .24
6..76

i,2.72
II .C3$

9.85
8 , 95
5.4&
4.33
3.56

How , one might ask , ean there be a perverse effect of t on
RRAT? it is because the assumption that F=P says the real
estate does not depreci ate . To write it off at all is
therefore a freebi e .

The freebi e is inherent in the tradition , (interna 1 ly
inconsistent and illogica1 ) , that depreciation is recognized
year1 y , even if fictitious ; but actual appreciatIon , even in
the same property , is not recognized until the owner real{zes
it by sale , and receipt of cash from same . When the wr{te-off
is fast enough and the gains tax rate ( s ) 1 ow enough the,
freebi e is worth more than the tax . The value of the freeb je
rises with t because s remains constant at . 2 .

7 . Tab1 e 7 shows how RRAT varies with different values of
L , at different values of n and x. This matter has , been
touched upon in Sections 2 and 4 , but in other eontexts . Here
we are concerned with the effect of understat ing L .

RRAT is sensitive to L for low values of x . With low x and n
the va1 ue to taxpayers of understat ing L rises very hIgh .

They are strong1 y motivated to mi sa11ocate basis from land
bui 1 ding , 1 et;ting them depreci ate land . This is an ancient
loophol e which perhaps crept in without a rousing concern
because with 1 ong tax 1 ives for bu i 1 di IIgS it didn't make so
much difference . With short tax 1 ives it makes a large
difference . With a 1 ow x one can write off land as some

peop1 e are alleged to vote , "ear1 y and often "



Page 16

Table 7 : RRAT (g) for different L , n , and x

L: .0 .5

9.34
6..08
7.55
6.47

.9

6.65
6.02
6.27
6.09

n

5
5

50
50

X

5
50

5
50

12.91
6.15
9.73
6.95

When x=50 , L hard 1 y matters . When x=5 , L does matter . And
when both x and n=5 , L matters a lot .

The approach taken here may understate the cumu1 atI ve long
term impact of 1 and write--off . To deduct deprecIatIon for
land which is to 1 ast forever is to ach I eve tax exemption in
perpetuity. All the treasury co11 ects after that is a return
on its own investment . To do this once every fl ve or ten
years is to secure a cumulative subsidy for ho1 ding land
which , over time , constitutes a massive and continuing
redistribution of national wealth .

D . Summary of findings

1. In the absence of resa1 e there is on 1 y 1 Itt le effect of
x on RRAT . Some writers have discounted the "double-dIpping
effect" of repeated depreciation of the same cap.{,ta1. The
finding here is the reverse . WIthout ear1 y resa1 e (or other
inc:1 us ion of F in revenues ) there is not much kick in fast
write-off . F values are sustained by not just the future
redepreci ati on of the capital, but depreciation of 1 and .

2. The marginal effect of low x on RRAT is greater than t'he
average effect , because no additiona1 1 and is required , so
L=0 in Eqn . ( 1 ) . However even this margjna1 effect throws
on 1 y litt:1 e weight until it is coup1 ed with fast write-off
and turnaround .

3 . Resa 1 e coupled with fast write-off gives a bIg boost to
RRAT. The boost is weakened , but far from fu 1 ly offset by the
capital- gains tax . The " 1 oc king- in effect " of the latter is
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generally weaker than the reverse ': churning effect“ of fast.
write--off eoupl ed with redepreci ati on . " Lacking- in " in the
pure , partial sense usually perceived and expressed can and
does occur where there is no depreciable base , i . e . gvf th bare
land and common stocks , for wh { ch L; :L.

4. Resale effects make ERAT highly sensitive to F/P and to
s . ThIs is true of both the average and the mary{ naI values
of RRAT.

5 . Ord inary cash f1 ow recedes to being a secondary force
determining RRAT , when n and x are low .

6 . The tax rate ( t ) on ordinary income recedes even more ,
to a very weak influence on RRAT , when n and x and L are low.
It is so weak that the effect becomes perverse at low enough
values of n . This anoma1 y resu 1 ts from recognizing fjct{t{ous
depreciation yearly whl 1 e denying recognition to real
appreciation untIl 1 sa 1 e , and then at a lower effective tax
rate

7 . Low values of x and n put a premium on understat Ing L ,
which 1 ets one write off land "early and often "

The bad effects of shortening tax lives in our present Income
tax system are many . The list be1 ow on1 y hits the , high spots .

A . Effective tax rates on eapita1 in favored forms are
reduced we11 be1 ow nomina1 rates , which are the rea1 rates
app1 led to salaries and wages and some kinds of capital
earnings . Profound a11ocati ve and d istri but:1 ve biases result .

A great se1 f-contradiction is internal i zed in the tax code in
the asymmetrica1 treatment of depreciation and appreciation .

Unrea 1 i zed depreciation is recognized yearly , even when
fIctItious ; while actua1 appreciation is not recognIzed untIl 1
the owner realizes it by sa1 e and receipt of cash , and then
at a reduced rea1 \tax rate .

The cumu1 atI ve effect of repeated1 y deprec i at ing the same
land is fIrst to reduce and then eliminate the tax . But then
redeprec i ati on continues indefinite 1 y , an end 1 ess ,
ever- growing subsidy to ho1 ding 1 and .
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B . Much of the gain from fast write-off goes simply to
raise land rents and prices . Land as a distributIve share
becomes a bigger mouth to feed without adding to service
flow , for the rent- receiver as such takes without serving .

When I and price is higher the cash flow to real estate must
be higher to avoid reducing the level of incentive and reward
to investment in bui 1 di IIgS .

C . Seekers after tax she1 ter bid 1 and up and away from
margina11 y quaII f{ ed buyers , thus removing rungs from the
1 adder of upward mobility. A large c1 ass of potent ja 1 owners
become perpetual tenants . The economic wastes and losses
inherent in absentee ownership and the land1 ord- tenant
re1 ati on ship are magnified . So are the soci a1 and politica1
evi 1 s of dividing society into alienated c 1 asses .

D . Investments in longevity , with emphasis on enhancing
resale value , are favored over investments with earlier
payouts in ordinary cash f1 ow . That bias may seem at first
sight to be su bt:1 e and therefore shadowy and therefore
negl i gi b1 e . But it results in a serious and damaging waste in
a lower use of scarce nat iona 1 capital.

The favored use is lower not just in the obvious micro sense ,
but in an important macro sense such as that which moved
Smith , Ricardo , Mi 11, Jevons , Wickse Il, Bohm-Bawerk and Hayek
to defend against poll ci es with a bias toward retard ing the
great circulation of the natii ona 1 capita 1. Capita1 of
deferred usefulness is not just diverted from its best use ;
it is frozen . That part of cash f1 ow which con slits of
recovery of principa1 is deferred too , and a11 the
reinvestment to be financed from cash flow -- which is most
investment -- is deferred .

E . Focusing on the rent;a 1 and res a 1 e markets distorts and
degrades building design . Sterile , undifferentiated f1 oor
space standardized and homogen i zed for common denominators of
taste and function is favored over qua1 ity , specializat ion ,
time 1 { ness and individua 1 ity . Beauty? -- there is litt1 e room
for romance in a but 1 dIng destined for a series of anonymous
future owners and tenants . It is cit{ fied Gopher Prairie ,
safe and stu 1 ti fy Ing . The du 11 Institutional stY1 e of
{ ce- tray cubi sm seems a fitting symbo1 of tax-accountant
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architecture , where the designers evident:1 y y/ere told that
form follows fast write-.off and future w India 31. Too much of
today's private archItecture is too much like pub1 ic
archItecture which is too much 1 ike prison arch {tect;ure „

F . The incentive to Invest is de stabilized when { t; becomes
dominated by the vagarIes of cycles in land prices .

Harness { ng unearned increments to serve as an { rlcent{ ve tc
build is not an achievement for which the bio r 1 d is better
off

First , such ineremerlts are chaney and fluctuant; , and the
expectation of them as much or moreso . F as part of the
incentive to bu i 1 d is an anticipation of values and events
several years ahead . The anticipation is high 1 y unstab1 e ,
subject to mass psychology and herd movements and the other
elements of "irrati ona 1 expectations " which dominate the real
wor1 d .

Second , the existence of high 1 and values , to which
increments must lead , is highly depressing to the incentive
to bu i 1 d . The obvious reason is that so much of the cash f1 ow
must now go to the landho1 der as such , 1 ea vi ng that much 1 ess
to reward the builder as such . When va1 ue s are fa11 ing , it is
that much more depressing to incentives , as can be seen by
setting F/P< 1 in Eqn . 1, ( and it is even worse than that
because of 1 imitations on deduction of capita 1 losses ) .

But even rising values are less sti mu 1 ati ng than would be
stab1 e values at a low leve1. Appendix 1 shows that the
deadweight of 1 and value incorporated in an in vestfn’ent lowers
the rate of return un1 ess the rate of increase on the 1 and

price alone exceeds that on the capita 1 - - in which case ,
however , the investor wi 11 prefer to ho1 d the land vacant .
( ThIs he1 ps exp1 ain the otherwise anomalous juxtaposition of
vacant 1 and with intensive bu i 1 ding in growth areas . )

G . Locati ona 1 decisions are distorted . Investment is drawn
artificially to neighborhoods and regions where 1 and values
are growing . Hi t)bard , E1 y , Knight , Spahr and other ancient
apologl sts for land speculation praised '' the lure of unearned
Increment " for drawing Investment into the frontier , which
their expansionist ideology taught them was se 1 f-evidently a

" good thing " . Ot:hers like Harry G . Brown more correctly
1 abe 11 ed this a locationa1 distortion .
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But it was and { s worse than that . Because of
{nterdependenc ies in regi ona 1 and neighborhood expansion the
lure is a Lore1 eI that leads whole regions through boom to
crash on the rocks . Today the Lorelei of unearned increment
draws capIta 1 from central city to suburb , and from rust:belt
to sunbe 1 t , so we have empty office space in Houston and
Denver and capita1 starvation in Youngstown and The
Monongahela Va11 ey.

H . The huge service industries of finance and rea 1 estate
are perverted in function . Economic theory exp1 ain s to our
eager young peop1 e that these white coll ars are usefu 11 y
employed jn creatIng "ownership ut ility" , matching assets
wIth the appropriate owners . But now the appropriate owner is
the one whose bId is {nflated by his ability to redepreci ate
capital, and deprec late 1 and . This kind of churning serves no
social good , but works i 11 by reinforcing and confirming the
alienation between anonymous owners and tenants whom they
know on 1 y by number and regard only as meal tickets .

The artificial churning is most stimulated where it is least
socja11 y usefu1, in the market for young and adolescent
bu { 1 di IIgS . In the market for empty 1 and an active , churning
market would be a benefit . It would obviate the need for each
fIrm to buIld up Its own reserves of empty land for poss i b1 e
future expansIon . But that is not where the churn jpg is
stimulated , because you cannot deprec late empty land , there
has to be a bu i 1 ding that can be confused with 1 and .

It remains true that uni versa1 expensi ng of all new capital ,

formatIon would achIeve that part of the Georg ist aim of
untaxj ng cap{ta1 whl 1 e continuing to tax 1 and , as Commons
advocated . That would sti 11 leave the question of whether it
is right to exempt capita1 whl 1 e continuing to tax work , and
I don't think that is even a question . But apart from that
the present system perverts the Commons proposal beYond any
acceptance . The shortening of 1 ives is not enough bY i tse 1 f
to raise RRAT su bst;anti a11 y , but on 1 y in conjunction with
fast turnaround , double-dippIng , deprec i ati ng 1 and , and
exempting much of unearned increments from the income tax ,

a 11 of which are odious .
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APPENDIX 1 : The depressing effect of land value on rate of return

Here we s{ng1 e out for inspection the sensitivIty of gR to
land value and its ehange§ . We divide P ( from Ec+n . { } } ) into
build { ng and site , B and S . Subscriptis 0 and n { md {eate
begInnIng and ending of tnvest;ment periods . We guI ti ply Ego .
( ! ) through by P ; and set t and s at 0 , for simp1 i city.

RR = _________:S:: Ill?
(BO + So ) - (BR + $n,}i-k

(2)

Now we collect the terms B and S in the denomInator .

-A . . _ _ _ -rl
Denominator = ( Bo - Bh I '' ) + ( So -SKI - ) ( 3 )

The presence of So and Sh in the denominator raises it , and

therefore lowers RR , unless :

(Sh/So )>In (4)

But ( 4 ) is on 1 y true if the rate of growth of S is greater
than the RR . This is the circumstance in which the land Flo] der
would do better not to build at a 11, but buy more adjoining
vacant land with the same high prospects . Be it understood
here that S„ is not a hard fact but a subjective forecast , so
that neighboring Ind ividua1 s wi 11 react differently to the
same prospects . Such forecasting is one of the few refuges of
individualism in a homogen i zed society , and unfortunately one
where it does more harm than good .

The strength of the effect varies with the weight of So vs . Ba
and of sh vs . S, . Tab1 e 8 shows specific values .
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Tab1 e 8 : RR for different So /B, , and Sn/S .. ( t=0 , s=0 , n=15 ,
a/B = , 16)

St. /So :

Sa / Ba
.0
.1
.3
.5

1.0
2.0

.5 1.0 1.5 2 8.0842 10

14.95
13.3
10.8
8.9
5.8
2.6

14.95
13.5
11.2
9.6
7.0
4.5

14.95
13.6
11.6
10.2
8.0
6.1

14.95
13.7
11.9
10.7
8' 9
7.3

1+

14.95 14.95
" 15.3

„ - {5:9
" 16.1
" 16.3

The RR on Ba a 1 one (with So =0 ) is 14.95% . The site factor
lowers RR in a11 columns but the last two . in the penultImate
column headed 8.0842 the site increment is r.eutra 1 because it
is at the same rate as that on the buildIng , 14.95% . In the
last eolumn it raises the RR because the rate on the land
a 1 one is 16.59% , which is higher than the return on the
building a1 one , or on any combination of land and bu j 1 ding .
This last is the case where the investor will prefer to hold
land id 1 e and buy more IIke it .



q&

Page 1

WHY RESEARCH FARM LAND OWNERSHIP AND VALUES?

Mason Gaffney

( Invited paper presented at the Assessment Workshop cosponsored by
USDA- ERS- N RED and the International Association of Assessing
Off ice rs , Chicago , IL , June 25- 26 , 1985 )

1. The many Important functions and imp1 { cations of 1 and data

Why are we interested in "taking inventory" of 1 and ? Land is
hardly an inventory of the usual kind . My real estate man may
speak of "warehousIng " vacant 1 and - - we never ca 11 it speculating
-- and we speak here of " taking stock" . It is even true that land
values appear on ba 1 an ce sheets a 1 ong with canned goods as
economIc " funds " rather than " flows " . Yet 1 and is no inventory in
the usual sense : it never turns over , but remains constant in
phys lca 1 quantity while real " stocks " or " funds " come and go and
come again , like Brahma . Land is not subject to theft , at least in
the usual sense , and we do ' not take inventory to detect pil fe rage
or spoil age .

There is Irony in makIng thIs point here in the shadow of The
MIdway because Frank KnIght , the granddaddy of Chicago economists ,

took great pains to destroy the concept of turnover and its
reciproca 1, the period of investment , and thus to erase the
dIstinction between 1 and and capita 1. But in this company I can
assume we recognize there is something distinctive ca 11 ed 1 and
which warrants our interest . But why?

A . Concentrated ho1 ding .

The FoundIng Fathers put great stock in a wide diffusion of
1 and ho 1 ding as the basis for a viab1 e economy , soc la 1 we1 fare , and
a workable democratic po1 ity . That ethic has not altogether died ,
although Its detractors are mIghty . But the march of concentration
and absenteeism , seem{ng1 y inexora b1 e at times , has recreated
conditions here increasingly 1 ike those that Jefferson and his
peers found objectionable in the Spanish co1 oni es and { n Eng 1 and .

The U . S . Census avoids studying 1 and ti t:1 es . Its data are
organized by operating unIts , not ownership units . Tenancy and
leasIng are recognized , but fifty tenants means fifty farm units ,

be there one landho 1 der or fifty . The Census is not st ingy with
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information about many things , such as the excellent det:a j 1 on
indoor plumb ing , but it is si 1 ent concerning who holds title to
how much of the basic resources that constitute the essence and
defInItion of the nation . It contains 1 itt 1 e or nothing on the
cItIzenship of 1 and ho 1 de rs , a matter of growing concern as foreIgn
Investments flood into our territory . So here is a data vacuum
worthy to be fl 11 ed : a challenge worthy of your stee 1.

B . Property taxation .

To place values on 1 and and study its characteristics is to
realize that it yields an economic su rp 1 us . It dawns on some as
quick 1 y as a bursting tropi ca 1 daybreak , and on others more 1 Ike a

borea 1 twiljght , that a surplus may be taxed , and that the
property tax on land garners that soc ia 1 surplus for the pubIIc
treasury without impairing any functional private economic
incentive .

It may , indeed , often sharpen incentives . Here we meet a
perceptua 1 bias . It is like my family where when father speaks , no
one 1 istlens ; but when he burps , everyone comments . Likewise when
the 1 and tax he 1 ps the market work better the free-market
preachers 1 oo k elsewhere ; but when it drives scarce c1 ass-A farm
soils into vulgar urban uses , everyone takes notice .

But no one ever said life is fair . So 1 et us just note that the
whole movement for preferenti a1 assessment of farm1 and is a

grudg ing tribute to the power of 1 and taxes to sharpen market
incentives . If you 1 ike the market's decisions you credit private
enterprise ; if you don't you b1 ame the assessor . Assessors , after
all, only make wages and se 1 dom leave large bequests . I'

For any government to place values on 1 and ,' whatever the
ostlens i b1 e purpose , is to provide the infrastructure prerequisite
to taxing it , and to refute by demonstration the claim that
valuat ion is impracti ca b1 e . Hence there is a certain exaggerated
sensitivity to land valuat ion programs . In 1909 , Indeed , the House
of Lords committed virtua 1 kamikaze in a desperate defense --
ultimately successfu 1 -- to forest;a 11 any valuati on of land in
Eng 1 and .

To some peop1 e a 11 taxes are equally terrible . But one unsung
virtue of 1 and as a tax base is becoming daily more compe 31 ing as
the I . R . S . , increasingly desperate , grows { nc reasing 1 y
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{mpol,'tuna te 9 IntrusIve and un loved . The 1 and tax is not 1 Ike the
Income tax a personal 11 abi 11 ty , but is just in rem , 1 ev led on the
obje(,t ive thIng , not the person as such . That means that the
government's remedy for unpaid taxes is limited to seizIng the
rem ) the 1 and , and it cannot do even that without followIng
mci fled lega 1 procedures safeguarding rights of ind ivldua 1 s .

The 1. R . S . operates under no such carp ing inhibitions . It seizes
1 and upon simp 1 e administrative discretion of collecti on agents
protected from persona 1 1 i abi 1 ity . It a 1 so seizes c hattie 1 s and
j nta ng { b1 es and cash flows and accounts rece iva b1 e and wages and
salarIes and you name it . VIctims strugg 1 ing from its nets are
1 abe 11 ed as cheats and dishonest and even cri mina 1. It can and
does harass and intimidate and threaten and commandeer and close
down and ga rn i see and pry and spy and hire informers .

The ga rn i seed m{screant is a 11 owed to keep personal effects not to
exceed $ 1, 500 in va 1 ue , and current income of $75 a week . Try
1 iv ing on that . You also get $25 for each dependent , a thought;fu 1

touch . Bankruptcy is' no exQuse or escape . And a 11 this can be
cred i b1 y threatened over nothing more substanti a1 than a clerk 's
mis reading your social security number or shredding your appea 1
late Friday afternoon . Next time you see your loca 1 property tax
assessor as the major threat to traditional American rights and
freedoms , think on those things .

Certain 1 y , at any rate , land is the oldest tax base , and we keep
coming back to it even after Howard Jarvis and a 11 that . The
property tax in the United States now raises some $93
billions/year on a base of $'7 tri 11 ions , a large share of which is
1 and va 1 ue ( in Ca liforn ia nea r1 y ha1 f ) .

C . Land as a credit base .

Everyone knows that federal debt may be "monetized " when bought by
banks , and the papers are fu 11 of the effect of federa 1 deficits
on the money supp1 y . Here we are victims of another perceptual
bIas . Now as defau 1 ts at_ce 1 era te and the system starts to crumb1 e ,
we suddenly become aware that most of what banks have been
monetizIng in recent years is not federa 1 debt at a 11 but , rather
- - rea 1 estate ! Anyone wanting to predict the future of money and
bankIng had better be expert on land valuat ion because that is
what it is now all about .
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In 1933 Professor Herbert D . Simpson of Northwestern University
to 1 d the American Economic Association that the banking co11 apse
was an echo of the rea 1 estate co 1 lapse , and there was none to
deny what none COLI 1 d hide , much as some wanted to . Homer Hoyt drew
on SImpson and also adduced much more evidence on the subject in
his monument;a 1 100 Years of Land Va 1 ue s II Chicago , 1833- 1933 .
Hoyt found the same cause producing banking co 11 apse s a 1 so in
1837 , 1857 , 1873 , and 1893 . Philip Corn ic k's Premature Subdivision
and its Consequences records the same process in New York State in
the 18305 and 19205 . Homer Vanderb1 ue 's articles on " The F1 ori da

Land Boom" show banking expansion and contraction being 1 ed and
driven by boom and bust in 1 and va 1 ue s .

One of the crimes of the Chicago School has been to stuff all that
down the memory tubes of history . Lloyd Mints in his History of
Banking Theory pIll ori es and sti gmatizes those who have warned
agaInst lettIng 1 and values be monetized , and many "main stream"
economIsts dut j ful 1 y cIte him . In Friedman and Schwartz bank
expansion and coll apse depend on the ideologies and persona 1 itY
quIrks of Fed Governors , wi.th a11 else followi ng a 1 ong .

Don't you be1 { eve it ! A gIant Chicago bank that did now survives
on 1 y by virtue of the largest federa 1 bai 1-out in history . The
wor1 d's larges t , our own Californ ia pride The Bank of America , is
declaring Its first losses since The Great Depression . Our whole
financial system stands on the brink of disaster or socializati on
for one main reason : overexten sion of defau 1 tab 1 e 1 oa ns on the
co11 ate ra 1 of rea 1 estate values whose determinants and trends the
bankers obviously did not understand . During the joyri de 1976-81
loan officers just plain projected unearned increments into the
misty future , farther than the eye cou 1 d see . It was only a dream ,

but the ensuing nIghtmares are real . How much safer we CDU 1 d a11
fee 1 today had they had more exposure to go-od so1 id research in
1 and va 1 ua tion .

D . Raising consciousness of latent values .

Not a 13 1 and is a11ocated a11 the time to its highest and best
use . Whether through ineptitude , somnolence or surfe tt of wealth ,

some landholders doze on their assets . It is often the tax
assessor , sImply doing his job according to 1 aw , who awakens them .

The landholders ' fIrst reaction is to attack the assessor , a

vulnerable offi cia 1 who does not enjoy the intimidating sovereign
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power over individuals ' to ta 1 lives and assets and income that
Congress has delegated to 1. R . S . agents . But the assessor is only
doing for a public purpose what corporate raiders like T . Boone
Pickens and Car 1 lca hn do for private profit : ferret ing out 1 a tent
values in m isa 11 eca ted land , to make the market work better . And
in this land of free enterprise we are all supposed to believe in
market decisions - - except , of course , when we lose the decision .

The raiders get attacked too , but they need no defense from me :
Chicago , naturally , has risen to c 1 aim they are simply improving
resource a 11 Qca tion . The c 1 aim is ha 1 f true , which is a 11 Chicago
needs . But on 1 y Heaven protects the poor working assessor and the
1 aw he administers , which mandates impart ia 1 uniformity in
assessment -- or did before preferential assessment came into
legislative vogue wIth never a peep from The Midway .

E . Protecting Federal Revenues .

Income taxation presupposes accurate va 1 ua t ions of 1 and for the
simple , basic reason' that depreciation is deductible and land is
not depreciab1 e . What with accelerated cost recovery of buildIng
investments , and even investment tax credits for certain kinds of
bu i 1 di IIgS , the a11ocati on of basis between 1 and and Improvements
becomes increasing1 y critical .

Of course the cost of a new building is not that obscure a fIgure .

But I can show you mathematically that the major 1 oss to The
Treasury comes not from the first round of accelerated cost
depreciation but from the redep rec i ati on of reso1 d bu i 1 di IIgS by
new buyers . And this is where the slippage comes , when the
secondary buyer is a 11 owed to deprec i ate land by under'va 1 u ing it ,
thus alloca ting 1 and va 1 ue to depreciab1 e bu i 1 ding value .

How do they do it ? With a 11 its terrifying powers the 1. R . S .
fumE)1 es this one . In practise , according to 1. R . S . manua 1 s , the
non-depreciab1 e portion is not 1 and va 1 ue in the abso1 ute : it is
what the loca I tax assessor says is land value . There fo11ows a
heavy 1 Qca I pressure on assessors to underva 1 ue land relative to
bu ildings . The situation is ana logous to that in our States in the
ancient times now d im1 y remembered when there were heavy state
property taxes based on values determined by loca 1 assessors . The
situation led to competitive underassessment , which in turn led to
state boards of equalizat ion to so 1 ve the pro b1 em .
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Today it is a fe de ra 1 prob1 em . Loc a 1 assessors he 1 p their
constituents avoid fede ra 1 taxes by overva luI ng de pre cIa b1 e
buildings relative to nondeprec lab le land . That is today's versIon
of competitive un de rassessment , one that may only be solved by
some sort of nat Iona 1 agency charged wIth va 1 uI ng 1 and , or
monitoring loca I assessors who do .

F . Forecasting the future from the cycles of the past .

OnIY GYpsies predict : economists forecast . ProjectIng trends is
the first forecasting fa11acy to foreswea r , of course . ProjectIng
CYC 1 es is safer because any wave can be ca 11 ed a cyc 1 e , but
mechan lca 1 projection of cyc 1 es is as bad as any other mInd 1 ess
procedure . But having said that it is essenti a1 to have a good
historical data base on which to build . Lacking that we have
litt 1 e basis for forecasting except some tota 11 y unreal j st it_ a
priori assumption such as that expectatIons are rat Iona 1. The most
cursory review of economic history and social psychology dispe1 s
that

An exce 11 ent review of relevant economIc hIstory is Homer Hoyt 's
c1 ass ic 100 Years of Land Values in ChIcago , 1833- 1933 . Here we
learn that there is ( or was ) a land value cyc1 e whose ampIItude ,
in the appropriate re 1 ati ve terms , far exceeds that of any other
cycle of comparab1 e weight . There is a cyc 1 e of va 1 ue ; a cyc.,1 e of
sa1 es (measured by deeds recorded ) ; and a cyc1 e of subdIvIsion or
platti ng , the 1 ast being the wi 1 de st of a 11, a matter also
researched by Lewis Maverick , Ernest M . Fisher , Herbert D .

Simpson , Phi 1 ip H . Corn i ck , Benjamin Hi bba rd , Arthur H . Co1 e , and
others

HoYt also documents a social-psycholog' ica 1 process of ’ increasIng
credit financing of 1 and purchases , and monet izatj on of 1 and value
CO llatera 19 du fi ng the UPSWi ng of a CYcle . In Chicago Schoo1 terms
You cou 1 d saY that an upswi ng is a period during which the views
of Lloyd Mints become IncreasIng 1 y accepted until they tc.>ta 13 y
undermIne the quality of bank credit and brIng on a coll apse . For
LloYd Mints ' position , which is cent;ra 1 Chicago orthodoxy , is to
heap scorn and opprobri um on any concern about qualitatIve credIt
control or the vulnerability of banks that borrow short to lend
1 on gs especial 1 y on the coI later a 1 of real estate ,

I put more stock in Hoyt , whose analysis suggests we may gauge the
vu lnera bill ty of both 1 and markets and the banks that fInance them
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by the degree of overmortgag ing . How much land is overmortgaged
today , and what share of our money supply is based on it ? After a

decade of creatIve financing and deals with negative cash flows ,
obviously a 1 ot . In a recent case the Bank of America forec 1 o sed
on a vineyard in the County ( not the City ) of Fresno on Gh ich it
he 1 d notes for $ 18 , 000 per acre - - at 1 east twice the market
va 1 ue .

Wou 1 d it be useful to have more data on such matters ? Wou 1 d it be
useful to study how the crowd has reacted to si mi 1 ar stresses in
past episodes ? Clear1 y yes , except for those who st j 1 1 believe
that sterile postulates about hypothetical rat iona 1 investors can
penetrate the fog s of reality .

G . FInding the rea 1 interest rate .

During the soaring seventies it was quite a game to guess at the
rea 1 interest rate . Hard 1 y anyone noticed that it pops right out
of the standard formula for capita 1 lz in g 1 and values under the
assumption of steady future inf1 ati on . I wi 11 assume you know or
can derive the formula :

a

V

I - g

( 1 )

where a is annua 1 cash flow in the first year
i is the nomi na 1 interest rate
g is the ann ua 1 growth rate of a , in this case the inflation

rate

The real interest rate is the denominator , ,( j -g ) . But we can
tmmediate1 y solve for ( i -g ) : it is a/V . Therefore the rea 1
interest rate is the current cash f1 ow of du ra b1 e rea 1 estate
divided by its se 31 ing price .

Of course it is not that simp1 e , nothing ever is . But it is the
obvious starting p1 ace that mainstream economists have missed in
their fruit1 ess quests for the rea 1 interest rate . And it
immediately d ispe1 s the notion that so often fa 11 s out of
mainstream essays that rea 1 interest rates are or cou 1 d be zero or
negative . Try so1 vi ng for V when g={ .

H . Assessment discrimination .
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We need better land va 1 ue data to monitor and correct assessment
discrimination . The U . S . Census of Governments has performed a

signal service , since beginning in 1957 under the leade rs hip of
A11 en Man ve 1, by col 1 ect ing and publishing assessment/sa 1 es
ratios , c 1 ass i fled by jurisdiction and c 1 ass of property . Most of
you know that this has become a most basic too 1 to evaluate the
accuracy of valuations and the performance of assessors . But the
old order passetlh , giving way to new , and God fu 1 ft 11 s Hi mse 1 f in
many ways , 1 est one good custom s hou 1 d corrupt the wor1 d . The
Census needs to be improved . It puts too much emphasis on
owner- occupied residences ; too 1 i ttl e elsewhe re .

The kind of assessment reform that the 1 a st generation gave us
has , in my state , 1 ed to catastrophe . Assessors just laughed at
the bumper stickers reading " BRING BACK THE CR00KED ASSESSOR" and
the frustrated fu 1 mi nations of Howard Jarvis and went back to
professional lz ing and computeri zi ng and shortening the
reassessment cyc 1 e and a 31 those good things that wou 1 d raise
their scores in the qui nquenn ial federa 1 Census of Governments .
But all this time they were increasingly discriminating against
owner-occupied rea 1 estate and setting us up for Proposition 13 .

Discrimination against owner-'occupied real estate is the res u 1 t ,

during a long inflationary period , of two factors : different ia 1
turnover ; and the use of capita 1 i zed income for assessing business
property in tandem with comparab1 e sa 1 es for resident ia 1 property.

Differential turnover rates during an inf1 at iona ry perIod
obvious 1 y work a bias against the kind of taxa b1 e property that
turns over faster . Ordinary 'inventori es have a 1 ways suffered most
acutely from this bias , where ownership turnover is inherent in
the constant phys ica 1 turnover . There is co'nstant market evidence
of inf1 ati on . But the bias has been ame liorated by various kinds
of exemption and evasion .

The marathon in f1 ati on of the period 1965-81, however , exacerbated
a bias , formerly more tolerab1 e , against mi dd 1 e class housing ,
which turns over faster than commercial and es pec ia 11 y indu str ia 1
ho1 di rIgs .

Coupled with that was the custom of using capitalized Income to
assess commercial and industrial and " income " property . Perhaps it
wou 1 d have worked out fair1 y had assessors used cap rates of 3%

and 4% as the market was doing , using something like our Eqn . 1.
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They should also have taken account of tax shelter values and
resale plans and techniques to avoid capita 1 gains taxes and
leverage and prepaid interest and so on and on and on . But it is
so much easier just to divide by . 09 , or whatever lenders were
asking that year , and so much easier to defend in court . So
non - resident ia 1 assessments lagged behind . Need 1 ess to say
anything assessed by the third trad it iona 1 method , his tori ca1
cost , got a free ride .

The res u 1 ts are documented in a' recent paper by John Behren s ,
"Assessors , Recorders , and Computers and where they now Stand " ,

August , 1984 . It is not entire 1 y c 1 ear if Behren s is making his
point advert:ent 1 y or accIdent;a 11 y . His text might illustrate
Winston Church i 11 's comment that "Many a man stumb1 es over the
truth only to pick hi mse 1 f up and hurry a 1 ong as though nothing
had happened . "

Nevertheless he does su pp1 y numbers from which we can exhume the
fo 11 owing data . From 1956 to 1981 overa 11 assessment ratios in the
United States rose fbom . 30 to . 37 ; but ratios for single-fami 1 y
dwe11ings rose from . 30 to . 44 . ( Ca 1 cu lated from the third and
fourth pages of Behrens ' paper , which 1 ac ks page numbers . ) Since
Behre ns is Chief of the Taxation Branch of the U . S . Bureau of the
Census his numbers carry authority , and the numbers speak volumes
with no further help from me .

Eye . Planning pu b1 ic works .

The main payoff from many pu b1 ic works is their enhancement and
sustenance of land values . B-enefi t/cost ana 1 ys is , proper1 y
pursued , often boils down to finding that the net soc ia 1 benefit
of a project is the difference in net 1 and .values with and without
the project . We are a 11 painfully aware that po1 i tical forces
often make a mockery of economic ana 1 ys is but , to the extent that
economics sways the course of action , it needs 1 and va 1 ue data .

But if politics be held to be the key , 1 et no one a 11 eye that the
pursuit of land va 1 ue enhancement is less than a major force in
that fI e 1 d . TIME Magazine has called po1 i tics " The Great AmerIcan
System of Public Works for Private Profit " , and who can say it
better ?

11. Major biases in land assessment
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Assessors tradition all y enjoy a certaIn latItude whIch may be used
as de facto " industrial policy" ( as the current fashIon has it ) ,
and has been for decades past , to the degree that assessors must
be or are responsive to local political pressures . It is hard to
genera 1 i ze about such biases because the pressures vary accordIng
to Ioc a 1 attitudes , and the vu 1 ne rab+ 1 ity to them varies wIth the
loca I po1 it ical structure .

Up until 1955 or so the preferen tia 1 assessment of farm1 and
occurred in many jurisdictions without benefIt of 1 aw , and the
legislative movement kicked off by Gov . SpIro Agnew of Maryland
merely formalized and reinforced , to meet the new pressures of
galloping urban spraw1, what had 1 ong been the fact . But in other
jurisdictions we find assessment that is growth-orIented , where
assessors find it diffi cu 1 t to loca te new plants unt { 1 a few years
after they are bu i 1 t . In yet others assessment is oriented to
" Urban Removal " programs with clear biases against unpopular
minorities and/or putative . generators of fi sca 1 deficits .

In California , assessors achieved a higher degree of
professionalism , and insulation from loca 1 po1 jt Ics , by the
combination of exce 31 ent state supervIsion , and being e 1 ected in
extreme 1 y large counties containing dozens or hundreds of loca I
lnaYors and P1 ann ing commissions . Yet this did not prevent , and
probably worsened the bias against owner-occupied homes , as
aforementioned .

Hard as it may be , nevertheless we must try to generaIIze if we
are to use assessment data to estimate true values . We, must fIrst
get an overview of the mosaic of comp1 ex Ity , and then genera1 j ze .
What fo11 cws is my effort to that end .

A . Regressive assessment .

Not every researcher finds this everywhere , and even my favorite
Herbert D . Simpson , in his now obsolescent Tax Racket and Tax
Reform Dr Chicago , found otherwIse . But I myselm mnmt ,
everywhere 1 looked , and I am convinced it is the pre val 1 Ing bIas ,

even if not uni versa 1. It may be a matter of knowing what to lookfor

A bias against homes , for example , is c 1 early regressive because
the mean non- residential holding is much larger . In MIlwaukee
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County industrial 1 and is a 1 ways uncle ras ses sed relative to
resident ia 1 land across the street because the working rule is
that subdivision triggers 1 and reassessment ( and our subject here
is land assessment ) . In Oregon and some other timber states large
timber holdings are routine 1 y uncle ras ses sed because the practise
is to assume they wi 11 be used more slowly . In most of the
Appa 1 a chi an states the underassessment of coa 1 reserves held by
mu 1 ti nat iona 1 giant corporations is a national scandal.

My own experience is that research grants dry up when one invades
this area , which may account for why much of the evidence comes
from ma rg ina 1 loca 1 crusaders and the Ralph Nader organizations . I
was drawing bea ut i fu 1 Lorenz Curves and finding high Gi ni Ratios
just before the Soc ia 1 Credit Party drove me out of British
Columbia . It is a sensitive area which you enter at your peril,
which reinforces my conviction there is something to it .

B . Raw land

The most consistent and pronounced bias documented in the U . S .
Census of Governments is that in favor of raw 1 and . On this point
there is , to my knowledge , no dispute , except that some people
think it is a good policy so 1 ong as the land is "agricultura]"

The 1 i ne between raw 1 and and cooked is a gray area , of course . It
has been said that the whee1 is the greatest invention because it
converts rea 1 property into persona 1, a matter of great va 1 ue in
those jurisdictions that exempt some or a 11 persona 1 property from
taxation . This point also bears on our present focus , which is
land assessment . Bu i 1 ding permanent improvements on 1 And is often
the trigger for reassessment of the 1 and under and around the
bu i 1 ding . Running livestoc k or tractors , which are mere persona1
property , needs no bu i 1 ding permit and triggers no reassessment .
Ergo , certain kinds of farm enterprises receive more favorab1 e
assessment than other kinds .

In terms of regress i vi ty the U . S . Census of Agriculture makes it
very clear that bu i 1 ding improvements go with sma 11 farms , while
breeding stock ( the kind that needs fewer bu i 1 di rIgs than feeder
and mi 1 king stock ) and especia11 y machinery on wheels go with
large r farms .

C . S 1 ow- turning c 1 asses of property
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In many jurisdictions it takes a sale to trigger reassessment ,
which may therefore be avoided by sitting on lands quietly and
avoiding attention . I know a Vermont farmer who wi 11 not se 13 the
sma 11 est corner of his now-exurba n dairy farm for fear it might
trigger a review of the who1 e , but that is sma 11 potatoes next to
the s tee 1 corporation around Birmingham , timber companies around
Seatt1 e , estates in Orange County , and so on . The effects are not
as extreme as the dead hand grip of old Eng 11 sh entall s , but
tending the same way .

I have a 1 ready noted what differential turnover rates do to median
home assessments . Proposition 13 has further refined and lega li zed
this now by providing that no upward reassessment ( other than a

nominal annua 1 factor ) can occur without a sa 1 e . If this seems to
worsen the original prob1 em don't b1 ame me , I am on 1 y a camera at
The Cabaret . It also iron ica 11 y reverses the old doctrine of the
innocent purchaser whose chastity was supposed to sanctify a 13

unearned increments . Now it is the ancient possessor , the least
innocent purchaser , who is best protected from taxation . Oh

tempora , oh mores ! But for -technicians using assessment data the
1 es son is clear : restrict your data sources to the recent sa 1 es ,
then extrapolate from them yourse1 f , the assessor isn't doing it
for you .

Turnover alone may not generate the right information , either ,

where parcels traditIonally are he1 d in oversized units that
resIst subdIvision . A reverse twist occurred recent 1 Y when the
80 , 000 acre Irvine Ranch of Orange County , Californ ia changed
hands . The county assessor appraised the 1 and at about three t 1 mes
the sales price , using comparab1 e sales and highest use ' The new
owners won a court case requiring him to use. the new sales price
instead .

They re1 jed in part on the peculiar language of our own
Proposition 13 . But this case is a cater- cousin of the Oregon
practise cIted earIIer of undera s ses sIng large timber ho 1 d in gs on
the assumptIon that they will be so1 d out s 1 owe r , an assumption
tai 1 o red to the needs of those who are holding out against
negative plottage . In the Irvine case the tradition is never to
seI 1, on 1 y to lease . In Hawaii , of course , that tradition is
statewIde , presumably with para 11 el effects .

A growing and vexing problem is that of corporate landho 1 d in gs .
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Corporations are our largest land holders . OwnershIp turnover
occurs mainly through shares of stock ; seldom by dIrect sale of
specific assets . When assets do move it is often in large , comp1 ex
bund 1 es . This kind of ownership as it grows keeps reducing the
pesepvo ic of cc>mpa rat>1 e sales on which to base valuati ons . Some

Ca liforn ia assessors under Proposition 13 are claiming that real
estate has been so1 d ( and may therefore be reassessed ) when some
arbitPaPY percentage of the shares are sold . I wish them all
success . The successful assessor must be resourcefu 1 and bold !

D . Different assessment methods

It is time for assessors to stIfle the refrain that they can use
three methods of assessment on one roI 1 at one time and reconci 1 e

the results . The plain fact is that comparab1 e sa1 es and
cap{ta1 { zed income and historica1 cost , when app1 i ed to different
properties-, do not provide fair assessments as between the
properties . Pick one method for all, and the only justifiable
method is comparab1 e sa1 es . If some c1 ass of property doesn't
generate many comparab1 e sa 1 es , that is a good sign that
assessments are too low , but meantIme do the best you can with
what you have and spare us the old saws that seek to square the
cIrcle . If you have to fight in court do it . But stop
underassess ing industrial and commerc ta 1 property on the pretext
that you must use capita1 { zed income in a time of inf1 ati on .

E . Preferent ia 1 assessment

A lot of assessment bias is now legl slated , of course , and
assessors are Innocent vIctIms a 1 ong with us a 31. We know about
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the institut iona 1 lz ed underassessment of farm land . In Spiro
Agnew 's Mary1 and this was supposed to save farms in suburban
areas , although a re 1 at ive in Potomac has removed his four steers ,

dropped from The Hunt C1 ub , subdivided his 110 acres and retired ,
while Montgomery County is turning to TDRs for sa 1 vat ion . In
California , the homologous Williamson Act has been app 1 led less in
suburban areas than a 1 most everywhere e 1 se . But no matter , the
point here is that vast farmIng areas are urlde ras ses sed by
1 eg is 1 at ive mandate in more than ha 1 f the states , so there is
1 itt le reason to be 1 i eve that farm assessments now yield any
accurate index to farm values .

Fewer peop1 e know about preferenti a1 assessment for timberl and .
Second growth timber in Ca liforni a has 1 ong been exempt from
property taxation , which may be a good thing un 1 ess you be 1 i eve in
uniformity , but the t imberlandholders had another prob1 em . It
seems that the land under the trees was valued for homes ites and

recreation , which was pushing up values and assessments . The late
Don Hagman , beloved P.rofessor of Law at UCLA , played Paul Revere
on this but in vain as the legislature quietly slipped through its
"TPZ" Act which , as Hagman kept warning , affects more acreage in
California than the Williamson Act .

The moving force was our largest timber ho1 der , Southern Pacific ,
a fact not sequestered but bragged on in the standard literature
of business administration , where it is treated as a good examp1 e
of creative business problem-so1 yjng ; and TPZ means simp1 y Timber
Preserve Zone , and not anything about Crown Zed . But the land in
the zone must be assessed on its capitalized income from timber
culture , and nothing else . Now timber cu 1 tlure yi e 1 ds ,a return once
every 50- 100 years , depending on the site c1 ass , and if you cannot
imagine what kind of a capitalized income that yi e 1 ds I wi 31 te 11
you : about zero .

Then there are go 1 f courses . C1 u bbl ng smooth ivory ball s into
ho 1 es from a green cloth is a sign of mis spent youth , so they say ,
but clubbi ng sma 11 er di mpI ed ba 11 s into holes from green grass has
redeeming soc i a1 merit , our legislature believes , so Californ ia
extends preferent ia 1 assessment to go 1 f course land . An 18-ho1 er
takes some 200 acres . The Los Angeles Country Club straddling
Wilshire Boulevard near Century City and Rodeo Drive has a va1 ue
at give or take $ 100 per square foot and 43 , 560 square feet per
acre 1 leave to your calcu1 a tors . But you wi 11 find no such
cal cu 1 ati on on the assessment roll s .
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E . Tax exempt 1 and

The extreme form of preferenti a1 assessment is complete exemptIon
about which so much has been written and so ljtt1 e said . To raise
this topic is to arouse every latent anti - cleric but the paranoIa
Is seldom informed by fact , un 1 ess we blame the churches for the
cemeteries , which rea 11 y are vast . Cemeteries in MIlwaukee ,

Wisconsin , with space for the corpses of ages to come , preempt
more 1 and than a 11 industry . C)the rw ise 1 et us leave the dead past
to Henry VIII and survey the present .

While serving on a Commission on Property Tax Reform in BrItIsh
Columbia I compiled extensive data on this matter and 1 earned to
1 oo k to the Universities - - not in their libraries but in their
real estate records , if they keep any . Accordingly in CalifornIa I
find that UC-Riverside holds some 400 acres of urban land
sp1 itt ing up and repell ing needed industries from its matrix , the
City of Riverside ; and another 840 acres b1 oc king the path of the
new boom city of Moreno Valjey . It has no slightest intentIon of
relinqu ish ing any part of either tract because they are tax free
and the annua 1 opportunity cost never appears in the budget .

But that is peanuts . Statewide the UC system ho1 ds 58 , 000 acres in
fee . Meanwhi 1 e back at the I'Le1 and Stanford Junior Farm" there are
9 , 000 acres in Pa 1 o Alto , 1 ess than the UC total but in perhaps
the most desired industri a1 and resident;i a 1 area in the country ,

whence electronics firms are spinning outwards to find industrial
sites . The area of San Francisco , for comparison , is 27 , 000 acres .

Around o 1 der eastern campuses a wry city planner has , remarked that
’'SI urns must create great universities , because it couldn't
possibly be the other way around . "

But as bad as we academi clans may be we yield to the Pentagon ,
concernIng which I wi 13 mere 1 y cite one sma 11 item , The PresIdIo
in San Francisco , case closed .

Some assessors keep values on exempt land which often are not
current because the incentive is weak to give priorIty to work
with no payoff . an the other hand for someone wantIng to estimate
the subsidy value of exemption such values are very , very
interesting . The social tragedy , however , is that the va 1 ue of the
subsidy to the beneficiary is usua 11 y much less than the cost to
society .
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G . Mine ra 1 s

Minerals genera 11 y enjoy a high degree of prefe rent ia 1 assessment .

Ca 1 i fo rn ia is said to do an exce 31 ent job of valuing them but even
here the man in charge , Robert Paschal 1, writes art ic 1 es favoring
a net proceeds tax instead . Things get worse as you go east ,

reaching rock bottom in Appa 1 ach ian coal, noted ear 1 i e r . The
problems must be more institut iona 1 than phys ica 1 : underground
coa 1 reserves are easier to measure than ot 1 and gas . One
notorious institutional prob1 em is the provision of the Montana
State Constitution that lands bearing copper sha 11 never be
assessed higher than the ori gina 1 price of $ 1.25/acre paid to the
U . S . Land Offi ce , a modest figure indeed for what was for decades
" The Richest Hi 11 on Earth " in " The Treasure State "

The preferent ia 1 assessment of farm1 and based so1 ely on farm
income is an excellent way to keep mine ra 1 values off the tax
ro11 s , at least untIl 1 ' there . is a mine ra 1 1 ease . The share of U . S .

farm1 and that is prone to commerc ia 1 mi nera 1 s is perhaps 15% .

Minera 1 s offshore in the OCS are in no state or loca 1 taxing
jurisdiction . Up 1 and Federa1 lands are , and loca 1 assessors can
get taxes from private "possessory interests " thereon . Not so
under the sa 1 t , however , and that is where so much of the actIon
is today .

H . Water

Where there is a su rp1 us of dry land , water is Ii mi tat4’ona 1, so
part of the economic surpluses attaching to 1 and are shifted to
the water , and licenses to appropriate water assume great value .

Some of those va 1 ue s show up on the tax roll s , mostly where some
resented southern intruder is tapping northern waters . Thus San
Bernardino County taxes Riverside , and Inyo County taxes Los
Ange1 es . But those are exceptional, and more symbolic than
substantive .

Licenses are co11oqu i ally ca 11 ed water " rights " , and the
col]oqu ia 1 ism is tendentious ly adopted by some lawyers , but such
usage is lega ll y presumptuou s considering the precarious nature of
licenses . The lega 1 j sms are comp 1 ex and shifting , but the upshot
is that many 1{censee s have the best of both wor1 ds : an asset with
the economic substance of rea 1 property but a lega 1 form that
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exempts it from the property tax .

Acquiescence in this condition is rational i zed by presuming that
the value of the water is ref1 ected in the market va 1 ue of the
1 and to which it is applied and is , in some measure ,

"appurtenant" . It is a ha 1 f truth . The other ha 1 f is that many
1 i cen sees ho 1 d large surp1 uses of wasting waters which add litt1 e

to theIr 1 and va 1 ue s , and whose opportunity cost simp1 y disappears
from any soc la 1 accounts .

It is widely bel{eved that the removal of "lega 1 obst;ac 1 es " to
free transfers of water wI 11 remedy the prob1 em , and that such
re1 i ef is imminent in this libertarian and deregulatory era . It is
a touching faith which I was once gui 1 ty of encouraging . It is
redo lent of the 19th century dogma that " free trade in 1 and " wou 1 d

so1 ve the Irish 1 and prob1 em and reform and up1 i ft Eng1 ish
agriculture and modernize Europe and so on . Assemblyman Richard
Katz of Sepulveda success fu 11 y carried 1 eg isla tion to remove lega1
obs tac 1 es to tran sfer' of water rights in Ca 1 i fo rn la . That was two
years ago , but the first ensuing transfer has yet to occur .

There is plenty of frustrated demand . The prob1 em is that it takes
two to tango and the suppliers are in no hurry . Real estate agents
abho r the unmotivated se 11 er , and a resource ho1 der free of cash
drains and with no moving deadline is the 1 east motivated se 11 er
in the world . There is opportunity cost , of course , but keep your
eye on Californ ia and see how fast that moves the market . Meantime
a substanti a1 share of our limit;at iona 1 water resource remains
without economic valuati on because it is not assessed and it does
not move in any market that creates recordab1 e values .’

That poInts up the mutua 1 dependency of markets and assessments , a

mutuality that is uni versa 1. We a 11 know that assessments
presuppose markets , but assessments he1 p to make markets , too .

Without assessments and land taxes , land markets turn to glue .
Where there is neither one or the other some drastic exogenous
force may be needed to start the system going . Was that not the
hIstorIcal mIssIon of the Northwest ard i nance and the Homestead
Act ?

As valuab1 e as water itself is the aquifer or reservoir site to
store the water . Most of those escape assessment a 1 most
complete 1 y.



I

Page / 7

Eye . Radio Spectrum

This is the age of communIcation . 01 d locat iona 1 factors are made
obso 1 e te , they say , as sjgna 1 s bounce off sat:e 11 ites and video
conquers aII . A11 owIng for the hype there is a nub of truth there .
But al 1 these signals travel through a 1 i mi ted natura 1 resource
that has the es sent la 1 characteristics of real estate : natura 1
orIgIn ; permanence ; fixed locat ion ; appropri abi 11 ty ;

po]iceab { 1 ity ; and now sa 1 abi 1 ity , and at prices commensurate with
the hype of the age of communication .

But 1 itt 1 e or none of those values appear on assessment rolls ,
except Indirectly by adding somethIng to otherwise ordinary land
and capital used to ut i 1 i ze the spectrum . Spectrum is a major
omIssIon from any fu 11 accounting of nat iona 1 assets .

J. Rights of Way

Rights of way are trad {tionall y valued with the rai 1 or ut i 1 itY
possessIng them . Whether one uses h istori ca 1 cost or opportunity
cost one like1 y undervalues them in their highest and best use ,
which is what they are , rights of way , created by delegation of
the sovereign's price 1 ess power of eminent domain . There is a

large element of a peculiar1 y valuab1 e form of p1 ott:age in the
comp1 et ion of a right of way .
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To the extent that the underva 1 ua tion is shifted forward to
consumers in lower rates it is a se 1 f- fu 1 fl 31 ing valuatIon and the
lost va 1 ue is shifted to the consumers ' real estate and does not
escape the assessment ro11 s . But mis valuations of inputs do bad
thIngs to resource a11ocati on and the incentives of ut i 1 ity
executives , and the who1 e tortured question of ut i 11 ty rate
structuring and supp 1 y p1 ann ing and system extensions may never be
reso 1 wed until it is brought to focus on the neg 1 ected issue of
proper valuati on of rights of way . Meantime 1 et us just enter a

bo1 d question mark over whether rights of way are being accorded
the values they warrant . Those who have them seem loathe to
relinquish them , and on 1 y grudgingly share their use with
muni ci pa 1 utilities such as that of which I am a Commissioner , and
whose primary obsta c1 e to acquiring cheap power is getting access fd
tf hq/t qe ; S fI PL .
K . Severed Property

/

Sometimes valuab1 e portions of the rea 1 estate bund 1 e of rights
are severed , become int;ang i b1 e or i nv isi b1 e , and escape valuation .

Here are a few examples .

A Milwaukee department store sold a b1 oc k of 1 and adjoining
i tse 1 f , encumbe red with a covenant not to compete . The assessor
accord Ing1 y downvalued the encumbered b1 oc k , but did not assess
the beneficiary a corresponding premium .

Some jurIsdIctIons are downzon ing land and compen sat:img the
ho1 de rs wIth TDRs , (transferab1 e development rights ) . The
downzon ing wi 11 surely cause or sustain 1 ow' assessments , but wi 11
the TDRs be assessed , or wi 11 they be call ed "intang i b1 es " ? North
Caro 1 ina is about the on1 y state that tries to tax intangi b1 es .
But if they are assessed and taxed , how 1 ong wi 11 it be before a
decent market de ve 1 ops for this nove 1 form of property? Judging
from Montgomery County , Maryland , it can be a 1 ong time .

n=+P++

BIIP++

In some regions , notably the 1 on g-suffering Los Ange 1 es Basin
airs hed , polluti on rights are being recognized . RealIY , I am
serious , it is Coa se 's dream come true . Ancient and hc)nora b1 e

po11uters are deemed to have established the right to continue , or
to trade that right to another for valuab1 e considerations . Thus
they have esta b1 i shed a de facto easement over the lands of the i [
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victims , or , excuse me , in Chicago we say " receptors " . The
receptors ' lands lose va 1 ue , obviously . But the po11 ute r ( or
"emItter " in po 1 ite society ) now possesses an i nta ng i b1 e asset
that does not appear on the assessment rolls . The same is true of
airport landing rights , of course , vis- a-vis the afflicted
hou seholders under the end of the runway .

Lease holds are an effective way to sp 1 it up the bund 1 e of rights .

A m{nera 1 1 ease removes the major va 1 ue inherent in certain lands
from the loca 1 jurisdictIon to White P1 ai ns , Bart1 es vi 11 e ,
Houston , or other headquarters . Of course a record remains
]oca 11 y , and it is pious 1 y to be hoped that appropriate valuati ons
and 1 ev les are appIIed , but are they ? How about overrides ? Deals
can be made as comp 1 ex as so_meone wants , and it wou 1 d be a good
guess that somethIng is lost in the shu ff1 e . It is an area
involving prodIgious values , so the expenditure of some effort
might identify large unrecorded sticks in the bund 1 e of rights .

Some leaseho1 ds on pub1 ic 1 and seem to be " sweetheart" dea 1 s , some
of long standing . Schoo1 section lands in certain states have
achieved great notorIety. Boat moorings in big cities se 1 dom seem
to go to the highest bidder . Are these de facto possessory
interests ever assessed and taxed ?

The more one observes the more one real{zes such examp 1 es cou 1 d be
extended indefinitely -- a rich fi e 1 d for researchers in 1 and data
who want to go beyond the assessment ro11 s .

III . Farm1 and assessment dN%
Where does farm1 and stand in the bias scale ? SomeMere in the
mi dd 1 e . We have seen that assessors have troub1/ with "exotic "
forms of property , and mobj 1 e and int:ang i b1 e Md sophisticated and
nove 1 and in vis i b1 e and underground forms . FJ“rm1 and is the 1 east
exotic and most trad i ti ona 1 form . Everyone ,dthe greenest elected
assessor knows that farm1 and is 1 and . Hammu ra bi taxed farm1 and in
ancient Babylon and the cu ltura 1 subconscious is inured to it . The
mere vastness of land seems to justify a value , even when nothing
else does , whereas the notion that a mere acre in downtown
Chicago , New York or San Francisco cetl 1 d be worth $40 mi 11 ions
( @$ 1, 000 per square foot ) has a reputation for intimidating
assessors into loweri ng the peak values down towards the mean .
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But on the ot he f side there is the e qua 11 y traditIonal pathos ( or
bathos , as Hofstadte r prefers ) for protectIng the sturdy yeoman
and b peede r of infantrYmen . More opera t iona 11 y effective , I
suspect , is PO 1 it ica 1 organIzed strength , an IncreasIng share of
1 t coming from that vast gray area that separates the city from
the countrY whefe farmers are speculators and specu 1 a tors may be
fafme rs and both are philosophers of the capita 1 i zed income
approach to 1 and assessment .

So we cannot say with confidence that farmland overall is under-
or o vera s ses sed re 1 at ive to some mean ( which we do not really
possess ) . But we can say that ripening 1 and on the fringe between
uses ( "the margin of superses sion " , we were once taught-5 is
uncletassessed re 1 at ive to 1 and in more sta b1 e areas , whether rural
or urban . Assessments here are somethIng of a laugh , to the extent
that we are permitted to 1 aug h about serious matters . Here are

i£T=L'U nJ :: F =;lyJ;3'tT-'7J''.?.'PP’"'h/ wA' 'q /“”/s cCnql„„&
A . AmenIty values

Capita 1 i zed income is based on cash income . But proxImIty to
cIties , and/or the good roads that lead to cItIes ) has always been
a major element in farm1 and value , wIthout any reference to
anticipated urbanization . Farm people shop in cIties s see doctors
there ) wotk there part time , bank there , and generally benefIt in
manY waYS other than marketing food and fIbre .

When MontgomerY County went to TDRs they assumed that developers
you 1 d buY them at a good price from the " sending " areas to apply
in the " receIvIng " areas , but so far the prIces - have not beei' gbod
at a11• This suggests that the severed development rj6hts were' not
as large an element in the values of the sending areas as assumed ;

that , rather , the imputed amen j ty and locatj ona i value for living
under Hunt C1 ub conditions and within reach of the Kennedy Cent,e;
are a large part of the va1 ue .

B . Expected rising cash flows

Values capitaIIzed from current incomes using current mortgage
fates 9 can be unreal istica11 y low under jnf1 at Iona ry condItIons s

and therefore have been for a long time into the past . When you
buY common stock it is no mystery that your income comes in two
forms , dividends and appreciation . If you rearrange terms in
Equation ( 1 ) above so that the denominator on the right sIde is i
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a 1 one , rather than ( i - g ) , you will find the n ume ra tor has become
( a+g V ) . But 9 V is the annual appreciation , which says that value
is found by capita 1 lz ing the sum of ordinary current income p1 us
appreciation , using the mortgage rate .

But assessors cannot do anything so "speculative" . And so in those
areas where they have to use the capita 1 i zed income approach they
have been underassess ing farmland as farm1 and , using floating
urban va 1 ue as an excuse . They have acted and talked as though
spec u 1 ati ve expectations were evidence of urban influence , even
though ttry were of rura 1 origin .

Saetc

Today an assessor might we 13 reply "Aha , you see now , the market
was wrong and so I was right . " I cannot agree . The assessor is
supposed to fo11 ow the market , not out;guess it , and if a certain
madness pre val 1 s he is supposed to go a1 ong . In so doing he wi 11.
not worsen the madness but on the contrary , cure it quicker than
anythinLor_3DJDJte_eJ se pc . It was p+M&H the 1 ack of
mmu i ck remedy t.hat 1 et the 1 and bu t)b1 e of the 705 soar so
dangerous 1 y high above rea 1 ity .

C . Tax shelter values

The va1 ue of farm1 and as a tax she1 ter is not news , but perhaps
never so dramatized as in a paper by Fin is We 1 ch and Robert
Even son finding that the farm income reported on the 104C)s of
farmers in certain states was about 2% of the respective state's
farm income as estimated by the USDA . Ca liforn Ia was one of those
states ; F1 ori da was another . .

Such advantages can hardly fail to sti mu 1 ate the demand for
farmland , and thus to be capita 1 i zed into farm 1 and values . The
capita 1 i zed income approach , however , genera 11 y sifts them out .

D . MIneral rights

As noted earlier mi nera 1 rights , before being severed to a lessee ,
add va 1 ue to farm1 and over vast areas , perhaps 15% of the country .

Proneness to pos si b1 e bonanzas raises market values , but adds
nothing to the current income that is capita 1 i zed . In respect to
regress i vi ty it bears noting that in some areas farm1 and was so
cheap that o1 1 companIes never bothered taking leases but simp1 y
bought t {t1 es , surface and all. In some other cases , like the Kern
County Land Company , now part of Tenneco , a large rancher became
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an oil company . Texaco of White P 1 a ins , N . Y . , now holds 77 , 000
acres in Kern County . It wou 1 d be a pity were all that to be
assessed pure 1 y on its net income , eve'n potential income from
farming alone .

E . Ent;it lemen t values

Much dry land in Southern California is "entitled " ( in some sense )
to future water by virtue of membership in a distrIct that has
paid some dues down on the Californ ia Water P 1 an to fInance Its
works . Such entitlements are c1 aimed to be " binding contractua 1
ob1 iga t ions " . Just how binding may depend on future voters , but
there is at least a fighting chance there of future waters .

Of such figments are SF>ecu 1 ati ve 1 and values made . But there is no
current Income to capita 1 i ze . This is representative of a who 1 e

c 1 ass of "floating values" to which various landholders fee 1
"ent itled" , and which they may actually acquire some day . Future
events cast their shadows before them in the specu 1 atI ve prIce of
1 and

IV . On Public i z ing Pub1 ic Land Records

A major concern of this group is how best to access pub1 ic 1 and
records . I yi e 1 d to no person in admiration of computers , but
others speak more eloquentl y to that . I wi 11 rather say a word for
the ancient mystery of cartography , computerized of course , but
still cartography . It sounds .even more ancient if we put values on
a map and ca 11 it a "cadaster" ; and downright spooky to , ca 11 it a
"doomsday book"

Richard Hurd wrote in 1902 that urban 1 and values are
characterized by continuity in space , both concentric and axl a1.
Rura 1 1 and va 1 ue s too vary with mappab1 e locati on factors like
climate , slope , soil, water supp1 y , roads , drainage and so on .
Even zoning is locati ona I , whether urban or ru ra 1. Here , however ,
we can identify examples where zoning goes with the person rather
than the p1 ace , and then mapping is in troub1 e . When we fall to
the depths of Imper ia 1 Rome with its i us It:a1 i cum which exempted
from taxation and various other put:>1 ic servitudes whatever lands
were he 1 d by Roman potentlate s , mapping is through . So was Imperial
Rome after a few generations of that . So were Louis XV\ and Czar
Ni cho 1 as II. Hou 1 d America withstand it better ?



q&

Page Z’3

The usefulness of cada ste rs presupposes a soc ia 1 psycho logy of
objectivIty about 1 and , a cul tu ra 1 heritage from before the 16th
Amendment with its in personam approach to public finance . The
ancient thought was that 1 and va 1 ue is based on the highest bid ,
not the persona 1 cIrcumstances of the present ho1 der ; and that
adjacent lands are norma 11 y close substitutes . It was even thought
that lot 1 j nes are or s hou 1 d be fluid enough in an active market
so that assessors eau 1 d presuppose opt ima 1 sizes and shapes and ,

by va 1 u ing according 1 y , make the supposition come true .

Subdivision and assemb 1 y were accepted not as extraordinary
traumas and crises but as ordinary heaving and squ i rmi ng and
wrest1 ing in the quest for economic opt ima 1 ity .

, frt£&It'ax
Perhaps I romant,aj ze the past , but it wou 1 d be hard to imagine a

Richard Hurd orA'Babcock writing today , for the trade , in their
quasi .- scientifi a mood and tone , ca1 m and objective without
hysteria or mi santhropy . Today it wou 1 d be centered on tax
avoIdance , the secrets of operatIng from Cu racao , which partner
gets the depreciation , how you can profit from the impending
tsunami , and so on .

But if we could rise above such obsessions we wou 1 d find that maps
based on the square foot or front foot are the quickest , easiest
way to give everyone easy access to pu b1 ic records . I have severa1
such maps on fIle and they te 11 more on 1 ess paper than a 1 most
anything known to man .

More important , such maps are a valuab1 e too1 of assesgnent . No
one s hou 1 d be a 11 owed to assess 1 and without one . A unit land
va 1 ue when pinpointed on a map is spread around and multi p1 led
into information relevant to other unIt va 1 ue s around a wide
radius , and the cumulative va 1 ue of several hundred such points is
overwhelming . That presumes that the unit va1 ue has been du1 y
standardized to correct for parce 1 idlosyncrac ies , a mystery
within the expertise of assessors . Then the map makes the most of
all sa 1 es inforrnati orI .

As to land records , the c1 ear implication of mapping is that the
primary unIt for records shou1 d be the locati on on the map , rather
than " parcels " based on ownership . Parce 1 records are needed too ,
but they are a shoddy sort of primary reference . Maps are
inclusive and unambiguous and constant ; parce1 s are none of the
above .
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Square feet are forever . So are base lines and meridians ,

townships , ranges , sections , and grids within sections . Meantime
parcels come and parcels go like shifting sands . Here is a current
case I had to 1 earn by heart with more than an academic interest .

" C " , a develope r , spotted the empty interior of an oversized
block . The land is in the back ha 1 ves of eight long , narrow
"bow1 ing a11ey" 1 ots , seven of which have houses on their fronts .

Ove r same time C acquired the backs of the seven , and a 11 of the
eighth for street access . Five of the seven are encumbered to the
se 11 ers ( C is quite a ta 1 ker ) . Title is in HS Ltd . , with C as
general partner .

C then planned a unit development with 70 condos , went to pub1 ic
hearIng and got a Certificate of Comp1 lance (COC ) under the
Ca liforn ia Subdi vi son Map Act . Needing more cash in a hurry ( they
a 1 ways do ) he offered. the three unencumbered parce 1 s to X , an

' ind ividua 1 lender , to secure a note . The Tit1 e Company du 1 y
advised X in an addendum that , although X cou 1 d foreclose on his
three parce 1 s , he could never use them without severing them from
the whole .

X went to W in City P1 ann ing to see what this might involve . W

poInted out that it would require a new COC , a new pubIIc hearing ,

a new Counc { 1 vote , and a requirement of providing access to the
five 1 and locked parce1 s which might now have separate owners . Mr .
S , X's lawyer , grumb1 ed " it cou 1 d get nasty" and advised keeping
out f

C then offered X a deed of trust covering a 11 eight parcels to
secure the note . It wou1 d be a second on five and a first on

three . In the event of defau1 t X cou 1 d conserve the plottage so
laborious 1 y assemb1 ed by C by assuming payments on the five senior
notes . What X decided to do is anti climactic here . The point is
that parts of eIght parcels were jo{ ned into a new one , which is
to be turned into 70 . The original eight wi 11 sti 11 exist but
seven have been sp 1 it , making fifteen . Five of the subject eight
are separate1 y encumbered and continue as separate parce 1 s on
tit1 e records .

Tax b{ 11 s continue comIng on each of the eight parce1 s , for tax
pa rce 1 s do not adapt to Subdivision Map Act parce 1 s . Each deed
presented for recording must have an assessor 's parcel number and
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a tIt 1 e search . The TItle Company moves in a different wor1 d than
City P 1 ann ing . X hasn't talked to the assessor yet but that may be
a thIrd wor1 d or a fourth , I am 1 os ing count .

That is what happens if everything goes as planned . If C s hou 1 d
suffer from cardiac arrest , bankruptcy or burnout or d is so 1 ut ion
of partnershIp then , as S warned , things cou 1 d get nasty . Nasty or
as planned , the pa rce 1 pIcture is undec{phera b1 e without a

map- based unIt of assessment , and unnecessary with one . Don't miss
the next 1 es son - - we're going to do strata titles .

Meantime the block and the map under a 11 this roi 1 ing and
shuffling rest unvexed and unchanged . But it is doubt:fu 1 if the
sum of pa rce 1 records at any time is or could be made to yield up
a fair record of the b1 oc k . The parcel is a d isorder1 y and
un systematic basis for land records .

A parce1 boundary is an artifact , more comparab1 e to a bu i 1 ding
than to 1 and i tse 1 f . To ru 1 e otherwise is to re 1 1 eve ind ividua 1 s

of respons { bi 1 ity for the matter and treat 1 ot 1 i nes as Acts of
God or government , neither of which acts in the matter of
unreal i zed plottage . I sympathize wIth landhol de rs afflicted by
diffi cu 1 t neighbors and tricky plottage problems , but that's real
estate . We cannot have a system work without respon si bl 1 ity .

A pa rce 1- based system may not be comprehensive , either . Some
parce 1 s have no surveyed boundaries . Some lands are not 1 istled at
a 31 untIl 1 discovered by analysis of aerial photographs . There is
an in personam quality about pa rce1 1 i sting that denies the in rem
character of land registry and taxation , and was so used
de liberate 1 y by the ancient Romans and the French of the anc len
regime who exempted lands he1 d by potentates . We have to wonder ,

too , about the effects of separate ( but equa 1 ? ) white and colored
assessment ro11 s used not 1 ong ago in some southeastern
jurisdictions .

Who cou 1 d oppose a splendid idea like mapping ? Resistance to
mappIng springs , logi ca 13 y enough , from slower-adapti IIg
landholders in zones of dynamic change . It is part of the et;e rna 1

strugg1 e of Abe 1 the shepherd against Cain the ti 11 er ; of cowboYS
agaInst homesteaders ; of tj mbe rmen against nestle rs and
recreation i sts ; of sma ll-gra in growers against i rr i gators ; of
growers agaInst city subdividers ; of sing1 e-family residents
against apartment bu ilders ; of a11 residents against office
bIll 1 de rs . We all know of assessors who routinely screen out land
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sa 1 es at high values for use as comparable s in such areas ,
responding to such pressures . Whenever density rises mi santhropy
f1 ou ri shes . A few empty beer cans is a 11 it takes , and I don't
1 ike them either .

But here we meet one of those iron ies and anoma 1 les
of the human t rag i comedy where resistance to a perceived prob1 em

Is i tse 1 f the prob 1 em .

Reca 11 my ear1 i er comment about markets that rise irra ti ona 11 y
hIgh . Were the assessor to share the madness of the crowd in such
times he wou 1 d not reinforce it but shower it with cold water , a

statement that no other participant can make . The fast-moving tax
assessor is a sobering , equilibrati ng force .

The analogy is nearly perfect between the above excesses in time ,
and the spat la 1 excesses of urban sprawl and other spraw1 ing
margins of superse ssi on . The quicker the assessor follows the
per{phera 1 market forces outwards the quicker wi 11 he motivate
land se 11 ers to meet the outthrusti ng demand and the shorter it
wi 11 t:rave 1 outwards before being soaked up by supp1 y . It is
a 1 most that simp1 e . Higher assessments and res u 1 ting cash draIns
are what turn holdout speculators into motivated sellers and move
the market . Thus the opponents of spraw1, by ho1 ding down 1 and
taxes and encouraging holdouts in ripe areas become the major
cause of spraw1 as they send it coursing out beyond them to the
next eli gi b1 e area , where the same performance may repeat , until
sett1 ers fina 31 y find a home 50 mi 1 es or more from where they work
and/or want to live .

Thus we need not apologi ze for using cadastra1 maps as assessment
too1 s , provIded we do so reasonably near the center of demand . At
the perIphery of demand we might do better to avoid this kind of
assessment . At locations in between it becomes a matter of
judgment in each case where reasonable people can and do differ .

Of course we can stI 11 use mips for organizing land data , in a11
areas . But to be realistic we s hou 1 d remember the kamikaze
behavIor of the 1909 House of Lords when faced with a valuat ion of
land . The French have a word for it . The verb percevo ir has two
meanIngs : to perceIve ; and to collect taxes . So 1 et us not imagine
that when we go about mere1 y perceiving things we are not
jnfluenc Ing po1 icy . How then shou1 d we perceive these things ? 1
have made my own preferences reasonab1 y evident . What are yours ?


