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LAND OWNERSHIF AND LAND USE

Land is misallocated in our =conomy. We concede
SWESPEILD %o iHE Highest bidisP 6n Lhs plavsibla pre-
gumption that he will be the lebwdm=st begt user, but
experience casts doubt on this pre sumption. Some spec-
ulators hold land absolutely unused, and this seams to
be only an extreme manifestation of a more wensral dis-
tortion. #ost land offers a long, uncartaln serles of
yields, so most landowrer s are perforce land speculat-
ors, The same economic forces that make some owners
hold lani completely 1dle can be shown to make most
owners hold land partly idle, i.e. underused. This
study aims to define "full use" and explain "under-
used" land. |

Moﬁi’ps
One must search hig own s===F before criticizing

market Jjudgements. Tco many condemn them simply for
recogniz in; tastes other than their own. 'While ten-
antry, absentselsm, smculation and othe » evils offend
our private ideals, the market, that indispensable

gsoc izl arbiter which reconciles our various opinlons
and desgires, decrees they should exisgt. Should we
not defer to the majority rule and accept speculation

in land as we accept whiskey and women's hats? UNot
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necesgsarily. There are objective standards by which
to Jjudge land use, Whille accepting ultimate market
Judgements, I malntain the land market falls to en-
force those judgements. The market for consumer goods
may be the supreme court whersin ow various ideas of
what 1s valwble are reconciled, but the land market
is only a lower court whose decisions are revocable
where they contradict the highér oneg. I do not pro-
pose to substitute my pe rsonal judgements for those’
of the market, Wt to show that the land market ob-

structs a maximum prodiction of market values.

At first sight the raw evidence appears enough
Lo prove this.- The facts are overwhelming. Whers-
ever our economy has pznetrated, land speculators
have accompanied or preceded it. Many histarlans
have chronicled thelr activities, of whém a.few are
citzd in the notes.l They testify thé‘t. specul ators
have often held land idle for long periods, forcing
settlers to move to poorer land. One cannct sw vey
this evidence and doubt that land can be seriously

misallocated despite free markets.

Evidence as clearcut as this, however, is generally
limited to economic frontiers, areas into which higher
uses are expanding. It only shows that much frontier
land is temporarily misallocated,.not that all land

use is distortad. One may infer that the system which
fails at the frirge 1s als wanting at the center, but
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one has na& proved 1t. To be sure, the frirge 1lts2lf 1s
appreciable. Frontier land economics are today re-enact-
ed at urban fringes? an area estimated in the United
~States to equal that of Pennsylvania. These are just the
areas where construction is concentrated, bank credit is
expanded, and other key decisions made in an expanding
economy. But the more valuable land is at the center, not
the fringe., In settled areas khe evidence is harder to
interpret. The frontler is not subtle, its secrets are

laid bare for a2ll to see. In the center raw facts reveal

less, and analysis counts for more.

The parallel between frontier speculators and latter-
day abseentees 1s sugsestive. Where land valuwes are rising
fast, speculators buy 1n.3 Like frontier speculators they
value land for its future mare than its current yiel ds.
Frontler speculators neglected current yields entirely
and the misallocation wag plain to see, Modern speculators
ugually take a small income from land while holding ittr
and our gtatistics and concepts are too crude to tell us
forthwith if the land is "fully used" or not. We think
land would yield more under an owner operator, but this
is nct gelf-evident. After all, if 1t 1ls sc, why does an
owner-operator not outbid the absent=se? Perhaps thse
absemntee servas some ugeful function -- even he has advoce-
ates. Although the system 1s clearly susmct, it does

not stand condemn=4d.
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The susgpic ion must be better formulated. As it stands
it can hardly be tested. How dshow that speculators use
land less ably than otlers when, as afarementioned, all
lardewners are perforce land speculators? How judge any
land use when "full use” is undefined? No statistics
can show the relationship of speculation to full use
when both concepts are hazy. And, to anticlpateg when
they shall have been defined the relationship will be

gquite ¢lear,

Thig is fortunate for inquiry a posteriog%ﬁs hopesless.

Even thearetically, as will be gseen,"full use" is an
elusive. concept. In practice, degree of use is impoge-
ible to measure, Consider some of the difficulties.

The irvestigator must find the net yield. This irvelves
evaluating all the costs and revenues, including implicit
ones such as the pleasure derived from salt soray or

the pain from a scap factory. He must svaluate the use
over many years, as8 no short period can be assumed reprag-
entative, FHe must compare the actual use with various
alisrnatives which exist.only in conjecture., FHe must

quantify what he can hardly concsive,

it 1s easy to find evidence of underused land if one
is uncritical. Hany conservationists and ecity plannsrs,
fer instance, measure the land systam against their own

ideals and find it wanting. These, at bottom, are usual 1y
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private opinions without objective economic meaning. Or,
we read that many "irrigable" acres are not irrigatsd. 2ut
what is an "irrigable" acrs? Whers are those unirrigated
irrigable acres? I have seen some of them in an irrigation
district under a dry ditech that was dug to establish a
claim to water, The water ig used elsewhers in ths distriet;
the ditch was probably a fraud, Other acres are hummocky.
Water ls available, tut levelling cost is prohibitive ---
according tc some people. More acres have erratic rain-
fall. Irrigation is only insurance agaimst dry years ---
at least, apologists say so. Are thesé the resal reasons,
or just the "good" reasons? Lifetime students of irrig-
ation disagrse, The deeper ore digs into ths evidsnce,

the less gconclusive it se=ams.

Many furtler allegations of misused land spring from
misconcesptions, and cannot be accepted; nor need we grasp
at straws when the truth, as will be seen, is so substant-

ial. 3But the straw is in the water and maight decéive us,

SO best we clear 1t away. Tt will help

understand misuse to know what is not misuse.

Full use need not be the most intensl ve use, Full use
is that yielding the highest net return, not gross. The
number of peoprle employed, or the carital invested on
land are not direct measures of use. The less labor and
capital used for given results, the higher net ylelds,

When land is tuwrned to less intensive uses opportunities
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fop labor or capital are reduced. Their sympathizers

often condemn the new land use and, in their ardor, say

the land is no longer "fully used". To some, full use
means labor-intensive use. Complaints are common against
those who léwer costs and seem to "destroy Jobs". If lahor
has a price, this cannot be accepted --- and it is often
in response to labor scarcity that land is turmed to less
intensi ve uses. The land may indeed be underused-~most

land lgs-but not for the reasons glven,

In depregsion times, some think, the social cost of
using labor and capital should be considered zero., What-
ever the merits of this idea in some connections, it has
no place where the issue is allocating lamdl tc a particular
use. If private costs are not social costs, all land is
underused, because all land users economize on labor. The
point of the study would be proved and this would be its
end. No land would be fully used until used so intensively

that the marginal productivity of labor and capital wers
zero. The study can only proceed with the understanding that
highest net yield represents the highest use. Many a stark,
abandore d white elephant bears mute witness that intensive
use is not always best use. Valuable labor and capital,
wasted creating things people do not want in places they do
not want them, are a gocial loss, and not to be treated as

Sheep runs in 1oth century England and 19th century Australia
were widely criticized on this score.




free goods.

Another error is to judge land use on the basis of the pre-
sent only. Land use must be judged over the years, unless the
present use 1g unrelated to past and future. Houses are buillt
to last many years; we do not expect a new one on every lot
each year. C(ld bulldings, perhaps even slums, may sometimes
be the best use of lami. Even vacant lots may be economical
provigion for expansion: They may be held in anticipation of
lower building oo sts, or because anythinsz erected this year
would only be torn dovn next as an expected "higher use" mat-
erializes, Exhéustible resouwces may be held in anticipation
that society will need them more later -- this is the essence
of congervation. These may not always be sufficient reasons
for sesming underuse, hut they are usual ly of soms bearinsz.
Thelr valus must be weighed and accounted before one can con-

clude that land is underused.

Further, land use cannot be juired, as 1t so often is, by
expliclt revenuss and costs alone, Never all, and frequently
but 1llttle of these are ever expressed in cash transactions,
Not only the hogs sent to market, but the view and the hreeze
and the nslghbors yield annual returns. One lears of ancilent
farmers who cling sentimentally to the old hom=2stead, refuging
to sell to ambitious youngsters who might bring forth twlce as
much corn. Is the land fully used? The grain alcne is no
In land settlement, owrers may delay occupying land tc let others
make the initial costly mistakes which create a communal fund of
local farming lore. This reduces thes support of local institutlions
like irrigation systems, churches and schools, as well as wasting

years of land ylelds. But it sometimes prevents mass disaster, and
these various matters must be welghed before reaching a Jjudgemant.
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eriterion, for the ¢ld mn's memories may be warth mare than

o T e P— = S P o T P M

the youry man's corn.

If we accept the

market's Judgement they certainly are. We have not yet accepted
it -- indeed, that is the very issue -- but we ca ot condemn
the mar.et, as some carelessly do, because 1t recognizes value
in an old man's sentiment. If the widespread landovnership of

old men be wrong, there must be other reasons.

Finally, the study is limited to land ecomomics. Quotas,
subsldiss armd other mariet obstacles may distort lard use as
muck a8 anything peculiar to land econcmics. For this inquiry,
however, the array of prices as they impinge upon tre land-

owner 18 taker as given, The land system alone 1s on trial.
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Why is land sometimes held idle? Whatever i1s the reason
may also cause mors widespread distortion. The everyday
explanation is that the land is held for a rise in valuwe.

Thig dee g, indeesd, sesem o describe ire motives obgerved

in reality, but 1t leaves another question: why does thes

cwiler not use the land while walting for the rise? Why fare-
gc all that potential revenue? In reality, again, the answer
is usually clear: he is not in a positlion tc use it conven-
iently. He 1s in the wrong business, lives toco far away,

is otherwise ocaipied, and so on. But why, ther, dld he buy
it at 211l? Why was he not outbid by someone who was in the
right msiness, lived nearby, and had tlime to use the land?
Increments to land valuss are not reserved for those who hold
land idle. Any landowrer recelves them, whetler he uses the
land or nét. Gensralizing, we must answer this qestion: how
can one who gets lower yields or no yields outbid one who gets
higher yields from land? Why does the market allocate land to
anyone besides him who would use it best? An answer to this
guestion will not only explain why land is scmetimes held un-

used, but also show, a priori, that most land 1s underused.

Suppoge, by that magic wave of the wand which is theory's
prerogative, we have overcome all measurement protle ms previous-
ly mentloned, and establlished the existence of net land ylelds,

expregsable in gimple numbers. Consider two individuals, Mr,
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Rich and Mr. Poor, both interested in tuying the same land. o
ke it § - - - afarsoging you maam Lomplicit s egelicit
Rich anticipates yields of 4 units ammually, Toor of 5, thus:

Time
Poor gets % hizher ylelds, but it does not follow he is the

higher bidder. He is buying an infinite series of future yields,
and his bl d depends on the rate at which he dlscounts the

future. Suppose Rich discounts the future at 4%, and Poor at
5/k. Both will bid just 1CC units for the land. If Rich dis-
counts the future at any less than 4%, or Foor at any more than
5%, Rich will outbid Poor. Thus land is kept from from the use

wilth highest yields,

While capital allocation 1s somewhat di storted alsc, this
1s primarily a problem of land economics, because land is ex-
rected to last forever and to rise in value, while capital is
expected to fall in value until it L8 worthless. The differencs
between di scounting at 47 and at 5% 1s negligible one year in
the future --- only 1% of the discounted value. Over time the
difference looms up to domlnatirg proportions, as a glance at
discount tables will revealfa&}“glfle followinz graph is the same
as the preceding one with the addition of two falling lines
which represent the pres.ent values of the future yields, In
the first few yesars the discounted values do not demart much
from the yields them selves, but over time the; irfluence of the
discount rates becomsg paramount. The present value of a higher

yield, discourted at a higher rate, becoms smdl ler than the
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value of a lower yiseld discounted at a lower rate.
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The frontier s eculator can plan to hold land 1de for
some years.and still outbid gettlers, because he can bid
more for the sxpected future yields. A settler would also
receive thee future yields, Wt he cannot often bid much
for them bacause of hig high personal dlscount rate --- or,
as 1t 1g often expressed, his lack of capital. The early
years, for which he is prepared to bld, are years of relat-
ively low ylelds. He 18, ther=afor=, often outbid. The pie-

ture, roughly, is this:
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These simple examples, with but two bl dders, may not geenm
true to life. But if thesre were hundreds of Mr. Riches and
hundreds of ¥r. Poors, it would not maxe any dif fersnce. True,
thers might be some with the high yields of ¥pr, Sdead Foor and
the low discount rate of Mr., Rich but, even g0, the individual
with the highest yislds would probably not bhe the indivi 4wl

with the lowest discount rate. PSome individual with lower

yilelds and a lower di scount rate might outbid him. Rich and
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Foor are simply symbolic of the two highest bidders out of a
great number of bidders. They are also symbollc of two
economic tyres; one of whom becomes an absertee larow nar,

the other his tenant.

WW“] If the speculator plans to sell, rather than taﬂe the

o

ﬁfeﬂ'f g
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Iuwre yields himself, he is not bldding for the future ylelds

but for the resale value he ant 1cipates. Thés resale value of Z
i l e
cour se, is simply Ithe valus given at some future date to :
s T

the infinite series of then future yields, The gpeculator
may value that resale value higher than any user values all

the future ylelds, s

As ths land value 1is expected to mount to that resale
value gradually over the years, speculators may be ard often
are sald to be bidding for the "annual increment tc land
values", This 18 not a dlstorting factor di stinct from that
described above, ut a particular mnifestation of it. Without
the explanation above we could not e say why tke speculator's
interest 1n increments permitted him to hold land 1idle and still
cutbld lanad users. Now it 1s clear: he places a higher value
on & lower sum of yieldis because of his lower discount rate,

In addition, one who has outsgide income is inclined to count
carital gaing as reallzed even before the land is sold, and
therefar e to discount a large part of tle increment over a

small er number of years than one who lives from hand to mouth
and cannot count gains as realized until he hag cash in rand.
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Frontler speculation now is seen to be only an extreme and
especlally visible misuse of land. The same economic force tla t
causes frontier speculation camses all land to be misal locatsd.
Frontler speculation di ffers only in detail. The basic causge ig
the same: 1infinite futurs yields are bid for by individuals with
different discount rates, The origingl susgicion is confirmed.
In explalning frontiesr speculs tion we have shown a gereral dis-
tortion of land use. This casts a new light on ’and speculaticn.
It cannot be dismissed as a passing phase of the unruly, except-

lonal frontier., It distorts lam use everywkers,

To be surs, some land is worse allocated than other, dere nd Ing
on certaln conditions. Misallocation increases with threse
causes: divergent discount rates*; future yields high relative
to current yields; and yields high relative to dif ferences
ameng individual ylelds. Land is worst allocated, correspondin- -
ly, where wealth is unequally distrituted and canitdl marks is “
are pcor; where land ylelds little in the present aml is expect-
ed to yield much more in the future; and where land ig most
valuable. The fir st condition is seern, for example, 'in Latin

american and Mediterranean lands, The second ig characteristic

of frontiers, & where sreculaticn isg
80 notorious. A8 to the third, it has been often observed

that farm tenancy increases with land values,

*¥Strictly, where low discount rates are correlated with low yields,
and vice versa. In our own soclety land allocation is much improved
by the fact that many individuals with low discount rates are also
enterprising prodicers who get high yields from land. For simplic-
1ty and generality however, I will assums a random distribution

of high and low discount rates among individuals,



=Tk

These conclusgions stem from a simplified formulation. The
gimplification is useful, for it sghows the main di storting force
at work. It ls dangerous, however , to zererslize from such
simple examples as that of Mr. Rich & Mr, Pocr. We canrot
be really surs of the conclusions until we have defined
"full use" formally. Consider, first, tle possibility that
the higiest bl dier i1s the best user, after all. Thisg has
proved a wor kable hy othesis in many markets. Society some-
times conced?s & highar value to the rich mn's whin than
the poor man'sg hunger, in reward for the rich's income pro-
duclnz caplcity. May this not bte anglogous? Soclety is
concading & highsr value tc glven future yields whan tley
are owned by richer people., It is allowing ths rickh tw
cutblid the poor for futwe incomss, Just as it allows the

rici to bid more for filet migron ard FPersian rugs. Is it

not the gama?

The analogy 1is not admissable. If owning future values
wers alone inwlved, 1t would be all rizht. Let the rich
bid up :securities, no harm ig done. Allocating resources ig
ancther matter., Consider land that 1s used as an instrument
of production, and not at all for direct gratification., The
free mariket in instrumental goods is useful if it allocatss
the gocds to those who will get the highest yields from them,
This is the only basis for the highest bidder's prerogatlve.
The value of tha yields tiemselves is the ultimate criterion

of use, not the value which indlviduals give to th: ingtruments
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that produce them. The instrumental market is to be judged by
its success 1ln slding production of consumer valuss. An owner-
ship which permits less than the maximum possible yi=lds 1s

thwarting the dictates of the consumser market,

If the land is to be used for direct personal pleasure, and
;‘ the yields are impliclt, the conclusion 18 the same, The iwplie~
k B it yield for which a poor man would pay §5.00 is worth more than
f¥f ¢ é that for whilch a rich man would pay $4.2C. Landowrerghip is not
Ethe ultimate gratification, but only the means to obtain it, For
%best allocation, land owners should be those who take gratifications
.of highest value from ths land. Where thay are nct, the highest

 bidder has proved to e less than the best user.

If a future valus of only one instant be all that is involwed,
the highest bidder should indeed be tl® owner. 'When wine 1is
aged, for instance, the raw stuff cannot be sold for years.

The wine must be carried over these years by someone witk a

57 low discount rate. The highest bidder for raw wine would be

e someone who di scounted thsz future at a low rate, Thig dces not

distort allocation however, for, when the wine has matured and
is ready for saie, time discount no longer affscts bids. The
wine's valus is a present valu2, and is not discounted. It bas
simply bazer carried through the walting years by him best able
to do so, But wlen future ylelds are integrally connsct=sd with
present yields, as with land, differential bldding for future
yields distorts the allocation of pregent yields; and when the

future yields have becoms present yields allocation will still
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be digtorted becausgse another future will lie ahead,

There is no magic, then, in the highest bid. It need
not come from the best user, It offers no excuse for
accepting yields lower than the higrest possible as "best

usel,

The answer to the original problem is looming up in rough
outline, It still wants delineation. Thus far the answers
have peen negative. It 1s easy to say what is wrong; but what
is right? We may discover that the present system, desplte
its demonstrated shor tcomings, 1s better than any altsrnative,
To be on firm ground we must define "full use" formally., This

is not as easy as 1t may at first appear.

AS previéusly mentioned, lamd use must be judged over the
years, The judgement takes far mare than simnle addition., We
ask not just "how much?", but also "when?" Future yields are
worth less than equal pregent yields, ard must be discounted.¥
Some plans sacrifice present yields for futurs, others stress
quick returns. To make such varied plans commensurable, we
r

discount them o the present.

Bidders in the market, of cowse, diggcount infinite futures
*Or past yields must be magnifed, if the Judgement ls 1n retrospect.

-_1' Discounting is also necessary to give finite values to infin-

. ite series. Definite use plans of dAif ferent individvals extend

. variocus perlods, and vagus plans run on indefinitely. No one

. year can be chosen in which all plans maturally end. Ultim tely,
no deoubt, all planse fuse into a hazy ldentity, but we carnct say
" just w en., We must there fare compare tlem through Infinite time,
and discount them to make the wvalues finite,.
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to the present,- and the bids so dete mired allocate land.

If every individual d scounted futuree at thes same rate this
allocation would be perfect. Since in fact, and even in theory#*,
individuals do not, at what rate should the future be discounted
in defining best use? It makes a difference: at 157 the best
use crowds highe st yilelds into the first few years; at 1%

a high amual average is mae lmportant. A rate must be chosen

befors full use can be defin=qd.

Keep this matter distkhet from that analyzed in the example
of Rich and Poor. That example showed that,even where time
distribution of yields is no issue, biddireg is distortsd by
dif ferences among individual discount rates. The vre gsent mattsr
is that,when time di stribution 1is an igsuz, the definition of

full use depends on the discount rate chosen.

As the market never establishes one universal discount
rate, it sesms logical that each individual should discount

future vields at his own in-ivigual disebunt rate. That is the

#I do not think, even in "perfect compstit ion", it makes sense
to assume that everyone dl scounts futuwe values at the same rate,
any more than it makes sense to assume the price of oranges is
the same in Los Angeles and lNaw York, Two markets may be separated
by competitive transfer costs and still be part of the same
market, prices differing only by the constant tramsef=r costs,

In theory, as in practice, the cost of transferring can»ital by
loan is finite., It is perfectly aralogous to th=z cost of trans-
portire orgnges between clties, and prevents a single price being
established, even though competition is unrestrained by any
glement of monopoly.

Neither doss 1t make sensge to carry the assumption of homogenr-
eous units so far as to assume all individuals have identical
dlscount rates to begin with, If all individuals were thus homo-
geneous there would be no cause for markets or trade of any sort,
hence no social economics.
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rate yrevailing in the "market area" of hisg economic decis-
?332. Yét, har king back to the example of Rich and Foor, 4l s-
counting future yielas at different discount rates is the

cause of distorted lani allocation. We do not want to define
best use in such a way that constant yields of 4 units per annum

are called a higha use than constant ylelds of 5 units per

annum., How resclve this dilemma?

We might choose one discount rate, some average of market
rates, call it the "correct" ons and meke judgemnt by it.
This would be all right if decisions had only to be made
among various yield series with constamt annual value, It
would maxe Poor, with his 5 units annually, a higha user
than Rich, with his 4. But whare use plans witl diffsrent
time distributions must be svaluated, the standard thus
created is no norm. HFach discount rate places a premium
on a certaln time distribut ion. Uften one use would he defimed
as higher than otherse only because in accordance with the
arbitrary discount rate, No arbitrary rate pro vides the norm-
ative standard of full use we seek, The best time distritution
for each individual is that which has th=2 highest value when
discounted to the prasent at his own disccount rate. Zach ingd-
ividual's personal "capital market" is analogous to, say, a
regional lumber market. It 1s surrounded by high transfer
costs., We do not judge the Utah lumbsr economy in terms of
Oregon lumber prices, nor national average trices. Only Utah
prices ars relevant in Utah. Neither can we judge Pocr's

capital economy by Rich's stardards, nor by average starmdards.
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Fach individual plans his land use after his own needs. He a67/" L”
WT@ Ted r

compares different time di stributions with each other in terms # -- ‘e

of his own di scount rate. If we judged his use against an /,,-w,-;,/ﬂ 2hene

arbitrary discount rate we should be condemning him for follow-

Ing the economic guldeposts of his oin market arsa: This would

be like criticizing Utah bullders for using brick because

lumber 18 cheap 1n Oregon. We cannot discard indl vidual dis-

count rates.

The dilemma remains., To define ‘oiEewé=ses full uge norm-
atively one must di scount futures at individual rates, yst
this causes a distortion, as shown in the exampls of Rieh
and Poor. To define Bowk full uge, individual & scount rates
must be preserved and yet prevemted from distorting the

definition.

The means to this end is really very simple. It is like
the answer to one of those baffling parlor mathematical con-
undrums which lure the mind up complex blind mazes, but reduce
to trivia when the easy approach is sesn. Recall the thrse
elements which #s®% increase distartion of lamd allocatlon:
differences between 1individual discount rates; high ratio of
future to current yields; high ratio of ylelds to differences
between individual ylelds. Each of these 1s a clue polntimg to
a possible mans of defining full use, The first has pteeed

e=gm led to a cul-de-sac. The second will prove equally frultless.

The third leads directly toc & solution.

The second clus suggests that we might ignore yields antic-
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clipated further than, say, 20 years lemnce, and compare use
plans for Just 20 years. The main &1 stortion is in the wvalu-
ation of far future ylelds. But this 1s too crude, Use plans
last various intervals., There is no magic in 2C or any other
number of years. Some users may plan to sacrifice yields far
20 years in order to inc rease them therafier. Furtlermore,
even wlithin 2C years bidding is appreciably distorted by 4if f-

erential discounting,

The third clue leads to a solutioﬁ. Distar tion ale increases
when yields are high relative to dif ferences among the yields
anticlpa ted by dif ferent individuals. The higher ths ylelds,
tne higner tle canit al value of land, H=Siseer the sum bid for
at dif ferent disco unt ratzs, and the sreater the distortion
caused by any difference between ratss. OCn the other hand, tle
larger tle dif ference between yields articipated by different
ind ividuals, the greater the likelihood that he with the highest
yields will oubtbid all others. For example, 1f Foor anticlipates
ylelds of 6 per year instead of 5, the difference between
yields of different individuals is increased. Rich and Poor
retaining discount rates of 4% and 5% respe ctively, misallocation
ie impossible. Or, if the difference between the yields anti-
cipated by Rich ard Poor remains 1 unit, but the size of the
yields is reduced to 2 and 3 units, allocation is likewise
improved. Distortion is raduced when dilfferences betwesn ylelds
are magnified, and absolute size of yields minimized. To define
full use we need a means of exagzerating thsee differences rel-

ative to yiselds.
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This 1s accomplishad by supposing land to he taxed. Individ-
uals only bid for the privately ocollected yields of land., If
land's capital value is deflated by anticipated taxes, legs re-
mains for individuals to evaluz te at different discount rat=s.
The distorting element 1s raduced. At the same time dif ferences
betwaeen yields anticipated by dif “erent individuals are as great
as ever, The primary allocating force is prasserved, while the

distorting element is destroyed.

Return now to Messrs, Rich and Poor. Poor anticipates S units

annually, Xich 4., Because HKich discounts the future at 4%, and

" Poor at 5%, sach bids 100 units and the land is in danger of be-

ing misallocated. BSuppose a tax of 4 units annually 1s anticip-
ated. Rich bids nothing; Poor bids 20 (1/.05). The land 1is

saf2ly allocated to the one with highest yields.

Graphically this simple reasoning shows up even mere-simpiy
simpler, Tveryone knows how a pzrcesntage difference in two
points on a graph is exagierated by cutting of f the base.

That is, in effect, what taxation doese. It cuts off the bhase
of :bhe yields to exaggerate the difference between tha yields

anticipated by different individuals,

SOTORNI— B OEMREENE 8 i

With no tax, thé 1 unit annual difference betwesn the yields

of Rich and Poor is but 20% of Poor's yields, and is offset
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by the 20% difference of theilr discount rates. With the tax,
the 1 unit difference is 100% of Poor's yields. The influence

of differentlal di scounting 1s completely eliminated.

It is now easy to define highest use wilthout reference to
any arbitrary di scount rate, The highest user is he who will
bid somethlng for the land when anticipated taxes are so high
that no one else wil®™ bid anything. "Full use" i1s the use to

which he willl put the land.

In the above examples, time distritbut ion was no issue. But
the w8 purpose of choosling this definition is to preserve
individual discount rates for evaluating 4if ferent time distfib—
utions. This graph pictures the situation when annual yields

fluctuate:

The BULK of future yieldé‘iélho lomger evaluated at individual
dlscount rates; the FORM of future ylelas, -« i.e., their time
distribution ~- is evaluated at individual discount rates.

The difference between the tax and the ant icipated yield is
evaluated at individual discount rates and so, thersby, is the
entire time distritmtion. The user is under presssure, determined
by his discount rate, to shift yields toward tle present. Both

in the mind of the user and in our evaluation of his use, present
values command a premium over future values determined by

individual discount rates,

This 1s on the assumption that anticipa tions are correct. In fact
the y are not and, in retrospect, this can be seen to sswse have
caused misallocation. In prospect, though, we cannot evaluate

the soundnessg of antlcipatlons, and must accept them as the best
measure of pdewmsd use, recognizing th s weakness in our definition.
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while individual dlscount rates are thus mevented from
influencing allocation of tle bulk of land yields, they are
left with two important functions. First, the individual with
lower rates can use mare canital on the land, and account a
lower price for what he does use, th.us increaging the ylelds he
imputes to the land., Second, he hasg greater power to shift yislds
tc tie future, where that will increase total yields. Superior
command of capital 18 not allowed to let an individual outbid
others for what might be called the "basic rent" of land, that
which is indepe ndent of individual uge and uger. It is allowed

to influence thez definition of full use where 1t helps actually

increase yilelas from land.

To sum up, consider this graph:
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4, B, and ¢ are ths yields ant lcl pated by three different Javd-

into a hazy identity. The total yields under B are greatest,

rqwh7, while those under A are mors immesdlate.

Note thar

&%; M%W¢7 If full use were definsd by choosing one discount rate, e
costs’

o 1 the decision between A and B woil d depend on the rate chosen.

faton
awwq{ / at high rates A 1s the Ligher use; at low rates B is the higher .

%ﬂ’%%W This sort of definition would succeed in & scriminating asainst
Ol o

Chie thar uses like ¢, which are lower at any discount rate, but it

&ne. f

“““%%mi Z£ives no normative decision betw=en A and B, whers time d4dis-
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tribution is an issue,

inder the present system of lsndownershin futures are
discounted at individual rates and the decision betwesn
4 and B does nat depend on any arblitrary rate. However
thz time distributions of A and B will affect the decision
very little., The individual with the lower discount rate probably
will be the higher bidder, whe ther he be A or B, The indiv-
idual with lower discount rate will value the great bulk of
antlcipated yields hisher than the other. Thls influence will
ordinarily outwelgh any other. Not only will the declsion
between A and B be so determined, but even C may be the high-

egt bidder if his discount rate is enough lower than the others'.

If the land is exmwcted to be hesavily taxed, C will bid
nothing, the tax will be over his head. B will be a higher
use than 4 if R's discount rate is enough lower than A's,se
+kat and the two rates ars low enough, so that the latsness
of 3's ylelds is more than compsnsated for by their greater
size. Time distribution plans will be Judged accordirg to in-
dividual discount rates, and still differsences in rates will
not distort thes bidding for the bulk of the land's yields.

Here, then, is a norm of "full use" which the present land
system obviously does not achisve., As long as land has a cap-
ital value, and individuals d4di scount the futures at different
rates, land will be misallocated. The problem of thig study is

golved. "Full use" has been defined, and "underuse" explained.
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A word on the mractical implications of this amlysis is
in order. Tws policies to improve land allccation ars im-
plied: equalizing 4l scount rates; and taxing land values. Botr
are desirable, I think, but the former may cosgt soclety more than

1t 18 worth, while the latter helps finance government,

anything tending to =qualize wealth distribution tends to
equalize discount rates. This is no conclusive argument for
wealth redistribution, but it is a coneideratior. This subject
involves too much more than tke pres ent issuss, however, to

cast muck light on them,

The issue is clearsr wilen the means proposed for equalizing
discount rates is govarnment aibsidy of capital markets. This
ig a policy of lonz standlng in Zurore, and rarzid growth in
the United States., Costs of capital transfer keen ths free
marke t from equalizing discount rates. If the government bears
these costs and provides cleap credit to bad risks, rat=s can

be brought much closer.

When pad risks are provided with cheap credit to purchase
land, ths cost of transferrinz the carital, borne by the pub-
lic, is greater than tke gain from imprevsd lamd allocatlion.
When lard 1s transferred, only a finite number of # future
vlelds are actually allocated, simce human life and plans
extend only finits periods. Any gain ig within this finite
period. However, the infinite future of the land must be trane-
ferred, andeaplital enough to buy it transferred to the buyer.

The cost of transferring this much capital will exceed ths galin
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from improving land allocation for, 1T the gain exceeded the

cost, the private capital markets woul @ have already engineered

the loan., PFubllc subsidy of canital markets does not get rid

of the basic disecormomy involved, it simply changes its incid-

ence and manifegstation. Instead cof FFEEIroesbed-I5wd misalloc-
would

atirg land we/waste tax money, and the amount wasted would

gxceed the present loss from misallocation.

Taxing land, on the other hand, by deflatime land's capitsl
valuz, would entirely do away with tlhe cost of transferring
capital for land pwchases. Not only would land transfers now
unecomomical be made economical, but land transfers now econom-

lcal would be made much cheaper.

It 1s important to note that anticipated taxes, ratker tan
current taxes, are the cause of improving allocation. Current
land taxes, 1f expected to fall, warsen allocation, for future
untaxed yilelds ars in prospect for those with low discount rates,
while current yields, which are more lmportant to those with
high discount rates, are not avallable to wivate individual s,
Where heavy taxes are temporarily imposed, therefore, allocation
is warsened., Where communities are heavily bonded, so that high

taxes are exmwcted for dacades, allocatlion is improved.

In summing up, I would stress this interpretation: land taxes
can replacs other taxseg and, whlle other taxes di stort resource '

allocation, land taxes improve it.
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