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Om't this from thispaper -maybe bringout later, a
refinementof reasoning

( cont.)
But , if we reason this way , the man who can get more from

a piece of land than another is not getting more out of the land ;
he is just applying more labor . However , if he is willing to
evaluate his labor lower , as evinced by willingness to bid more
for the land , then he is not applying more labor , or not enough
more to account for the entire increased yield , and he is getting
more from the land .

Besides that , he is doing "more "_labor , in the sense of more
productive , than he might on any other land .-- an additional
benefit .

These "yields " are thought of in theare thought of in the sense of liquid yields ,
yields in a form that can be turned to account , into money or
immediate satisfactions . Only on this basis can we talk about time
distribution of yields .

The site , now , has an annual yield .

Another possibility is to think of the yield each year as
being both the liquid yield plus any increase in value due to..
fertilizing or growing soil- building crops or refraining from
growing depleting crops , etc. , and the liquefying of it as
simply a choice , then , of the use of the man's capital . --but
distinguishing gross produce of land from net rent yield .

But if we choose this def . of yield , what becomes of meaning
of time distrib . of yie ld ? This perhaps expresses it more accurately ,
for it dispenses with an irrelevant idea that was , in my mind ,
the whole idea , namely the liquidity of the yield .

One cold choose either convention . The ag . situation is a
hard one to begin with , as it combines stock & flow situations .
Take si te alone , first .

It would be awkward to say that , if user took yield in form of
futures -- e.g. by having store closed for renovations that he
had taken the yield and then xformed it into cap . because tha t
is not precisely what he did . He took the yield as capital ,
directly ; or , he forewent the yield entirely , to increase future
yields . If a man labored to produce capital , we would not
say that he was idle , nor yielding less in present so his labor might
yield mare in future . We would say his labor produced capital . So ,
with land under building being renovated , it is not idle , it is being
used to produce capital . Its yield is the value some portion of
the value of the capital produced . -- & this capital must be evaluate
at the mr of the individual owner I guess , tho that may be a
complication . Shifting yields to future is ok for stock resources ,
but for sites , & other flow resources , this is no good , it is per
missible only if understood as a shorthand way of saying that
the site is being used to produce capi tal on the site .

| But exceptions : first , it is not just any old capital , but
capital that can only be used on the site , is integrally associated
with it , hence maybe we can speak of the site's yields shi fted .

| 2d , a site has this characteristic of a stock , that its
vacancy is an exhaustible resource .tiThe idea of yield I am concerned with is that which is in the
mind of the individual who is bidding for the land . All his plans
are a unity in his mind , of course , but they must be broken down
into the land component when he is bidding for the land . He will
not consider the "yield " of the first year , spent renovating , as
a yield , for discounting purposes . He hasn't even the choice of
using it liquidly . It , itself , will only be evaluated as the
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discount ed value of its future yields . So , by calling it the
yield , we should only be adding an unnecessary step to process .
For some conceptual purposes the step is a handy one , & it is
good to know it could be done .

So that settles that . Yields are liquid yields . Inciden tally ,
this could include possible resale values at any time .

The reason for trying to do it the other way was to distinguish
capital formation decisions from land use decisions . So that differente
use time distribut ions would show up to be me rely differences in
use of capit al , not of land . & , to be sure , the time distribution
of use is largely that . But the person who can use capital in
conjunction with land to the best advantage is certainly thebestuser . He who can afford not to discount future yields of
his capital so much should certainly be encouraged . But he who
must discount future basic rent yields should not be discouraged .
The basic rent should not be discounted at all , is what I am
getting at . And I hoped to distinguish the basic rent from the
other yields by distinguishing capital from land very much. I
hope this can still be done .

+
▼

SAN

If the basic rent is to be publicly collected , then the
individual bidder is still left the choice of his time distribution ,
and his individual -mr will evaluate the future . But it will -----
affect only the allocation of capital , not of sites . The line at
which he gets no net annual return from the land will now be drawn ,
instead of far below the wave represent ing his annual gross ,close below it ; or , if the wave represents his annual yield___From
the land , right thru it , now over and now under .

1

-

The idea of a basic annual yield , regardless of time distributionof use , is useful to justify the annual tax or rent .

| · |

The basic rent idea now is the sum of the yields over the useperiod divided by the number of years . This is the highest thata user would bid ..

4

A

:( in practice , I favor_ leaving an private equity in land ,which govt would sell for defin te periods . Thus leaving-local people something to protect & improve ; & assuring no onewas overtaxed , could always sell out if in trouble ; etc )
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Pisterman

anyway

Development of Moughts on
land allocation.

It is now definitely clear that the increment to
capital value is not something distinct from the
infinite series of yields . After say a 10 yr .
preliminary period before a higher yield series
comes in , the annual increment is simply the
value of tho se yields expressed in another form .
One cannot have both . Consider a bond which pays
nothing for 10 yrs and then pays int . & principal
off completely in 10 yrs . At the biginning of the
paying decade it will have a value based on that
10 yr . series of yields . 10 years before that itwill have another value , which is the value of those
yields discounted 10 years further back , which isthe same as the value of the bond at the start of
payments discounted 10 yearsback . Only insofar as
there may be a difference to individuals between
the market value of the bond and their own evaluation
of the yields are these two not identical . In practice ,the individual will choose whichever is higher of

not distinct from a
oseries.)

course .
This does not keep us from showing a distortion

in land allocation . Suppose two men bidding to use
a site for 25 years . Each can get same yields , eachhas same internal mr for 25 yrs . Then after that
each would plan to sell land , same resale price.
or , alter nately , plans to continue using it ; and after
25 yrs the ir int emal mrs differ . Emrhasize that
whichever holds it , he will sell it for same priceafter 25 yrs .-- so this should have no influence on
present allocation . Yet the one wi th lower 25 yr mrwill get theland , even tho his yields may be some whatlower . This is a distortion . This is dependent on the
assumption that the highest use for e ach after 25
years is to sell to a third party , for that takes it
out of the realm of their own two inter nal mrs . of
course a case could be dreamed up where sale to a third
party was not essential . Suppose our old two men , one
with 4% one wi th 5% mrs , and 5 & 4 yields respectively .If these two yields continued to infinity , and cost ofcap . xfer continued to exceed 1 % , this would not
justify capital mkt subsidies . But suppose yields are
5 & 3 respectively for 25 yrs , then the 3 rises to
4/1/2 well , this is hardly conceivable , for during
the first 25 yrs the 3 yielder would lend to the 5 yielder.
? No , not at all , for then he would not have the land
to get his 4 % --but he could buy it , at same price .
And that is crux . It is anticipation that it
be more expensive in future . So try another case : after
25 yrs , both will have increased yields , say each
could get 10. It is this which the low mr man will
value higher in the present , just as he will value
a bond that doesn't start paying for 10 years higherthan the low mr man



Goodexposition

Here is a case that seems to meet the issue pretty
well abstracted : suppose two series of yields from same
land that run on at 4 & 5 to infinity . Suppose usual
4 & 5% mrs . Suppose after 10 years we stop & say
"let us take the capitalized value here and compute
its present value rather than go on to infinity
capital value is 100 in either case . Now if we ran
the series on at 4 & 5 , the pre sent values would be
identical . Yet when we stop & capitalize , the pre sent
values differ , for 100 % ten years hence is worth more to
the 4%er than the other .

>

This seems logical . Ift follows that , taking anyarbitrary time point in two su ch yield series , the
present value of everything after it is higher tothe one with the lower mr . Yet we know that
the present value of the two series is equal
must be so , else it would not be equal ten years
hence , as assumed . It follows therefore that everything
before this arbitrary point is worth more to the one with
the higher mr , by the amount of the difference . Let ustest that .21

At 5% , 5 next year is worth wh at this year ? The sum
which at compound interest will grow to 5 next year ,
P sub 5 .

Ps + 5 % Ps ; Ps =

P4 + 4 % P4 = 4 ;

5
1.05

=

> the
4

5

1.04

1.04

Or this could come direct from formula for

evaluating future yields,yields, Pn = yn

P4 =

5
1.05

worth more to the

The

(1+i)"

this

Now as the years go by, each will beyear
the 5your until finally a year

comes when the two yields = , then subsequent
years are worth more to 490er.

What for this to be ?must n
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(1+,05)" = (1.04)"

know theyearSolve for n. & you
This is quite a crucialyear I think.

Now I

of
equality

must review in the life of this.



The general drift of my thought is now/clear , anyway , and I
can continue with the paper for Weeks w/6 nec . perfecting this
aspect . Land allocation is imperfect , due to its having to be
treated as a capital instrument . This distortion may be very
simply expressed in terms of simpleinterest and constant yields ,
or more realistic allý in terms of discounting futures , variable
mrs , etc. When the latter used , and/or the increment concept ,
further distortions become ev ident , which may or may not be subsumed
in the simple distortion of productivity , I haven't decided yet .
I must e it her decide , or change my pre sent out lire before
proceeding .

1

ar

Before saying what is the excess speculative distortion , I must
decide what is the basic distortion . It is that two different
series of yields not nec . constant , or one always larger than
the other evaluated at different mrs . How wou d I have
it ? With lvt , you wouldn't have bidding for the highest yielder
for each year , but for some short time period , let us say the
time period of one uninterrupted use . True , then , the slight
amount of rent he would collect personally would also have to
be discounted at his own mr . But the amount would be negligible
and , especially , there wo ld be no appreciable resale value .
My crude concept of the basic distortion then still seems to
hold ; and the idea of the increment as the additional distortion
has yet to topple .tot

car . mkt .Inflation is a mighty cause of imperfections in cap .in
Loans must be made in money usually .

Costs of lunding

1

The life of a loan is another good period for evaluation .

The se top costs of lending that I crudely pictured as 1% a
year cannot really be pictured that way . They are cost of
investigating , administering , and risk of loss , and/or cost of
forcing repayment in courts etc. The only way to consider the se
costs in practice is to discount them , as anticipated , to the
present , at the mr of the lender . Then we have on the one hand
the anticipated yields of the loan minus the costs anticipated ,
vs. the anticipated yields from using m yourself , as dis counted to
present .

N
The largest element in cost of le nding may be risk of loss .

This does not come until the final year , the year of rerayment
unless re payment is to be gradual . It is so me thing that the
lender with his low mr attaches more weight to than other might
attach to risk of gain , e.g. , thru non- payment or inflatior .

? ~N Risk of loss , incidentally , is an individual , but not a social
loss or cost . Signif i can t?

? /wc
If society could discount this risk of loss at a higher mr ,

would it pay to have socially run cap . mkts ?
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May the loss of yields , with land , ever exceed thecost of transferring capital , due to infinite life ,increments , or resale value whi chever you please. ?This seems the basic question now .
(how to measure cost of transferring cap ? In pre sent ?At what mr ? )
Suppose for 10 years a difference of two weries ofyields , then they are equalized , or a resale value isthe same . Should thethe cost of trans ferring capital beconsidered to stop after 10 years , or continue on ?Perhaps it depends.

N

W

We cannot figur e \on a yearly basis , but must discountto the present . We discount transfer of cap . costs at mr.of lender , and calculations are made in terms of hisconsiderations .
Suppose he figures in 10 years he can get 40 from

a capital instrument , I me an he can get an amount whichis worth 40 today to him at his mr . A borrower with ahigher mr could get an amount worth 50 today , and would
pay that for the money not 50 today , but instalmentsof that value to the borrower . Such instalments would not
be worth 50 today to the borrower , but even so he would
go ahead and pay 50 for the capital if he had to and if
he could get a loan , for he could pay off the lender .So ?

So it is a matter of what is of advantage to lender .
And if costs of transfer are ever smaller than the
loss from not having capital instrument in hands ofbest user , highest rate getter , he will make loan . So?

With any series of yields , there is always a distortionof allocation for some years , because the allocation isI made on the basis of all the years . Our man A , with high
mr and high yields , should get the land in those earlyyears if possible , the later yields being kept for B.
The system of tenan try and le asing is an approximationto this end .

SuppØBEXIt remains for me to prove that the loss frommisallocation of land ever exceeds the cost of capitaltransfer that would correct it . I'm beginning to thinkit never does . ; that if it ever did , the capital would betransferred .

It can of course be easily shown that there is nosocial usefulness in letting later yields influence earlierallocation of land ; and it can be shown of course that ifland has a capital value they will influence it .
A distinction is necessary between later yields that arexaxsis te dependent on the pre sent use owner ship , and thosethat are indepe ndent of it . If they will come anyway , thenthey should not influence pre sent allocation ; if the y

depend on the present use , of course they should beconsidered . Now , with exceptions , the yields from land
of individuals that depend on their individual owner ship
& control do not extend but say 20 years . Yields anticipated
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after this are general things ; anyone could get them ,
the only requisite is landownership . This is why I made
in my mind such a distinction all the time between
resale values and personal future use values . The resale
gives us a definite point in time when the future yields
become general rather than personal ,rather than personal , and do not depend on
the ind iv idual owners . Where land is not to be trans ferred ,
the merging is gradual and/or indeterminate , but it certainly.will occur

This is why , under a system of lvt , we must not give
the land to the highest bid der for every year , but the
highest bi dder for some period representing the best use .Its allocation will then be like capital . This will be a
hell of a complex problem

Capital markets being imperfect , this vague future
value of land is bid for , and the one with the lowest
mr today gets it . Does this cause a distortion of land
allocation greater than the cost of transferring capit al ?
The difference of yields between A & B in the use per iodis a distortion of a location , and the value of the
difference cannot exceed the cost of transferring capital
between them from the mr of the lender . I should not say
the difference of yields cannot exceed the cost of transfer ,
but the difference of yields ant ici pated , when reduced to
present values at each mr , cannot exceed the cost of transfer
reduced to pre sent values at lender's mr . ( there will be
many cases where the period of use may be just a year or
less . In such cases there is no justification for any thing
but annual bidding ) The difference of yields may be ten ,
but when reduced to present values at the different mrsit will be less .-- say forsay for a 10 yr . på . ( Costs of transfer
may be considered as an annual thing , conveniently , and
made commen surate with yield or interest ; or they may be
thought of more directly as they really are , irregular
costs and final risk of repayre nt , and the se may be discount ed
to the present or considered in to to . If latter , they will
be compared with the pre sent value of the two series of
yields , subtracted from the series to be obtained by lend ing
to A , and the net pre sent value of such operation to B thus
computed . ) Now the question may be faced in two ways :
1 , when costs of transfer to B discounted to present exceed
the present difference of the values of the two yield series ,
and hence B fails to lend to A but buys the land himself ,
does the social cost of trans fer always exceed the loss of
produc tion due to misallocation ; 2 , when the transfer cost s
per annum exceed the per annum dif ference in the two yield
series , same question . ( a vaguer formulation , really )

1. A can get yields from the land of 5 for 10 years ,
the n resell for 100. B can get 4 for 10 years , the nresell for 100. A wants to borrow $100 . from B at 5%

and buy the land . B's internal mr is 4% . A series of 5
at 5% is worth more in the present than a series of 4
at 4% for any period shorter than infinity ,than infinity , so , so far as
yields are concerned , A can outbid B for the land's yields
for 10 years . -- he would not bid $100 . , but some thing like

1
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$40 . , for the 10 years of yields . No te that this has
nothing to do with increments to land value . The landis not changing in value , the anticipated yields are
steady . B would bid something like $ 35 . for the 10 yearsof yields . If trans fer costs are lessare less than $5 . , he will
make the loan ? No , we must figure what 5% would be worth
to B , not to A , for 10 years , and subtract transfer costs
from that . 5 for 10 years at 4% would be worth about
say 43. If trans fer costs were less than $8 . , B wouldlend at 5% . A would borrow at 5% so long as the purchase
price did not get bid up so high that he did not ma ke5%. (would there be a double good effect from subsidizingcapital mkts , in that funds would be both drawn from
competitive bidding for land , and into loans? )

But now consider the effect of that $ 100 . resale
value , or that infinite series of yields at 45 ,
whichever you please . These me an that B would bid
$100 . for the land , instead of $35 . A would bid
$100 . instead of $40 . The value to B of the series of
yields he would get by lending to A - depends on
assumptions . How long is this loan to last ? If it is
to help A bid for the infinite yields , keer his mr to5% , it must last for ever , and transfer costs wou'd
probably rise with time , faster than time . If it is tohelp him bid for the resale value in 10 years , perhapsit ne ed only last 10 years ? No , for if at the end of 10
years his mr was going to rise again , the 100 he wouldhave then no , it would be ok . ? ( remember that we
are here determining the maximum that people would bid .
Whenever the y can buy land for less than that maximum ,is not that an incentive to buy it for speculativemotive ?? Brodez ) Let us assume that B would lend to A
for 10 years , then would get back his principle of 100$ .This series of hields would be worth to B more than
what he could get from owning land himself , and he would
make the loan provided the difference of the two seriesexceeded the cost of transfer . But we now have a much
larger sum to transfer , which would increase costs oftransfer , over what would have to be transferred , and
cos ts the reof , if only 10 years yields were involved .
The difference of yields in the two series is , however ,
no greater than before , for we have simply added $100 .at the end of each of them .them . So here is the only pointI have thus far definitely established , and it comes as
a bit of a surprise : transfer costs will be higher , thiscauses a distortion greater than the cost of transfer of
the capital nec . to allocate the "foreseeable " yields
tho not greater than transfer costs in toto .

1 In other words , B might get 4 for ten yrs . from owningthe land and then sell it for 100 dollars ; or he might
from A 5 for 10 years minus transfer costs and atget

the end of 10 years , $100 . minus transfer costs . The transfer costs on the 100 would make the difference .
(When I get all thru , I can make a list of the distort

| ions in order of infamy : one with lower mr makes a bid that
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reflects his more generous use of capital ; reflects his lower
mr on the useful years ; reflects lower mr on later years ;
reflects xfer costs on later years of course this must be
organized from each of several viewpoint s , or bases of
comparison , above may not be commensurable and /or mutually
exclusive . )

Now from the view of alternative means of investing B's
capital , we have found now two distortion : the influence of
resale value ; ( even before that , was influence on early years ,
but that is smaller ) ; and transfer costs on resale value .

The distortion of allocation is greater than the cost of
transferring the capital necessary to cause the allocation
to be as it is - i.e. necessary to allocate those yields
which are de termined by the present purchase .

The thought that has finally enabled me to resolve this
problem is that a couple of pages back , that the yields thru
infinite time are independent of the present allocation ,
and they , now represented by the $100 . in 10 years , can
now be considered irrelevant to allocation .

iNext problem : is the distortion from increased
tablyAl cost some thing independent of the distortion from
transfer

generax the necessity of buying those infinite yields at
the same time as one is buying the yields he will be concerne d
with himself .



! 801 - v. p.803 Imputation: Netrent,(ETC.) can beder.
Opp. Cost cambe tensibly interpreted.

How det net return to land , when capital is applied to it ?
With labor , problem solved by evaluating labor as it
evaluates itself by marginal uses .

Cost of the capital each yr is the individual mr of
the one with the cap . How is that found ? Again , at the
margins . Complication is that in future years he
may antic diff mrs from todays¹ . But that doesn't affect
today's yields . Today , for right now , we can set a
value for capital , a yield .

Shall we figure it ante o r post , for the year ?if
If a free mkt situation , rent is what he pays for land ,

if he rents it . Anything he makes above this , his net , is
due to his personal qualities , is wages of mgmt . If he
gets low rent thru political means , then they make him
part landowner , that is another matter . But if he achieves
same low rent thru charming the owner , those are wages .

But problem is one who owns land & improvements .
If he gets more than expects , from the combo , is it higher
yields on cap , or higher rent for the land? That depends
of course on causes depends on whether the cause of
the higher yield was in fact due to his clever use of cap ,
or due to factors outside his control which affected the
land rent . (Of course , occasionally factors outside his
control may affect cap returns , & he may influence land rent .
But these are exceptions . & anyway , distionction of what is
rent & what cap yields still holds : did the change , the
unforeseen circumstance , affect him because of his location?

or because of his special capital ?

A simple way of expressing matter , w/o getting tangled
in imputation comple ties is just , "What would they pay
for the year's use of the land , rental basis ? " Mgr wd give
5/yr , Investor wd give 42 4/yr , thus set up example . Say this ,

instead of " they get these net yields " , for this also
reduces likelihood of confusion into which Weeks , Krutilla
& HGBrown fall , that the yields are a % of something antecedent .

This makes it strictly ex ante : what the prospective
user thinks it will be worth to him to have the use of that
land for that year . He solves the problem of imputation ,
do not try to do it for him . We are not so presumptuous .
We have our ideas about how it should be done ; but he may
have others .

we

The capital he has on land will last more than a year .
But that is no problem . It depreciates in use - subtract
that of course as capital expended that year . Deprec & obsol
escence both , & obsolescence may be terrific if he discovers

We areerrors in fixed cap gambles . - but that is ex post .
now thinking ex ante errors of prediction we do not
figure a bad social problem , for 1 yr in future , so we
accept this ex ante imputation as so ially ok to go by .
He figures what he could have gotten from the ave of the

This is an opp cost but incap he had tied up that yr .
a more refined sense than that crude opp cost which is the
wages a mgr is offered elsewhere , e.g. anyway , the mgr , the



!

802

risk taker , he is the residual imputee , for him we figure no
o.c. , his value is what he makes right here . Land rent is
not land's oc , but rather what he is willing to pay for the
land . He may be willing to pay more than anyone else ,
because it fits his individual needs .
less than he would be willing to pay , then he has succeeded
in getting some of the rent , by bgng -- & because it is he
who created the rent , that gives him his bgng power ,
is not a bad thing , for allocation or justice .

If he gets it for

so it

Imputing to individual things , human or cap or land ,
cannot use oc freely . But with cap in general , can , as it
is fungible before being committed .

Even if we figure imputation out the long way , it comes.
to same as what the individual would be willing to pay for
the land , for that year . For what he is willing to paydepends
on his evaluation of himself . If he values self very highly ,
as shown by his not working out to a very low margin e.g.
Caucasians vs Japs on farms he then figures a high wage
for himself , i.e. is not willing to work for less probly
because of oc , but we don't know just why tho , certes ,
we know oc ix in all alternatives , including liesure etc ,
is same as the margin at which he quits work , so it comes to
same . interpreting oc costs that way , & not as what he
cod make mgg someone else's enterprise .

One might object , different parts of his labor will

& we can

be differently productive : the inner part , where he decides
how to use the land , will be much more productive than the
outer part , mgnl work . True : but the same istrue of the
inframarginal contributions of the land , too .
just impute by evaluating at mgn . Equimgnly , farmer gives
as much effort to deciding how to use the land as he figures
it is worth his labor per hr there is no more valuable
than it is per hr in mgnl work , if hehas correctly allocated
his time .-- which also takes labor , which is worth something ,
so there will be a small margin of poorly allocated time
which is ec because is more expensive to allocate it than
will be saved more expensive in farmer's personal eval
uation of the relative effort involved , which maydiffer from

Thus the farmer'san accountants , but is the relevant one .
mgmt decisions , while when taken as a whole yield him more
per hr than his mgnl labor's worth , still his efforts in
mgmt at the mgn should yield the same as other mgnl efforts .

In a few hours of
& so all his mgmt labor is worth that .

the intramgnl work he makes decisions worth much more M

than his mgnl ones . Why , then , asks the unfriendly critic ,
doesn't he spend all his time making very lucrative mgmt
decisions ? Because the opps aren't there he has just
one farm , just so many high-paying decisions to make .
he can't hire out as farm consultant because it takes
knowledge of the particular farm to make thedecisions for
it , etc.

&

--

x8xx The opp being there , is just to say that his
Essence of mgnllabor is mixed with much intrmgnl land .

thy of imputation .
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It means nothing to say who is the residual imputee .
For residual imputation is same as marg . productivity , as
Stigler showed . Residual imputation differs institutionally ,
not theoretically . Institutionally & theoretically
the one who supplies working capital , the investor , is
residually rewarded . i.e. the value of his mgnt of his
funds , which means the resources he hires with his funds ,
is finally settled when the stuff is sold . But it is only
his value that is determined then . The value of the resources
he hires is previously determined , when he buys them , for he
is their mkt , & their value is not det by his subsequent (or simul)
errors , any more than his value is affected by errors of
those who huy his produce ,produce , which may be a factor to someone
else . In the case of land , then , its value truly is what

The thinks it is worth , what he is willing to pay for it ,in advance of producing on it . & same with labor , & borrowed
capital . Here is the right attitude , the key . There is no
ex post disillusionment , no discovery that the land is
"really " worth less for the year than he thought it would
when he contracted for it . Value is in the mind of the
buyer . When he bought it , he thought it was worth that .
His judgement was wrong .-- the error is his , the ec .
waste is due to him , not the land . Let us not be too
rigid in this -- once he discovers his error , he is a
better mgr for next yr , & is bound by a year's contract
to an error he wdn't rept . But as far as society is
concerned , he is the best user , he gets most rent from
land , even if by virtue of getting no wages for his own
work . after all , acctg low wages for one's work is one
very important way of getting more rent from land .

As to his other capital , he will def . figure some %
yield from it , & so is no question of bla ing losses on.it ,
saying he got low yields from his cap . The cap he must have
to bear the losses ; but the losses are due to the mgmt , not
the cap . It was perfectly good cap , & paid for it with
whatever lender charged , or , if his , whatever mgn he is at ,
his personal i.r. It was the mgmt that was rotten , & deserves
all the blame .-- & credit , if successful . The mgnl yields on
the cap were low because not combined with good mgmt , to be
sure so the yields on the cap are also discovered , residually ,
& may be det.ed in retrospect by seeing what happened at mgns .
Cd refine this further . But for now,

content that rent is what renter thinks it is worth ,

ante , what he is willing to pay .
Some things that make him willing to pay more :

accts lower wages per unit of accomplishment which
ix subsumes "having superior mgmt ability " , for what is
important is superior ability relative to price charged .

Being resident , having no functionless problems with tenant
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If mgr errs , his judgement work evidently was worth 0 ,
if bad enough . How reconcile with his not working down
to 0 mgn in other cases ? Various ways . Judgement not
worth 0 , even if turned out that way . For he judged
risks . Just because it turned out that way this time
doesn't mean it always will . His work was worth what
it probably would be on the ave . , not just this time .

Also , the error was probly intramgnl , mgn polishing
of judgement probly cut losses .

Also , having discovered error , isn't going to assume
all his work is worthless , just because some of it turned
out to be .

etc



low
Basic ideas, showing that this ma

that we exist w/o him.
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•NOTnew.for land to have cap.value! So let itgo at

moralor utilitarian claim to

Argument here is mainly tameas
that save this for critics, ifany bring thisup.

Market values , expressed in money , are what make desires
of different qualities , & by different persons , commensurable .
To be sure , different people can bid differently , but this is
to compensate for their rednering more service to society .

Discount rates are to make values anticipated at different
dates in the future commensurable with each other , & with
present values . When the timing of the future yields is
to be affected by the actions of the individual investor , then
it makes sense to let him calculate according to his individual
discount rate . Within his little economy , that is the
relevant rate , and values of different times should be made.
commensurable at that rate , so that he will distribute those
values xxxx in time according to his own rate . But where
his actions do not influence the distribution , or existence ,
of the yields ; where he just bids for a yield that exists anyway ;
then the distortion is unnecessary, &whyputupwith it?

Or

This is agood approach. Unequalp.p. is justified as rewardig extra

production. But analysis all in termsof immediate goods. Iffuture

are considered, is assumed all have same mr.

ones

Differen
land, not sugerit. Any reason

mr. cause highestbidder for immediate satisfection,fromresidentical

ger even just thefuture

for this? Anyreason whyIshdger even just

yield alone, ifitwere alone.

create thefurureyield, it wd exist anyway.

2. But it destroys someof thefuture yield,by deprivingPofopp.
1. Is not new to all

Poor can lower mr & thus
3. It does give extra impetus to cap.fmen, as

acquire landby servinghimself, whereas ifhe couldget the land anyway,
might not. Butofcourse ingeneral landspee is anti-cap-fmen.

wd &

ones? In justice to allocate

ones, P wolget thempresent,
Ifpresent yieldwere separable fromfurure

that wd. accordwith ideal allocation. Au is, is then anyreason whyR shelget

future rutility? None in utility : they exist despior w/o him, he is just

biddingfor ownership ofyields that exist anyway. Justice is also utility, for

all resources, muss compensate people for productive sacrifice. Does tothis reward

saving more? It obviously revands labor less by taking landfrom fullure. It rewards

only if itA. .̂ Pour it -A₁.1. & -Asav. anyway.saving more

To perfect allocation, mgal reward std just= mgulsocial cost. Isnot enough

"for A sacrifice: Shoger justthat that am't more
shd some moreyou jutger

whichyou soproduce, so at mgn mp=mc. 'That am't' can be measured in present values.
& whacher fürure loud guldscise.To presentare included among the things that ccmbe boughtmakes



Su Haen
The

Formularing

Subject:

Def:
Hypotheres

fand,Rent

Spec.
ofSpee.

abuse: Allocaron

Allocation.

1.e. offact that landhasacap value, 1.0. offoot it is sold, insendofleased.
Building complex)

Ee thy (Dint

b.

Dynamies

Ass

e.

d. Conservation

to more

(Highestnetinc. is best allocation. w/o this,missfallempl. So studyof

Inperfect comp.

is

Distribution

Mupy trend (absente lemndlords) (alludefundto city mapy too)
&distoresgovt.recognition

LS causespompy; causesfort, res ofexercidanofits.restraints;
Excess suvaw. Baral&bbiban

StockResources (Sev. Taxends int. drive)

Was to by tenants

Exteneled Benefits.

".R .....s.drawsfrom investing

Cap Fmen
Excess Subdivision,RuralCurban, LandSettlement. P.W.

Cycles (8M supply).
Developmentof Underden.
Employment thy. Allor.nec fondascomplement.

'Function' of Landownership.

&found Spee. I.Hirteary

Mapy

macro-se. Unemp

justbeing excame
case ofmisallor,
as idlelandisof

spec. ingeneral.

fand Spec.& Local Govt.
Local Govt. as an agencyoflandspeculators

Restrictive Elementsin localgove : expressedchru Taxzoningplanning,& tosome
degree inall localfrs : Policing

Commons Licensing, etc.
Divisiveness



An abuseofspec:
unclue emphasison cash

If rename had more pp...wal
for home.

crops.

more
& conserve more.

grow

I



Gaffney's manuscript reached me today . entretonstantly
It does not seem to me that the argument is very illuminating .
In fact , I think it leaves out completely such important influencesas to make its conclusions of little value and perhaps merely con
fufing .

It leaves out a significant point in re imputation . Thus , he writes
of a poor man who "gets higher yields " than " Mr. Rich , from a piece
of land . The context seems to indicate that this is a yield of the
land . He nowhere seems to raise the question whether this extra
yield might not be managerial wages to Mr. Poor . On the theory of
imputation , a man's wages tend to be the difference between what
the product would be with him alive and working or dead ! Five or
more men may be bidders to hire a piece of land from an owner .
The one who gets the use of it may know so well how to use it and/or
so ill how to use other land , that he would - IF necessary offer
more than he actually MUST to keep the next most eager user from
outbidding him . The MOREthat he can make is NOT land rent . If it g
is an extra yield that others would not get it cannot be imputed
to the LAND . If this one user were to die , that extra yield would
disappear . It is part of what is imputable to HIM and constitutes
wages , - extra wages , if you like , above what he could earn if he
knew less well how best to use this land . This is no place to go
at length into the problem of imputation . I am merely saying that
the manuscript appears to me to have been worked out with no appre
ciation that there is any such problem .

It seems to assume that "Mr. Poor" cannot USE the piece of land un
less he BUYS it . Why can he not , perhaps , HIRE it from " Mr. Rich ? "
Or , if he really is extra efficient , why will not Mr. Rich compete
with others to HIRE Mr. Poor as a manager of the land , thus giving
Mr. Poor a wage income based on his productivity ? Why would not
this be to Mr. R's advantage ? IF Mr. R does not desire EITHER to
make the necessary capital improvements OR by long lease or other
wise make it possible for anyone else to do so , that is a DIFFERENT
question not considered by Mr. Gaffney .

It approaches the problem of what Mr. R. and Mr. P. would be willing
to pay as a price for the land , on the assumption that each has a
discount rate based on some condition of comparative NEED , seem
ingly a pure TIME-PREFERENCE concept . Mr. R. would pay a price based
on a LOW discount or capitalization " rate because he CAN AFFORD
to WAIT . This omits completely and I fear many other economists
do the same - all reference to Mr. R's alternative of investing in
the construction of capital having a rate of PRODUCTIVITY . If capital in the community has , in general , a marginal productivity of
(say ) 6 per cent , Mr. R will invest in the construction of such
capital RATHER than purchase LAND at a price so high as to give him
any lower per cent . ( His time-preference rate will also come up to
this same per cent , whatever it would otherwise have been . ) My guess
is that scarcely one in a hundred - if anything like that many
contemporary economists see these relations with any clearness atall and the author is hardly blameworthy for not understanding

.
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what has probably never been presented to him by colleagues or
teachers . BUT to ignore it makes the entire argument unrealisticif not even nonsensical . Time preference and the willingness to
wait ( same idea ) are not without importance . But to ignore the
existence of the ALTERNATIVE of constructing capital , when one is
asking how much a rich man will pay for a piece of a land OR
to ignore the alternative of lending seems almost like writing
Hamlet without Hamlet .

Occasionally some sentence occurs that gives one a queer reaction .
For instance : " Let the rich bid up securities , no harm is done .
Allocating resources is another matter . " The the author objects
to Mr. Rich bidding up the price of land . Well , buying securities
MAY be buying both land and capital , and , I'd guess , USUALLY is .
Then if bidding up LAND is objectionable , how can it be harmless
to bid up securities if and when purchase of securities IS , in
part , the purchase of land ( in the form of corporate shares of
land ownership ) ?

In referring to the possibility that vacant laks "maybe economical
provision for expansion" it could do no harm to mention , at least ,
that any advantage from holding them which may impinge on the mind
of the speculator , should be balanced against the social loss from
the longer distances that people must walk or ride , that goods
must travel in being delivered to customers , & c . and that unless
such loss is somehow made to impinge on the same mind that senses
the possible gain , there is a considerable tendency toward waste .
But this may be a bit vague . Most of the other points seem to me
highly important .

I think I see , in genÃgal , what use the author means to make of
his graphs . It certainly doeshot seem clear what is meant by the
graph at the top of page 11. Is Mr. Gaffney seeking to picture the
valuation by R. and by P. as being a valuation of the entire piece
of land with all expected future yields or just the present value
of the yield in some future year such as the fiftieth? The graph
looks as if it were intended to picture the value over at the
right though it is a PRESENT value and time runs to the right !
Also , the value is put on the same graph as the PER CENT expected
yields ( per cent of WHICH value ? ) and it's pretty hard to get
just what they are intended to show . Maybe I'm just not quick
or sharp enough but I can't help thinking the author has some
obligation to make his meaning clear to the general reader of such
a periodical as this one . I fallater of confu

stuually bright student will be -and His

3

me is such

At the end of my paragraph 3 above , I should have commented thatit is NOT true that Mr. Poor has to have the purchase price from
his own savings . In view of the tremendous number of purchases
consummated through borrowing or through acceptance - by the seller
even of a mortgage , the supposition that Mr. P. must offer a
lower price BECAUSE he lacks capital and so has a high discount
rate is extremely unrealistic and could lead to a ridiculously
wrong result . Mr. Poor can often BORROW from some OTHER Mr. Rich
and , if he has a bit of a margin to put up , may borrow at a lower
interest rate than the first Mr. R. expects from the land.

much of coll 2
-ruined intellectuallyfor life. It is not a pleasant fact thethink about.

Such humour et
is 'dAmer



This not meam

Land is misallocated in our economy . We concede

ownership to the highest bidder on the plausible
wellbe

presumption that he is the the highest user , but

experience casts doubt on th is presumption . Some
speculators
iandowners hold land absolutely unused , and this
obvious misuse seems to be only an extreme index

manifestation of a more general distortion . Most

land offers a long , uncertain series of future yields ,

so most landowners are perforce land speculator s .
ec .

The same/ forces that make some owners hold land
can be shown to make

completely idle/imaemost owners hold land partly
idle , i.e. unde rused . This study aims to define and

explain underused' land .

On wh at basis can one say that the highest bi dder
is not the highest us ar ? Has one ally htto sugrastmingOne must search his own soot before { ng momkerprogommenttthe highest hidder is not che highest user ? One must

Tooin condemning marke i allocation . Many critics
a system simplytorecognizing feat tastes other thantoe freely condemn al hets for failing to honor their om .

CHT subjective valuse Should we , too , not admit that
While tenantry , absenteeism and other evils of fend ourto the wht, that indispensathe social arbiter
private judgement ideals , thexxare we should accept the

which reconciles out various opomens & desires, has decreed they should exist. Doesanti -TA ?get the ILICAL

they? Not necessarily .
arethebest allocation ofthe afere

oriticism is based on more objective star aras than that .
standards by which to criticize such landuse.
While accepting ultimate market judgemen ts , I contend that
the land mkt for failing to comply with thoseultimate judgements .

The markets for consumable goods may be the ultimatitimate cour tà
where in our various ideas of what is valuable are reconciled ,

but the land market is only a lower court which aim to-A

ho

•fulluse, &

utiana224

The presentThere are objective
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contradict the
who se decisions are revocable where they clash with the

one.
higher cunts . I do not propose to substitute my

personal judgements for market judgement s ; but to
I do not condemn the marke i for because market values

differ from my private value o; but because the land

thwarto production of ultimate mkt values .
therto show that the land er allocation at present obssovelsin obstreets

a maximm production of market values.

mo nket

At first glance , it appears possible to pro ve land

mi sal location from the empirical evidence alone . The

facts are overwhelming . Wherever our economy has pe netrated ,

land speculators have a companied or pre ceded it , cond

-their activi ties been chronicled by Many hist rians : have Mremsted
their activities."

-- toSo the western ima mogao, herm sizothy dalagun biz
Land spree. hasbeen the invariably in &often risied w . im. projects,ensrupted

Abundant evidence of this is found , among other places , inz.g.
the following works : R.P. Teele , Ec . of Land Reclamation ,
1927 A.W. Shaw Co, Chicago, 1927 esp . pp . 185-7 ; p . 194 ;
p . 99-100

HD 1671
UST4

LandPreet. Pohores in U.S., Wash, CPO,

P. 217

R.P. Teele , USDA Dept. Bul . 1257 , 1924 , p . 33 1924 .
Thomas , George , The Development of Insti tu tions Under
Irrigation , N.Y. , Macmillan , 1920 .
Mead , Elwood , Rept . of Investigations of Land Sett lement &Irrigation Development in America , 1914 , Rept . to Minister of
Water Supply , Melbourne, Gort Printer, 1914

-Mead , Irrig . Institutions , 1903, N , MantanP. 21
Grunsky , C.E.
p . 8 , p . 11

Irrig . Ent . in U.S. 1915, Sam from

Hutchins , Wells , IDs , USDA Tech Bul . 254 , 1931. Wash, GPO.
p . 10

Coman , Katherine , Some Unsett led Problems of Irrigation ,
AER , Mar. , 1911 , pp . 1-3119 p . 10 , p . 18. Vol.I, Nost
Hedges , 6. Building the Canadian West , WY, Maumilan, 1939

p . 154 , p . 191 , p . 218 , p . 224 , p . 230 , p . 232 ,
p . 249 ,, p . 262 , p . 346 et seq . , p . 389 1 More general pridaner isin thetGates , Paul W. , " The Homes te ad Law in an Incongruous Land



Evidence likex thixx as cle arcut as this , however ,

generally limited to economic frontiers , areas into which

higher uses are expanding . It only shows that much front ier
not that all la nd use is distorted .

land is temporarily mis allocated , One may infer that the .

systemwhich fails at the fringe is al so wanting at the

but one has not pro ved it . To be sure , the fringe it self
is appreciable . Frontier land economics are today re- enacted

ofLA, Rreg.Pl. Dist., p . 68-71. About 40 % ofavailable robam lossp

.

68-11-2
CryothA₂CryotLA, LA,1941

at urban fringes ,

equal that of Pa .

whizk za onprixx an area est . in the U.S. to
Ante(ftnte- on L.A.) , erg; MasterPlanofhandUse, Cing

found vacant.were

is

A EX ZXÉXDX *xx These are just the areas where construction
is concentrated , bank credit is expanded , and other key

decisions in an expanding economy made . But the more

valuable land is at the center , not the fringe . In settled
areas the evidence is harder to interpret . The frontier is
not subtle ; its secrets are laid bare for all to see . In

settled areas raw facts are less revealing .

The parallel between front er speculators and

latter day absentees is suggestive . Where land value s

rising fast , speculators buy in . ( Truesdell ftnte )

Goldenmeer & Truewell, farm Tenaming
chap. 11 Wash,GPO

in

center ,

U.S., 1920,
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Like frontier speculations, made

. speculators buy in . May not the same forced that and
frontier speculatorx të hold land idle make his modern counter

they
part under use it Doth value land for its future more than

spec.scurrentyoulds.its present . Frontier heglected present yields entirely
absenter omers

Modern speent otonaand the misallocation was plain to see .
Truqboll -same Ante

often rant let their land on short terms and our statistics

and concepts are too crude to tell us forthwith if the land

is "fully used " or not . We think the land would yield more
pressupt.; & obsime,comerno function but to omn.

under an owner - operator , but this is not self- evident .

all , if it xxxxxx is so , why does an owner- operator not

outbid the absentee ? Perhaps the absentee owner serves a
The system dosnut

useful function ; even he has defenders- advocates . Thug for we

stand aandum , but itis clearly sapect. Thethe system is clearlya wellhave no condemnation , but only a well
sispect, it does not stand condemned.

After

gletVery well , let us get the facts and make a judgement .
Cf. the use made by speculators and others .

Would that it were that simple . It is not clear enough what

facts we want . What is a speculator ? All landowners are specul
'(absentees are surely speculators ; but others are spec.s too ,

And what is full use ? Noators , as mentioned , inevitably.

be better for mula ted .
xax pr žozi zx zx zx ax posteriori

The suspicion must face/anaby sxsxbefore frzx9xZxk

inev . )

avail to collect facts until we know what we're looking for . When

we know it will be clear enough & we won't have to look far .

As it
stands it can hardly be tested . How show that speculators

ably
Er use land less/than others when , as aforementioned , all

How judge anylandowners are perforce tantxspeculators?

land use when full use tx remains a hazy concept ? (How evaluate

implicit costs and revenues? No statistician can tell w the
full

relationship of speculation to end use when neither one is



Farm Tenancy Rept.of Press Communitiue, feb. '37.
Comelationof sul erino & tenomt occiperey striking 'p.6.
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clearly defined ; and , to anticipate , when they/have been defined ,will have
research will only corroborate what I already been made quite

the relationship will beelear . quite clear..

In practise , full use is often impossible to determine .

Even theoreticallyt is elusive . For one too eager to prove

a point ,/* xxaxxix overstatement is easy . Before launching

too enthusiastically into the current , take warning against
the Lorelei .

}
I

will
shall

stark
ereaking and abandoned ,Guvertir

kankxx " Folly " , bears mute witness that net yields.Manya

are often reduced by more intensive use . Using land is not like
putting the shot , atrixżngx foxx exerzgreater the farther the better ;

golfit is like xxgafar chipping to the/pin : not too far , but just
far enough . 1



This is for tunate , for , empirically , the problem is
hopeless . Even theoretically full use is an elusive
concept , as will be seen . In practice , degree of use is
impossible to measure . Consider some of the difficulties :

Xatz annum .L xyielzex The investigator must find the net yield .

H*XX*** This involves evaluating all the costs and revenues ,

including implicit ones such as the pleasure derived from a

view , or the pain from szakłżnxzz a soap factory .

He must evaluate the use ptax over many years , xat zjust
as no short timex period can be assumed representative .

He must compare the actual use with various alternatives
which exist only in the conjecture . He must quantify what

he can hardly conceive .

It is easy to find evidence of underused land if one

is uncriti cal . Many wzitzazxzfræ zλyx judge conservationists
and city planners , for instance , fræækyxdĺživ =X × judgz¤BAKE

ayaknxx thx measure the land sy stem against their own ideals

and find it wanting . These , at bottom , are usually subjæxtİVE

Mga private opinions with out objective economic
Or, me readsee in thegateof Cal.Desefwater
Or , we read that only 19 million

that
meaning . m

Sachs, LAIPO.
A

marry "it. impacts aires are not impared. tomke: PetheRateof IrrigeDev.in Col., Div.ofWar

" irrigable acres word irrigated in 1945. But what is an Res, 1930,
P.165

" irri gable " acre? Where are those 7 milHon unirrigated
irrigable acres ? I have seen some of them in an irrigati on

du g
di strict under a dry ditch that was built to establish a
cla im to water . The water is used elsewhere in the district ;

the dit ch was probably a fraud . Others acres are r



hummocky . Water is available , but le velling cost is
according to some people . More acres haveprohibiti ve

are in prairic states with erratic rainfall . Irrigation
agains t

is only insurance for dry years at least , apologists
the

Are the se real reasons , or just the "good " reasons?

Lifetime students of irrigation disagree . The deeper one

digs into the evidence , the less conclusive it seems .

say so .

Xvxzx texzetizałłyx A zgoazk deakzozł axirgedxmisuse

Many allegations of misused land spring from certain

crude misconceptions .

Many further allegations of misused land spring

from misconceptions , and cannot be accepted . It is
especially easy for one anxious to prove a point to
Before defining underuse , look at what is often

erroneously called unde ruse . We need not grasp at
substantial . It will bestraws when the truth is so

indeed , can only
well , to clear the waters of refuse that might xix niska
¤¤nfusex = raice fol se hopeg, pnter obstreet on progress.



rmit?

Butwhatis an infrigabhé' acre ?
1.D.,

Ouren
TheBorre
temsof to

home resmerme

bias.

We find some"inder a dry dirch that was built to establish
The dirch

claim to water.
amas

The water is used elsewhere in the 10.

We find some more in a himmortyasor.
we are told. We find more in

Are theseNot worth irrigating mustyears!
sedatives slots fire by addicts which

toquiet thepain ofcurionsity?"Jors

to avoid the pain of thinkingdexpon?

was probly a fraud

levelling

aprairie state:

The real reasons,

cost is,a wet prohibitive,

thatpeople

It is nothing, for
to kepapers

a little ofeach bot but the facts are not clearcut.
found Intemedlitte endence thatis really complusive. Il to invingate thisNo one can tellusif it won't be accuse

ProbablyI have

taret Irrigation worted no doubt A the grossyield,butit
cost more thanitwas worth.

mightcust
Conchsive endency

elusive Before

Sim. The cam
take wanwarning~
to lunso

' fulluse' is anisnot to be expected. Even theerethey tapos"current,too enthonastically into doop wat

VS.

cekiitibuito aswellas high grass
importantare as

7″J 'sit follis mickey &clusive
pilette. Larahoi. Arion will ity

The Loveles
D

from channet"Y

Fulluse neednot be intensive ure.
***

Fulluse is that yiekling the highest or the
return, not The numberof people employed,congrass.
land, the capital invested there are not direct measure

The less labor & capital can be used forof use. Apennyson
:somedisa permywarned.Lovecosts

geinen neaults, the higher the net

highest net

yieks.
One com find aas highproduction.

the lirintise anguture wouldto 'hullon'it

a

Pan
AustraliansquaresHothert

CA og

opp.F

find
any

1.Historyis billof moitation vs. sheeprim, epochen &
the line,which tomto reduce the label.cap. in find7 % & V

cap.im.
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cast of

Day
homing ying.

exampinying

have been believe the socialtempted toIinly laber&capias zero, & that he served his
confaristen to themost.

country best who inceiver ite inglesi cestningfost
all landis inderboed, our pointis promed,

from this viewpoint no ExistingExisting for use is angut:
Withoutping'full vou', & me need look no further.

in the mintsof the
drawtheobvionconclusion anggate stirring up ghosts, let me

justobene that this inquiry 40+ in the
my jiivien

nventional i centingofhighernet, ratherthangros grands
makesmakes simeCont

the fut ifde finl
uvining

casts. Add beej
&-car mas

We comnot awept the masain erride of
idea

our own

asm. the

UGY

me

Iainl

even

mand
enderit iume. Itmay be, butyou

The that
is inderided!...

less internindyTandre always"foldsthe metfotob
Atis s

___'s Folly';
Thepalacesthatneverpaideath isgotome uneof land. Despite its

Only theneigient (The highestwere

Thishewith the highest net.) Many
I

ZE

tothe
magnificance, itleffarkland Zero or less to theland."netyiekot

7

Ve

e

Ameresmi

use is that

We must alsoNet yield oflandis hardenough to distinguish, butit
is only the Leginning of thepuzzle.
consider the relationship of theuse we see to the

Old
whote use in time & space.ofwhichitisa part, in time &

buildings do not nee.mean inderure. After all, buildings

made
mereverent to last.It work be inec. to replace them anually,

decennially.

are



No TP When land is turned to less intensive uses the atopłaced
opportunities for labor capital) are reduced ; and their sympathizers
dizangtayad złabor andzaapitał drælazed sympathizers with
the displaced labor often condemn the new land use and, in

ardor
their t¤xixş¤ ; declare the land is being held from its

fust, ag,moon,
best use . (ftnte : Eng . sheep inclosures ) One must resist the

asser tions
temptation to accept the voluminous MN that such and

Bestuse, to some, means maximum opp. for laber Complaintis
A cacual search turns up countlessis "underused" .

common a
plaints against those who lower costs and thereby ( seem to )

Xarx "destroy jobs " . IDXOXEXDNAX dªşxaşakı They are accused
holding Iand from its besture.

of lecking up naturalx appartuAŁtes labor a capital out fromIf laber has alternatium, this cannot be accepted- & it is
patimat Gpportunities. Such accusations cannot be accepted .
otten in response to laber scarcity that land is rimed to less intensive use.
at face value . The land may indeed be underused , but not fora
the reasons given .

Thismemprintis generalized in the saying that.
A related idea is -expressed in the modern11 .

f

that the social cost of employing resources may be zero .

Whatever the merits of this idea in some connections , it
dossxnatxappkyx to zì andxxx cannot be used in evaluating

laberland use . If private costs are not social costs , all land
because all landvom economize laberj

is underused , the point proved , and this study wat ismerkedba

proceed
com arh

be finished . Withoutzstiertngxuzhx*x . The study will proceedarly

on the assumption that the highest net yield represents the
white elephant

highest use . Many a "Folly " , stark and abandoned , bears mute

witness that mat zyteldaxarex aftauxzrdneadxbyznorexinŁEDEIXEX

M8 ZxX intensive use , with high gross yield's , is not always

best . Valuable labor & capital , wasted in creating things

people do not want in places they do not want them , are not

to be igno red .

A



; that valuable labor & capital may be wasted by puttingvaluableTHÁ

the wrong thing in the wrong place .

; Lag

mpta
Another cactly indulged excess is to judge land use

on the basis of the present only . Land use must be judged
the present”is

over the years , unless/absolutely Ented unrelated to

past & future ,use , Houses are built to last many years ;
mine

do not expect a new house on every lot every year . Old

buildings , perhaps slums , may be the best use of land . Even

vacant lots may be economical provision for expansion , or
They may be held in anticipation of lower building costs , or
because anything erected this year would only be torn down

shortly afterwards as an anticipated higher use materializes .

(ftnte : in land settlement , owners may delay settlement to
costlylet others make the initial/mistakes which create a communal

local
fund of knowledge farming kznwiege lore . This has the

advantage of preventing mass disasters of mis judgement , and

the disadvantage of reducing the financial support of local
services of large optimum size , like irrigation sy stems , churches ,

schools ) ( and is wi thal too complex too sum up in a few words )

Exhaustible resources may be held in anticipation that societylater
will need them more this is the essence of conservation.

The se may not always be sufficient reasons for seeming underusę
but they xzxzxzxon are reasons of some value , and that



value must be measzexexxx accounted for before one can
conclude that land is underused .

(probly, have a separate para . stating all the se matters

impossible empiric ally , only possible theoretically . ) .

The most common error of all is the least subtle : failur e

e preceding twoto consider implicit costs & revenues .

para.s should be designed to show the difficulties of empirical

study too , like this one. This requires a change in the

introd . para to them)



judged
Furthermore , land use must not be ×¤À¤¶ , as it so of ten

is , on the basis of explicit costs & revenues alone .
xinalky , implicit costs and revenues must be account ed

for . Not only the hogs sent to mkt , but the breeze and

the view & the neighbors yield annual returns . One he ars

of ancient farmers who cling sentiment al ly to the old
homestead , refusing to sell to ambitious youngsters who

might bring for th twice as much corn . Is the land fully used ?
grain

The xxxx alone is no criterion , for the old man's memories
A
If we acceptmay be worth more than the young man's corn .

the judgement of the market , they certainly are . Put do we

accept the judgement of the That is the very issue .whet?A LAV

We have not yet accepted the market's judgment

is the very is sue but we cannot condemn the market , as
s ome carelessly do , because it gives value to an old man's

sentiment . If the widespread la nd owner ship of old men is
wrong , there must be other reasons .

DI

indeed , that

studyFinally , the inquny is limited to land economics .

Quotas , subsidies and other market obstacles may distort
land use as much as any thing xussædxixxkixxxkuży
peculiar to land economics . For the present study , however

the array of pri ces as they impinge on the land user is
taken as given . The inquiry is limited to le na ecorromi

1+= The land alque
system is be home

PM.
on trial notallite

>



Rephrave

2. Formulating the problem.

Wayis from won!mand?

We have established that landis often usedin areas

phyland.ple- 4. Notadequate.
tomter is myturn.

usedin areas ofgreuth;

I have planted stea suspicion that itis often anderised elsentine,
Themogically

Theknom imse

We want to explain whystesumed.

Herr can Songsfor orwhydon
& harcan Yeserescortbid greater.KeteLatas Paders,whichis quumonths d'esports spec.firstwust opendewhatare higher&lanovos, det figstros. -whichisnot donors,wonafter whatwehave been ther
(In process of definingit, wewill see
the greatest obstache to its attainment.)

Then ask whydoes the market everuse but highest?
casse.any

$x & look for

We should expect

the explanation of known imuse to also proiz bearon the

suspected inderive, so there 2 projects may

prior reasons für
rational causes of the inderive me suspect.

is land held idle ?

be indertaken tomperher

If me
explain

the spree, moting that leads to this

time

abuse, we stranded will and stand howme

mphaned shown a general insure toprevail.
The

Why is
itiseveryday ansneris,

held for a rise in value. This does, indeed forseveribe the morines obrand

Pout
day not consty tyitis not an Idequaie winner."It leavesinreality.

of the horint,in

doesthe amer
te not use the land while

an inexplained riddle: why

waiting for a rive? Why forego all that potential

reveme ? Looking at reality again, theammiris vorally clear:

he is not in aposition to useit conveniently.
kind of business, he lives too forr

in the right
away,

too busy. This But why, then, did he buyitat all?etc.

Way
was he not outbid someone who was in the rightbusiness,

by
Increments to land

lived nearby, & had time to use the land?

values are not reserved for those who hold land idhe. Any
londormer receives them, whether he uses the land or not.

He is not
heis



Generalizing
one who getslommergrelds

tomusomy

this, we must ansner : laderente,devotes,
how can

whogets higher? Whydoes therparker allocate land tothose
When we hem Afat marketeDeOr

outbid -"opegettinghigh prod.tottth's I wips IsI?besides the mus!anyIf there is a
ha

general answer,it will
ar to my imonsbestdeasof

higrestage ?
Werost

"

totine
highest

it will explain frentier

speculation & also there a general misallocation ofland.

~ Ante

of landis m an intricate concept.The highest use
As previously mentioned, it is the highest netyiekt,
the j
been

property

when die athe implicit costs & revenus have

evaluated infortepul of interspatial relations

have been considered, and the current use is seen aspart
ofa long term use plan. This list clament Serving

the infortumpual relationships regigives mivre, humores, torn
In the field, all these qualifications are formidable;
In themy, only the this imperatpolation ,this mostof
Hem cambe anmedmig. allbut thelast canbe quickly

We can as itposible to distingrish the
by

subsumed. ľ
not exaltsimplinitvalues, boilallitalldown

speaking of uses where wereyields are,:...say, 8mits,net

when everything
has bem considered.

But even so - - .



attachment

prostatos

gield's the
oneyearinprivre .

Thiscomes about the because one buying (and buys,notjustthe
currentyields, or thetheyielly with which he will be concerned, butall the
infinite atime. ortheyouthoronce between disconting at 4 mat5%

the future -only/gotgoufover time, the difference becrires looms up to dominatingproportions,thenthanofland,
To show this, add to the graph 2 lines sharing the present values of the futintcap.i4 .

yields as evaluated by R&P attheir
1

ownuns.
give numerical e.g.

&stilloutbiduss

The frontier speclater com al howlandidle, them,because ofthe
highervalue he complaceson the future yields. tristros, thatuser work receive those

higher yieks,too, buthe cannot bidmuch forthem because ofhis high personalmnr.
The early years, which he isprepared tobed for, are years of relatively low yields,so
he is open outbid. The picture is somethinglike this:
In casespec.plems to resett inf. future all expressedin resalevalus,

k...... 'picture like this k.. As cane.

Amour la jupOT
questionin, has land boun But

what appears

after all

11 D.

Chard

one kind. TheBut the fronter spee. Who how's land abortirely,de is enthly
simple explomation posed above also shows thatall land is misallocated: exp. land whore future

is highylding relative to its present. I land on which yields high relative to differences

between individual yields - 1.0. valable land, land inthe high cap. value to bid for. (Show thisaa
This casts new light, makes is situp& takenotice. Misallocation nota
frontier. The more valuable theland, the worsethe alloraAI

passing phase graph) Prodez

This explains agoodfea of what is observed in

1/.V VIV

me

e

be best really

that has/moneda wyhabbe
you my

is.

}

211.

cannot. on intrition

reality.
rely to saythat

Maybe highest bidder is highestever

Mai hypothesis
for

many centuries.

Test rationalizations. (v. attached sheer) tincíuve idea that.-partcomp

home sammemyorhold.
Rationalizan now spronger that

converrable alternative.

N

will present system doesnot allocate land correctly

demfferent

Noexure forcatting

anythingbutDoor's the

Cammor

yosh medaus

IT me
whatis wrong;butwhatisnigh

demonstrated

To be seen.

Ansmo looming up,butlacks preussi Earytosay

be absolvity sure inil have defined best use. (I.even if me find

sopstven looking them, itwill might better itis best possible. Thatisabe

We
may

shortcumnings, is better than

find that present system, despire demon

any



This phrased

·Phrasing the question gore simple. If
the 'highest use' were mentioned, no answer vort be possible enri'l 'highestwon'"'.

& thatis what we will ultimately do.
"One who get higher yield;" implice that me

defined.were defined.

is simply consmised

Aris theway,

Formu

The present-Summitati:.. com be huomitted comply:=

It is instructive now to answer thesimpler question

prerogarine,at theag

I come pal dofictic

Bari L

If Rich discomis future at

kom

7

anymore than 5%, Rich will ourbid Porr.
yiekls.

stroke

Suppose, by that magic waveofthe wound whichis theory's
measurement problemsme home ésiat overcome all the inner

now we havebox.

amy

first.

previously alluded to, & established the
Suppose these trends tobe

expressable

existence of net land yields, to be exportin simplenumbers.

go fanard,collect
stuffforhere.

Igand.
Poo

Comander 2 indir., Mr.Rich& Mr.Pour, both interested in buying the same timen.

Rich anticipater yieldsof #hunis ammually, Poorof5, oms: [ RichL
Poor gets highergrelds, butis not nec. higherbidder.

Supporre Rich discounts future at 44⁰ Pour at sya Both willbidjest 100

mits for the land. less than 49⁰ ir Pour ator

This landis kept fromuse withwith highest



wi th but two bidders ,
Thazazuża ta zxzxy The example , is hardly not true to life .

But if there were 100 Mr. Riches and 100 Mr. Poors , it would

not make any difference . True , there might be some who combinedbetter
the/attributes of bath each : high yields , and low mr . There would ,

in fact , be great vari at ion of attributes . But in any event ,

the individual with the highest yields would probably not be

the indi vid ua 1 with the lowest interest rate . Some individual

with lower yields and lower mr might out bid him . So Mr. Ric h

and Mr. Poor are simply symbolic of the highe st two bidders
out of a great number of bidders . They are also symbolic of

man of wealth who and his
two polar types : the one of whom becomes a landowner , the other
indigent tenant .
of whom his tenant .

1

If the speculator pla ns to sell , rather than take the

future yields himself , tkan he is not bi dding for the

infinite futur e yields , but for afinite resale value
the

he anticipates . He may value that resale value higher than

any user values all the future yields , thus :

in

As the land value is expected to mount to that resale value

gradually over the years , the " annual increment to land values "

is another description of thezaznlxter what temp is -
Ind for.

specula tor< As previously remarked , the speculator's interest
in the annual increments does not in itself explain why he

can outbid a therax, zasxx users , as they would benefit from

the increments too . Now it is clear : he values the m higher because



of his lower mr . (ftnte : a rich man counts them as liquid as

they come not as realized )

ion

ome

Thexfrontier speculator , however , is only an extreme and

especially observable misuse of lan d . The same economic

force that cause frontier speculation cause all land to be
mi sal located . Thezaxplanationz abova Frontier speculation

differs from other misuse only in detail . The basic cause

is the same :/A infi ni te futures bid for by individuals with
different drs . Thx The original suspicion is confirmed .

In explaining frontier speculation we have shown a general
distortion of land use . This casts a new light on land .

speculation . Speculation cannot be dis missed as a pass ing

phase of the unruly inexplicable frontier . It is di storts
land allocation ever yw here .

Of course some land is misallocated worse than other

land , depending on the conditions . Misallocation increases
wi th th ree causes : divergent mrs ; high ratio of future to

Ante-.

present yields ; high ratio of totak yields to differences of

between yields anticipated by individuals . Land is worst

allocated , correspond ingly , where wealth is unequally .

di stributed and cap it al markets are poor ; where land yield s

little in the present and is expected to yield much more in



451p ispuse num

ing ingrobes an Su

hydenis in

Arite- & exp. Where highgrelds & high



sometimes

the future; and where land is most valuable . Such empiri cal
evidence as we have bears out these conclusions striking ly .

Goldenmuser &Toverdell, farm Tenancyin US, 1920, GPO,Wash

chap.6

All these conclusiong rtxan stem from the simplified

assumption that the individual getting highest yields is the

best user. No thing could be more reasonable on the surface .

These conclusions stem from a simplified formulation . They
The simplification is useful , for it shows
show the main distorting forces at work . Izxzal zty , It is

ham
dangerous to generalize from such simple examples as that of
Mr. Rich & Mr. Poor , howeven What we must ultimately do is
give a general definition of the "best use" of land. Perhaps

the highest bidder is the best user after an

proved a workable hypothesis in many markets .

that has

Perhaps the highest bidder is the best user after all
that has proved a workable hypothesis in many markets .

concedes a higher value to the ri ch's whim than the poor's
hunger , in reward for the rich's income produc ing capacity .

May this not be analogous? Society concedes a higher value
to a smaller amount of future income to the rich than to the

Society



poort .

The analogy is not a dm iss able . Society permits those with

low mrs to secure their futur (

to secure their future with stocks and bonds , and bid

them up as much as they wish . If it were simply a matter of
who is to own future valu es ,
gratifyingxaxasirax it would be all right ; but it is a matter

of_resource allocation . Let securities be bid up . No harm is
done . Allocating resources is another matter . Consider land

asxzxzxnxtxu xant x af zprada extzoax that is used as an instrument

of production , and not at all for direct gratificati on .

The free market in instrume ntal goods is useful if it
allocates them to those who will get the highestyields from

them . This is the on ly basis for the highest bidder's
prerogative . The value of the yields themselves is the

ultima te criterion of use , not the value which individual s

give to the instruments that produce them . An ownershipwhichI
permitslen than the max poss.giebts is withbest ten the hist
dictatesof the consumer market. The instrumental wht is to begereged

by its successin iting producing

The ana log is any partly admis sable When owner ship
(an instantaneous v al ue , as opposed to a series of yi

of a future values the only matter involved , the highest bidder

is as good an owner as any . Consider aging wine . The produk wine

has zxoxva tu a untxidx itz~ 3x sałax must be "carried " for some years
until sold . If raw. wine were auctioned , the highest bidder
would be one with a low mr . He is the one best able to carry
the product over its unproductive years . When it is aged , k2

I EXWULE ZA VOtizmædiza gatax the zhåg atzbzxddezx ook and future values

have become present values , it is reallocated to thazhagi atx

biddex him who gives it highest pre sent value .

miting producing consumer values.

it



·

mill

If the land is to be used for direct personal pleasure ,

and the yields are implid t , the conclusion is no different:
The implicit yield for which a poor man weld pay $5.00 is
worth more than that for which a rich man #uld pay $4.00 .

Landownership is not the ultimate gratification , but only the
means to ob tain it . For best allocation , lan downers should

be those who take gratifications of highest market value
from the land . Where they are not , the highest bidder is

mill

less than the best user .

beIfa fut ure value of only one instant were all that
is

the highest bidder would *** he as good anwoutsais involved , the highest bidder

!

owner tioowner as any . Consider a wine production : the raw wine must

be stored for years until finally sold . The highest bidder
for raw wine is he with the lowest mr . This does not di stort
al location however , for when the wine has matured and is

ready for sale , time di scount is no longer an element in

bidding ; only the pre sent xxi undisco unted value affects
the wine's allocation . Meantime it has been carried thru

waiting
When athe unctive years by him mos t able to do so .

fatime series of yields is involved , allocation distorted.
Homener,
When future yielas are integrally connected with present

differential briding for them distortsyields , however , the the allocation of present yields, ieH

differential
bidding for future yields andwhen the future yields m'lldi sturtos by vielas,

have become present yields , allocation will still be di stor ted ,

because another infixa future stiki lies ahead .
mill



By measuring the yields in objective value units we have

already accepted the market as axbikexxxf supreme determinant
fails,byof social values . The land market sing because it

thwart expressed consumer market preferences.

9



Long Haire, meat p.

rem te

P

Ą

This rationalization , then , is wanting . The highe st

bidder"not prima facie the highest user . This rational ization

is no excuse for accepting lower yields as a higher
Thehighest were then,hasnoIwas thin,hasno mangis the is in atwing themyrisressor*This isnomagic, thin, in thehigher ed. It neednot be tothehighest iser.

"highest s 'forItis noexcuse accepting yootd's lover than thehighest possible an

The answer to the original problem is looming up in

rough out line . It still wants prixton delineation . Shus

far our answers have been negative . It is easy to say what

is wrong ; but what is right ? We may discover that the

present system , despite its demonstrated shortcomings , is
better than any alternative . To be really sura on firm

ground , we must define "best use " for mally. This is
not as easy as it may at first appear .

As previous ly mentioned , la nd use must be judged over
takurs

they years . The judgment is far more than simple addition .
We ask not just how much ? but also when?
Future yields are wor these than equal present yields , and

Ante:or postgratismagnified, lookingback,
must be dis co unted . Some plans sacrifice present yields for

future , others stress quick returns . The only way to make

such varied plans commensurable , is to discount them to the
WAL

pre sent .

unte)cetatemap

use .

-

H.
Besides Discounting is also necessary to give finite

value s to infinit e series . Diff Definite use plans of different
vagueind ivi dua ls extend various years , and traży pla ns run on

indefinitely .

naturally end .

No one year can be chosen in which all plans

Ultimately , no doubt , all plans fuse into
a hazy identity , but webut we cannot say just wh en . We must the refore

compare them thru indefinite time , and discount them to make

the values finite .



LongAnte

Bidder
The market , of course , di sco unta infinite futures to

tommalis
the present , and thus allocated land . If every individual

over

:

discounted the future values at the same rate this allocation
Spite,on

would be perfect . Since in fact , and even in theory , they indindrals

do not what should the future be discounted in defining

best use? It makes a difference : at 15% , the best use is
one
that xhi« h crowding the highest yields into the first few

years) At 1% , it is more that with highest average annual

The question must be answered . before best useyield .

be defined .

Nate that this is a separate matter from that previously

analyzed in the example of Rich & Poor . There no question of

time distribution was involved ; both anticipated constant

annual yields . The example of Rich & Poor showed that
the fact of different individual mrs distorts land al location ,

regardless of time distribution . The paragraph above sho ws

that so me mr

can

i.

>

a 4

offhand , one would think the "correct " mr at which

each individual should discount future yields is his own

individual mr . That is the rate prevailing in the "marke t
area" of his ec . decisions . Yet , har king back to the

example of Rich & Poor , discounting future yields at
different mrs causes great distortion in land allocation

quite apart from questions of time distribution . We do not

want to define best use in such a way that steady yields of

4 units per annum are a higher use than steady yields of 5 unit s

per amum . How resolve this dilemma ?



ftnte : I do nd think , even in "perfect competition " , it makes

sense to assume that everyone discounts future values at the same

rate , any more than it makes sense to assume the price of or anges

is the same in LA & NY . If two markets are separated by finite

xfer costs they may still be , in effect , the same market . Prices

will differ only by the constant and competitive xfer costs . In

theory , as in practise , the cost of xferring capital by lo an is

finite , and is perfectly analogous to the cost of xporting or anges

between areas , and prevents a single price's being extablished ,

even tho competition were "perfect " .

.zxnizxx Neither does it make sense to

carry the assumption of homogeneous units so far as to assume

all individuals have identical mrs to begin with . If all individuals

were thus homogenous there would be no cause for trade of any sort ,

hence no so ial economics .

Ásxzzzxxmag

Keep this matter distinct from the one

exampleof Rich & Pour. That e.g.
bydching

where time dist.Ifyoulds is no issue, internation is distorted by
at

bidding differentes amongindims, The present matter is that

missue, the definition and bustune'
When time distribution is

depends the dr chrom,

comalyand in the
shamed that even

ħ

{



Series

We could , of course , choose one mr some average of
market rates, call it the "correct " mr , and make judgements
with it . This procedure would be all right if a decisions.
had only to be made among various yields of constant annual

value . It would make Poor thez higherx userx with his 5 units
annually , a higher user th an Rich , with his 4. But where

use plans with different time di stri bu ti ons must be evaluated ,

the standard thus created is no norm . The use plan with

highest-present value when discounted at one standard ma

might not be the highest at another mr. Each dr places a
a

premium on certain time distributions InIn many instances ,
offer tothe one use would be defined as higher than others only becauseour only reason for declaring en 200 ligier ULI CALI WETU VAI SA

time
1.4 112 . th

more
would be that one failèx tozaäxjuxtx tax was di stributed lees
in accordance with the arbitrary off than the other. No arbitrary

normative
dr , then, provides a standard of best use, that me and anything→ma

No P
mative.For mat fer,

*

The best time di stribution for each individual is that
which has forthepresent
with the highest present value when di scounted at his own

individual mr . ( to written sheet )

1



both...
b)

which is conforms to his own mr.

'capital mat' is amulogous to say, a regional market: it is

surromded by high transfer costs. We do not judge the Utali
of Timber

Timber Oregon"/pricesof #Ongi , nor

Only Urah
national

economy

ofaverage

om

timedist.

Normatively, thebest one for each indindualis that
Each individuales personal

Timber
Genia

are relevant.
capitaleconomyK

mr.

in termsI W

whe

LimahWoh liat.
y

Neither do we
Rich's

cappiest by Diver standards, nor

arbitrany mr

very thing

'marker area', The .

!

prices.

Each individual planen time dist. of yields after the needs of his
He comparesde punt intheone anotherin termsof hisown discent of thefatoretimewith

To bequem If wejudged them us.

it should do

prices
Poor's

judge Johnson's 'Lucuros'

me should be calling condemning

by average standards.

*

followingreact to the

him

calling condemning his ire for doing the

quicrepests ofitsconec.

an

In this respect the market Whomes property & nestratedbe
Bo to Avot.,of bes ine shović recog T'his, bypresiming

No standand dr will serve in defining bestuse.



This really

c).

exchange
with TP H

Manfrom

problem

simple.

vag

always will.

when faved with this fact.

seem

from a&b, isnot inaddition

Bet varying mis exist in realing, &probly
A definition of bestuse must meansomething

refund by

to discount future. We Have to discernt future gields;

want to be rid of the distortion caused by discomting at different

This stated theyer we must preserve the individual mr.

insoluble.

The dilemma is not respired

It comes

(of 4mins/of 4mits/ . P, disc.at5% amric.5mi

from

series actually

pous

Yet the solution is

by choosing

Return, now, to Mr. Rich & Mr.Porr. Mr.R, discomring futimeat 440, omriciparus presch
first use onmira.5mine/yo;To expoin the materexperim

gisht series with constant anmalgretts.

yield series

ise,

an inexpected quarter.

MM

distribution, wordelaut plague

world be the highest

get away
work with simple cases to

really very

me

constant over theyears, no problem
no

of time distribution world exist, & the dilemma. I iin

with such a simple answer in

simply, I mit"workwinte

of course,if all

But now me know we

The highest ammual

me

use corexamples

sue general principles clearer.

!suur

general, me com

cannot

yield
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The dilemma remains .

use normatively one must discount the future at the

individual drs ; yet this inkodex zx dkator tianax

distorts al location , as shown in the example of Rich &

Naxxx Xxxt To define highe st

Poor. To define best use , we must some how preserve theuse ,

individu al mrs and still prevent them from distorting
allocation .

The means to this end is really very simple . It is
the an swer to

like/one of tho se baffling parlor mathematical conundrums

thxat which appear complex but are reduced to trivia%o
when the tortured mind probes the hidden opener .

blindl
which lure the mind up bikzd zaxlays complex mazes, which

but reduce to trivia when thethe hiddenprove to hled

key is found .

mà do đóthì cary approachisec

elements which increase distortion of alloc :
Recall the three causes of at started allocation:

differences in individual mrs ; high ratio of future to

current yields ; high ratio of yields to differences between

individual yields . Each of these is a clue pointing to a

has
pos si ble means of defining best use .
The first , which perhapswhich perhaps seemed most obvious to follow

proved a cul-de - sac . I apologize for leading you to it , but

it had to be shown that it was fruit les s. The second will

prove equally fruitless . The thrid , which at first appears

less clear , le ads directly to a solution .

~ The excomophe, for simplicity,
distrib. was nie exame,
omin

in terms conf
was given is

But the basic distort'm verning when &d temgrolds. - 1.ve, time



would

The second clue would suggests that , to define best

the influence of the far future be diminished . The

main distortion in allocation is caused by far f ut ure

yields . £hkszouldxgi% 2BOXzugexa Groximation

We might chop off yields anticipated further than , say ,

20 years hence , and just compare use plans for 20 years .

Whilezxthtax womax gixx This crude procedime is obviously crede,
plans inter vals ;

not pre ige . Use periods last various pexiads tims ; ther

is no magic in 20 or any other number of years . Some use

plans may sacrifice yields for 20 years in order to
increase them thereafter . Pocidec , di coounting futures
at-different mng causes plenty of distortion just within

emm inthin 20
differential discountingyear&26-you .

distort allocation appreciatyly.
Coun an apposible.M. Milconfianz



1The 3d clue leads to a soltion.
Allocation is also distorted

Datortion of allocation is algo incieased by high

ratio of yields to differences among individual yields .

(Distortion-chould be rodiced , then by lowering ünishighnehigherpation ) The greater the yields , the hig the capital
value of land , xEkzkax tax differentxvadasz paze X DXZXX

hias e
the enter the sum bid for at different mrs , the greater

anythe di stortion they caused by the difference of mrs .
langer

On the other hand , the greater the difference between

# ↓

yields anticipated by different individuals , the greaterfactor ové meglthe likelihood that this mat will over shadowdow di storting
& cause land to be

factor , so that land is correctly allocated . In brief ,

differences between yield s ant ici pa ted by different individuals .

tend to make allocation right ; high yields tend to make

allocation wrong . It fullows, then that distortion
can be reduced by praxwing lowering the ratio of yields
to differences between individual yields ; that is , by

exaggerat ing differences between yields relative to yield s

themselves .

▼



It Pour amicsporte greldsof 6/yr insteadof5, the difference

betmem grott'sgrott's is Ad. &xp you, 1&1 retaining the 4 &5 % drs
Or, Heepingrespectively, misallocation is out of the question.

the differences the somme, if the size ofif the size ofgrelds
allos, isPour anno 3 & R omma 2,

goelds is reduced, anit
lithe improved.



This is accomplished by supposing land to be taxed .

Individuals only bid for the privately collected yields of
land . If la m's capital value is de fla ted by anticipated
taxes , less remains for individuals to bid for at different
mrs ( say discount rates ) . Dixtazkion The distorting ele me nt

is reduced . At the same time , di fferences between yields
anticipated by different individuals are as great as ever .

The primary allocating force is preserved.

I



same

Taxed land is amorter excomple.
The distortion the fact that usam bid for

er for
for all inyields the inhinry,whichisthecapital value of land,

thing. To avoid this, consider the land drained of

Then individuals amillcospiral value by omticipated taxes.

bidding for the difference between the taxes and their m
anticipated fields. The influence of differences in yields will

overshadow the influence of differential discommingof the future, for
the difference will be/as as ever, but the amount to

discomped much/bers.
itgreat

In the core of Mr. Rich & M..
return to Mr. Rich & Mr. PourNow return to

5 mits

User.

Rich & M.. DAK

the landis in danger of being

tax of 4 mins

nothing; four bids

to the higher

tail
fi

Poor

Alte

anticipates gield ammwathy Rich 4.

discomes thefuture at 490, & Porr at 59⁰, each bids

danger of being mis allocated.

ammally is anticipated.
20.

only be

Because Rich

Suppose

Rich bids

The land is safely

100, &

L

safely allocated



more

Graphically, this simple reasoning

simply.
2 figures may

base of a

exaggerate

individuals.

Everyone knows how a

be

perventage d.ference

exaggerated by cutting offthe
That is in effect what we have done.graph.

We have cut off the base of privately collected rent to

the difference between yiekls received by different

1.

With no tax the

yields of Rich &Poor is

counter balanced by the
With the tax the

Poor
Rich

I mit difference is

easy

shows up

gritet privately collected yiekl.
differential mors is

1-mit ammual difference between

but 20 % of Poor's yiekls, & is

20 % difference of their mrs.

up eve

complaining solum.iiget.

-
to define brusthighest

The influence of the
eliminated.

MA

It is now

te::reference to am mr.
~ finke - the'User' is partoftheuse,so theis saamething.

100 % of Poor's

Poor

Rich

use without
~

The highest useris



taxes are so

obnosty
use asit should be w/o retdefining highestis

he who will bid somerting for theland when anticipated

high that no one else will bid anything."
The highesi yisite In this way the highest bidder in

This definition, inalso the one with highestyields fortabingangtiningviveastighe tiden)opp myhave wirgi

reference mr.
amy

Hure?
! Anime. The chartis decuingly simple, isfor first approach

Following more advanced.

nee.,
mms
dis for him.

waka

This chant thans is why
-current/ taxation relatively mimp

cause little distortion.

e Static taxation antic, into

to what we havedone.

Poor's yiekl's
Rich's yoeks

~ This is on ass. amricipations are connect. Actually they
distortion in fact. Prat Then I mark

But wehave no wary of knowing, inpresent, whore .

-
Prosent value of Pow's

anticipation
for future is

diferencial

It is in bidding for for future they cause
Xo early years,

Presintvalueof
Rich's antic.

S
arenot, & this is another cause of

i Thomab m michher

amir.willbe comect, so mustaccept conmic. recognizingen
-
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Where annual yields are constant , the definition works out very

neatly. Where they vary over the years , and time distribution is

an issue , it works out equally well . Indeed , it was created t

with xxxk time distribution in mind . The BULK of future yields is

removed from the influence of differential discounting , as shown

in the simple example of Rich & Poor . The FORM of future yields

i.e. , their time distribution is evaluated at individual

discount rates . The individual who still places a value on

land when others have been discouraged by anticipated taxes is he

who places the highest present value on the difference between his

anticipated yields and the anticipated taxes . This difference is

still evaluated at individual discount rates , and so , thereforex thereby ,

Thus if two individuals anticipated

identical yields , he with the lower discount rate would be the higher

bédder . But if he with the lower discount rate anticipated yields

Lapappreciably lower than those

This graph pictures the situation :

is the entire time distribution .

fomrs.yoeld.

A
The user is under as much pressure as ever , determined by his discount

rate , to shift yields toward the present ; present yields command the

same premium as ever over future yields , both in the mind of the

individual user and in our proposed evaluation of his use plan .

omht. tax

This definition accomplishes as much as would be accomplished

by discounting all future yields at the same rate . It does so by

removing most of the yields from the individual's calculations .

But it also accomplishes more : it preserves the individual discount

rate , which is necessary to rmatix evaluate normatively all but the

simplest use plans .



Sum-up influence of b individual m

While individual discount rates are thus prevented from influencing

allocation of the bulk of yields , they are left with two important functions .

First , the individual with lower discount rates can use more capital on the

land , and account a lower price for what he does use , thus increasing kin

yieidax the yields he may impute to the land . Second , he has a greater

power to shift yields to the future , where that will increase total
overyields ." (ftnte : the tax visualized in the definition will not influence

time distribution plans . ItxiaztaxbeziexżedxonzaZxEuyìÌìxzanxaveragexanzatx

basisx It is to be an average annual levy , completely independent of the

time distribution plans afxthe individual user ! s . ( With exhaustible

resources , a severance tax which would vary with the individual's time

distribution would be involved , but this is too lengthy to discuss here)Bebo2.

To contrast the results obtained from thisthe

*

•

definition with those

in others , consider the following graph :

A & B are the yields anticipated by two potential landowners . After

the year 20 thex anticipations are identical . The total yields under A are

greater ; the yields under R are smaller , but more immediate .

If best use were defined in terms of one standard discount rate ,

the best use would depend on the rate chosen . With low rates , A would be

the higher use ; with high rates , R would be .--Hence the inadequacy of that

means of definition .

calledIf all the yields are privately collected , and the highest bidder is

the highest user , then the discount rates of the individuals would probably

be the determing factors . The two series are not different enough

their difference would outweigh an appreciable difference in the discount

rates of those bidding for them . Allocation would be accomplished with little
or no consideration for either time distribution of yields or total value of

yields , txanty bathzheingzaubmerged zbyxthexzaubzergedzbyxtkex their influence being

autweigkeixky small relative to the influence of differential discounting .

so that



The best user is the with thebest coomben. of Maracteristics to use

land, & commandof cap. is definitely one of these characteristics.
should not let an individual outbid others.

pas Supirier commandof

for whatmight be called the 'basic rent' ofland, that whichis

independent ofindividual use &cover, but where the incradva!
LL.the folds

cap.

h. Ade
L42take advantage of itsto incremes

JA it helps individuals A their ammalgrelds it is certainly a

the combination making thebest landuser.

A

coan

fairpartof



toxrankræst zthe x To sum up , consider the following graph :

c

B

A , B , &C are the yields anticipated by 3 different potential
la mowners , After the year 40 theymerge into a hazy

identity . The total yields under B are greatest , but
those under A are realized sooner .

If best use were defined by ch oosing one dr at which

to discount futu res , the decision between A & B would

de pe nd on the rate chosen . At high rates , A is the

hig ter use ; at low rates , B is the higher . In neither

event would C be the highest use . This definition would
decide against
suxzsad zinx sliminatinxuses like C , where time distribution
is no issue . But it would not make any normative decision
between A & B , where time distributi on is an issue .

If highest userbexze inexx as be considered the highest

bidder when yields are to be privately collected , the
decision between A & B will be made primarily by the

di sco unt rates of the individuals . Th However the se

di scount rates will determine the al loc ati on , not so

much by their evaluation of the time distributions of
A & B , but rather by the different values they will

place on the great bulk of yields under A & B. The form

of the time distribut ion curves themselves will have very
little influence on the out come . The individual with the



1

F

lower dr will be the higher bi dder , whether he be A or B.

This system has the further and more obvious shortcoming

that C may be the highe st use , pro vi ded the individual
C has a dr enough lower than the others .

If the highest user is he who bi ds the most when the

land is heavily taxed , C is out ; the tax will be over his
he ad . The decision between A & B will be made by the

individuals ' drs as they evaluate the time di stributions
not as the y evaluate the bulk of yields . A lower dr , under

this system , would never make a series with a lower to tal
value the better use . It only allows the individual to
shift yields to future more , where that will in rease yields .



.

The third remedy is to tax land . If the highest use is that which

the market would dictate when land is taxed , then it follows that the

land will be put to its highest use when markets are free and land is
expected to be taxed . It is important to note that expectation of

condition foruse of.future taxation , ix rather than current taxation , is thein

correct allocation . kandxxxxaften Where land is heavily taxed for
just a few years allocation is not improved , as the expectation of

future untaxed yields remains for individuals to bid for while current
are more important to

yields , which/users with high discount rates , are not available to private
individuals . But where , for instance , a community is heavily bonded ,

so that high taxes are expected for years to come , land is correctly
allocated .

This remedy is not a public liability , like subsidizing capital
and makes it possible to reduce othermarkets . On the contrary it yields revenue , Furthermore it does away

taxes .
Subsidizingwith the cost of transferring capital necessary to trx buy land .

capital markets causes land transfers to be made which cost more than they

are worth ; taxing land # xE▪xtkexx #Ed saves the cost of transferring
even that amount of capital which it is economical to transfer under the

present system . When one analyzes the activities in which lawyers areis
primarily engaged , this witixe seen to be quite a saving ( Scherman quote )

$

For these reasons I favor land taxes . In summing up the argument , I

would stress this interpretation : land taxes xxx can replace other taxes

and , while other taxes distort resource allocation , land taxes have the
property

unique characteristic of improving resource allocation.



norm
Here , now , is a definition of best uxe land use . , which the present land

system obviously does not attain . In view of the preceding analysis ,

empirical proof of land misallocation is reduced to proving that land hasdifferent
a capital value , and that/people discount the future at different rates ,

both of which are common knowledge . Thus the problem of thes
fullvie is defond, &indcome explained. studytryinis solved : land is misallocated , beyond any doubt . The further question

is : what can be done about it ? Suekxx The point calls for extended
are so clearly paintedxta indicated by

treatment , but a certain policies , implicitàyсadvoɛatedсîaxthe

foregoing analysis , that a brief comment is in order .

3 policies are suggested : equalizing discount rates ; shortening land

tenures ; and taxing land values .

Equalizing discount rates may be accomplished by government subsidy

of capital markets . Costs of capital transfer are what keep the markets

from equalizing discount rates . If these costs are borne by the government ,

the differential can be much smaller . As is well known , this has been a

popular policy , and is becoming more so .

The trouble with this policy is that the costs exceed the gains .

When land changes hands only a finite number of future yields are being

actually allocated , for expÌxxtend definite use plans only extend

into a finite future . However the infinite future of the land is being

transferred . Under a system of private capital markets , wnty all land transfers

which are economical in terms of that system are made . Further transfers

cost more than they gain. Some cost a little more , some a great deal

more . With governmenta subsidized capital markets , very costly capital

transfers will sometimes be made which will effect very small improvements in
land allocation . The basic diseconomy will remain in the system , but it will

be differently manifested . Instead of misallocated land we will have public



funds .

Furthermore the system would never begin to approach perfection , be

Furthermore land allocation would not be perfected , for

subsidy will really equalize all mrs . Many individuals are simply bad risks ,

under any system , and if they were allowed unlimited credit they would soon

bankrupt the nation .

Equalizing discount rates is also aided by equalizing the distribution of
automatically

wealth , Of course it does not immediately follow that all plans to soak the

rich and nurse the poor xx benefit society . This is only one point ixth

among the many that hear on such plans .

no amount of

Shortening land tenures is generally impracticable .

of exhaustible resources is involved it would be particularly bad . It may have

some limited application in cities . Certain areas might be subdivided and

40 years . At the end of that timesold to private individuals for , say,

the improvements may be expected to have been depreciated

razed and replanned in accord with the then prevailing conditions .

even here the short tenure is no solution in itself , for most of the

the land may be

within 40 years .distortion

9

Where conservation

However



Taxing land , on the other hand , by deflating land's capital
value , would do away with the cost of transferring capital for
land purchases entirely . Not only would land transfers now

uneconomical be made economical , but land trams fers now econ

omical would be made muckxxbesexxxxxxxxx xxxx @ yx much cheaper .

It is important to note that anticipated taxes , rather than
current taxes , are the cause of improved allocation . Current

land taxes , expected to fall , worsen allocation , for future untaxed

yields are in prospect for xxxxxx those with low discount

-rates, while-current yields , which are more important in the
..calculations of those with high discount - rates , are not available-

to private individuals . Where heavy taxes are sporadically im

posed , there for e , allocation is wor sened . Where communities are
heavily bonded , so that high taxes are expected for decades ,

allocation is imp ro ved .

In summing up , I would stress this interpretation : land taxes
can replace other taxes and , while other taxes di stort resource
allocation , land taxes improve it .



A word on the practical implications of this analysis is in
order . Two policies to improve land allocation are indicated
suggested : equalizing discount rates ; and taxing la nd . Both

society
xxxxxxxxс ost/more than-
ma y

are desirable I think , but the former

it is worth , while the latter bringsxin helps finance government .

Any thing tending to equalize weal th tends to equalize discount

-rates , and improve -la nd allocation . This is no - conclusive -argu-

ment for levelling , but it is an argument, a consideration. It involves too
much more than thepresent Hevesmais however, to cast much lightin them. t issues

The issue is clearer when the means proposed for equal izing_

discount rates is government subsidy of capital markets . This is
a policy of long standing in Europe , and of recent growth in
the United States . Costs of capital transfer keep the free market

from equalizing discount rates . If the government bears these

costs , and provides cheap credit to bad risks , rates can be

brought much closer .

When bad ris ks are provided with cheap credit to purchase land ,

the agency subsidizing capital markets the cost of transferring

the capital , borne by the public , is greater than the gain from

- better land allocation . When-land-is-transferred only a finite
number of futur e yields are actually allocated , since use plans
extend only a finit e period . Any gain is within this finite period .

However , the infinite future of the land must be transferred , and

text capital enough to buy it transferred to the buyer . The cost

of transferring this much capital will exceed the gain from

improving land allocation for , if the gain exceeded the cost , the

private capit al market would have already made the loan .
over



Public subsidy of capital markets does not get rid of the basic
diseconomy involved , it simply kxansf¶xxx ±k xax£xxxkkxgowxxxxnxx
whitexximutкяяæияу changes its incidence and manifestation . Instead
of misallocated land , we would have wasted tax money . And we

should lose more in wax subsidizing capital markets than we gaire d

-from improving allocation .

I
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As 'uncertainty' u
greates.....barrier in
!m.krs,

cap.
depression bringsmuch_

worse allocation ofland, by
widening spreadof1.2..



Give graphon R&.P. Then

Misallocation aggravated...
because hon almes on canone

"of land almost universally.
to nise....In boom,expected

because, the highnow, fucure
better. In bust, because

extraordinarily lownow,
mustget better (Bur misoller.

__worse in bust, mr differentiels
greater).

Can't generalize
Pessimism of 30s finally
improved land allocation..



Ely's(?) comment vs Dumk

for fer tenameries

shows whnssof ag lackder idea.
Once somehave dimmbed it,

its 700

they mustmust be pushedasidefor
others...

LUT, continual opp.



For a few specs o agladder was anan az escalator,
ofmotoredby & work
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Gates , Homestead Law , AHR Jul ¹36
When r.r. did sell , " set lers were frequently outbid

for them by speculators . find p .
668

Best use has some effect ;
But is not only influence , as it sd be .

Timber spec, cono,
Chapman vs Miller .

Frowk Knight proniches the following formlas:

$1, accumulating for (1+i)" -1
year, yiekts i

Present worth of $1

n

pur yr. for n you is Mat
agrees.(1 +i)" - 1

NOTfor continuousi(Iti)" but ordinaryint.
annually comp.int,& Matthas first $1 comingat endoflyr.
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S =

S =

a(1-^^)
1-^

1(1- ~ )̂
1-n

S =

(1 + i)ntı - ( 1 +i)

i ( 1 +i)"

a(1-^^)
1-^

where n is no.of terms including

^ = (1+i)(íti)a= 1 ;

boy =

I ti

To ger Knight's formula suberact a, ordividebyn?

Dividing byr, orThis makes itworse. continuousint.

his is smaller than mine, ok.
Maybe he had gensintervalofcompounding.That makes forsmallersum&

Maxgetshisformatfor annually

year.
So Matt starts his $ in one

So takeformula &suberaet in 1, ondivideby the

felis Now suberact 1, or

|-^^ -
1-N

1

compounded int., starting after one yp, cominuing ups.

values to
Butiswrong to figure starting after endofoneyear. Foryou

not to one year from the
want to discount fucure

present. If I can work thisout, wd. make an impressive fance,

showing careful atth to details.

present,

-Thij... -
¡

Nogo. Try notsubr

Be wir
ition HA

(1+i)
THI

(1 +i)"- I
i( /+i) " -1

+

|- N

141-1

1 (1+i)**

i

a.

(1+ i) - (+₁)^-1
i

A

M

So 1st term is not I, but thi

04.02.

Iti-Trip
}

(Iti)" - (Iti)
¡( 1+i)"

1(1+i)n )

i( Iti)na

This is correctif
them no.of

no.
meaningfor n. n is one more tham

terwyears, asit is no,of terms counting 'a'
So not terms is n & thisformula ok.years,

we have that



Notagain. Tipy dividingbyzufri

HenrystephenChriLife

;( Iti) "

Try mult. by ~ =tri

Iti

2.

; (Iti)
(1+i)^-' ÷-² =

Thisgives Knight's

.

Wo

(1+i)"- 1
¡(1+i)"

answer, too.

!



Dear Mase,I never

family ! But due to

what I now am.
indeed.

expected to be a

Compound interest computed annually prodt
at = y ( 1+₂)²

Thusinteger.

I shall try too answer your questions:
at the end of t
ax

Now to

This is for interest computed annually.If computed k times a year we

your generosing that is
certainly thankI co

what dr

|tity2!

in to years is worth

one -man two car

this becomes
In the limitas k approaches ∞I believe that they call this continuous interest.

)

of course, e' = 1+i +

thank you very much

Return to computed annually :
suppose a man receives dollars a1.e. at of a
starting in one year

uces

-get" (right
kt

→ = >)
your totwe...! questions:

they call y = _a=

years,
If

bisan

(1+ i)t

note that as

if

Friday

years and lastingfor a years. (from

year (a constant)

In years. (from now, or endo/chisys?)
The sum ofis thepresent values of these is aschool
geometrie serves and can be added to give

high fer

tre ).

y = frem at

)

at

kt an integer,

(ei)t
n→ ∞ this

which is whatyou
would expect.

now.

is constant.

formance



6** in "exponential growth "

This is of thegeneral type Ab-t.
If I were not resifqucted to integral values this is~ the well- known "exponential decay " function ,
4.(particularly prevalent in physies). It's harokanso
it_guts small fast, and the name connotes this.Iwould use the same name when this restructed.It could be written a éA et logeb

but this gailes nothing.>
2. How to graph it. No easy way on ordinarygraph

paper.
ButIf y = Ab-t

then logy = log A - det logb
iele logy = C₁ - +(₂

suppose we let z zilagy
then 2 = C₁ - C₂Z

13470

whatever base you

C₁, C₂ conshouls.

this is the equation ofa straight live in the t, z plane.
The so-called "semi- lar " graph paper is designed tomake it easy to plat the log ofone variable againstanother

you read off Mie values of y directly butthe
corresponendingdistance is actually logg.t goes on the abscissa.

| | | | | theThen use thepoints andaruber.
flag_Thissitystilreation is the

use.

.



Finite :

la

4.Soms of series, geometricprogression.

s -sr = s(1-x) = a

debrous

derivatio
Better to

let n= 00

in first
Loreta,

s = a tar tar² t
rs = tar² t

:

S =

SKIP THISInfinite:

P

S =

S =

rs =

s(1- x) = a -ar²
a (1-x²)
(

car

x( 1-x )̂

ke
In evaluating

So isno original
subtract a.
27 n = no. ofyou elapred +1.

multiplying
bySo maintin

a tar tar² to
mar tar² t

2+² = a ( 1-80).

Y

a(1 - r ")

whers.The series has n -1 terms; well, counting

the original 'a', it has n terms

wif rely

tar
tarn -l

If x > 1₁.5 =s.

Or, celchange derivation, redefine n.

tary

8
#1 fral, "s =

S =

n -l

tat - tara
3

If1f r = 0₁ s = a

8.

25 =

suns an :
5 = an tanª .anz

a

tar^

ľ

Dhadin

an asset, more realistic to assume no yield untilendof 1styear.
a term, first term is a So take resulesof formula&

And 'n' must be no.of terms, including a, (even tho we suberace it)
Trig

K

- ar"

fatto

tann
tann tants

an **i

5 = a(^ -^²+₁) ^a (1 - ^^)
= ( 1-1)

or subtracisby a givessame,& conreur, result.

+

S

i



1

Next step is to get some tables of squares

how much the infinite future contributes to

i

a

all - (tous)") ( iti) will = conmibution oflamelatir

ä ((1| + i_ - (i+i) ")____a_ a (1+i)( 1 - (10 ")i 94

#2 ['[₁i
( 1+ i)(

squares, & find
land values.

a (1-1²

(1+5)10)

N

t (1+₁J₁).= = ((+)² - ;)+i)ª

a (1(1+0)9 - 1) =

I should prepare graphs of this
function to show situation.

years.



2
a "

a
(H+i)"

a
i

TH

^
.ll

||·*

(1+i)"

%

(1+i) "

My

( 1+i)"

(1+i)."

Iti

"4

#

M

a(1 =(1+i)^+²)
i

(1+i)

(1 = ('tijari) ( 1+i)

(1+i)"
(it)"

is the same whether figured

finite series plus a resale value.

A
A general proof. That the capital value of land

a

as an ininfinite series or

M

K

643



dio

¾/..

*/.w

1

Nill

}}{

2

X+ Zur d² + d + 2x²

11

3

a
Hi

x + x

a ( 1+i)=

M

= 3a + Zia + air t
(1+0)3

*****

yes

Di

(1+i)³.

(Iti)³

t

(1+ i)?

(1+i)"

(1+i)?

3

+
(1 + i) ?

a
(1 +i)²

+

yesvz
+

+

a(iti) t

+

W₁
-

3

Iti

a
(1 +i)³

A

a

3x²+ 3x² +2²³ + X

+ a

de taxi ta ta

a(14 -(+)*)
|- |Hits:

( 1 - ( iti)+) (iti)

(Hijs

(1+i)³ **

Ba

X
a

q

AVER

972



du.
%

}} .

De

a
7-/tiHi

at a

it iIti

a

W≤ (1+i)"

It Zitiv = it 2i²+ is titic+1

0 = 21²+13

No
b

or from
1- ∞0 ?

Iti

+ (1+i)=

So clearly
2 from 1:30I

#17³
i

A

Now whydoesn't £/-(-1)̂#7-00

T a (i - (+:)*)
1

Iti

2

+

This time the right side is larger.

YES !

-]
a

(1+i)³

Y

a
(1+i)²

ti

i( 1+2i + ic) + iti²+1

( iti)²

all we need do is subtract a, whichgives

a

a

*

|+i

2i + 3i² +1³ +1.

(1+i)³

(1+i)³

a tai 2

0%..

at the endof the 3dyr.
theyield for thatgetyouyear & also the sale

value, simul: Sale
value is in additim to

Or, as I have it setup,
giving present

yreld

you ofer anyway. So
andof 3d Jr. you

by
That sale value, plus theyields

at.
discunt sale valm ( 176)³

of 3yrs, should = int.
value.

it
values minus present values ofprevent

13 yus yields shald = resalevalve.
* & it does!

inf. series gering



29

5 = < present values of all future yields

4

Year#
1

2.
3

4

=
tai

N.

+

+

(1+i)=
a

(1+i)³

Why

a
Iti

Because of comprind interest. Present values of future yields

are the sums which world, at compound interest, grow to

equal the future yields. One would

future could not

etc
M

do we divide by Iti ?

3
= (1+i) ³5

gield. And you
How do sims grow at compound int. ?

New sum annual increase years clapend

5 si
s + si = s(iti) sillti)
s ( lti) ²: si (Iti) "

s(Iti)³ is s, which

*

pay
buyit for less.

convention. Let n = no.

2

3

no more than that for

The sin amount which will in
s( 1+i)³
( 1+2)³

the ( 1+i)""! :where
amount to be discounted, divide by ( Iti0)"" ,

in is the number of the yearnot whose beginning the
is done. ŉ exceeds one the number ofbydiscomming is done. years

that have elapsed. As latter is essential idea, will change .(1+i)"
no. of years elapred; & discont by

S
4 years grow to

So we take



2

$

$

In interest problemsus

Qt

Ź present valms of series of goods of a

ax(1+ /+i + (1+₂)²

So r=

We also

14

a

111+i

me get series like:

Good !

say

iti , & 35 =

a

cap. value =

apropriIti

etc).
a

We assime implicitly

ai
_a(1+i) -acallti)

implicitly annual

a
1 + i - 1ti
Iti

oliv

It seems then that when inewe

a t

}{

Iti

a

What's ? (Probly the period of compounding differs)

Try subtracting a; because firstpayment is at endof1styr.urang

a

t
(1+i)²

1 - Tri , for inf.tHi
series.

This refers
where first giew.
firstyear.

say;If
C

iIti

+ ai -ai

A

L

e te

to: a situation
is at and ofis

i

Ciza,
are more

payments. payments

frequent, cap. value would be a little higher - 1.presume. Bur
I needn't get into this now.

2



(
Org. ofnew paper on

1.

new paperon land spec.

Empirical evidence of spee, stressing wild, unreasonable,

Concluding allocation seemed to be wrong,
fabulous nature.
why.

3.

2. Extreme,not best, opinion,gers

No costof production
check

Infinite forure.
Low maintename & supervision

Divergent mr

4 What to

land.

Suggeses misallocation may be more widespread.
? What ex.function

another cach: why tenamiry ? What ex.

try mns, but achieves nothing
served ? Results from different

(don't anticipare allpossible misconceptions & answer them

makes duell. to avoid them,positively, whenpresentingtry
attacks. ifeditor haspoines, don't

thing. Then waitfor attacks.
in appendix.

rewrite for him, bor

do.

wision needs.

answer.now.

arh

Keep it simple. Repeat mainpoint. Ship
conservation



3

New Vistas in Ex Thyfrom dist. Sand&Cap.

[Effects ofAW -- clubious.Withlot, ne change.Eitherway, key is to lower costofprodung
wordcap.

Making Inv.Opp.

LandPlanningThy.
vistas from new viewofwho is being plannedfor. No more'slum clearance' reform that chases people outoftown, rescrives

subdiv. ..etc. (ofpiece with ideayou cangivealljobs by forbidding

hining at lowwages)

New vistas

Allocation Thy

4 chdistortion

Distrib. Thy... "In"oflandlownership.

Weeks wants more history, less theory.
1. More understandable

E.g. B&M,& leasing public domain

2. Expedite getting degree.

3. Can study theory for life, facrual backgroundnee.
4. Selling self to imst., having somegood thy in itwilldo.

Might Sex itupus efson of Leasing System& private system



I

2
Sand Spee& Rep Gorr.

Repsfrom designatedareas not at large; able to affeer

general interest.
Hist.ofbend tenure; Declineoffand Tax: Reactions

L.S. in hist : Hist.of Land Tenure:

Other Cures(worse than disease)

Anti-spec Provisions of Homestead, B&M, BR

allfailing
Rent Control, Price Control, ETC.

Proposed
bein

(Solution of Problem)orbedre forAction.

Obrinin unions,welfarism, decadence, consi-mobility elements.

Communism

areas 1.v. Overshadowspublic service,
v. 10ther cares!

Central Leasingor Taxing. Nothing to speculate in, (partial taxleaves somed

New Problems

to distinguish land & cap.

Benefits: (besides ending spee)

Inheritance

Cap. Fmen.
SourceofRevenue; lessregula rion expenses.

Obviates Welfarism,&gour arbitration,proteininnifreeent.

L.V. mntns, a vested vs changesgoes.

Nawaoncomper

Compensation

Localgovt.
Wow central can commom, no restricting. Camprevent

give
mnpy.!.; & no causefordivisions. A centralwatermkt, inc.)

Interestin Public Affairs. Public Int. pressuregroups
takeover.

Ceneral LandPlanning More Called for,but thergood ...gives ita
chance. Thereisplenty, now,potentially,justneeds

anopen field.



P.S. Remember,the ancile should

Men 4, and words or less. If you

absolutly need 6,000, prep...ita

in this articles .



The AMERICAN JOURNAL of
ECONOMICS and SOCIOLOGY

32 East 29th Street, New York

Dear Mr. Gaffneyt
referee .

50 East 69th St.,
New York 21 , N.Y.

We never disclose the identity of the

However , don't worry about differencesof opinion with the referee . We maintain a
completely free forum . However, we insist thatthe case for a differing viewpoint be made asstrongly as ás can be made . So be sure to take
account of each of the points made . All goodwishes , Sincerely,

Will hissneyLissues



Why are some Camdouners & others tenants?

Brown's idea that are no discconomies

in relationship,I thatmy explanation
efficiencyunong, leaves with idea is some

about it. Actually is not, I are costo
of which greares probably is keeping

majc ofproperty from Turning sand
gold...my-.my expleomation accounts

for why these disecommy occur.
to



Best allocated
land not poor land,
but land which hasbeen

given its value by artificial
means requiring highfixed
charges. Because differences

ofyields amongamong individuals
thewill be greater

after takes togieldsafternet

even

individualsmayaresame
asonplainpoor land.

Drivingthes.banJoaquin
1.D. reconfirms impressions.
Very neat, trim, economical

Ideal
farms outgroupin suport.society.



critic's pointsMy
without careful consideration.points have been made

e.g., is well known that a major

loophole in and trust laws is that while

a large co. was forbidden

& it.in compervor, it could acqu
a high price for securities,

overight prohibivion ofpurchase

keep resources from going to h



_my_citc Iam
implicitly criticising....
so naturally he

3,.& willmolly..
never accept mywork

I would prefer to
-publish as is & meetmy
__critic in print,-print,on =

terms.
Lelea behind studywas.

Land spec. Do much
more important thaneyes,tell us.== ALL Land

is ause distorted,
much more powerfulcase for iden that
lut improves allocation.



My critic says the
article is not Illuminating
meaning it cloes not illus mate

pointshe already believes
from this view,to be so.

no new contribution is

illuminating'. Reaber must
be ready to learn something.

More fact that somme

in avchor`ty disagreeisn't bad if I agreed with
them, I wouldn't mite..../
Welcome public referation,
so can air busices of

disente. People like..



p.217,Brownsays effect.If
sux is to make it inse. to
hold Lams ielle. But no
hirt less ex. now than

why
when owned overight.To
answer this Iwrote.
to because lutAs costI holding to one with low

orpur it various..i.M.

ways...
235-8, frownstresses high liv.

asmaking it tough tostart
our-in farming, implication it
is harder but thisjustmesom

inequal capital,which is divings
M.M.



no
Otherwise, indud...we have...

explanation ofwhybut
will stopther, or of...
why spec. exist

getexplanations of
Brown, George, .erI or EcBas's of tax reform0.268-74

..I willsay amomers toall weespoints areMs, but
of course.

This doesn't excuse
ine for not bringing it
out more clearly.



that
Brown is in effect denying th

land can be inderused sajnaj
all differences of yields importable to
labor



What 'Realtor' Really Is---
Don't Use Word . Loosely

The term "Realtor" is sometimes tailed articles , all based on this
loosely used to denote any real preamble :
estate agent , but this incorrect "Under all is the land.
usage is deplored by the California
Real Estate Association . "Upon its wise utilization and

The copyrighted word was coined widely allocated ownership depend
the survival-and- growth of free

tional Association of Real Estate institutions and of our civilization.
to describe members of the Na

The realtor is the instrumentality
through which the land resource of
the Nation r

Boards and its constituent boards,
including the California Real Estate
Association. hi hest use

and through which land owners ip
attains its widest distribution .

The national association says the
erm "designates those persons in

real estate business who have avail "He is a creator of home, a
able to them the accumulated builder of cities , a developer of
<nowledge of over 40 years of ex- industries and productive farms.
perimentation and research in all 'SOCIAL RESPONSIBILITY'
real estate business methods and
standards."
CODE OF ETHICS

"Such functions impose obliga
tions beyond those of ordinary
commerce; they impose grave social

"Realtors," the national associa- responsibility and a patriotic duty
tion adds, "are those who , in the to which the realtor should dedi
judgment of their peers in their cate himself, and for which he
business, are persons with personal should be diligent in preparing
standards and business competence himself.
of sufficient merit to warrant en
trusting them with the important
fiduciary relationships involved in
real estate transactions.

"The realtor, therefore, is zeal
ous to maintain and improve the
standards of his calling and shares
with his fellow-realtors a common
responsibility for its integrity and
honor.

"They have voluntarily pledged
themselves to a code of ethics gov
erning their business conduct, their
relations with each other and their
relations with the public."

"In the interpretation of his ob
ligation , he can take no safer guide
than that which has been handed

The code of ethics to which down through 20 centuries , em
realtors subscribe contains 34 de- bodied in the Golden Rule."



TONIGHT AT 8:30
• MATS , THURS, OCT . 9 AND SATS,

SIE IRAKAUIJM

ENXX

Nina
BY ANDRE ROUSSIN

ADAPTED BY SAMUEL TAYLOR

WithMARTA LINDEN
CHRISTOPHER PLUMMER

I

ATRE ASSOCIATES SERIES

SUN . to FRI. & MATS.

; Balcony, $1.20, 1.80 , 2.40
Balcony $1.20 to $ 3.00 , Tax Inc.

mann, "the only modern pioneer
story" she has ever found . It is
scheduled to be shot on location in
Brazil, in Technicolor, This will be
the actress' first color movie.

No more chase melodramas?

"Any other would be too hard to
top 'Sudden Fear'," Miss Crawford,
film salesman , replied .

Lancaster Plugs Film
From Way Down in Fiji

.*

A letter reached this newspaper
yesterday from Dubusa Beach , Fiji
(2/6 green and tan stamp with
George VI's portrait , not that of
ElizabethII) from Burt Lancaster,
the film actor.

The greeting was not connected
with "The Crimson Pirate," Lan
caster's current film , on the Para
mount screen , nor with the movie,
"His Majesty O'Keefe ," which Lan
caster is making on location down
there.

It was connected with Hal Wallis'
film version of "Come Back, Little
Sheba ," in which Lancaster costars
with Shirley Booth , who played in
the original New York stage version .

"In the six years or so I've been

Paramount
T BURT
LANL

A 1066 MKE

UN 1-9998

R



The bulkol yieldo canbe choppedoff not onlyby

tucation for, conceptually by discountingalljields
belowa cerrain high level atone mr, the other

at differentones.
Or by discountingall at individual rates, then

ratio of races ?? Work this our
multiplying by



In rewriting should expandon idea that

itis unce. to have bidding for futureyields

affectallocation ofpresentyields ..wineexample.
Scressdistinction of land& cap, that 'bielding'

iswhat createsthe yjelds,burfor juaneyields of cap.
withland itis opposite, yields exist&hance.

bielfor. Hence"nosocial value in hewing

single futureunes allocatedby differentialrates.

are
even



LVT > perfect credit.

LUT same as credit which

all.
w/o diser. open

lower 1.1. because

you needn't repay; at

one who borrows to buybuy
Is at

compete wi lowest MAS. He mustpay

so ifhe canger andjust for its rent, is lower in1.

lower 1.1.•

more in int. oom rent
mustpay

&

P to

ofland is.



3B, Impert. Landmht. 2
& ignoran

Ignorance of bestuse
3. Inertia

a.

ve

b. Apathy toward change by constoward change by controlling indinduals.
rich, landis little to them.

taking
nominal

c. Anemon

Herseq. 4. Particular institutions

a) Inc. tax. Discrimina for -& you

b) Tax exemptions & discriminations, legal & other. Failure
taxland.intouse 2quickly.

whichuse

loss.

implicat nimes

- esp.iI theyanof

subtract

100 acre act.

c) Riparian rights, Desert LandAct, etc etc,rights,
individ incentive to use excesss.

muchallem,which great AP, & confusce.

prop. tax

to get

gine

d) Monetary system,

e) x fur costs. Title clouds.
1) Taxes on impr, upitrapacions. Ithethere mightbe accepted as

esp. (+
partof cost-stovetine.



D

38.

C

Imperfections of Land Mut.

1. Different opinions of future.
not actualyield,a) Anticipated field . carbasis of allocation. (&antic. A)

Extreme, not best, opinion gets land. Prop. of local ormers prements selling,
current production &tiveof but it checked.

by(same true cap;

similar experience)
1)

Communistaticallybeof

due to between need &b) Community projects designed to be reperis serve land & be paid from

subjectto miscale. lag
& group

action, desire to exploit outsiders,
boch

Al.v.
completion, natu

preadicarly
gert.

raise local l.v.. etc, group pressive
Knockers,

a) Outsiders judge from present grelds, buy
not in c rashes. Extreme

Insiders with inside infor
agche.

Po may spree.

2. Each mitof land unique in space&quality.

underest. costs.
in bons; insiders sell in terms,

a) No single mht, but indindual bargaining
keup manyagening may

asting.wa

grower.

inges

Indiv. sales

b.) Uniquely
related to adjacent land. 17

newPassembly.
sale, & in semous ini.

opory.in
from1) Bilateraliungfir co..monop. calculations

2) Physical dificultyof getting tobe any
plan,I even with it. Esp. after other mits

size.
3) D. fficulty

of

Iyong

"
Land

buyers

&
band

buying

reighbors:
getry rendwrathetechn

ang size &shape, w/o onwall
already improved, for onme

by
land Juny

grizing complementation, reversves not taken

in person to person deals," "B") Whinerecognizingfrom
on (1)

n
fin amingany

50compl. complex big onwall org.needed, as in

project of lange opt size Ahn which is to be financed by its AP.V.
Difficulties of

highest mail highest org. achieved. | Controlby s.r.s bad,
& spreading custs hinder developments higherst/|Use never•traffic

they trytomay4) Monop.
by local monop.

causes obstaches to use to be created"products
"Esp. in Cal., where local specialties

abound. Fax dead land caused, etc. e.g.
outht.



of tomatspet,Causes simmary.
0. Maybe no present greldis premble, all considered.

Prevent mining1

3.

2. youPrement. Miscapitalization. (includes not bldg.for tenants while
world want different improvements)

5.

but

valuable

idle land

Imperfect cap. mkts, potential users have high internal. oneoutbid...

4.1

Owner mayhave exhausted his cap. to buyland; he mayhavebeemed to buyit, Ihis
precarious fin. praction prevents his getting loans to improve. He may be formed to mine simene he con
line intensively.

Holder has better terms than potential buyer -Jonur taxes, privilege,etc.
free landgrant for himonly, poumbilityof taxmoratoria, debt-wasion, etc, forold holder,
buyer.

not

11

.

Extremist spectators
Kinds landland with,

speculators -for
mits, in boom. many reasons.

avait

higher bidder who, at

berfors who

ans, & absolutecomproduction ofsome

6. of curtain area,Seller has monup. wants to arrid competing with self. As fora
white,at least, for priordiscrim.: holds back some lots miilofbers std, then lurersprivre.
As landsate involves migration it takes time, hemustwait.

7,
advertising

Holder is an inside about future improvements that will raise value,
others don't know or trust.

5.E. Spec.may phongon a long time!
plan to sell to Jope,user cannotplan to sell his improvements tosuch.

then the

Land tied in amea
6.8. up ininstitutionally I no one""wants to intie it because it

competes with surrounding land &
Or areal tax system

discorrages:non improvements, for 1.4₁, community maydiscourage comp., notjust individual firm

cap.
monop.

9. Inertia of holder, inawareness of loss of revenue, & lack ofneedfor newp.p.to

+finomus spree.In

10. Waiting fora ·any moment, is expected momentarity.

wants to keep it soHolder can use land in large assemblage ultimately,
sometimes legit, sometimes not: Sometimesfor use, sometimes for monop, serverines to

So his holding is beyond opt. size ; & he hasn't caps forit.
wohl

keup longe rip.rights.
"Right ofvow'' system ofclaimingwater & land causes premature impr., wch) for nothing.0 - thi Inst.&human costs of tenomenountry& remporang. are prohib.

rally.
not an independingmit all, weetcarse,but assie, with 2 83 84 850 841

* Misconceived improvementó' marko Iand worthless, or almost so, getmith porennalinice



Gen. Conclusion: If there were no

12 14

As, where motios mostly gone.

13.14.

Big landassembly planned, some. holdout bonguinning
Or, where this is potential situation, each party may.

to act first,first, give hastageofhostage ofcommitted capital...other

resembles 10

Extreme fluctuations of demand where people from selling during troughs.

14. Psychology&bookdemping &trustre relationships conspire us
vs.

papir loss.

where it wasts.
be waiting

15.XV. Expense of landsher Heaps preoptent disposing of lands quickly when they
wt may

+= like 12

deade they
don'twant them now, but in future.

1514. Owner may by intending to use, find himself dealt,out of some
monop , not allowed access to some vital complement.
Iand while he fight it, xhur difficulties discouraging sale.

the may hang

0.18. Changing armership mit patterms may
when a &migrant buys: connot find a commumentmit to sell.

989.Old time ormer lones place, wants too Kergitin old

complenty 18te but, relative to highest use,is.highest use, is. Individ.
A, is soually budprobly.

+

for

leaveare some land stranded. e.g.
too much land, Packs corp. & management to der. it,but

No way,way.-

selling at

this maynotbe

paying by p.p. grom from

16 . Land in given area maymay have valueof all colonized as once; but not of
precemeal & first settlers must be encouraged somehow. So its use awaits some

large mitived colonizing effort. (for this to be true, area mustbe -solated,
adjoining settlement jest spreads out) & anti

If not,
& anti- spee, measines.

#. The essential p.w. mayhave been prematurely built, Sue to antic. Acests. Theland
bring then only specially, not

actually, readyfor its higher.use.

02.
Immobility of laber, aswell as cap,

But
involved. 1.9., if people were there to

Ivbe loms temporarily while waiting, they could ourbid sprec. may
Besides, thecup required for tempuse isnotjustthat attached to land, but

organize, xport,etc.

they not be
there.
that -so may be nec.



4:20.

171 . ***.

reasons

deadland.

pressme

3.

?

Present ou

Very

for idle land, cant.

mir deling,

like 6
18 26. P.w. contratted

20,190.
f 6

can get away

rich owner,in his affairs efficantly.under nopressme

11.28.

Underuse due to
pour mit planning, So samme arest

complements. e.g. irrig.&ming. shallbe combined in
some times,

mthititdown't sell. Or becomes

by
of land with consequent competition
lemer first to cause longer hawl,

OZET. Scarcityof vous ec. w/o ormurship. Prefuence of fames for hell

P.r.o. other

to use, low internalır.

by land

onnership

18:28. A.c.5. would hold fromsale lands trib. to other roads, to foror seithers tos.r.
lands mits road.

land
Breakdor ofcredit sigstem, loss of confidence, ereloss of confidence, ere -so no me will sell

instalments -moratoria would strike fears to all lenders

lend tobuy, for land for•any propose on lomd sec., incidentally.). &yet
they holdout for prive basedon old credit. system.

1924. Ign. vous of passbilities ofhigher

othergroup-group wishing to prevent development

.e.g. may want to sellitsearlymyrri

Userslack cap. to install higher uneif 6.
Claim jumper ere has clouded title,barthe

cut off from

goodming

Undere

rages.

21 Rapacious tax system would confiscatu any cap. applined.
or put revenue reasons.

Ardinduals have incentive

to get tithe from good.
by

mo

for

by letting

to claim &perhaps ise slightly exaus, land,

Land
impromur melyand

desiredble

be our hid land miner because of high interval
1+ follows but will redive.....improvement

Cofere cut bidmini

13.
1.0.5, eron the

size of farm , cause more capuze, bese m ming. - by
Lxt would encourage individual whois planning
limering by giving

his internal ....

menep.

loya cap. use.
him lemo, time at start.



13. Landownership for pleasmea meansof receiving
realpleasummame free of income tax - henve mere stresincome
land ormurship & desire of implent lome incomes....faver of taking in

16 34. Due to the

5.

5.

4

T

thisway. Candelvet prop. tax from inco, v.
from other causes, reneresspel..

erre

bege
Assverated is._tendency....

ofvery existenne
reduened due to scattered settlement. This spree.

to reduce supply,spree in one plane

_push people out, cause spree, furtherout by causing a tright of
Jemand forthis out.

in

income this

early days
more spree.

weby
3₁ Those faroff will not hand to small unt.; & whose clove

are few, hinue monop.
manGreat fluctuations in veral banking lend mourro

failure of sellers
ellamento realize monop position of oneer in

to think that because a Len places will sellot high
..price allwill.

Cam get away

in
Income tax

discriminates

trainty.
In enthusiasm p.w. built for in advance of pop. &molts , the constructing pop.

giving semblanceofa perm.one. Spree-ons hanga long before realizing somany
plates are served by p.w., it won't sell.

sımlar

with tax deling. If youaway with

shortm

don't sell, often

1.


