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LAND OWN~RSHIF AND LAND USE 

I 

Land is misallocated in our economy. We concede 

ownership to the hietJest bidder on the plausible pre-

sumption that he will be the 11 igJ ;1' best user, but 

exp erie nee casts doubt on this presumption. Some spec­

ulators hold land absolutely unused, and tbis seems to 

be only an extreme manifestation of a more '.~'-'r:eral dis­

tortion. Mo st land offers a long, unc?irtai n series of 

yields. so most lamowrer s are perforce land i:peculat­

ors. 'l'he same economic forces that make some o,mer s 

hold land completely idle can be shown to make most 

owners ho:i_d land partly idle, i.e. underused. This 

study aims to define 11full use II and explain "under­

u sed 11 land. 

mof7 v,e., 
One must search his own~ before criticizing 

market ju~emen ts. Too many condemn them simply for 

recognizing tastes other than their own. While ten­

antry, absenteeism, s-~culation and otbe!-. evils offend 

our private ideals, the market, that indispensable 

social arbiter which reconciles our var1ous opinions 

and desires, decrees they should exist. Should we 

not defer to the majority rule and accept speculation 

in land as we accept whiskey, and women's hats? Not 



necessarily. There are objective standards by which 

to judge land use. While accepting ultimate market 

judgements, I maintain the land market fails to en­

force those judgements. The mar:ke t for consumer goods 

may be the supreme court wherein our various ideas of 

what is valLable are reconciled, rut the land market 

is only a lower court whose decisions are revocable 

where they contradict the higher ones. I do not pro­

pose to substitute my ~rsonal judgements for those 

of the market, bJ t to show that the land marlre t ob­

structs a maximum proru ction of market values. 

At first sight the raw evidence appears enough 

to prove this. The facts are overwhelming. Where­

ever our economy has penetrated, land speculators 

have accompanied or preceded it. Many histarians 

have chronicled their activities 9 of whom a few are 
I 

citad in the notes. They testlfy that speculators 

have often held land idle for long periods, forcing 

settlers to move to poorer land. One cannot survey 

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 hi.ghffi" 

uses are expanding. It only shows that much frontier 

land is temporarily misallocated, not that all land 

use is d1stort·,3d. One may infer that the system which 

fails at the frlr:ge 1s al oo wanting at the center, but 

/ 
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one has net proved 1 t. To be sure, the fringe itself is 

appreciable. Frontier land economics are today re-enact-
:2 

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 cent er, 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 the center raw facts reveal 

less, and analysis counts for more. 

The parallel between frontier speculators and latter­

day absentees is suggestive. Where la:rrl val~s are rising 
3 

fast, speculators buy in. Like frontier speculators they 

value land for 1 ts future mare than its cur rent yields. 

Frontier speculators neglected current yields entirely 

and the misallocatlon was plain to see. Modern speculators 

usually take a small income from land while holding 1 t; 

and our statistics and :concepts are too crude to tell us 

forthwith if the land 1 s 11ful ly used 11 or not. We think 

land would yield more under an owner operator, bJ. t this 

is not self-evident. After all, if it is so, why does an 

owner-operator not outbid the absentee? Perhaps the 

absentee serves some useful function -- even he has advoc­

ates. Although the system is c 1e arly suape ct, it does 

not stand condemned. 
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The suspicion must be better for mula.t ed. As it stands 

it can hardly be tested. How ooow that speculators use 

land less ably than otters when, as aforementioned, all 

laniowners are perforce land speculators? Ho,..,, judge any 

land use when "full u~ 11 is undefined? No statistics 

can sha'1 the relationship of speculation to full use 

when both concepts are hazy. And, to anticipate,;_ when 

they shal 1 have be en defined the relationship will be 

quite clear. 

This is fortunate for inquiry a posterioriAs hopeless. • - 7 -

Even theoretic ally, as will be seen, 0 full use" is an 

elusive.concept. In practice, degree of use is imposs­

ible to measure. Consider some of the difficulties .. 

The investigator must find the net yield. This involves 

evaluatinp; all the costs and revenues, including implicit 

ones sucb as the pleasure derived from salt snray or 

the pain from a soap factory. He must evaluate the use 

over many years, as no short period can be assumed repre s­

ent ative. He must compare tbe actual use with various 

alternatives which exist only in conjecture. He must 

quantify what he can hardly co nee ive. 

It is easy to find evidence of underused land if one 

is uncritical. Many conservationists and city planners, 

for instance, measure the land system against their own 

ideals and find it wanting. These, at bottom, are usual l_y 

/ 
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private opinions without objective economic meaning. Or, 
5' 

we read that many "irrigable 11 acres are not irrigated. 13ut 

what is an "irrigable" acre? Where are those unirrigated 

irrigabJe ac~ s? I have seen some of them in an irrigation 

district under a dry ditch that was dug to establish a 

claim to water. The water is used elsewhere in th':l district; 

the ditch was probably a fraud. Other acres are hummocky. 

Water is available. b..l. t levelling cost is probibi tive --­

according to some people. More acres have erratic rain­

fall. Irrigation is only lns'J.rance agaimt dry years ---

at least, apologists say so. Are ttase the real reasons, 

or Ju.st the 11good II reasons? Lifetime students of ir rig-

at ion disagree. The deeper ore digs into the evidence, 

the less conclusive it seems . 

.Many fur trer allegations of misused land spring frcm 

misconceptions, and cannot be accepted; nor need we grasp 

at st:raws when the truth, as will be seen, is so ru.bstant- ,· 

ial. But the straw is in the water and maight dec~ive us, 

so best we 111 aemleli:!!tl!IEE!Ell!li:ilir?•l!t:, clear it away. It will belp 

understand misuse to know what is not misuse. 

Full use need not be the mo st intensive use. Full use 

is that yielding the hie!1eet net return, not gross. The 

number of people employed, or the capital invested on 

land are not direct measures of use. The less labor and 

capital used for given results, the higher net yields. 

When land is turned 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 11
• To some, ful 1 use 

means labor-intensive use. Complaints are common against 

those who libwer costs and seem to 11destroy Jobs 11
• If labor 

has a price, this cannot be accepted --- and it is often 

in response to la.bcr scarcity that land is turned to less 

intensive uses. The land may indeed be underused:.•most 

land is 7 -bu t not for the reasons given. 

In depression 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 lam to a particular 

use. If private costs ars not social costs, all land is 

underused, because all land users economize on labor. Tbe 

point of the study would be proved and this would be its 

. I end. No land would be fully used unti 1 used so intensively 

X 

that the marginal procuctivity of labor and capital were 

zero. The study can only proceed with tb.e unde::·standing that 

highest net yield represents the highest use. Many a stark, 

abando red white elephant bears mute witness that intensive 

use is not always best use. Valuable labor and capital, 

wasted creat 1rg things people do not want in places they do 

not want them, are a social loss. and not to be treated as 
Sheep runs in 16th century England and 19th century Australia 
were widely criticized on this score. 
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)< 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 is unrelated to past and future. Houses are built 

to last many years; we do not expect a new one on every lot 

eac:p. year. Old buildings, perhaps even sl urns, may sometimes 

be the best use of lan:1. Even vacant lots may be economic al 

provision for expansion. 1:hey may be held in anticipation of 

lower buildir:g oo st s, or because anythins erected this year 

would only be torn dav n next as an expected 11hietJ er use" mat-

eriali zes. Exhaustible resow ces may be held in anticipation 

that society will need ttem more later this is the essence 

of conservation. These may not always be suffic1ent reasons 

for se,::imin.5 underuse, rut they are usually of some bearing. 

Their value must be weieJ:led and accounted before one can con­

elude that land is underused . 

.F'urther, land use cannot be jud.zed, as 1t so often is, by 

explicit revenues and costs alone. Never all, and frequently 

7 but little of these are ever expressed in casb transactions. 

Not only the hogs sent to market, but the view and the hree ze 

and the neighbors yield annual returns. One tears of ancient 

farmers who cling sentimentally to the old hom:➔ stead, refusing 

to sell to ambitious youngsters who might bring, forth twice as 

much corn. Is the land fully used? The grain alone is no 
In land settlement, omers may delay occupying land to let otbers 
make the initial costly mistakes which create a communal fund of 
local farming lore. This reduces the support of local instttutions 
like irrigation systems, churches and schools, as well as wasting 
years of land yields. But it sometimes prevents mass disaster, and 
these various matters must be weighed before reaching a judgement. 

/ 
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criterionJ for the old nan's memories may be wcrtt mere ttan 

the yourc, man's corn. u.+a-1 l , r lili!J &B Gel.v If we accept the 

market's judgement they certainly are. We have not yet acc~pted 

1 t -- indeed, that is the very issue -- but we CR" ,:ot condemn 

the mart et, as some carelessly do, because it recognizes value 

in an old man's sentiment. If the widespr'ead landcwnership of 

old men be wrong, there must be other reasons. 

Finally, the study is limited to land economics. Quotas, 

subsidies ard other marret obstacles may di,stort lard use as 

much as anything peculiar to land economics. For this inquiry, 

however, the array of prices as they impinge upon t;,e land­

ovmer is taker. as given. Tbe land system alore is on trial. 

I 
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II 

Why is land sometimes held idle? Whatever is the reason 

may also cause more widespread distortion. The everyday 

explanation is that the land is held for a rise in value. 

This dee s, indeed, seem to describe tr-e motives observed 

in reality, but it leaves another q.,i.estion: why does the 

owner not use the land while waiting for the rise? Why fore­

go all that potential revenue? In reality, again, the answer 

is usually clear: he is not in a position to use it conven­

iently. He is in the wrong tusiness, lives too far away, 

is otherwise ocrupied, and so on. But why, tben, did he buy 

it at all? Why was he not outbid by someone who was in the 

right tusiness, lived nearby, and had time to use tm land? 

Increrren ts to land values are not reserved for those wbo hold 

land. idle. Any lan dowrer receives th em, wbetrer he uses the 
i 

land or n¢>t. Generalizing, we m.1st answer this q;.estion: how 

can one who gets lower yields or no yields outbid one who gets 

higher yields from Jand? Why does the market allocate land to 

anyone besides him who would use it best? An answer to this 

question will not only explain why land is sometimes held un­

used, but al so show, a priori, that most land is underused.. 

Suppose, by that magic wave of the wand which is theory's 

prerogative. we ha.ve overcome all rre asurernen t problems previous­

ly mentioned, and established the existence of net land yields, 

expressable in simple numbers. Consider two individ.lals, l"'.ir. 

·l 
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Rich and Mr. Poor, ooth interested ).n b.J.ying_ the same land. . . . . 
.,.,. mQ/4, if :J • · · af-u,,. ~,,.,.,...~ 1- -~ i..,,n1r <A-,f ;'-er :.-<-J·. 

Rich anticipates yields of 4 uni ts annually, Poor of 5, thus: 

0 ··-----··-----·-···------·-···--··•· -·· ····-· .... 

1,·,,,~ 
Poor gets ~ higher yields, but 1 t does not follow he is the 

higher bidder. He is buying an infinite series of future yields, 

and his bid defB nds on the rate at which he discounts t:te 

future. Suppose Rich discrunts the future at 4%, and Poor at 

5;L Both will bid just lCO units for the land. If Rich dis­

counts the future at any less than 4%, or Poor at any more than 

5%, Rich wi 11 out bid Poor. Thus land is kept from from the use 

with high est yields. 

While capital allocation is somewhat di started also, this 

is primarily a problem of land economics, because land is ex­

pected to last forever and to rise in value, wtile capital is 

expected to fal 1 in value unti 1 1 t is worthless. The differnnce 

between discounting at 4.% and at 5% 1s negligible one year in 

the future --- only 1% of the discounted value. Over time tbe 

difference looms up to dominatirg proportions, as a glance at 
- /4 so 

discount tables will reveal. The fol lowing graph is tb e. same 

as the preceding one with the addition of two falling lines 

which represent the present values of the future yields. In 

the first few years the discounted values do not de~,art much 

from the yields them selves, but over t3.me the irfluence of the 

discount rates becomes paramount. The present value of a higher 

yield, discounted at a higher rate, becomes smaller than tr,e 
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value of a lower yield discounted at a lower rate. 

> • ••: •, .. -----••-•••.•.••••W ••••s . •••••• •••• •• • • •"' • •••• 

'-f :----···------·'·;--.-~---- .. -. "·••·::: .•• 

3 

1 •• ·· ... , f, 'el, ( VC</11~ J1Jc."'-?, ~ 
TO f~f-) 

0 
,,me. 

?o1Jr ( v~/irc,, disu,, ..... '-f 
~f~f-) 

The frontier ~ eculator can plan to hold land idle for 

some years,,and still outbid settlers, because he can bid 

more for the ,a:xpected. future yields. A sett1er w oold also 

receive tha,e fut0re yields, rut be cannot often bid much 

for tbem because of his high personal dis count rate --- or, 

as it is often expressed, his lack of capital. The early 

years, for w hie .h he is prepared to bid, are years of relat­

ively low yields. He is, therefor 3, often outbid. The pic­

ture, roughly, is this: 

These simple examples, w1 th but two bi elders, mqy not seem 

true to life. But if there were hLmdreds of Mr. Riches and 

hundreds of I1r. Poors, it would not make any difference. True, 

there might be some with the high yields of I'.r. ~ Poor and 

the low discount rate of M:r, rtich but, even so, the individual 

with the hietiest yields would probably not be the 1ndivi dual 

with the lowest dis count rate. Some individual with 1ower 

yields and a lower discount rate might outbid him. Rich and 



-12-

Poor are simply symbolic. of the two high est bidders out of a 

great number of bidders. They are aloo symbolic of two 

economic types; one of whc,m becomes an absent'3e lam.owner, 

the other his tenant. 

~ If the speculator plans to sell. rather than take the 

()ft1 . future yields himself, he is not biddi~. for the future yields 
(Yil#L 

ff ete.t.a., f. 
s7./:£J1 d~ 

/-cc-J~C',• ;,de.a, 

•.•. 

but for the resale value he anticipates. This r~sale value of 
I I ---

course~ is simply ,the value given at some future date to ~- "--------
the infinite series of then future yields. The speculator 

may value t.ha. t resale value h1gher than any user values al1 

the future yields, 'i!i1!11 -Ir=' 

As the land value is expected to mount to that resaJ.e 

value gradually over the yea.rs, speculators may be ani oiten 

are said to be bidding for the 11 annual. increrrent tc land 

values 11
• This is not a di starting factor di st inc t from tba t 

described above, rut a particular rranifestation of it. Without 

the explanation above we could not~ say why tl'B speculator's 

interest in increments permitted him to bold land 1d1e and still 

out bid lan:i users. Now it is clear: he places a h1e-.)1er value 

on a lower sum of yields because of his lower discount rate. 
~ 

In addition, one who has outside inoome is inclined to count 
capital gains as realized even before the land is sold, and t\. 
therefQ"e to disccunt a large part of tre increment over a 
smaller number of years than one who lives from band to mouth 
and cannot count gains as realized until he has cash in rand. .: 
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Frontier S:f:8 c ulat ion now is seen to be only an extreme and 

es pee ially visible misuse of land. The same economic force tta t 

causes frontier speculation caases all land to be misallocated. 

Frontier speculation differs only in detail. The basic cause is 

the same: infinite future yields are bid for by individual.a with 

di ffer9n t di sc oun t. rates. The or 1g inal sui:p ic ion is co nfirre d. 

In explaining frontier specula. tion we have shown a gerer al dis­

tortion of land use. This casts a new light on 7 and speculation. 

It cannot be dismissed as a pas sing phase of "the unruly, except­

ional frontier. It distorts lan:l use everywhere. 

To be sure, some land is worse allocated than other, de~ nding 

on certain conditions. Misallocation increases with t.11ree 

causes: divergent discount rates*; future yields high relative 

to current yields; and yields high relative to differences 

among individual yields. Land is worst allocated, correspondin< 

ly, where wealth is unequally di strihl.ted and capital markets 

a.re poor; where land yields little in tte present am is expgct­

ed to yield much more in tre future; and w~re land is most 

valuable. The first condition is seen, for example, in Latin 

American and Mediterranean lands. The second is characteristic 

of frontiers, ~e :tki!lf's, .alaable let11Ei, where sr-eculation is 

so notorious. As to the third, it has been often observed 

6 
that farm tenancy increases with land values. 

*Strictly, where low discount rates are correlated witb low yields, 
and vice versa. In our own society land allocation is much improved 
by the fact trat many individuals with low discount rates are also 
enterprising pro du.cers who get high yields from land. For simplic-
1 ty and generality however, I will assume a random distribu.tion 
of high and low discount rates among individuals. 

} 

/ 
l 
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These conclusions stem from a simplified formulation. The 

simplification is useful, for it shows tte ma1 n di stor ting force 

at w.ork. It is dangerous, however, to 13eraralize from sucb 

simple examples as that of Mr. Rich & Mr. Poor. We canrot 

be really sure of the conclusions until we have defined 

11full use 11 formally. Consider, first, tte possibility that 

the hi&1e st bi filer is the best user, after al 1. This has 

proved a workabJ.e hy;-othesis in many markets. Society some­

times co nced,s a lJighe r value to the rich rra n's whim tl:'1an 
i\ 

the poor man\s hunger, in reward for t,.11e rich's income pro-

ducitB capm.city. May this not be analogous? Society 1s 

conc·8ding a higher value to given future yields when trey 

are 01.vne d by richer people. It is al lowing the rict to 

outbid the poor for future incomes, just as it allows the 

ricL· to bid more for f.ilet migr:on and Persian rl.€s. Is it 

not the same? 

The analogy is not ad.mis sable. If owning future values 

were alone involved, it would be all rjght. Let the rich 

bid up ,securities, no harm is done. Allocati1¥ resources is 

anoth,~r matter-. Consider land that is used as an instrument 

of production, and not at all for direct gratification. The 

free mari~t in instrumental goods is useful if it allocates 

the goods to tmse who will get the highest yields fro:::n them. 

·rhis is the only basis for tbe higbe st bidder I s prerogative. 

The value of the yields ttems elves is the ultimate criterion 

of use, not the value which individuals give to th~ instruments 
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that produce them. The instrumental market is to be judged by 

its success in aiding production of consumer values. An own8r­

ship which permits less than the maximum possible yields 1s 

thwarting the dictates of the consumer market. 

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

the yields are implicit, the conclusion is tbe same. The implic­

it yield for wbich a poor man wou.ld pay $5.00 is wortb more than 

thi:1.t for wl-::ich a rich man would pay iA.co. Landow rer ab ip 1 s not 

. the ultirmte gratification, but only the means to obtain it, For 

, best allocation, land owners should be those who take gratifications 

of hig1est value from the land. Wt.ere they are net, the hi9-'.,hest 

bidder has proved to 1::e less th an tb e be st user . 

If a futur":! value of only one instant be all that is involved, 

the highest bidder should indeed be tre ~ ner. ',lhen wine is 

aged, for in stance, the raw stuff cannot be sold for years. 

The wine must be carried over these years 1:>y ___ someone witb a 
~· -· , .. ' -~ , .... 

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

someone who discounted the future at a low rate. This does not 

dis tort allocation how ever , for, when the wine has matured and 

is ready for sale, time discount no loneer affects bids. The 

wine's value is a present value, and is not discount ed. It has 

simply been carried through the wai ti. ng years by him best able 

to do so. 3ut w t:e n future yields are integrally connected with 

present yields, as with land, differential bidding for future 

yields distorts the allocation of present yields; and when the 

future yields have become present yields allocation will still 
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be distorted because another future will lie ahead. 

There is no magic, then, in the bisie st bid. It need 

not come from the best user. It offers no excuse for 

accepting yields lower than the higre st possible as "best 

The answer to the or :ig inal problem is looming up in rough 

outline. It still wants delineation. Thus far the answers 

have oeen negative. It is easy to say what is wrong; but what 

is right? We may discover that the pre sent system, despite 

its demonstrated shortcomings, is better th an any alternative. 

To be on firm ground we must define 11full use" f orma.lly. This 

is not as easy as it may at first appear. 

As previously mentioned, lani use must be judged over the 

years. The judgement takes far more than sim9le addition. We 

ask: not just t'how much?", but also "when?" .Future yields are 

worth less than equal present yields, ar:rl must be discounted."i, 

Sorre plans sacrifice pre sent yields for future, otber s stress 

quick returns. To make such varied plans commensurable, we 

discount them to the present. T 

Bidders in the market, of course, discount infinite futures 
*Or past yields must re magnifed, if the judgement is in retrospect. 

:1-Discou.ntir.g is also necessary to give finite values to infin­
ite series. Definite use plans of different individu.als extend 
various periods, and vague plans run on indefinitely. No one 
year can be chosen in which all plans naturally end. Ultimately, 
no doubt, all plans fuse into a hazy identity, but we cannot say 
just wen. We must therefore compare trem through infinite time, 
and discount them to make the values finite. 
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to the present,. and the bids so dete nnirn d allocate la.nd. 

If every indiv :idual discounted futures at the same rate this 

allocation would be perfect. Since in fact, and even in tbeory➔f, 

individuals do not, at wbat rate should the future be discounted 

in defining best use? It makes a difference: at 15%' the best 

use crowds highest yields into the first few years; at 1% 

a high armual average 1 s mere important. A rate mui;,t be chosen 

before full use can be defined. 

Keer this matter di str:lil.ct from tm t analyzed in the example 

of Rieb and Poor. Tr.at example showed that,even wrere time 

distribution of yields is no issue, biddiTE is distorted by 

differences among individual discount rates. The present matter 

is that,when time distribution is an issu3, the definition of 

full use dei;ends on the dis~xiunt rate chosen. 

As the market never establishes one universal discount 

rate, it seems loe,ical that each individual should discount 

future yields at his own in.::'.ividual disOOunt rate. That is the 

%1 do not think, even in "perfect comp8tit ion", it makes sense 
to assume that everyone discounts future values at tbe same rate, 
any more than 1t makes sense to assurre the price of oranges is 
the same in Los Angeles and New York. Two markets may be separated 
by competitive transfer costs and still be part of tre same 
market, prices differing only by the constant tra.nsfgr costs. 
In theory, as in practice, trn cost of trans fer ring ca"'"'it al by 
loan is finite. It is perfectly analogous to tb3 cost of trans-
por ti rg orgnges between cities, and prevents a single price being 
established, even though competition is unrestrained by any 
-element of monopoly. 

Neither doe s it make sense to carry the assumption of homo[~er,­
eous units so far as to assume all individuals have identical 
discount rates to begin with. If all individuals were thus ho110-
geneous tre re would be no ca use for markets or trade of any 9'J :rt, 
hence no social economics. 
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rate iTeva.111ng in tbe "market area" of his economic decis­
~ 
ions. Yet, bar king back to the exarrple of Rj_ch ani Poor, d1 s-

counting future yiel6.s at different discount rates is the 

cause of distorted lam allocation. We do not want to define 

best use in such a way that constant yields of 4 units per annum 

are called a high-:r use than constant yields of 5 units per 

annum. How re solve this dile11ma? 

'de might choose one discount rate, some average of na.r-1,et 

rates, call it the ''correct 11 one and make judgerrent by it. 

This would be all r1ght if decisions had only to be made 

among various yield series with constant annua 1 value. It 

would m.aKe Poor, with his 5 units annually, a higt: .. g, user 

than I'-U ch, with his 4. But where use pl ans wit r: 1 ifferen t 

time di strib..ltions must be evaluated, the standard tbus 

created is no norm. Each discount rate places a premium 

on a certain time distribution. Often one use would be defired 

as higp er than others only because in a.~'.C ordance with the 

arbitrary discount rate. No arbitrary rate pro vi des the norm­

ative standard of full use we seek. The best time distrj_bJtion 

for each individual is that which has the highest value when 

<iiscounted to the pr3sent at his own discount rate. 3-:ach ind­

ividual's personal "capital market 11 is analogous to, say, a 

r-3gional lumber riarket. It 1s surrounded by high transfer 

costs. We do not judge the Utah lumber economy in terms of 

Oregon lumber prices, nor national average prices. Only 'Ctah 

prices are relevant in Utah. Neither can we judge Poor' s 

capital economy by Rich's staniards, nor by avera,e:e stardaros. 
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Each individual plans his land use after his own needs. He 2'1-w, 
r-~~ -r~ ~r 

compares different time distributions witb each other in terms if -- 1.e. 

~~(>~1~ 
of his own discount rate. If we judged his use against an ri.,r,-u r, ~,,. 

w/,, ate "'71~ 
arbitrary discount rate we should be condemning him for follow- ed'. 

ing the economic guideposts of his ONn market area.: This would 

be like critici~ing Utah builders for usl.n~ brick because 

lumber is ere ap in Oregon. We cannot discard indi v1dual dis-

count rates. 

The dilemma remains. To define l.ctj c;at p•fi full use norm-

a tively one. must discount futures at individual rates, yet 

this causes a distortion, as shown in the example of Rich 

and Poor. To define ~ full use, individual discount rates 

must be preserved and yet prevented from distorting the 

def in it ion. 

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 apprce.ch is seen. Recall the three 

elements which 6a. increase di stcrtion of lani allocation: 

differences between individual discount rates; high ratio of 

future to current yields; high ratio of yields to differences 

between individual yields. Each of these is a clue pointir.g to 

a possible IJB ans of defining full use. The first has r 2 1 ll 

~ led to a cul-de-~. The second will prove equally fruitless. 

The third le ads directly to a solution. 

The second cl U3 suggests that we might ignore yie1ds antic­
i;p:; bul 
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cipated further tran, say, 20 years re roe, and compare use 

plans for just 20 years. The main distortion 1s in the valu­

ation of far future yields. But this is too crude. Use plans 

last various intervals. There is no magic in 20 or any otter 

number of years. Some U$ers may plan to sacrifice yie1ds for 

20 years in order to increase them tte re after. Furtrermore, 

even within 20 years bidding is appreciably disto.t,ted by diff­

erential di scruntlr:g. 

The irnrd clue leads to a solution. Distortion ale:, increases 

when yields are bie:P relative to differences among the yields 

antici:i,:atedby different individus.ls. The hig.1-:!er the yields, 

the h:ig her tre ca:'.)it al value of land, tMtJ Li:j, OF the sum bid for 

at different disco tmt rat:3s, and the '~creater the distortion 

caused by any difference between rates. On the otber hand, tte 

larger tm d jf fere nee between yields anticipated by different 

individuals, the greater the likelihood that he with tbe hi@l.est 

yields ,will out bid a.11 others. l<'or example, if Poor anticipates 

yields 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;0 respectively, misallocation 

is impossible. Or, if the difference between the yields anti­

cipated by Rich ani Poor remains 1 unit. but tte size of the 

yields is reduced to 2 and 3 units, allocation is likewise 

improved. Distortion is reduced when differences between yields 

are magnified, and absolute size of yields minimized. To define 

full use we need a means of exaggerating these differences rel­

ative to yields. 
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This is accomplish.3d by supposing land to be taxed. Individ­

uals only bid for the privately oollected yields of land. If 

land's capital value is deflated by anticipated taxes, less re­

mains for individuals to evaluE: te at different discount rato,s. 

l'he distorting element is reduced. At the same time dif:'erences 

between yields anticipated by dif :'.'erent individuals are a.s great 

as ever. The primary allocating force is preserved, while the 

distorti~ elenent is destroyed. 

Return now to Messrs. Rich and Poor. Poor anticipates 5 units 

annually, Rich 4. Because Rich discounts the future at li}G, and 

Poor at 57~, each bids 100 units and tre land is in danger of be­

ing misallocated. Suppose a tax of 4 units annually is anticip­

ated. Rich bids not bing; Poor bids 20 ( 1/ .05). The land is 

safely allocated to t re one with hig,h est yields. 

Graphic ally this simple reasoning shows up even ffif>T'e-e-imI,±,' 

simpler. ·'<;veryone kno-ws bow a p2 reentage difference in two 

points on a graph is eEagserated by cuttir:g off the base. 

That is, in effect, what taxation does. It cuts off the base 

of the yields to exaggerate the difference between the yields 

anticipated by different individuals. 

With no tax, the 1 unit annual difference between 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 their discount rates. Wi tb the tax, 

the 1 unit difference is 100~0 of Poor' s yields. The inf lue nee 

of differential discounting 1 s completely eliminated. 

It is now easy to define highest use without reference to 

any arbitrary discount rate. The highest user is he who wi 11 

bid something for the land when anticipated taxes are so high 

that no one else wil' bid anything. 11Full use" is the use to 

which he will put the land. 

In the above examples, time di stri rut ion was no is sue. But 

the• iu purpose of choosing this definition is to preserve 

individual discount rates for evaluating different time di strib­

utions. This graph pictures the situation when annual yields 

fluctuate: 

I ' • ,. : (. 

The BULK of future yields is no lor.ger evaluated at individual 

discount rates; the FORM of future yielis, -- i.e., their time 

distribution -- is evaluated at individual discount rates. 

The difference between the tax and the anticipated yield is 

evaluated at individual discount rates and so, thereby, is the 

entire time distrib.l tion. The user is under pressure, determined 

by his discount rate, to shift yields tcward tre present. Both 

iri the mind of the user and in our evaluation of his use, present 

values command a premium over future values determined by 

individual discount rat es. 

'rhis is on the assumption that anticipations are correct. In fact 
they are not and, in retrospect, this can be seen to e:a•• have 
caused misallocation. In prospect, though, we cannot evaluate 
the soundness of anticipations, and must acceut them as the best 
measure of 1:le11111ii use, recognizing this weakness in our definition. 
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While individ_ual discount raws are thus rrevented from 

influencing al lo cat ion of tl"B bulk of land yields, they are 

left with two important functions. First, the individual with 

lower rates can use mere ca:'.":ital on tte land, and account a 

lower ~orice far what he does use, th;;s increasing tre yields he 

imputes to tbs land. Second, he has greater power to shift yi:=,lds 

to tre fuiJJ.re, where that will increase total yieJds. Superior 

command of capital is not allowed to let an individual outbid 

others for what might be called the "basic rent II of land, that 

which is independent of individual use and user. It is allowed 

to influence the definition of full use where it helps actually 

increase yielcis ·rrom land. 

To sum up, consider this grapb: 

.. A 

C 

A, B, and C are the yields anticipated by three different ~am­

tFt¥Ref'e po tent ial landowners. After the year 40 the yields merg,':l 

into a hazy identity. The total yields under Bare greatest, 

while those under A are more immediate. 

If full use were defined by choosing one discount rate,._. 

the decision between A and B wa...ld depend on the rate cbosen. 

At high rates A 1s the higher use; at low rates B is the higher . 

Tr.is sort of definition would succeed in d1 scriminating, against 

uses like C, whic b are lower at any discount rate, but it 

sa.,c,,,,¥uu1 gives no normative decision betw~en A and B, wher8 time dis-

r-u,,n-r r f-r:«-?.e:-1idd,, ~ c.a,-n. # -du ju,tMWd{ wAm, ~wt~ ~Weµ UA~f vttu1 /,k, /5 
T" (ZC,fftU??i17r- f'rt(!,n kk V 
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tribution is an issue. 

Lnder the present system of l·mdownersh1p futures are 

discounted at individual rates and the decision between 

A and B does net depend on any arbitrary rate. However 

the time distributions of A and B will affect t.te decision 

very little. The individual with the lower discount rate probably 

will be the higher bidder, wtether he be A or B. The indiv-

idual with lower discount rate will value the great bulk of 

anticipated yields higher than the other. This influence will 

ordinarily outweigh any other. Not only will the decision 

between A and B be so determined, but even C may be the high-

est bidder if his discount rate is enough lower than the otber- s'. 

If the 1 and is eX!B c ted to be heavily taxed, C wi 11 bid 

nothing, the tax will be over his head. B will be a higher 

use than A if .8' s dis count rate i_s enough lower th an A's ,Be 

>tiHa-t and the two rates are low enough, so that the lateness 

or B's yields is more tban compensated for by their greater 

size. Time distribution plans will be judged accordirg to in­

dividual discount rates, and still differences in rates will 

not distort the bidding for the bulk of the land 1 s yields. 

Here, then, is a norm of "full use" wl::ich tbe present land 

system obviously does not achieve. As long as land has a cap­

ital value, and individuals discount the future at different 

rat es, land will be misallocate d. The pro bl em of this study is 

solved. 11Full use 0 has been defined, and 11underuse" explained. 
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A word on the practical implications of this analysis is 

in order. Tw:; policies to improve land allccation are im-

plied: equalizing discount rates; andi taxiri.g land values. Botr 

are desira:Jle, I think, but the former may cost society more tr.an 

it is worth, while the latter helps finance government. 

Anything tending to squalize wealth distribution tends to 

equalize discount rates. This is no conclusive argument for 

wealth redistribution, but it is a consideratior.. This subject 

involves too much more than tre pres ent is sues, however, to 

cast muc:t light on th em. 

The issue is cJearer wren the means proposed for equalizing 

discount rates is governrrent rubsidy of capital markets. This 

is a policy of long stand iP.g in "Surope, and ra9id grew tb in 

the Dni ted States. Costs of capital transfer kee-i;, the free 

m::lr!{et fran equalizing discrunt rates. If the government bears 

these costs and provides ere ap credit to bad risks, rat:Js can 

be brought much closer. 

Whe1:: bad risks are provided with cheap credit to purchase 

la::1d, t.h~ cost of transferrin? the capital, torne by the pub­

lic, is greater than the gain from improv9d lani allocation.. 

·ivhen lani is transferred, only a finite number of'!£- future 

yields are actualls allocated, sime hL;man life and plans 

extend only finit:3 periods. Any gain is within this finite 

period. However, the infinite future of the lar.d must be trans­

ferred, andcapital enough to buy it transferred to the buyer. 

The cost of transferring this much capital w 111 exceed the gain 
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from improving land allocation for, if the gain exceeded the 

cost, the private capital markets would have already engineered 

the loan. Public subsidy of canita1. markets does not get rid 

of the basic disecororny involved, it simply changes its incid­

ence and manifestation. Instead of miel:tlloeabeel ~ misalloc-
would 

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

exceed the present loss from misallocation. 

Taxing land, on the other hand, by deflating land's capita. 1 

value, would ent:ir·e1y do away with tre cost of transferring 

capital for land pl.l' chases. N"ot only would land transfers now 

uneconomical be made economical, but land transfers now econom­

ical would be made much cheaper. 

It is important to note that anticipated taxes, ratter t 1 an 

current taxes, are the cause of improving allocation. Current 

land taxes, if expected to fall, wcr sen allocation, for future 

untaxed yields are in prospect for those with low discount rates. 

while current yields, which are more important to those with 

h1g h discount rates, are not available to private individuals. 

Where heavy taxes are temporarily imposed, therefore, allocation 

is worsened. ~ihere communities are heavily oonded, so that high 

taxes are ex:r;:ected for d-?.cades, allocation is improved. 

In summing up, I wou7-.d stress this interpretation: land taxes 

can replace other taxes and, while other taxes distort resource 

allocation, land taxes improve it. 
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