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USE OF LAND RENT TO FINANCE MXC

Mason Gaffney

I. Introduction

MAC is dedicated to try new technigques, both technological and
institutional, to make modern urban life viable. The cultural lag of
institutional advance behind technology, although a commonplace thought,
persists unabated. It is fitting, therefore, that MXC should consider
its mission to include institutional experimentation. The success of
its purely technological innovations may well hing on the necessary
institutional framework.

We spedk of the need for cheap housing, and fault the technological
backwardness of the building industry. Yet the industry con already
supply a new 35000 factofy built house -- we call it a trailer. Apart-
ments are fairly cheap, too. The blockages are institutional: municipal
fin&nqaaf redistributive schooling prompts each municipality to require
every newcomer to wrap his family in a house of enough cost not to dilute
the tax base. Again, we have had mags transit téchnology for 70 years,
but abandoned it because of falling densities and inept taxation. We have
fully automated, individually controlled mass vertical transit (by elevador)
and mo#ing sidewalks (vertical) in all department stofeé; but we tax these
while subsidizing motor cars., So it is in institutional innovation we
nust ldok for the keys to unchein urban technological advance. Institu-
tional problems prevent our exploiting even the technology we already have. .

R;ong a city's institutional problems, that of raising revenue ranks

high. The test and signal of success or failure in a new city is whether
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it can pay its bills., The skill and sagacity of the city's dreamers,
founders, Eponsors, and leaders, and the demands and enterprises of its
immigrants, nust first create a taxable surplus, Then the civic enter-
priee must contrive to tap this surplus for public use without dissipating
it, either by depressing private entérprise or inflating public costs.

A

This paper purports to show how this may be done.

I, Sources and Disposition of the Taxable Surplusg
A. Sources
A city caﬁ Pay its bills only if its services and other attractions
generate a surplus above the private costs of land users. No surplus, no
tax base: for without a surplus everyonels situat;on is marginal before
taxes and therefore submarginul after taxes, Immigrants are not drawn to
submarginal opportunities,

There are basically three sources of taxable surplus,

1. Macro advantages of a site, First are natural aavantages, such as
location at a natural gateway or focus of routes, a rich hinterland, natural
amenities, drainage, bearing strength, and so on.

Ratural advantages are reinforced and‘&eveloped by man. Much road-
buzlding is financed from outside the c1ty,clearly adding to its surplus.
Some is f;nanced by the eity, but thig, too, normally adds to surplus
becuuse:ﬁhe benefit outweighs the cost. Much is inspired by a thriving
city -~Zthat is, a flourishing populous city has economic and voting powers
that atfract shipping, canals, rails, highways, airlines, scheduled bus

carriers, pipelines, utility load centers, and s0 on., Once established,



these add to urban surplus just as though they were natural, albeit with
less permanence. |

A city also enjoys a feedback benefit from encouraging development
of its hinterland, Admm Smith had a whole chapter on “How the Commerce
of the Towns Contributed to the Improvement of the Country,™ (Wealth of
Hations, Book III, Ch. iV) Western reclamationists have long observed
the converse, and al though certain Federal agencies have brought some
discredit to the notion by "hard selling of secondary benefits from
reclamation, it remains true that Merced, Tracy, Hcdgsto, Turlock, Lindsay,
and a number of California towns have voluntérily and aggressively bonded
and taxed themselves to finance irrigation of their hinterlonds, in recog-
nition of the secondary benefits to then,

These feedback benefits are vital to the‘success of an urban enter-
prise. They are tho joint product of a natural challenge and human response,
A site of good potential may stugnate; a bad one certainly will, Judicious
site selection is therefore vital. The site must be one of natural poten-
tial which lies fallow due to human and institutional failures, Altere-
natively, but less likely, it could be q site whose potential has waited
on new technology developed by MxcC,

Such a site is likely to be occupied, like Cairo, Illinois, by a
Stagnant community with some unsolved basic problems. A good policy of
municipal finance should he adaptable to this kind of situation, as well
as the ''clean slate,M

A question for national palicy is always whether the surplus created
in a site is a net national gain, or simply a transfer from other sites,
There is great concern over "raiding“ and "pirating! mong cities, sugges-

ting a belief that there is o transfer of surplus,



In general, to develop a fallow fentobearing site should create o
net new surplus for the nation. That is simply because mobile labor and
capital are drawn from nmorginal uses elsewhere, destroying no surplus, and
applied Supramarginally here. This is the basic rule. The modifications
are important, however. |

There is a tradition of overtaxing industry in many older 3urmsdic-
tions. A departing xn&ustry may therefore remove a large fiscal surplus.
Some industries loom large in their towns, 80 more than marginal resources
are removed, Eveﬁ'a large contract has import. Some have monopolies, with
surplus profits, which their towns have been taxing. And in the short run,
the unexpected departure of certain resouices may leave idle complementary
excess capacity in sunk durable ccpital.‘“

More generally, many towns are in a stage of long run increasing
returns to scale of town. That they are conscious and even overconscious
of this is implicit in the wide currency of economie 'base! studies with
their allegations of positive local multipliers from new industries,
Multipliers to be sure are gross, not net, but their enthusiastic reception
by at least some city boosters betrays a wide belief in increusing returns
to urban growth., This means the marginal mobile lubor and capital are
rent-bearing, or thought to be, and their loss is keenly felt. Indeed,
could it be shown that many existing towns enjoy increasing returns, there
should be no new cities, unless they expect faster increasing returns at a
higher level., Founders of new cities arc generally explicit in their
belief that ewisting citics are "too large," i.e, in a Stage of falling
returns to scale., This wants proving. That is beyond the scope of this

paper,; but it underscores the need for selecting a site of great latent



natural advantages, both to assure o taxable surplus to MXC, as well as
to assure the nation that this surplus be a net nationel gain and not

just a transfer,

2. Local public spending, Public spending also supplies works and
services that add to land rent. Indeed, the entire net benefit from many
public works is to be found in the added rents they create,

?ocusing streets on the center makes downtown rents; extending streets
and utilities mckes axial and outer rents,

Some>public works, like water supply or‘power lines (where these are
public) yield added revenue from user charge%. In setting the level of
user charges, the debate often, indeed tustomarily, proceeds without
recognition that Newton's third law must opply, i.e., for every aodded user
charge there is un equal and opposite reaction in the form of lower rentg
on the linited lond served. Fortunately the marginal cost pricers are
briqging to increasing audiences this basic law of conservation of econecmic
enexgy, which Hotelling made ©o clear in 1938, {The General welfare in
Relation to the Problems of Taxation and of Railway and Utility Rates,!

Econonetzica 6(3):242-69, July 1938)

Note well the fiscal corollary of Newton's third law, Toaxing utili-
ties does not increase the tax buse, because the higher rates passed on to
consumers must lower rents by at least an equal dmount,‘and by more if
there is friction., There is: it is known to econonists as the "excess
burden of indirect tuxation;" it is nowhere greater than in the taxation

of decreusing-cost operations like utilities.



A portion of what the world calls "land value" is produced by the
landowner hinself, as when he subdivides and pays much of the initial
capital cost of streets. This still occasions some confusion in defining
rent., But Marshall solved the dilemma long ago with his concept "the

bpublic value of lund. [ (Principles of Leonomics, &th ed, (London:

Macmillan & Co., 1947), pp. 794-804) See also Pigou's A Study in Publiec

Pinance, 3zd (rev.) ed, (London: Macmillan & Co., Ltd., 1949), pp. 147—53.J
What is rent depends on what the public does free for the landowner, If
the public does nothing there is no added rent from this source. A good
working definition of rent is that amount which could be taxed away with-
out impairing any useful incentive.

Under current practice around Amexican cities, some subdividers have
to contribute siomething like $2000 to the value of the‘finished lot, which
may be from 10% to 100% of its market value, depending on location,
Clearly, true land value is only the excess above this cogt, and rent is
the‘unnual equivalent of lond value. The landowner whose land income is
all rent is he who just uses frontage along an existing public read.
(Taxation of rent would hit the latter harder than the subdivider, and
help avoid the noxious pattern of sucker driveways strung out for miles
along trunk roads, The analogy is to a twig growing directly from a tree-
trunk without proper dendritic development of limbs wad bronches, )

The private share of street improvements is overestimated by some
analysts who look simply at the landeowner's initial capital cost, After
that, the public assumes naintenance, repair, snow removal, policing, and
finally replacement. In nost neighborhoods the eoriginal landowner!s early

contribution is leng gone and may as well be forgotten. The landewner



does continue to contribute in hig capacity as g taxpayer; but not unless

his tax Puyments get ahead of the Service flows received back can he claim
to have a net credit in creuting rent,

Public authority today also gives -- or denies «. rent through zoning
control of land use. Where zoning is liniting, q monopoly rent attaches
to it; and where this is appurtenant to land it may as well be regarded
as part of land rent., The power that influential people have to get pre-
ferred zoning in o variety of places is temporarily another form of nonopoly

vent; but once exercised, it toco becomes appurtenant to land.

3. Spillovers and gynergism. A third source of urban land's produc-
tivity is complenentary private activity on other land significantly
linked to a given parcel, Benefits from one healthy land use spil%%ver
onto adjacent land, creating a rent. The spillovers are very localized,

Richard Hurd in his classic Principles of City Land Valucs (Rew York:

Record & Guide, 1903) stressed the basic Principle of lund value to be
spatial continuity (which night be central or axial). That is, buyers pay
Q premium to be near complementary land uges, 4 new developer pays to
anchor onto an established heal thy community.

But that is too simple. Spillovers are reciprocal, and they feedback
mutually, cunulating and reinforcing, This is what cities are all abeut,

Urban gravitation, nagnetism, agglomeration economies, scale, critical

mass, increasing returng, external cconomies, and now symbicsis and synergism

are common tems for the phenomenon. I will use the last, "synergism,
indicating an interacting process where the whele comes to exceed the sunm

of its parts, The €xcess is rent,



Marshall (Princigles ...) and Henry George (Progress and Poverty,

New York:s Modern Library, n.d., Book 1V, Chop. II) perceived it long ago.
Florence (!Econonmic BEfficiency in the Hetropolis," in R, M. Fisher (ed.),

The Metrorolis in Modemn Life, Garden'City: Doubleday & Co., 1955, pp.

85-124) Futterman (Future of Our Cities, Garden City: Doubleday & Co.,

1961, Chap. 2); Thompson {Preface to Urban Economics, Baltimore: Johns

Hopkins Press, 1965, Chap. 1); Gaffney (“Urban Expansion -- Will it Ever
Stop? in A, Stefferud (ed.}, Land, The 1958 Yearbook of Agriculture,

Washington: GPO, 1958, pp. 503-07); and Chinitz (City and Suburb, Englewood

Cliffs: Prentice Hall, 1964, pp. 3-29) among others have eulogized it

recently, and Sperry-Rand clains to have it. E. M. Hoover (Location of

Econonmic Activity, New York: fcGraw-Hill Book Co,, 1948, Chap. 8) sought

to summarize the causes in three basic principles: mnultiples, nassing of
reserves, and bulk transactions, "Multiples" refers to specialization and
subcontracting; Ymassing-of-reserves!! to pooling of supplies through mutual
accéés; "bulk transactions! to large scale transfer and handling., = Inter-
preted very broadly these 3pare worcs may be intended to subsume o host of
gains from urban size and concentration, but it is probably not redundant
to itemize cheaper distribution; greater markets and tax base to share the
cost of, and warrant greater invesiments in developing the city's basic
locational assets, and supplying unique facilities and services, Larger
markets also serve to whet competition, to maximize choice wnd variety, to
foster innovation, to pool risks and maximize load factors, to improve
credit, and to facilitate «ll human contact for ecenonic, social, and
political ends. Nothing short of several thousand pages can really convey

the full force of urban synergism. The first thousand might profitably be



the Yellow Pages. Byt Adam Smith'caﬁtured the essence in one phrase, "'The
division of labor is limited by the extent of the market,®

For a city to flourish and prosper, its leaders need not force or
foster synergism., It will grow of its oW, in a millien unaccountable and
unpredictable ways, They need only provide a network of common public
routes via which land wers have access to one another and a wide choice of.
economical contacts. But that they must do, and as part of that, the more
social infrastructure they supply the more hospitable niches they create
for a variety of small innovative enterprises calculated to maximize a
clty!s synergistic potential,

Frank Knight ("The Fallacies in the YSingle Tax,'™ The Freeman,

August 10, 1953, pp. 809-11) and other crities of the rent concept have
emphasized how much of land rent is a "human product.” But mark well the
confusion in identifying the individual landowner with all humanity., Rent
is the product of people, it is true, but they ars other people than the
rentlcollector. The human contribution to rent is given through public
gpending and Synergistic spillovers, These are not collected by their

creators, and so constitute a taxable surplus,

B. Disposition of tha Taxable Surplus
The equity interest in the municipal entexprise is lard, That
is because q municipality is defined ag certain 1&nés; labor and capital
come and go. These mobile iﬁputs may be and nust be won away from the
outside world at market prices set in the larger e€conony. But the price
of land is set by a local narket, and varies from 5400 p.s.f, at a few key
corners in Hanhattan down nearly to nothing in many desperate dying crosse.

roads,
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0f course cities expand onto new land, Spreading the equity interest
over more land. But the forces of centralization that differentiate cities
from mers space put limits on the outreach long before urban land values
have been dissipated, On the contrary, the share of land in urban real
estate value hus risen sharply in 20 years of urban decentalizatian, as
established by Allen Monvel's research for the Ncup (Three Lénd Becearch

Studies, Research Report No. 12, Ncup, 1968), and widely observed by

assessors. And thick or thinly spread, the‘;urplus in any event imputes
to land.'

The senior claimant on the surplus is generally the sovereign public,
(The Municipal Bankruptey Act of 1936 now clouds this seniority in an
ambiguous manner best left to a lawyer to explain.} It asserts its claim
by ¢axation., When it spends its income on public works to enhance the land
it taxes, there is no busic collision between the public and private claims,
although there is o host of minor ones. When the public spends its inconme
on redistributive‘functions like schools wa welfare, there emerges a con-
flict, with which MXC like all cities mugt cope. The conflict is modified
in respect %o schools because their value is partly ecopitalized into locul
lond values. As to welfare, massive federal payments have helped quiet
this clush of interests, and a new city without old slums will attroct few
welfare clients anyway. P&t the school finance problen is increasingly
profound, It ig widely believed that part of a community'sg surplug is
carried off by lower-middle~cluss schoel children., a central decisien for
MKC is how to meet thig issue, It is beyond the cope of this paper, but
the conclusions ond recomnmendations of the PAaper must presuppose that the

issue is being met,
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It will be pointed out that thero ars local surpluses other than lund
rent. Most of these, however, upon analysis are based on control of natural
resources and are *land" in the broad economic sense used here. Examples
are frequency assignments, water rights, street eascmentu, and franchises,

: sinks .
Anyone who con identify non-laad surplus/zna devise workable mecns to tap
them for public use, deserves every encouragement. As a proctical matter,
land rent is so much lorger and easier identified than others that it shouvld

be the first concern.

ITI. Performance Standurds for a De?elepmental Tax Structure

Now we have surveyed the sources and siﬁks of tuxable surplus,.let us
congider how to tap it, Before getting to specifics, what goals should we
set for our fisecal system? These will be criteria for judging among alter-
native systens.

A, Allocation of rescurces to highest use., Taxes should not interfore
with.the nmarket, except by forethought to achieve considered goals, like
charging for spillover costs and subsidizing spillover bencefits.

There is a large public equity in city land. But the public equity
is in the cwstody of the private fee holder, who has no motive to protect
the public equity save such motive as the public, by its scge construction
of the fiscol reward structure, gives him.

A clumsy tax is cne which the fees hol&er;caﬁ~pmrtl}ncvcié.bytalfaring
his behavior -- almost always for the worse. fny tax he con econonmically
avoid, hg will, His evasive action invelves an excess urden, costing the
fisc more than it prefits him. But the fisc also loses what he gains, a

double loss of taxable surplus,
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An adroit tax taps the yent sﬁrpius without such losses, It is
unavoideble by fee holders, It moy affect their behavior and be Munneutral M
but not in the nagative, A tax may be better-than-neutral if it helps
imperfect warkets work better,

To understand more fully the functions of the urban land markoet we
need look at the allocative functions of rent., These are outlined in

Appendix I,

B. Coordinating and synchronizing interdependent land uses.
"Spillavers! and "synergis bhespedak interdayenﬁcnce of land uses. A good
tax systemvwill help these ceoperative linkstdeveiop. To a large degree
this follows from (&), respecting moarket allocation, because of feedback
amondg ccmplemantqry lond users,

A builder is not trying to henofit his neighbors. He wants access
to them for his own geod. But there is o law of rociprocity., Access is
mutual, so what can a poor Scrooge do? Despito his worst intentions, and
even slight sense of shame, in cur culture, at suspicion of do-gooding, he
helps others as he helps himself,

Market rent also hasg temporal functions, It tells individuals when
to develop or renew land. The interdependence of neighboring lang uses,
and Hurd's continuity of land values, mokes neighborhood rents rise in
unison. Thus rent transmits a synchronized signai to everyone, so comple-

mentary private and public investments in a neighborheod ripe for succes-

~t
sion are nade together, With the market and taxation in good working order,
each investor can size and etyle his empital with certain knowledye that

complementary and supplementary eapitael will be conniitted by others without

delay,
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& good tax will use market forces to serve public goals., If the
rarket needs prompting because of inadequate private recognition of spill.-
overs, a good tax may go further and faster to force tiumely and comple-
mentary development,

If justification be needed, the public itself is a major investor,
and often a prior enc, anong the interdependent investors. A tax must
assure that complementary private building be encouraged to match public
sewer and road extensions, for o sample; and that the bunbuzst of radial
lines facuseé on the CED be matched by equall; brilliant private efforts
in that unique and eritical zome,

A good tax will also help nmaintain econonical allocation between
public and private investments. A major problem in most citics today is
inadequate private matehing of public reoeds and uvtilities, followed by
further extension of reads and utilitiess -- urban sprawl. This inflatres
public costs in most citics so much that HZC, by solving this one problen
could go far towards assuring its competitive viability even on tﬁe
Greenland ice capl

This imbalance of devclopmental investments refleets in part a
tax-induced preference for tax free public bonds over taxcble private

buildings, and has fts renedy in tax reforms,

C. Accelerate development, In every durable investment project

F Mhwap " a cash-flow crisis, that wust be surmounted.

there is an early ag

u,,n

The nore massive the project, rovnally, the slower the advent of payent

eneho

years, and the greutex is the neced to provide againgt cash crisis,
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In a new city it is not merely the viability of one building that
is in question, but of an infraatructure to bhe complemented by hundreds
of private buildings which are to be articulated with one another, Since
MIC has sone purport of being struck full grown from the brow of Zeus, at
@ size large enough to achieve eritical mass and enjoy economies of gcale,
it urgently requires a forced-draft wechanism to attract $2-53 billions
of private capital in a few years, as well as 250,000 people.

Tax systems way be tuned to attract or repel, Mxc clearly nceds one
that attracts,

It has been suggested in an earlier MXC paper that MHC guarantee
Some interest on early private coapital stranded by delay of public, That
could be expensive, and starts out wrong by giving private people great
leverage over public cupital, This is the route to urbaen sprawl and
impotence of planniug.l But surely - private landowners should pay interest
on public investments when they twave  them strandsd by‘failing to builg
on tﬁe land giveg potential rentability by public works, This lets the
MXC planner leasd the pace of development. I gives full force to what
Bruce Ricks calls “sower power. It raizes meney instead of spending it,
and simultaneously encourages private building: quite a clutch of bencefitst

Econony of capital has always been importont, At an § 1/2% prine rate
it is paramount, This ecalls for a revolution in some attitudes which were
frozen in the eaxly Keynesion eva vhen a habit developed of regarding
capital supply virtually oz a free ggod. Cities economize on capltal by
developnent compact koth in space and time, The tax system should motivate
landowners to intensive and spatially continuous development, to cherten

lines which consume most infrastructure casts: ond it should motivate thesm
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D.  Flexibility and renewal, ‘An? city, but absve all an experimental
oene; needs to be light on its feet, ready to retool itself continually to
neet shifting demands,

It might seem that a new city need not concern itself with this for
years, but that is not $0. However fast the city grows, it is bound to go
through some evolutionary stages on its way. The €first generation buildings
Bust meet the needs of the firse few thousand pionecers and "Indian fighters,n
Most newcomers will Be in the mohil¢ age cohorts when thersz is a change in
life, in their 20's or ¢0le, A balanced age mix comes with size and
stability,

Expericence will educate the city leaders, They should espect ond pra-
pare for pregressive planning in Tesponse to market feedback, No eity ever
grew as planned; but many have foundered by irreveraible commitments to
initial plans,

Waal

Firgt gen&raﬁrimiléings in the city center sized for a few carly
setti&rs will ke locationally obsolete when the city grows to 10C,000, even
if that haypens‘in five years, They will need replacement, MIC needs o
tax system that allows timely repluacement.

There are two approaches to flexibility. Besides rapid turnover of
stock, the other epproach ig to reserve open space. The trouble with
resexving vacant. land (unless outside of town where it reserves itaalf
anyvay) is that the public infrasﬁrac;uie Yo sorve it is5 committed. Vacont
land inside the city's Infrostructure network fercoas lengthening the netw

work. This not only adds cogt, ir frecres the network and reducss its
3

ettt s

Flexibility,
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There is always flexibility in new growth, too. But city growth puts
new pressures and demonds on the center, where very rapid obsolescence and

evolution is to be expected,

-E.  Compatibility with other public geals. A tax system should
harmoﬁize as much as possible with general goals, such as po}lution control,
encouragenent of small competitive firms, opening employment opportunities,
end 80 on. It should hit these able to pay, and compensate the public for
benefits ieceived by individuals except where the puzpose is expressly

redistributive, as with educction and welfare,

IV, Alternative Means to Agsert Public Equity

There are three major Stages in the ownership of MIC: prior owner,
Sponzor owner, aond user owner. [ assume in general that the sponser acguives
wmost of the site from prior cuners cheaply, and without crippling coverants,
The sponsor plans the site, guides its early development, and gradually
withers away ds a sponsor while its institutions evolve into loecal Governe
ment controlled by land-users, subject to state and federal law. Our
attention centers on the relations of sponsor and land-users,

The sponscor creates urban surplus value by its conduct of planning
and ite capital outlays. How shall it assert its equity in the urbun
surplus? . ‘

The major alternatives gre leasing; and scle of fee subject to future
taxes. Of the two, leasing inm generally iaferior for seversl roasons:
~ - Leases nust expire, and at lease-ends there ig a conflict of intervest

between landowner ond lesmec that muy he destructive,



Jerusalem. It i3 better to assert the power to t&x quite openly froa

the start, ais discourages armchair absentee speculators and holds down
Yand prices for desirable inmmigrants.

- -~ There are Federal income tax advantages to landholding., These are
not socially creditoble and from a national view are not goins at all,
From a local view, however, theyvmay argue ugainst leasing,

Despite its inferiority, leasing is thinkable and feasible and worth
reviewing. It has soume advantages, It would make MXC more immune from
tax bise erosion via state-imposed tax exemptioh. Lecse-ends coﬁla ke
synchronized by blocks or neighborhoods to alleow replatting, Analysis of
leasing methods also helops us understand tax choices battor,

A. Leasing. The basic choices in payment patterns cves fixed cosh
rent; share of gross; and gharc of net. Thece roy be variously combinad,
Dadh eorrvesponds roughly to a different pattern of tax paywent: respec-
tively, ad valerem lund tax; excise taw; and land-income tasw,

Aﬁote there are hoardly any leases in use that rewscable the properiy tax
on buildings, The individual landowner generally wants to encourage
lessees to invest in buildings. Ner are there private leeses resembling
labor-income (or payroll) taxes, Private lessors see their interest in
cncouraging the lesﬁga to use other in@uts on their land, Ths hostage of
a building is especially valued,

1. Fixed cash rent,

An advantage is leverage opplied to lesmovs., There ic o

#

gy . : o
fixed periodic eash caaln (o stick) and Full naroinad inesntive {2 wnole

carret), Incentive is mowinized ~- there is no Wexoens bu
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As to resource allocation, cash rent is good from a social view becauss
it puts payment for land on the same basis as payment for other hired inputs
like labor., The leaszorts pevieodic rent simply becomes part of the regulor
payroll, In congidering trade-offs betueen land and labor, the lessee is
not biased by different tems of purchase,

A disadvantage is rigidity., Contract rent must be stipﬁlatad docades
alead. Escalation by later rencgotiation occurs, but peszes obvious difficul-
ties, In general the lessor logses out on goéd windfells whan‘ecnﬁumic rent
riges above contract rent, but may share bad luck when the leas;;Afeilg to
poy. The latter also represents o calamity for the lessee who has overbid,

The analeogous tox is the g valoren property tax on land. This iz
also a flut periodic charge, There agre important differences, howaver:

=== the tax is bused on capital value, not current income. In growth

rs

fote
o

neighborhoods the copitol value is high in proporticn to current income;
deelining neighborhoods it ig the reverse. The tax reste haeavier whsro
copital gainz are aceruing, and lighter in depressed arveas.

= = the tax is more flexible, at leust potenticlly, and becomes completely
g0 under annual recssessment (s practised in Australia, for exaple).

~ =~ the tax is unaffected by lease-ends, assuning proper assesement,

~ = the tox normally leaves private equity in land; while a lease is

o

calculated to take it «ll,
2. Shave rent
The advanteges are in o sort of risk-shaoring, The base ig

large, so the rate 4is low, The poncy is collectiblea,
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The disadvantagess
- = Policing, The lessec must open his books to the lessor. The lessor
muat guard against skimwing,
~ = Linited cpplicebility, Only commercial tperations can pay on cash
gross. Land leased for Cuner~occupied residences requires another hasig,
A cdual system would almost certainly be biased. Note also the potential for
avoldance by vertically integrated firms who have no cash sales; oy sell aut
fictitiously rigged prices,
- - Illusory risk-sharing, A firn whose plight becomes marginal through
bad luck may have large gross and no net income. Share rents mcke such
marginal firas submarginals 2% of gross ﬁay be 200% of net,
-~ - OSterilizatien of marginal land, A share of gross is not abated on
marginal land of no net income,  Thus the lond is made unuschle, However,

t higher on better Land, »
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-~ ~ Bias against volume. Being based on volume, share rents rest lighter

en low-velune, low-turnover, high nark-up operations ond encourage then,

Generally the external Llinkages of a firn vory with volume, Since linkages

are the essence of urbanisa and the source of urbun taxcble surplus, thig

bias against volume is basically anti-urban and o threat to the tax hase,
The analogous tax iz an exclse, The resemblonce is véry<iasa. The

nain difference is that an exelse tax must be at o commen rate over a wide

range of lend qualities, The exciss necessarily sterilices marginal land,

o

therefore, whereas lease torns may he individualized from ong plot to
another, sparing wmarginel land,
3. Share of net realired land income,

Under this leugse, the lessor ghares lusseatn costn and
3

[
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o

&

f "
=

in return takes o larger shore of Frogs,  Hormelly the lesser contributes
¥
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08t to those costs the lessee isg least well suited to bear, initial capital

costs of building construction.

The advantages ares
= = Increascd visk-sharing, Lessor and lessee become partners.
= = Videning the market for leases, Capital required by lesgsees is red duced,

and nothing scroens out so nany competitors as a high capital reguirement.

The disadvantages ares
~ = Adnministration. The MIC lessor would become o partner in every businesg,
It is hard enough %o adninister what is now the public gector of every city,
according to the testinony of a host of 2esigning Bayors. It is alse hard
to be anyone's partner, Fox the maysr to be everyone's partner ie not
auspleicus,
“ =~ Aumnented policing., The lessor Row must watch his partnerls costs as
- well as his intoke; and the higher share of intoke recaptured udds to
skimﬁing problems at that level,
- - Higher shares, To recover his ghare of costs the lessor must toke o
higher share of gress. The short run disincentives are thas magnified,
< = Linited coverage, Like tha share of gross, this lease is not aplicable
to land used for cvner-cecupied residences, institutions, captive supplicrs
without cash sales, ete,
- -~ There iz minimun leverage and moaxinum norginal disincentive,
= = Advancing copital to huil ders nmultipliss a now eitw s cupital needs

enornmously., Thigs type of leass is pore feas sible for an establis hed eldeyw

Ed
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city, than one with its own cash o 3 looming .
= = The fuderal income taw hao precmpted this type of device. As o result,

income~based leases interact with federal tames in y Huvarable ways,
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The analogous tax is a tax on'pro§erty income with fast write-off of
depreciable (i.e. non-land) cepital, Fast write-off is a device. whereby

the treusury shares the cost of capital.

The differences are:
- - The lease is strictly on property and not wage income, OFf course, the
personal income tax includes - indeed, focuses on -- wage income, The
corporate income tax is a closer fit, but axenpts unincorporated holdings.
= - Qost-sharing wnder lease és direct and requires actual outlay by the
lessor. Income-tax cogt sharing is by reduction of taxes on other incone,
and is available only to those who have cutside income to sheltex,
- - 'Leuse rates are adjustable fren sité to site; tax rétes must be -

uwniform. Toawes therefore sterilize marginal land; while leasing necd not.

Reviewing these choices, it seems that if flat cash poyments ave
used, taxing is preferable to leasing; but if paynents are te vary with

output, leasing is preferchle to taxing,

B. Taxation. In an open econonmy, especially a new one, all local
taxes are ways of collecting rent, there beiﬁg no other sink for taxable
surplus. Taxes are like lsase paynents for the use of MNC land. There is
no question, then, of what MIC will tax, basically. The questicn is how
shall the tax be announcad to the tasxpayer?

Two alternatives have been viewed without enthusiusm: exciss and
incoms taxes, Four remain to be pursued heret property taxes on land
value; property taxes on building value; user cherges; and tawes oa land

incronents, There is a passel of other cholces too numcrous o pUTrsuG,

Several have been onalyzed by Jumes Heilbren,

Housing (Now York:s Columblia Press,

[ 3
A
52

66), j



1. Taxes on lang value
These have great advantages, and are By reacommendation feor
HXC,

Compared teo leasing, we have Seen that taxation ig better because
there is no leuse-end probler or uncertain ténure; users prefer fee owner-
ship; taxation covers prior owncrsg too; taxation creates a democrabic
community of interest; taxation is contrallad by the lxvzng gunevat;en,
and zale of the fee lets MXC absorb in odvance @y excess of economic rent
over anticipated taxes wi thout binding the city to limit taxes,

The fatal objections to cxcigse and income tawss . that they exsmpt
imputed and capital gaina income, sterilize marginal lond, and fmpair
incentives -- do not apply to tames on lapg value,

Az to rigk-sharing, the land value tau discriminates in o remarkably

<

optinal way between responsibilities of Society and the in dividual. Wing.

ot
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falls of euogenous cause, if there are any, are reflected in highar va

ol i}

ané taxnes: rewards of personal laber ang sq agacity, if any, go to the
individual, The mechanisn ig imperfect, but futg an improvement over known
alternatives

The lund value tax is like a lease wie} escalation, The problom in

escalater clauses ig finding a neutrgl refaeree using predictuble ecriterig,
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The public tax csgessor, for all his fault
than a private party. And his results are continzally subject to the objuc-
tive reoview of neighboring and other compurqala assessments, In o tocli.
nelogically cdvonced Jjurisdiction with lonyg exner risnee, like Copentingen,:
loand value mo “ps with frontage astessments ond desth factors are distribute

widely, Thanks to Burds princinie of Spatial coatinuity, almost all lend

values conforn closely to theiy neighbors,

€
L
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The land value tax measures up well against the Performance Standards

(III above), ’

- = It doss not intarfere with ths market, the tax being independent of
landoviner behavior, The allocative functions of rent (2pp. I) are not
hampered, At worst the tux is neutral, In practise 1t is bettor than
neutral., By applying a cash drain to inert landed wealth, ifx lubricates

a sticky market, (For detail on this, see App. II,)

~ = It helps rent serve its coordinating and synchronizing functions, by
prompting each parcel to its hest use and (by obviating other taxes)
renoving fiscal barriers to best use. The tax gives real force to clty
"sewer power" because sewer extension means an imanecdiate tax inerease. The
cash-siueeze says "M&ve!"

- = It accelerates Gevelopment, Since the means of 0 doing is to rvoige
revenue before develcpment, it helps meet the cosh erisis, It econonives
on public ewpital by prompting compact, speedy development,

- - It fosters timely renewal of gites. VWhen a landowner renews, there

is no increase of tax because the old obsoleve building did not preveont *he

sites paying as high a tay as though olready renewed,

- - It falls on an asset generally highly concentreted in strong hands,

-

(%3

and thus has q progressive quulity. It taxes the benefits receilved from
public works, but notr the benefits of deliberately redistributive gpending

as for schools (save in part} end welfare,

2. Taxnes on bullding values

&~

Taxzes on building valucs lack most of these virtues, They

Sterilize marginel land and distort incentives in the nest spectocalar ways,
They bias londowvmars towged the lighter taxed use, wanl zo faver old buildings
I

7
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over new, delaying renawal; waiting ovey acting, delaying initial construc-
tion; gas stations wang parking lots and drive-ins and Junkyards ang open
storage and agriculture over alevator apartments, offices, factories, heuse es,

hotels, ang every high urban use, disintegrfaung the compact city, inflating
public costs; and subsidizing autos ag they pollute the air,

Building taxes hupt the builder wuch more than they help the treasury
by being at a maximum when buildings are new, Thus they aggravate every
buildex's cash erisis, Yet they do se without helping the city's cash
erlsis. Because when the city extends utility and reqd lines, mos® land.
owners just wait, Rot until they build will they become fismeal angels for
the city, and thatls not Something cne rushes into. Each minimizes his rigk
by waiting on others, on Alphonse-Caston impasse that destroys the harmeay
between self-interest and comnon good,

48 to wisk, it would be hard to devise g tax that throws more risk onto
builders in proportion to the revenue raised, PRascd en capital input, the
tax is a fixed ecash drain at its_hxgh"s; level in the wost critical periog
of building life.

Even the progressi ivity inherent in Gy tax en property (which is much
nore concentrated than incone) i partly lost when we tasn buildings, because
of forward shifting, I helieve this is greutly overdrawn in current doctrine,
but regardless of degree; it 4s o foult oot shared by lung taxesz, which are

not shifted forward at all,

3. User char ryes

$e

There is o pluce for user charges in public finance, Whonovor

a public facility is congested, user charges based on marginal socicl onsto

I



are fitting,

the theory ond applications in recent

However, tha necagsary condition - congestion -- is not generally met

&

in @ new city., A develon ping eity will
utilicd
low marginal user costs and 80 charges

Even from the aturt, however,
with a spaticl Factor -- charges shoul
center to consumer. A

Warren Hall, "

Jo of Famm Dey, 45(4)2713-20 (liov, 1963

4, Tasaz og increnents to
Such taxes arve redundan
values, Where lond is ripening to a h

the tox base -- ig high relative to ecu
tax yield during ripening is essential
during ths accrual period
in keeping with the Hiladge
sophisticated tax ccononists.
Ta&@& on realized increments ave
"lockca«in" effect. That ig, Thaey a
A variation on increment +
city. scﬁe Westarn water

is the voluntury contractusl nuture,

compact urben emponsion. Com pulsory e

Willicun Vickrey, Jumes ﬁelsou,

es for future growth, and begin with esxc

rationale has heen developed by hydraulic e

districts impose such a charge,
viiich
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and others have developed

years,

generally size its streets and
88 capacity,

should be correspondingly low,

there is a need to apply user charges

& rige

v Method for All tocating Costs of a Water Supply Canal ¥

)i
land value,

t if thers is o basic tax on land

igher use, market

rrent ovdinary income. The extra

ly @ tax en increments g; only collecs

¥e avoldable by non-sale.

the entronce oo for

unforiunately
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foes are q powsd

This neons

sgdnecy

rather than upon "reelizationh by gale, This i
Simons' definition of incomc favered by most
contingent on sale, and suffer fron

with length of line from land

value of the fue «-
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V. Conclusion

Cf the alternatives censidered, I recommend first conzideration to
land value taxes as the financing method most favorable to the succesy of
MNC., If this basic decision be made, of course further detail should he
developed and sub-ulternatives posed, for there arc many options under the
fundamental concept,

If MIC is so securely financed as to try it, unother choice is to use
HXC for comparison of the different tax or lease policies by applying
different ones in different quarters. This could supply the mast valuable
experimental evidence., On the other hand, it would be expensive, Part of
the cost would be intexfarance with other experinents,

Huch of the esperimental cost hag already been borne by many cities
which use land value as o najor local tax base. Sope of these cities ave
Sydiuey, Drisbane, Johannesburg, Nairvebi, Salisbury, and in lesser degroe
Copenhagen, Leaschold with cash rent epplies in Comberra, Boulder City,
and éai:hope, flabumo, It would be much cheaper for MIC to commission
intensive study of this fund of experience than to repsat the experiments
at full cost, Considering that Johamnnesburg and Sydney are the dosinant
econonic centers of their respeotive centinents, it is altogethey vemarkable
after 20 vears of Gevelopmontal cesnomic resegreh that thers is ne full-dress

study of their institutions. in the literature. & survey of some Rast

African expericnce by John Due is attached, (Appendix L¥T). This is hosty

./ &
but gives an idea of what might be dona,

Another kind of fiseal cxperinent could be federal, Federal tasx pelicy

of course haw profound effects on incentives to invest in reul estate. Thare
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seens to be a legal buasis for such'exyériments, in view of current esperi-
nentation with negative incoms taxes,

Finally, there should be some historical perspective on previous
Amzrican Utopius and Kew Jerusclems, The country is strewn with the
wreckoge of abortive cities, whose founders thought they co do things
right by starting fresh, so that idea is neither novel nor especiclly awee
inapiring.‘ Why ¢éid they fail? Mo one should dremm»cf a new city without
learning something of the dashed hopes of Atascadero and Patterson, Colif,,

for example. At leust he could read Cornick on Premature Subdivision, or

even Dickens on New Bden,

I believe such o study would uncover a repetitivs pattern of wnbalaneod
investnent, with public infr&stxuctnre getting ahead'ef matching private
buildings md mupicipal bankruptey the cutcome, The lund value- crasied by
public works wus sivhoned off ard dissipated unproductively,

Conspicuously lacking was on adequate device to harncess the rent
incrégent to functional ends, and to stimulate private building, The

olicies recammended abave are caloeulated to susply such a remedicl devicn,
. e WD :



APPENDIX I

The function of rent is to ration land among competing demands., The
tax authority must take care to announce (in Pigouls sense) taxes in such
G wWay 4as not to impair this function. Rent communicates the economic
signal letting no one belleve that open space is q free good. It constrains
ownexs to economize not just on naturels gift of raw space, important as
that is; but also ca the othar factors that give lund its value. These
are public spending and spilled-over synergism., The first obviously costs
reney. The second may seem Mfree!! like nature; but it is, again like
nature, scarce and must Be scononized,

Indeed, the natural 1imit en land supply makss it the wore important
that rent be charged to ration land, to assure that markingd receive the
maximum benefit from what land thore is. Intensifyine land use is o sub-

stitute for adding to lund supply. When this funetion is chstructed, as

T}

I

by rent control or low-density zoning, the supply will net oo around, 158

neeééd extra land may then be supplied, at enormous secial cost; Ly enteud-
ing urban infrastructures into the country. Charging market rents en
central lands weuld supply it at no socizl cost,

Ely and Wehrwein deseribed rent as the Y"'sorter and arrangert of land
uses; pursuing von Tﬁ&heﬁs model where rent withholds central land from
lower uses in order that they not interfere with hizher ond better ones,
This only begins to tell the rationing function of rent,; however, Rent
not merely sorts commerce from in&ust%y, it is nuch nore subtle., It deters

mines the optimal intensity of each use.

lad by output. It

-~

Intensity is the quotient of non-lond inputs divi
has several dimensions. an obvious ome is height, High rent orduins hign

buildings, Marshall expounded the ratisnalo avtiully. Beginning with a

)
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high building, ho;d floor space constant while you cut the height and

expand horizwntally onto a larger site (all this in the planning stage, of
course), Thus you lower building cost but increase land coet, with constome
output., Optimal height is where the marginal saving of cﬂpi?al from adding
land equuls the price of land,

Another dimension of intensity is, of courss; quality. Rent constrains
people to enjoy their luxury in the fowm of better and lovelier buildings
and plantings instead of wide grounds,

Yet another aspect of intensity is density of ocauzency or use, This
is not fully harmonious gith quality, for there is Up to a point a confiict
bhetween quality and crowding. The conflict is resolved in the market place,
The poor éompeta with the rich for valuable land by doubling wp at higher
density. They compete 80 well that the 100% location in most retail greas
Serves not the carriage trade but the mass market, sharp elbows and «ll,
They‘cempete 80 well that the rich, where they have the power, often dig-
miss the market referee and legislate for low-density zoning, a sort of
compulsory lang consuwsption, This strengthens their consunption dollars
by giving preference to their style of consuning space, It helps then even
nmore as ownerss although it lowers some specific unit values, one would

expect compulsory consunption to valorvize the whole,

lMarshall (Pp. 447-49), hn excellent medern empirical English work
is v, A, stone, "'"Uconomics of Heusing and Urban Revelopnent M Journal of
Roval Stat, society, 1223417.50 (135%). Stone's work is written fron tie
viewpoint of a towm-ihuildes wio holds streats and buildings eaually in higs
purview. A work of high aquality, it be TayT an interesting technocratic
bliud spot. LBeonony of land is conceived Q8 econdmy of stveets and fain
land, There {5 no use of market value, hence no econeny of synergistic
values or travel tine,

o
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sone orxientation before they feel comfortable with that; so let us instead

adopt Marshalll's technique of common sense epplied to rates of substitution

between land wnd capital. Beginning with a short-lived Puilding, hold the
present value of future gexvice flows censtant while you cut the vearly

service flow and expand temporally into a longer-lived bLuilding (all this

in the plaming stage, of course). Thus you lower building cost hut increas

the present valus of ths land-time required, with constont present value of

output. Optinmal planuned life is where the narginal saving of capital from

adding future lund-time squals the present value of that increment of future
Y -

loand-tina,

The highar the future rents, the greater the pressure not to substitute

~

longevity for service flow,

LA
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Aguin; there are conflicts batween the thi ings that hRigh rent stimdates,
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ldings tend to be more durable., Rent promotes height but discour-
ages longevity. Again, the murket resolves the several forces and settles
the conflict. Circumstances determine which force prevails in each case,
fark that the subject was plenned longevity, Another fusction o
rent is to convey up-to-date information about changes in the scrop value
of land, This new information is the husis for ultimutely demolisking a

bullding to salvage the land., The tine to domolich is when the old build-

Y ' -' 5 o,
value of the site. Almost

E'J

ing czases to yield a return on the salvaye
alweys time will have brought some surprises end lecational obsolescence,
and the original plons should be modified,

While the latter point is in the literature (Goifney, "Pronerty Taxes

nd the Frequency of Urban

Asgociation, ppe 272-83), the former is not. The vols of rent in deternin-



ing the planned longevity of copital is virgin intellectual torritory,
Whoever works out the analysis and what it implies for policy will have

- made a signal centribution to @conomics and the public welfare, The mscroe

econonic implications qre challenging, Rent affectz replacement and TUTh-

over of copital, and hence demand for labor, factor proportions, and aven

g¥oss investment and hened notional {ncowe., Thare is a set of challenoes

-~

worthy of anyonets steell
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