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Instead of "xfr
che have chosen producer

semples":"

"xfr rent" ?



Land, bes perpetual, slow
changeof inctus.

Inctus centered around producto

tend disappear w. products. Those

around land endure.

(Hence greater interest of historiams

in land, e.g.?
Staire elementsinsociety rally

around land ::



Cap. tums Each time,
er

changer form, or atleastmay
doso. Remarkably adaptable

changes to meet needs.
Laber saig, landraig; long
short. Complete metamorphosis.

tumsLand never

mobile in thatmay change

use, at fargely keeps
role

to competes

tem ,

only

continues to complement,
beffere



a
A qualityof land:

Highly comply to laber&

cup; always
subst. (except in senseof

more complythan

lind nikt, whereallusareby
def. subsa)
~ But landis least comply to

ingut. Makes least demandson

Hence in +attractivenes
iignet.
für

S
absentee invectons, ete.



MP of land differs in that
not homogen., se location.
to mgul

is a specific

wnit is not

ace.
fungible,



i

Land's spatial immobility

esp. important repolijurisdictions

Thereare diffined, indeed, in terms

of land. Cap,flees

landstayput.
ovechas



is
Tosay landdiffer

to substu. possibilities,
dev. reen loud.

not to beblind

nor need to

Beut is to open eyes to
possibilities.

to new



ruman sacrifice in creaty cap, shown by c.r.so9= 2

land that keeps in.xo !!!

and it is



List the formidableno.of leading easts who have insisted that

land has unique qualities, esplysuitable for taxation .

teligman

Hotelling f . 256, Amal Welfare etc.

A. Smith etc. Rating ofSite Valus.
Marshall

ligon
Ricardo

Mill
Ise
Brown

Hellen

Wald?

This might

see

hat comein intr. when defining loud& anseveig "why".



Malthusian basis for

distinguishing loudfrlandfrom
cap.



antic revs.

Notonly do durablegoods yield
less net rev. in later butyrs,
this is smaller % ofgross,since

matrice costretc. subbedforare

cast. This furtherceep.
reduces interest -elasticity of

demand for non-perpetuities

Maybe an entering wedge.



4

Turnover" needn't be restricted to inventories.
One est. in

less!!
of all firmCome

1

guil.
No, facter!

has a rate

electric utilities turns over oncein 5yn

tums
suppose cap. over when yvaluefalls to ½, in

Recouped halfis now reinvested, is assumption.

Annual

depreen.3
(or amortigu

after int. ?)

I needhi'r speck of how cap. "turns over

It all tums over,
time

Aveinstate of

of turnover.

Ave pd. invected =

of turnover ofcapt is the mean

34567
Time

of theperiods
in

for which each & wassunk, unrecouped. Since depreen is higher .

this is guirly < & total life.
earlier you

Thit

76

8

= 4.²

9

e

17
10

W

{ $ 18

3
3

No.of $ 15Period,sunkjins
33

6

2

2

9

10

7

8

6

4

(depreciates

MI

J
5

The

cap.of

2
3

41

capital

9

9
8

10
6
7

do

7

{$yes 76



annual sales — capitalasets?Rate of turnover is same as

Yes, if the
cap. assets are maintained thrnout the period by

reinvestment,
turnover wd. be Ice as

have had only i2

But take

a

but

grouis inventory. But if -sellingout,
fact, iffinish sellout at yr. end. Ber.

sunk, on are.cap.
cap.Crities speak of old blogs on the their entire

of whole boldy. Berhaps by false analogy to inventing
which is maintained

as much

a going -
replaces, [annual sales less(alusadded] = value of(net income)

turnover

carry

werese

concern that maintains its blogs, ocz

assets

42

had lifespan

=

16 we are to believe thereportsof large corpus, grosssalescerpus, their

are much longer than thin net incomes. But this is partly

laker cost, I that wil. bepart of net ins in senseused above. Butmay

to splic that,bes employer sinks cap. into productuntil is sold

have

rate of

But take totalretailsales, they are somewhat less than N.?.
As we

than cap. in retail facilities &inventories.
more

it back further we add sales at wholesale, & capl. in

wholesating, for a more
comprehensine figure. (We must also

at same; in both atpurchasevalue

value inventories at sales vale & sales atsame; in

byvertical inth.
~to avoid -Ay turnover rate

Does it suffice?



Anyway,
check R. Foulke's cap.ration.

Tree fruns
And for somewhat slower,perhaps.

7mrs sloweryet. # Fincken haddens stillslower. Landlinds newe

Let Vi = value in

= value out
Fixed immt.
Ź Vo

Mean Vo + F

43

merchants turn over their inventories several times a ye

Turnover

V₂
F

Turnover a =

To

=
2 Vi

Mean Vi

EV 24
Mean Vi +7

But V₂ = % 4OIFi

Vam uzber

etc ..

(Vo - Vi) T = {4

Vi =
24

-E-V₂

ī

more compreherisine,
on site or win

- V.

bes includes

v-in firm

EV - Ey

{V. - T ( V. -V:)

V: + 7

too tangential topursuwe now

cap.sunk in opus



"Now summarize up to here.(Algebra largely)
I proposed to setup a teppicalfunction ofdecayofsister, unnual

rews, discounted to show effects of changing in.v. on values of

cal durable assets.typical

W

Let

Values of

same as

{ = a+==~ I learned some expression can be (&usually are)

simplified by chopping first term and adding a lost, ar
2 = ar

I learned

to interchangeable.

2 =

100

50

multiplying by

!

1-d

.02

€

Values of

I ti
|+ _ __1- (1-d )"( 1+i)="
i td

i

(1-d)"
(1 mi)"

d

(l-d)"

1 -d = ( 1+d) and they

Work outnumericale.g.

-1

Time→→→[~ ^→]

a = 1

2 = 0, n = 00 , a = 1

d = 1, n =

n =

al-ri
ler

66

a tar"

me close

=11₁ α = 100a

10, 20, 40, etc.



9.2
94

4 81
0501

98-4304 612
1916= 1853018

9091²

• 90914

90918

90911

=

to even

82646

683036
466538

2170577

whenyou get to 16th

65

power difference is slight,

I



What

Let n = 2

1(a) { = Day I + ( 1 - d) + ( 1-d

(6) 2 = 1 + (1 +d)" + ( 1+d) "* +

are

Ź cal

Itd - (1+d)""

d

{ ( 6)

differenen between

1- [1-2d +d²]
d

a

1

Itd - 1'td.Ird.
d

Letd = 105

2- d = 1.95

2+d
1td

2.05
1.05

(1 - d) and r =

+ ( 1 - d)" .

2ded -d²
d

+(1+d) -(^-")_ _-( \-d)"
Itd 1

}}

1+ 24 +d²-1
d (1 +d)

= ( 1 +d)"

! - ( 1-d)"

1-1 +d

1.95238; > 1.95

2- d

{}

Ind

2d +d²
d ( 1+d)

?

64

1- ( 1-d) "

d

to when r = 1-d, series decays just a trifle facter, andsum

hain slower than when r= (1 +d)"
grows

Let d = .10 .
1- d = .90

(1 +d) ' = =+T 909090 > .90

Now if we raise this to 20thpower, how much cliff.maker ?

2+d
Itd



dv
di

dv
di

V = 2 =

dd

d
dd

Now

d
di

d
dv
di

I
dd

di

d.(1+i)"
num.

num.

(ind)=[num.] .de

(i +d) "

}}

(1 +i)[1 − ( 1+ i)^" ( 1-4)"]
ind

quis, how is

=

oti

(itd)" =

dVdo (inditoomto[ENARY
di ad

dd x 2

num.

( ^ - ^ ) ( 1 +i)'~~

de[ird]di

d
-{[( 1-1)=== ( 1+ 2) ~̂̂~] = 1 = ( 1 -d) " ( 1 -n) ( 1+:j^

di

(ird)

d'`td - / -) + (1 +i)^^^ ( 1 - d) " - (i +d)(1 -d )" ( 1~~) ( ( ^;)"

(ird)*

1

num

2( ind)

/ ri = (1 +i)'̂ ^(1-d)"

ird

dV
d

It affected by I ? 1.4, what isIdo ?di

di
od

(ird) - (i+d)(1-d)^(1~-~ )(1 +i)"_

(₁`ra)²

= (^- ^) (1 +i)="

63

M

-| + ((+i) ^^ n {\-d)^ ~̂ (-1)} = (1-1 )( 1+i)"[6 rel) ~ (1-4) *̈ (̂-1 ) +(1-1)"]

tij"

num.

(itd) etc.... Is this really a simple wayto make thepoint?



16 d = 0,

2f d = 1₁

w

16

< =

Now:

But this is absurd, I comes

2 = 0 , (since first term is av = aar

1

If d =0, E =

If d= 1, {
If d= i

/ - (1 +i)

Iti
only from skipping thefirst term.

you use this expression, then, break into smallunitswhen yet

i

Ź

result:

d +1, tentha ofayear.say

And since we clon'tseem to heeve simplified any anyway, why

not include first term?

2 =

mean

J
cu unmai

1-d
Iti

{ = / (or "a")
99

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

itdirl

( +i (1+i)

ok.

i

{ = 1 + m =1 = n

Iti

1-d

(1+i)
ird

= (1 +i)=

a

I ti - (1-d) ^( 1 +i)' on

itd
_1- ( 1 -d) "( Iti)

use l'Hospital's rule. But can

Bes

iFi)

i

= 1. so < = n.to

to

/ - (1+i)="

62

NB i.r. has no effect.

This doesn't

dź
i has no influence, on contrary, dr. =f(2)di

can predict

{ = ama 1tr +r²+... + p^-l



A

E =

Actually

Let a = 1

ą taut tast² +

an tan-it etc.

M

Then Ź =

Let r =

11

v= 1t

{ = #

Now

{

Iti .

11

1-d
Iti

What is the serin here?

cropped ? To simplify thefinal expression ]
then we are

1

X

1- (1 +i)"

1-1-i

proceed to

-d =

{ = ____(+:)"

Far

l

1

{ = a₁ + a₂ (1 +i)" + a₂ (1 +i)"² + ... + a₂(1+i)=(n-1)
93

an

it d

Iti

LIti

A FI

ar

v =

(1 - d)"

(176)"
Ind
Iti

(1 +i)" -1

+ a

a

"1

F. |-.

( 1 - d) (Itijon

raising thelast term to x", & so formula becomes Lughte-1 .1- r
-1 +1 zaoffic simplest form

1-d
Iti

2

/-(1+i)="

1

-ra

/ - ( 1 + i)="i
Iti

Iti

OK ?

Iti

+ ant".
But if

Ird

61

[Why is

Iti - (1+i)="
i

1- ( 1 +i)""

ľ

is thefirſt
we drop thefirst a

= ( 1 - d)

a

Good !

(1-1)"
(16)"

i td



- "
{ = r1-1

1
;

2 = (1 +i)" 1- (1+i)"^

1.2.18

M

Works out

being ar, not a.
7=

4-1

Check by using 2 =

( - ~ ^) - ( 1 - r )( / - ~"

|-x

( 1 +i) =1

1, 2.1

ti

immediately. Just note, thisformulais for 1st tenu

1 21
968

·9.801

181_

1-1 "

11

1
1-(1+i)="

-1 + r" =

(1- ~^)(1- ( 1- x))
1- v

__/- ~ " - (1- + ")
1

90 x 1.10

× 1.21.81

60

199

x ( 1 - x²)

to (1 +i) (1- i) < /

Check

9801

& get smaller

as raise powers.



Another distinctionequality ofland.
permanent family

etc., find land the best medium for xfig assets.
instil, but is also

insta center on

Those wanting to found

seats that willsurvive spendthrifts, incompetents,

Is partly

we of land that has made such
permanence

it.
from thesis

Another quality

funds to invest, can put mosthere w.
mupsa

least nee.A

w. surplus

saber
gross



Stigler, 15

Make thisformula elegant & compact ifyou can by

snipping endpoints. Then use to emphasize points- Polish this

later.
up

P 324 If ress. are expended onlyforshortperiod; int. canbe

ignored. (True, but his other amalgens requires int. have continual

lifespan.)effects at any

more

Vencill, Eng w. Urrion Electric ofSt.Louis.

sinkingfund depreen.require theyuseuse sink

says PU Commich



( Stigler, 14

{ =

a
Iti

1 - ((t ) -̂|(1 +i)

1

a
(1 + i)"

Fooey,

(Iti)" tillti)" = ( 1 +i)

(1 +i)" i

+ a

Tri

alatido

-r^
1 - r

a
(1rij " -|

want to sum a

etc. is

-1 =

alla matter of andpoints. Anyway, present valueof

1- (1 +i)="

If d = !!

Let n = 4₁ < =

(1+i) [1- ( imii-̂ ]

tougher series:

Watch endpoints byusing real number.
4

(1-d)"

a
Iti

d = !₁ V = a, int. has no

a t

(TPI)

I ti - 1 +d
Iti

a

effect.

If d = 0, V = = , int. has hi effect

of d 40, say

-i

Myproblem is
complicated ber ?

(1-d)
(Iti)

t

Iti

| - ((+i)`-`

(1 -d)"
(1+i)=

(1 -d)
(1 +i)³

-1, int. has highly maquified effect.

i

M(1-d)"
(1 +i)"-1ta



Shigher, 13

Present

Value E

let v =

-wa

( 1 +i)

{ = 1- (1+i)"

{ = a

KDX

Problem.

( 1 + i) " - |
((ti)"i

/ - /- i

2
a, a ( Iti), a (1 +i)²

ao t

1

a, allti)", alltija?

|-- "

Iti

Present valueof above 2 =

ao received immed.
a, dind,

1

Try suptracking

}

1

11

Útija

= (1+i) !!

(1 +i)"

}}

íti

i

= (1+i)""

Iti

: i

(1+i) "-|
i

* ( 1+i)"

a, ( Iti)"' + a₂ (1 tijū2 + ... + an-1t
1- (1 +i)-in

(x²² = ²^(+

a, allti)", allti)", etc.

a(1 +i)

a ( Irij -(^ -1)

Find present value of series of future values.

A+AXAM
uvajum

1t- -[+illet

ε = /

(!+)"_

This is valueofperp., & , beu nt. expressionles

1- cimin
1 +i -1

Iti

(Iti) "i

(/^;)~(^ ~1)

(1 +i)in

(Iti)"* - (1 +i)

[' - ( 1 + i) =̂]

I+i = (1+i)"

x = ( 1+i)

x = ( 1+i)"!
Iti

(1+i)
(1 +i)"

i

(1+i)"- (1+i)

(1+i)" i



Stiglen,I

1

{

declines in some plausible way, get

influence of i.r. on value of assets.

2

12

Now let's find a simple formula for

n

a

a,

a(1-10) = .9 a

3.9a~ 92 - ₁17.90 = a (1-,10) ( 1- ,10) = a ( 1-₁1)²= 81 a

a ( 1-1) " = a(₁9")

Let d = dimination factor

a, all - d), a ( l- d)²,

a - 10 a

a, a

a
(1+1090)

Now discount.

|
( 1 - d)

(1+i) a[Led ]"ti

1-v
}} a

1-(
1-1)̂

Iti
#1-d

{ = √(+ - (1+i) =" ( ( +d)"

i + d

( 1+i)(1+d) = 1 + d ti + di
H

(Iti +d)"

an asset whose annual yield

||

a compact expression for

|- +"
Iti -1 +

(1+i)

a

(1+i) | - (1-d)̂ (1+i)="#
tante

ti

itd

| + i +d ti ri² rid + d +di + d² = 1 + 2i + 2d + 2id
+d²



Stigler, "1

future i.r. So if i.v. falls, future yields full, value remain $100,

But land, fullof i.x , yields in future unaffected (or even & bus cap.geti

smaller share] so value of land rises.

If I have $100 today it is worth $100 bes it is $100. Is no

need to inthepan of perp. future incomes to explain its value.sumsipian

The essence

I canhier low yieldswill eam consume it all
But landis worth $100 only by disety future yields.

spozadic

Sensitivity of land Pto 1.v. is obscured byfact,thereareof
[and.are

present i.v. do not nee. mean changesof centis.fectuer

other influences too.] But if overall climate of expectations changes, the
fom 1; butland

short lived asset worth $105on Dec. 31 isstill worth neam 100 m

is rastically changed the $100 in worth $105 at Dec. 31
imply thesainte cap. stock for one yr

Bes of what it is to be worth on

of money is liquidity or immediacy. It is $100 whether it
if I wish.

it is worth $100 onfaul

Dec. 31, regardless of what I donomeerelaterit

jme's
hard to imagine

to create it.
$5 bes. I invested the 9001 Landin

worth $100 ber it isable to yield $5 omliguringofanythingAlso: the cap. yields 100

without
It is

my inverting anything to create it.
basic distinction .a

now

more

(.V .



Higie, 10

Try 2 yusyes.
Most people wd.

yr.

a

isjust,

P₁ = 100.

say,
E.g.

say
$48 GA

no income .

47.500

perpetuity. In fente

Suppose an immt

r₁ = 50,

nbetter
g. gets grows.

phantom interest of Stiglergett longen.

Ea.

In article cite Stigler's offert

immt of $100

r₂ = 50.

But Stigler says deprec.

n = 2.

Bes false interest a

to OK,Stigler is demolished. He tried to turn depreciating

by regarding cap.capital into a perpetuity mysterious

metaphysical quantity transcending its corporealform, à la

JB Clank — maybe this was Clank's motine ?

in 1ST

double interest

to treat evanescent capitalas a
in

mention. Theposition is easilydemolished. to

vs.

Distinctive aspect of land, he sensitivity of value to i.v. of.
by note maturing in one yr.

distinction by J.B. Clark, etc.

Note recurrent

a recent e.g. is Stigler. He proposes

to treat short-lived assets identicallyto land. On assumption

never recover
you principle butecover principle

good is replaced each time it wean out, so

receive perp. serin of yields. On $100 sayyou get $5/4 .

then 1. = 5 % so value of asset = $100.

Fallary. 1......Future yields of turnover immnt clepand in gmal on
AA

efforts to obliterate this



Stigler 9

Vo

Say I invest $100 on Jan I & recover $105 on

ByStigler I set aside $95. *

this grows

is yieldof capitul.

of

Jan I as depres. By Dec.31

to $100, I recover myprinciple, and 105 - 95 *

Better, I invest $100 & recomm

$5

Maybeunfain? to
and they

(1+i)"-|

suppose

are const. annual yields,for 100

i (1+i)"

V₁ = x (itil"-1n
i

400. By Steyler I am

rill tij" -"| treliti) "=" +

I invest $100 &

yes

Suppore my yield is $1/yr, so after 100 yu

+ Yn

[= - ilg ] Let nillti) "

Dec. 31.

getyield for 100grs.
hen stop

a iz==
V₂

1-Y",
1

be
very

getting a yield

w/o interest. By Stigler I have done well. My

in less than $1, and £1 - d] is all income ! d = $100

₁ x= (1+i),

10

hi & Vo

9. e. depresi

negligible

I recover my principle

annual depreciationc

= 3

¿

(tri)'*

is

1- (1+i) "

<$1,



Stiglen, 8

Fisher's method offinding yields in basic :

=(V..)*
o

i =

CoC₁ =
ri

Iti

-1

(1+i)=

26 figure depreen, cabe. To gield eachyr.
Co

where d = n

26

investments others wouldn't below margin.

with anan

means the

t ru

( Itij "

perpetual incomes Itheir values

The income is gross

V₂

Stig. maker I smaller.As to yields, justifies

Other hand he's

also keeping
ench up

all
p . 323, steg. carries this to abundity, says cap.goodsyield

of thosein perpetucty!!

base lenger, but ifhe looks at it that
unrecovered base,

soluefori

es are sun

gross inc. less his d.

income is a yield
income

so -called amortized money

yielding

-d

thatwayhe

you have truly recovered moneyfrom an invent. That

money is reallyfree fornew invent, from which the

on the newinvmt, not theold. If the

of thenew has to be imputed to theold, then the

hasnot truly been recovered. It is

no interestofits own



Stigler, 1

to each yo. charge off actual inkt depreen of Hdy; &

mktvalue. If anyint. at bit rate om on
external

thatyr, imputation may

cam be evaluated. If inc. remains then, impute by relatione

searcity of imputs. But toward end, look aheadI seehow

coming out, affects demolition.are com

In
stigler is double- counting ! He lowers I by accruing int

it in sinkingfund. Thus he is adding that int.earned by

sinkingfund to yieldof asset!! [He is simul. destroying my

assess bandon life. To him they'reall
argument of any diff. of

perpetuiker.
To simplify, suppore

and then yields

C.
(Iti)'o

one

remaining

be held in abeyance until wholecycle

I thus care

an invm², Co, that yields nothing for 10 you

value, V₁o. By Stig. we cd. set aside in

ine. remains

for replacement of principle at too.

above this is yield. But this means

coEvolu

an

ya.
at tio. Everything

Co(17:10, somethingfrom nothing.
immediate yield of

0



Stiglen, 6

when
you haveirregular incomes to smooth out to evaluat

whole to make evaluations offecture as guidestoress as a
process.

present decisions.
site or a

A bldg on agoodsite

eely much faster than one

when still relatively sound.
Net bldg. value = 0

w, old& new bldgs, & more

chang'g use site thus depreciates

cheap site, & develops value =0

value = 0 is same as Ratcliff's equality ofrenti

edepreen.
easily understood & usable re

above works badly w. improvements that
if theywis ofiii are not

Make them aspecial class, Once wit

separate from the land. Once then cost is recovered, tothey

land.

are never exhausted

one w.

are

When erect bldg it becomesfora time

two exist together. But not 100 %.

be contracted reperately b. Land has salvagevalue, & every yr

bdg depress

Bes

the lound, the
Can still

Usg concept of bldg value= 0 does not detractfrom

need to det. landrent to find thispoint, analytically

But wktwill to it anyway, regardless of thein understanding.

1



Stigle,5
Most analyses are sloppy

life is a

fixed life. In fact

variable that must be found jointly with rate ofreturn.
sloppy be they

on

Can't avoid land even bes then

eam that To on immt. in land, [not counting AP.]invent.
if impute allexcess to

Most sloppy and doesn't pursue = mgul implications, ife
Co, is just windfall, doesn't imply need for adjustment

cam
> mkt.

assume a

excess to yield,

Value of bldg is
is

Expositing approach. Land has a kind ofo.c. other lack, largely

future use. And this 0.c. ofbecomes relevant at a time when

•the ausets =0, so becomes sole relevant criterion for replacement.
their handsIsay theyupto those ecsts who thin

(or will not) distinguish loud inc. are

not) admit that
any businessman

policy

has meaning eachyear.
arbitrary formula har

not indeterminable,just bes it can'tbe sold

It is excess of value

el.

saying they cannot (a will
oranyonehavea rational replacement
can

r.e.

Thereis value of bldg.
Depreciation is

off thesite.
for bare site.
time to rebuild, facteachy
declining valueof Hdg netofsite, down togers. to annual income

less as depreciation. NoGross inc. less er.

here. Annuation only approp.mug.

0.c.

cannot

over

an ex.

whatyou cd.
When this excess = 0,

get



Stigler, 4

16

reduce balance ifyou can.
are in dekt, interest is theprior obligation, thenyou you

Then comes1st lien is interest on unrecovered principle.
say

recovery of principle. Until principle is recovered, there is no

But when principle is recovered,excess returns, bes ofrisk.

entire income is land rent. Trouble here is discontinuity

Also, suppose you
some income to unrecovered balance ? No, if you .
then

you suffer a negative income at the time this is learned,
value of capital fulls

to

of

96 we

never recover principle,

asset

accume, as

principle, must

land, then excess

stage, that are

of yielch

you always imput
en

already imputingright
over return ofprinciple is all

in how much

question

and invest unwisely,

you

amount to

all net

of capital. But if this comes to >> i.x, wkt, then ariser

what impute ? This makes diff.
in how mats longlifeto give asset.

16 cap. limd I land not, impecte to internal rateofreturns. This

Iprice of
will not hasten replacement bes is no cost but land (ifannual,

landis whatyou're using. If V, then has
thus).an impact

gield

qu. to
wd. bid for ress.,I



Stiglen, 3

it reps. actual practive. Also, does it makesence??? Double counting ?

he then takes this " net income ", replace the
Anyway

cap.good when itto im I ", "Wears out, and quatro:

Theseries of incomes will be indefinitely long

good is replaced eachtime itisan

Perhaps this is the key attitude of a

concede significance of long lifeofland
a man who refuses to

since the spital
p.323Wearsout.

-on an

Interesting, one who probly and denyyou can

into land I capital returns, shows no qualms about breaking

facis unrelatedinto depreciation & yieldcont arbitrary
to actual deterioration.

1. Is Stigler double counting ? Yes

distinguish

break down gross
1 income

How should we do it ? Value declines annually.
over that col. be called income, that year. hotmug

mkt, bes deinstallation probly prohibition, but value basedon

expected future yields).
Or acknowledge idea of anmural netine as illusory, I

evaluate life cycle as a whole.

annually excess

(Valie
field

2. 2s obscuring something important? Yes - distinction

3.
of land I capital

You can't impute reteem to landuntil cap.has han cared for
at inket rate, then laundgets remainder? Anyway bringthis problem into chapter: capital can'tbe treated asannual input



Stigle. 2
p .323-25. SupposeSuppose a capitalgood ~yields " series ofincomer, &; each

year, after separating its yields from others byby theusual mpyanalysis."
Assumes " the i.r. is known. " (But comes out with a netincome

that need not remaining value x i.v., so he could have his asset

In which case itseems absurd to cling toyield >c.r. or <lir.

externally fixed (.v. ashe cloes.)
qu like Boulding etc. Max. internal rate of

return? Impute to land? Oh what?
Here comes a

In qual, only by coincidens willa cap. improvement

at the moment it has paidfor itselffuchy, with int.
life,n.

Then computer how muchto

residualis

physically

stig.
"set aside" for sinking found in note accounting way,

yield of the invent. teems to me the if this yield greatly > civ .

raiser qn ofassumed imputation, etc.qu

assumer

annual Int

Vo & i extem
externallygiven!

Also

wear out

Stig. 'sets aside' const. annual deprec. allowance, I, which in

= V₁. StraightVo in
=nt of

(Iti') "- Iand
iyr no

me
line depres , and x; - d = net income of cap.acret thatyr.

There is a rigidity
to this that bother

giner

feeling ofbeing usable to justify fixed I -values based on

Other handit giver d <I and I wonder ifhistorical costs.



Stigler, Serge. TheTheoryof Price NY : hacmillan, 1944

plays down distinction of land &321-22 playspp.
committymittg himself 100 %

& 324n
.324 suggestsHollp.

the sum

327

boundary, below this

" interest on their investment can be ignired & the costofa resource is

of thevaluesoftheserviasused in constructing it.

on

76 6

frand.

just 954 , lesp. 372.

An invention will A

ones.

-

mos, as

p. mp

says wothing of land sewing,but should. And here is

another basis for chistriction of land & cap.
balance 4 mpinventions

saving. But land saving inwas

land developing

cap.w/o, howeve

of cap. if i

ofcap., & this

it is "laker-saving.

=

says Eustosays agree

sayif theyare laker
also

p . 352, imputer durive to distinguishfarm landfrom locomotion to

conservation ethos, lossoffertility in irreparable. Hereis indeed another

distinguishing landfrom improvements.issue to consider re

clearly A mp ofcap.

In refutation of type ofquibbling Stoyler

332 Thispractive, however, has only

and the complicating ofdefinitions.
his comment calyip

I wd. introduce

two obvious purposes:

user,



1

twofie bood

Xfrrent and Macro-es.rent : landus. laber

21. On x/ rent_I do he something

concept, bes depends

he. InIn gmalgnil

never was

On

contribution
0.c. sacrifice rises.

new to

how remote from present use

Is
can reduce xfor rent to

kindof 35surprisingsbst. everymomI
for competitor samejob. &Xfr rent std.
debater's Frick gambit it origly wasrent that meam

kind of rentto only kind of
land defined

aA surplus return over what was nec. to call the
either, bes land can beused forover leisure use,

in primo. [Not

single-valued

Is not apodificablesay.
use the alternativa

as

input &
sacrifice

changes.
constant

The alternative use must
0

ever was elevated above the dignityof the
by noting best alternative in work

ALI

Rentof
anything

retum over best alternative; but over

pesauceto being

zew.
đáng

recreation.But thatwd. be false analogy, too, bes. it is not land that

it][Wherean w. laken, leisure

takes the leisure, but those who use it][Whereas

is mano.

most

has a positive value to theresource itself - indeed weesany ofusregard this

the main object of the whole struggle]

labor reps.Value of leisure rises w. assets ofpeople. Hence

At margin, pay for labor

ex.

ofpeople. Hence in value of human

this human

LR. 5 response is irrelevant, bes priceof human leisure

s

5.r. response usually elastis, price of leisure remaining

S.R. , laber supply clastic, land melastin

LR, V.V. !

LLR, back to s.r., Aldus, pop.As on fixed landbase

yupuan agent

Anyway."supplyofit allreps a sacrifice of the agent's

leisurewhichsuppingofnaturalagent doesn't_it leisum has no value.



Cruxof landus. laker is not that supply is inclastic, but that
human contribution.it reps no It is only a starol, unworthy

debateis device to limit the relevant considerations, declare them the

only rather proceed on the they were,w/o actually saying to.ones, or

use in

with
money

will solve problems.

One reason eests have had such trouble putting

they have forgotten this simple truth, human leisus is

Now, recreation ects begining recewaken tofact,

What about interest ?

leas

an

Iclea

is not

$ valueon recreational

utooff
now is human secreter cap.

custo

process of ling, as he does garbage, & no reward is nec.

Again, there in the essential difference of human contribution. Elasticity

theissue. Human has alternative of consuming cap.(or not
ofsupply

ferming it). Valueof this, at margin = i.r. x Value.

Distinguish consuming cap. fromping consuming

is not consuming
to resid. use, e.g.o

from cap. Puting cap.
Land two has this alternatius. Dramatize this distinction

in ordniary

inc. or implicit ine

cap. corpus.the

remain as to
Exhaustible nat,less,

Destination
partly like cap.

origin, horreur. Anyone who says it is just or exardy like

exhaustible is suspectof debating.suspectof debating. If he is intellingest enough

thedifference
the similarity he must also beawareof the

bes
ceep.

15 100



4.Tolleygoes to other extremeIsays landsupply is prof.elastic!!

Imputation any difference ?

16

vs. distributionvs.

We account costtof land at MP to highest rival, then if usedbelow

we wd. be assuring hi imputation to land, someotheimputpotential

bears deficit.

1. Imputing shareofincome to land.
Earlier, got special treatment at conceptual level. Now

parallel there, but special t
travis warrant special study.
seen as to bed.



"Imputation , & latent rent

It is a widespread fallacy to take

This lets

Over time

durable asset, by a p.u., then depreciate it faster than crature does.
you change higher rater

o now

&pay
income.you Padded salaries, muilobills,etc —

other name.
to better solution to depreen problem is, with new ones,to an

1. Impetete

a site & underimprons it w.some

Ifamortize only as it depreciates. Rest is income. It imputer to new invent only

in
Latent rent

part; in part, excess over mkt return, to site always

included this now it is realized, (inpart).

many ways

is no

lower income tuxer, byunderstatingof"mmaking offw. rentundersome

If improvement is permanen
ment,

latent rent, willtho improver

gets mkt ( his mkt) return on invot.

realized.

depreciation. Ad inc. infrettytolargelyply
gurly try

Σ devices for disquising latentsent.E

2. Exaggerate depreciation of

to some other rationale to write up

3. Overstate value of ingrat

I wd. Hefalling into fullary
can.

as income ofimprovement, bes. it is realized by improvement

& at endoflife,shift
assets.

improvements asfast
into them even as

the improvement in perp., then. & permit put.

to claim it, Improver

Remainder is rent,

ingent services

value of

latent posted

# 2 above if I said write offperm.
Ad income from them does notall imputa

it is latent rent langely. Change mkrint, on

then.& permit put. trade in perps??
come



Linner

alternative

an improvement that will last centuries , are 2
ways to handleit.

1, Impute all the A net 4 to it until it is paid for, then

consider it incorporated in land.

2. Amortize it over its lifetime, impute allelse to land.
annual depreen)

neeh's forecast of life,jiuntfe,which maybeThis has chanback of faiz = forecast of

long time

when
impossible,I ofdragging theprocess out over

changing price levels make problem. M

of its life expectancy is inf. there is no

harge on original cost.
amortizu , just

an int.

The explainers` in Panglosses willclaimback ander best ofboth

viewpoints. When elective co. builds dam they insist on st. to
But whenfacility is

amortize rapidly Iset hirates accordingly.
amortized theypoint to it product of their enterprise &

remark on the impossibility of separating natural factors from

human improvements & impugn the intelligence of
who suggests they

ou income onare now enearning
received freefrom thepublic, I not on their

anyone

something
improvements.

atoneway, to minimize(named rent". Ifdo badly,chigrad
Imputed rent works only

loss is imputed to rent ... all mass salaried, inc. I return of imvont, etc., are
or to credit of intrepid

if dowell, however, is due to superior ingut,
investors who wicked all, etc.

cost. not to rent.

Eu



Reasonfor treating landas resid. Improvement + landyield

income, how impute,woland has costofproductiuni.
Esp.hes. Where physical corpesofimprovement remains after

amortizn.
Maybe this is another distinguisting feature ofland.

"Appraisal theorists are in general agreement , however , that land
value may be estimated by assigning a portion of the total re
turns from land and building in combination to the amortization
of an assumed building investment and capitalizing the remainder
to secure land value . " Wendt , LE , 33 : 229



previously brought out:

Not partof user cost (ber doesn't deteriorate inproche).
may depreciate facly.

a distinction aspect of land

This is indep ofwhether it in

not

Notpart ofsome ofproduction, ..



Was once argued that landlord had afor. Now. Feb. ins. rux laws

recognize clearly he has nome, as such, I if he awoich all

of managg
his land he can

on cap.gains, & also4

trust."

appearance

qualifyforspecial tex advantages

tax free"r.e. immtby ter
by tuy lands held by

Inc. Eux also requires distinction land Icapitul.
to note no one has advanced thisas argument

1₁
interuity

us. im. tax.



There is no need tofretover whether the destructible

are.are rea

parts ofland

The only needed modification is to notereally land. Theya

yields received by depletion
There isare not all net income.

some lands, some
user cost attached to someus of ofwhich are

sometimes economical. Since the return corresponding to depletion

is not income it is not groundrent.

no

Repletable elements shd. be treated

Let govt.great problem either.
put.property. This is

sell these to puts, but retain the

fee(I all mineral etc. its other than those sold) Annual teex

basedon fee then.
Let's regard U.S. as having soldsoil to fours when sold domain,

but having kept ground. Andofthesoil onlyapart is

farm pricedestroyed, so asfarm
a at least is ordinarily destroyed.

have seen over 100 yes a largepartofthesoil has risen in value

from external

destructible,

Rule toThe assesser has a follow:
causes.

so that tax

put valueon those aspects externally determined .

un be on productive behavion.will never be

a

means higher present valuesoffund resources,
Lower i.r. gurly ofdepletion, hener lower

hence higher allowanceforgiven amount

nat. inc. !



Central place of land in

Ricardo.

of ara.
award.

theory
Francis a. Walker award is now

Ely founded a.EQ.

er. lasted longer than
highest homen

Is also J.B. Clark

in 1944-45 Commee Mtgs .
Clark & Walker awards established in

M.I.T.

7 A Walker, 1stPru. 1886-92

JB Clock. Bel PusPaes 1894-95

RT. Ely, 6thPres 1900-01

H.J. Davenport, 22d Pres., 1920

T.W. Schultz 62d1m. 1960. Declining importance ofland

Bye,C.R., with Boran & Himsson, Urbanband in,4 that



Bije, Carl R., Development & Issuesin theTheory ofReut . N.Y.: ColumbiaU.P., 1940

5o made long ago & menged w. soil camber

human
Improvements made

regarded aspart of land, & veryjustly. Bes.
deterinate, crumble in a few years.works depreciats,deterinate, crumble in a

now,
16 certain

lands offer the oppy
to installimprovements that last forever,

then it is the land that is unusual, & to which the income

attuches, I not the improvement.

money
income

any
site holder would so

an

most

E.g. if I fill in offshore lands

site where theoperation need never be repeated, I get my

back with interest I thenceforward cannot claim

imputable to my effects, & Certainly

regardit, I it is inational ofeesti

no rational

advise theirgort to doso.

ordinary fill, in

a

Ricardo excludedolepletionfrom

line on physically whenit is long
This an improvement may

since amortized, Its productivity is then imputable to theland.
Even before it is made, the land should command aprice

on its being made, since it ispossible. Failure to take
premised

should be penalized -it is
advantage ofsuch ·appy.
practically a crime, & certainly

breachof landbolden irusi

an

to

to society.
Doran & Hinman, Urban Land bes ,p . 4666., include such

improvements on land?
rent. Principles p.48



Bye,~ 2

out.
Rent is whatyoupayfor hire of something that doesn't mean

Landis only thing thatnever wears out, so is legit.on this

account to apply just to land.reut

Ec.
JB Clarke, Essentials of be. Thury,p.159, said landis not

&
worth distinguishingfrom "othercap.goods", I only becameso bes.

customarily rented rather than bought. He evidently regarded

custom pecution to 19th cent. Eng.
passing custom pecutionthis as a

stress this distination, gross returnimputable to capital, mustdeduct

depreen & turnover before arrive at net income. Land income is

all net (savefor depletion, a minor element, and one which I should

remove by def. before I get to thispoin

Even JBClark conceded in dynamic state the diff.of

natural &produced

taxers

resources was implut.
9. c. everywhere except in make beliem world cheam worlde.

Dest ofwealth,p. 189.

listination

annoy

Emphasize Malthus - natch. ress. are limited.

Was a fashion foru time to play thegameofdenying any

of apartorgame to

a serious portulate ofec. science,I every upsinge of
w. its inevitable evoculof Malthusian concrety, has brought

clearly to fore the importance I realityof reproduceability Ilimitation

But this was more

than
tele discomfit the lound-

of hat.was.population,



Bye,3Bager kingLooking back, there early squabbles seemquite chilchish &

semantically naive. "He who wants tosays

draw a distimation, lethim draw it. The important thing

whether he can do anything with it."

this point seems more

tically naive. Today theent

JB Clark's insistence on

for indefinites postponement of

libe

con unwelcome topic .

Anotherpoint of difference. i.r. is determined by
productiving of capital. W. land,pand yield east
indeply of purchaseof title, whose vicleis deeddeadby

reasoning backwards using c.r. dlated byproductionty (ingue) of

produced capital

am

Ad

udebaters ruse

The difficulty of distinguishing landfrom commingled ancient

some, e.g. Bye, forimprovement has bothered more than it

Make a striking e.g. Suppose glacions tv. lefta swampy
one cuts then this

merits.

valley, dammedbya low mornine. Suppose
milli

day's laber & a

over how much breturn imputes to the
on landàchaing theswumpin perpetuity, which promptlyyields

Must we ever-after puzzle

day's laker? clearly absurd. Payofffromfirstyourproduce,
thenceforvand treat drainage cutas pont ofthe land.

a merometer's wear & tear CAM a
by

spade, thereby
vast retums.



Bye, 4

Giver excellent statement of differences of land & capital, pp. 19 -84.

Only weakness is concession to problem of commingled improvement.



Francis a. Walker. Land ļ it's Rent. Boston : Little, Brown & Co., 1891.
(but written & copyrighted 1883)

Attacks weak point in P&P that 4 productive power As solely demand

for land.
Check H. J. Brown's condensation, did he excise this? Check SPE

ever answer ?did Surge
The attack is no masterpiece, and extremely caustic,sarcastic, &

prejudicial. But he is probably right on thispoint.
He also attacks speculation & instability arguments,

George should have rested his case on them.

The violence of Walker's attack suggesti

himself. Heis at leasta Ricardian.
comes out

nee.

he
may

have such leaning

And in last chapter he

-opelfrom, ifstronglyforpromoting middle-sized

State intervention, altho he doesn't think that is
by

nee. Now in America.

harmony ofsystern,
Genge to attack.rent

but w/o substance.

1I judge his resentiment of H.4. is asa rivalprophet nather

than a defender ofprivilege. But he is complex, and at times he

seems to be motivated by upholdig the ancient love he regards a

his personal mapy;
at others he chides the classics for overstressing

thus

owne

byprocess ofelimination leaving



N

Francis A. Walker , LAND & ITS RENT .

P. 198 " ... it is adm.tted by all sound writers on public
policy , that property in land differs markedly and materially from
property in capital or in the products of labor . If both
species of property are " sacred , " to use a familiar phrase ,
landed property , by almost universal consent , stands lower , much
lower in the hierarchy than property in capital . "

Cites approvingly Ros her that private property in land is
a " semi-public function . "

pp . 194-97 , Walker criticizes classical economists for admiring
forces of free competitition . " Shut off , then , by the economists
themselves from finding here the cause of ' the association of
Poverty with Progress ' , Mr. George turns to rent as the sourceof the economic evils he describes ; and it is difficult to see
how he can be answered by those who stand committed to the dogmaof the economic harmonies . " The need is to be more fuzzy , and
to advocate various fuzzy social controls over land use , evidently .

Thus , how ironic , it later became necessary for Georgists to
defend the classical economists so that the authorities they attacked
would still be in authority !



trigger recession.
Can also Aturnover by lower

magins, butifstimulus in higherrent,
this mode unlikely. Rather, reduce

variety.
Outline: substitution oflandbother.

including useof 3d & 4thdim.
resoures



Demandfor downtown landpushes upinto
3d dim, & also into 4th: longer hours,
but more: rapid tumover of goods.
Little

waiting type service.

spaceused for dead storage,

one

of high landprices substu.,
form this wd. take in merchandising is

faster turnover ofstock. This do

business on sameland. [High

todaypushsamedirection,][but smalleffent].

es cause

slow

This means
carry

customer less choice. Also, more

L.r.

smaller inventories,give

herry-up
him

gimmicks in merchandising, hurry
out of store.

more

Thusreduce invent. in inventories,



Ricardo in problyguy
this "rent"

jug

"surplus" or differential.

who started

all confused, rent ar

offon



(1) location cannotbe explained unless at thesame time trade is

accounted for and ( 2) trade cannocke explained w/o the simal.
determination of locations." Isand, p.53, Location & Space economy.-

re Ohlin's Interregional & Internat. Trade, Cambridge, Mass., 1933,

Ohlin begins w. assuming mobile laker & capital, location determined

by strategic nat. res., in center, e.g. coal deposit
Then interat.

trade theoryis just internat. beation therry. (Viner is

From Isard.

to: 9.T. theory demands distinction of land& cap.

boundaries reduce the distinction.

terfolom of all.most

are borne bytime & cast are

says

( Viner is gynical)

meaningless

Thereis no difference

the

Uniom do still more

Transportation costs are

of land, Those who say must wonder
why

spend in to move tthingsfrom oneplace to another. Isand has

goneto foras to suggest xatn inputs and be setaside an a
land, luber & capital.

Isard, p.

as a basic category on tame
level

205, says " Tramportoutlays in terms ofboth

se urban land

Internal.

save interms offixed location

consumer

Thus he's clearly think'sjust of customer xptu variable cost,not
street costs.

1



Nature of land's productivity .
ofsurroundingpopn, A demand, w/o A capacity to4

meet demands (altho given capacity maybe more fully exploited)
uments in human orgn

From Aproductivity brought on by improvements

& technique — i.e in its complements. Has effects similar to Ag

supply (but isnot quite same, thereare differences of note).

From conen

Value ofproducts isful, for is to cause them to be produced, I
maintained, I continually replaced as they continually wear out.

Value of land lacks thisfr. Land income is nec.

land value isnot nec.

Products musthaveavalue as incentive to produce ; & then

to allocate, as well
as well as to support the value. Land needs only the

income, to allocate. And were we to
levy aflat_-_L__ annual

change on land, just less than the max. income it could earn,

we wol. not interfere w. allocative forces, but on

magnify them bygiving them muchgreater leverage than
contrary

now .

for allocation, but

aan income



On actori hi incomes, see A.Smith,p.100 : scarcity ofactors

prevails because low prestige, despite highpublicity heapedon

successful. So supply is not inclastic, & it's notallfun, except

fromtheother side ofthefance. Element ofjealousy evident in

think actors life isfum.ber
income - taxen, they



Distinguish instl. rent from

some ground rentgoes to tenant. "Rentcontral" bygovt. isjust
case of this. Failure of published dats to reflectfringe adjustments overstates it.

of this is not rent control so

ec. rent. But one cd. sayreduce ec.rent.

Fearof exprope; or lay on upscing; reduces tincy to not w/o
important sense, sent controldoesnot.affectfurl.

practical effect. But in one

distrike, but changer ownershipofland, gives tutequity.

Price& rent control,try to affect distriton. But handtoenforcer

toinstead, wichholdsupplion, a augument supplion ofcomplement. Cor,ifsupply

oflaber verelastic, conspire to bid law). Thus affect distribution.

ec.rent.

re ? The counterpart
Max. wage control, other hand,As ec. rent & l.v., how come

as it is min.wage law, whichseems to
lav lets laber sharein ee. rent,

closely

min,wage

rather thanredning it. W/o monopsony, if law created unemployed, the employed

wd. have somesc.rent, & in one sense their entire wage cd. now beso regninded

has been driven tozew .
since freewage

Lvt reduces l.v. but does not

& does this
gout

See SPE p .308ff.

Instl.rent

on

=lags, so

thereby reduceincenting to

improve & der new lands. Rather, shifts incentive fromput. landhelden

to the sovereign. Thisdoes not 4 role ofsovereign in devy land,besA derg

now it acts in response toput.
anyway. Only

pressures exerted by begralling, lobbying, jobbing & bribery. Then it

cd. undertake to act more consciously in public interest.

landvs. cap.

an extreme



7n. of his land p in calling forth

understood in terms of

Distinctive but not mine

more s
supply. Has tobe

distinctive character of land.
but not unusual, nor unimportant contrary,

basic phenom. Bet appears

be latter has not evolved tohandleit
unusual in terms of receivedec.

a to

ofmost

theory

other

t

calls it forth notby improvements on lound; but on

owner as rule but by group,land. Not by single
or someunit

unless
of govt. responding to pressure by groups ofownersfor

initiatins toA its revenues, but this is not due to hisprice,

goutown Iwillsellland), expound its influence, pol.crec,

nown

Total supply is often regd,problymore often than not, by

cartel type policios. Is perfect mechanism for distriky cartel
over inkt. sharing.

gains among members, min.quarreling

Size is detd. by landholding (plus restrictions on intensity ofuse)

no need for baseperiodsharing, or policingquotas, or formal

agreements
ements thatviolate auti trust,

Not entire scarcityofurban land is artificial, certes.

Is a naturalsearcity due to centripetal forces, Ag returns.



" Fround rent" is short I accepted.
Land income " betteryet ? E &W suggest.

Superior ingnit may impute

does. But ingnl returns are

superin mgr.
returns are (orshdbe] =

searcer
surplusfromsuperior image questoingr

more rent than inferior, infact customaridy

ct by giving
more land to

land, depending which isingr
"

E&W workout ok. p . 131 , citing H.C. Tayler, "Rent &Profit",

ch . 17 of Outlines of AyAg

70

Ei.

MP = resid.rent is non-eq. anomaly. Buthow cansuchso long

hv.prevailed ?- Ber credit facten .

Leg. Xptu texts, on effect on landuse.

"Ripening cess". Like "forof landlord", they are individ butnot
social costs.

Iand distinct from products in that in short time anyproduct

priceis checked by reproduction, costofproduction. Nota clean

there is a limitingdistinction the bes its production involves land. Still, if there is a

factor, it is land, If thatget therentorproducer surplus. Product

price also remains hi, but products turn to scrap, decompose,die.



Factor distinctions, captions refusal to acknowledge,

breathes of willful self-deception. Are obviously of huge
practical importance.

Other hand, struggle vs. factor distructions manifest

search for continua, suspicion of arbitrary lines. OK.
Put resources on a continuum, by lifespan. Let this.

[Value of
resources

Life span

seems adequate basis for distinction...
Is not to

corpus

ress.

dany change

other
implicit in sayg

that is

change in environs, etc.

permanent.
But other qualition

are

200

GENERAL

A^^
years

Co that is
Contrary,

die & change. It isphysical

71

8

2-longer livedthan most other

Theysay land canbe supplied by bdyroads. Buthere
in another distritiont _̂̂ _̂̂yet
other land

oveattribute. Theroads are builton



Commonly thought distinction of land& improvement

academic interest & practical world

practical man must deprec.

are

one f

Fuzzers speak ofimprovements mergig

reut not nee. to

of landlord, hisfrig

self- necessitating.

is

payfor both together. But
otherapprec. quite a diff.

-have areon

land, but fail
the land,I

to bring outvital distinction of those that
I

those around it thatserve it & affect value, I certamity

changeable.

Farner 2 Hauren's time, 1927, argument

12

a remote

ment was tothat

bringforth supply ofland. Equally, sefr.
not new. to bring forthsupply. In aggreg., isnee,



Reut mustbepaid,you

landholdus; thestatecan collect it

...put. receipt ofrentrent

performs a usefulfu."

but it neednotbe received

justas well.just.
is not nece-necessary merely because thesent

Knight& Hine,p515sir

ect.
Welfare"

distribg inc. (or assets)

on
LorenzLorenz distributions of land vs. otherassets.

Welfare

may involve idea

more

bypiù

you gmily A welfare by

equally. Ifso, Ishd have section

ces involves idea of compensating the lovers,by taxing the
Take as contract European methodgainen. Here is enentryfor lavt.

of spreading out urban rentby limitg bldg heights, vs. permittig

thedegreeofspatial clustering thatfree ex-feras preceribe,but
taxg the beneficiaries.



Millsays
some issues.
0.c. inside industry.
Macro,
as we

rentdoes notenter into cost ofproduction . This confuses

ofanyinput enters into micw cost, including

intermediate

The o.c.

as we take larger views,
talkofprice, we are micro.

In macro view, is noprice. Just generalproductivity. Returns are
determined by mp.

micro

There is no

alternatives -other buyers.
"rent " until is onlyone buyer. Otherwise thereare

get

Landis less mobile & harder to sub for than other imputa

Thereis such truch as thereis in this idea.segments.
shiftLand income (&nexp). rise &fall as demandshifts, & cannot.

gute with thedemand as fast as laber & cap., sometimesI to&

some extent never.
are noBut in aggreg

produżg productfor aprice, then allreturns are"price determined.

says
with it. Prettyfuzzy

prices. And

Cite Buchanan(?) article where this is

somewhatprolic)
ActuallyMill's

steps. Butas long

And ifweview allresourcesan

use

argument
rent doesn't enter into costit

ent is

bes

ofwords.

in

nicely
worked out (of

different ( & weaker). He

hire aproduction ayoutyou



Whatare these " otherrents" they writeof? Besides bafflegab.
forms of landownership, I I wd. agreesnd.be taxed

(or abolished). E.g. tuxi lianus.
Many

license
intra

Fake analogy. PayingIl rent on fingul landis notnec.to

land into production, besogul land is free. But higher

are

bring ingul
infra

to
owner

implicit
imgul labor arenec.to bring in mngul labor.

Alfreeanalogy: Il moneyrent bring landoutofuseyielding

income.Just as Al moneysomewage lures laber from leisure?
Leg. Bye, Issuesin thyofreut. No! The residential land is still

yieldingservices. Theidler

Leg. Walias,onon rent. Marshall,Mill. in me,
is not.

sayaword about coldbloodednessofpeoplewho cd.hold lakenin

land's Forgettingwholejust another res...

object

all.

problem

base

its leisure is same asres... it's

wages



You cannot say

essenceof it.

hi wages are rent bes are u differential,ber that isnot

I cannot say supplyclactivity in shortsun is essence, bes then

durable cap.is land.
clarining

effects inBut I cd. say supplyelast, w/o regardto income

essence ? Or ifjust the last unitwere betterpaid, butnot

inframgulones. Thismaybe legit, too, ifIwages meam less inc.from
other sources.

Re taxes, inc. effect is incl.,sine alltaxes haveit.

Samuelson says
hi tax rates

( 1 doubt, bes
supplyofeffortofgiftedpeople, but risk. taking& venture capital.

bears risk of loss). Thisreasoningand lead to
tax laker inc., not capital.

govt.

.593, do not discourage figp.s to the

A.Smith stresses need leave incentive to sovereign tothisis land rent all
income bypublic improvements. Thess if

I
went to ted., itwd.get busy & improve!! Problemsolve itself?



.most of the high earnings of outstanding individuals can

probably be classified as "pure economic rent . " Joe DiMaggio

earns more than $100,000 a year playing baseball , something he

likes to do anyway . Outside the field of sports it is doubtful

if he could have counted on earning more than , say , $5,000 a
year at most . Between these two limits his supply curve is
almost completely inelastic , and so we should term the excess of
his income above the alternative wage he could earn elsewhere.
a pure rent , logically analogous to the rent of nature's fixed

supply of land . " Samuelson , p . 593

And yet he has earlier chided Ricardians , saying that rent
is not essentially determined by the differential , but by the
limited total supply . p.574

With these micro rents , how wide should we define the field .
Samuelson does not even limit it to baseball , but " field of
sports . " But one could say he has alternatives playing with
other teams , which he might not like as well . Or in the Mexican
League , at higher salary , which many Americans refused . Etc.

So this is pretty shallow . p//874

So this is what is meant by "other rents . " Non-uniformity
of , heterogeneity of labor supply . But Samuelson has mingled
two distinct ideas here . Inelastic supply of labor , which
could apply to whole supply ; and differential position of one
individual .



Somepeople like theirjobs. Is essenceaof

must we all diilike work in order tojustifypaygus? Leeus

pretty rough.
593 e.g.

Jam lan IBldg, extreme& indefensible allegations re laker rent.

ante- idea. But

What is slopping called ins effect" isreallyanet affer.Ieffect.
but:: longrun. (oles,butreduces assets, notjust by taking

deflating cap. values.)

Outline: section

blithely on

m

clast.ofsupply

talks ofa "taxon all landrent. "... "the

Sam, p . 562, sloppy,
yieldofthenaturallyfindsupplyofag.I 4cubem landsites

thead valorem or income texx, but

Not absolutely clear if is discussingtheadvalorem

sounds like income. Ifso, the relevant supply is not fixed, bes is

alternator ofnon ues,I non-moneyuse, I less-money use, etc.

benely awareof hence

Thereare things income-taxers are
hence can

w/o clarifygpostulates in these regards.
can write



=

A public improvementj
supermarginal users,
Labor best helped williget a

creates rents to all
Land rents will be permement.

temporary wind fall,
exactly analogous to capital vims talls, whichwill also
occur But laber&capital will immigrate, ending windfall.(& fercher local land values)raising

Some say

Only aspect of laber that will not
'immigrate' is the genetic. It cannot.
This sort of rent should be taxed, being indessemed,
inherited. But to put such a program in to
effect, ifit more possible, would be to discourage all



for genetic qualities
as children are products of labor.

genetic__improvement.-
are produced.....
Alas, the incentives today So slight what.

__me get no genetic improvement. But no excuse...
for

making

Temporary
for this mindfull, might be ok.

them worse.
taxeson

are

laber &cap. to compensate__



Re Tax issues as affecting def.ofrent.

George does not propose to tax rent . It is symptomatic of
what careless readers some of our economic commentators are
that so many of them could have attributed to George this
proposal , or so characterized his proposal . Or , rather , it
indicates at least what sloppy scholarship and analysis has
been allowed to pass by as criticism of George (altho in fact
these same books are pretty sloppy about a high number of
things , so single tax has not been singled out for abuse . )

George rather carefully chooses his words to avoid this .
" Taxation which lessens the rewards of the producer necessarily
lessens the incentive to production ; taxation which is conditioned
upon the act of production , or the use of any of the three
factors of production , necessarily discourages production .

Taxation which falls upon land as it is cultivated ,
will manifestly tend to discourage production much more powerfully
than taxation to the same amount levied upon Kábbfété
land whether cultivated or left waste . "

●

Samuelson et al do not entertain the idea that it may beleft waste . They speak of the vertical supply curve , as thoit would all be offered for use regardless . This is not George's
gimmick ( altho I cannot say that none of his supporters have
ever used it . )

"The mode of taxation is , in fact , quite as important as the
amount . p . 409 .

Further in this section , George never speaks of " taxes on
rent , " but always of " taxes on the value of land , " i.e. ad
valorem land taxes .

He recognizes " other rents , " but says ' . . .it is much
better that these monopolies should be abolished .

He emphasizes , not the fixed supply , but the increase of
effective supply from taxing land values.

p . 410 , grows a little careless . " But the great class of
taxes from which revenue may be derived without interference
with production are taxes upon monopolies Doesn't
define the tax base here . But context indicates he would
oppose any tax conditioned on production , even by a monopolist .

11

Nowehre do I find him speaking of land as fixed in quantity .
p . 233 , he points out that increased productivity , associated
with increased population , increases production from given lands ,
might even increase wages at margin . p . 234 , ". .for the
increased powers of cooperation and exchange which come with
increased population are equivalent to nay , I think we can say
without metaphon that they give an increased capacity to land . "



Land supply in aggreg. is expansible, economically.
Land in certain locations is not. Rents accruing in such location

for land alone. Laber & cap. immigrate.
In location

esp., exceptin

the senseof chang's xptn, but this in strained, ber landis passime, it is the

xptn that adapts.

Land is much lese adaptable than lakor & capital.

But notchifwefourson demand for location, landgets therent. But

thereis clemand for special genetic qualities, buxomness,
suppose e.g.

thegyealitymaybe bothdeveloped & simulated;ofit has
hove

The genes get
the rent. But sulet

negative value w/o completa charm.
strongly competitive substitutes; & it is oflittle

hoppethey contion. It is doubtful ifmuch differential income is received
OU

on the basis of thisquality alone. If some is, hardly a majir inequityto
But I fer

And ifwere, wd.be totally impractural to tax beexomness.
do

am not content to conclude, bes we alsocanot tax bucommer, in :. immoral to

tax land.
Unique

acquiredHuman qualition are either inform or acquired. The

duplicable, & an advalorem tax wd. discomage their acquisition &

Theinborn
deprime society of benefits. genetic

enes

might conceivably be teved, but

changsince in practive we do not know enough about what is therethething

& what environmental. Ifwe did, a tax on superior gen

wd. sto!!penalize be about as counter to thepublic interest an

It wd. bunden & discomage hisgenetic improvement,
imaginable. It wd. bunden I discourage

any

& deprive superior individuals of ex. apps for education.
as to capital it is almost entirely duplicable.
to the "other rents" proposition is almostpere nonsense,sepon analysis .

A

ones

a evo

ones au



Except in macro sence. Suppose demand for laber as a wholeAs,

(e.g. thru A prefs. toward laber-intensive services.)consumer

Justify payments

altho

to factor to callforth ingul supply. But land,

supply iis clastic, is not called forth in same sense
bypayments.



"Nature" is somewhat

misleading term for land,bes
land's productivity depends on

surrounding human activities.
as evidenced by "publi.
value .usedby Marshall88
Pigon .

9n agric., production
more "nature", but leanaguse

public value, or location

value, which dependson
people- where they live,

they heape
built.



Old concen share going
rent.

concem was overver

failure to collect

was a

upsetover

ifRicardo& hisff. emphasized differential aspect. Some said

2

as sent. Todayshd.be

land uniform, no rent

But if land uniform, cd..still be sent, ifscarce. So "differential"

merely distinguishes grades of loud,

single- tox, as interpeld by mostecsts at least,
"tax pure sent." And its lack of depressant effects

surplus, factor wd. be supplied anyway.

shd.he more

Englishsystem&

tax. (save w/o

announcement

& landholders reactjustI
much

200

proposalto

was due to fact"rent"

how
effectsgo. you

say essence,asfaras

tax, not what." "Rent" is just a conventional, residual wayoftalking

about & conceing apayment. But regardit instead asmp ofland.

way a

is

Now levyon this as an income, contingentas an income, contingent on drawing it. Immed.

evident some landwd, be withdrawn, & all landpartially

modified. For all land is in multipleuse, thereis

continuum ofalternatives, between thoseyielding

yieldig direct gratification to holder. Tax rentthattheon

a

mine, & those

ine.just as to any

income offect, ifsmallshareoftotal inc.)



Conventional ideo there is a fixed

black & white compartments, age(exemplified byperiod analysis,

landis readjucted. 7mr, e.g.,

requing

insistence on "hoarding " concept, action thausholds, exaggeration of

indivisibilities, etc.) & refusal to graspesconcept ofcontinuous variation
simplification

Ofter just fearofmath. and idea is useful,"properly understood.
mental crutchit threatens to atrophy elemental retusurigfors.

Beet
bike.

But infact, lower net rental return & partofevery
will leave

But

201
clumsy

Reps.Atype of thinkig0.c.

own

Is

but you

forquailI
les grain. Lest thisappear asgrow

problem, not he will tend bysome reasing to seethe visiti
I keep shoot'g for his pleasure.

more cover

solution to recrearecreation

may

then really wasn't much rent ? Not muchintra

altho is all aggreg.reut.rent, anyway,

hunters

-conventional crutch handles this bysayy
Notmuchintra-industry

Crux ofrent comesout in turation issues. Ine. tax

phil. is that muchis rent, allwillbe done regardlers.
contradiction, anti. lut says rentnee, to allocate land.

destroy price system vice ins. thx w/o illeffects!!



The "supply"oflound is fixed only in anirrelevantphysical

economically

-yielding

supply.

The supply availablefor uses that yield monetary incomes is elastu, I if a

tax were levied contingent on earning such income, e.g. & toit,

The supplywd. diminish. True, this wd. A the supplyfor

but due to worsened allocation this is smaller
uses,

Vocab: distinguish "micrs "

Samuelson, p. 565. like

from

& "taxes onrent" & lut.

macro" rent.

202

many

Discrim. needed.

al sence.

non

no!

others, tends to lump increment taxes

claim lut wd. leave land supply unchanged, but wd 4 it.
Genge, did he ever mentionfixed supply?) That is a

ersts .

·money

aggreg.

say fixityoflandsupply is basis of H.B.'s single tex proposal,ber

I doubt. George did not
factor wd. workfor less ifit had to.

sean

reinterpu by



Products are taken by labor from the reservoirs of nature ,
and tend back to those reservoirs again just as water tends backto the ocean . Most products indeed are consumed immediately .
Others require the constant exertion of labor to keep them
from relapsing into nature's reservoirs . ( condensed from SPE
p . 308-09 )

Land consists of the surface of the earth , of which there is
only one . It is distinct from products in that products always
at all times rest on land , require land on which to be located .
Even airlanes have been made private property , and closely
monopolized at that , and present no problem different from
shipping lanes . Occasionally layers of land exists one atop
another , e.g. airlanes above shipping lanes above fishing rights

above tonging rights above mineral rights ; or in cities , air
rights above surface rights above subway rights . But in all
these cases the products rest on the land in the sense that
the space they occupay is land

thenatural environment usablebyman, consisting largely of
Land consists of space on f and accessible to the surface of

the earth . Products are distinct in that they always occupy
this space , whereas land is the space occupied ( together with
the physical endowments , natural , of that space that have not
been destroyed , and , for practical purposes , ék Xdproyepedté

human modifications A whose origins are lost in antiquity .
The land comes first , and can exist alone . Neither labor

nor capital could exist w/o land , however .



True,its
searcity, or scarcityof certain units ofit, are not

permanent. Scarcity breeds substitution, so new cities are

and challenging old ones.

Old bldgs that last 1000 years are famous
limitsThe of anyare so unusual.

they

precisely bes

theoryas evident

that must rest on the Gothic Cathedrals. But all landis thatafeu

old & millions ofyrs older

You can

E.g. say

change clactir. ofsupplyby changing def.offacter, a demand.
itemis " landin the loop ". 5 came is vertical, absolutelyfixed.

newly

are slowlyfounded

er.

Demand however wd. Le quite elastie

Now say" Commercial landin Chicago "" tupply is elastic. But demand

is much less clastic than before.IlXo³ Altho muchof same

as of theway

land is involved ( Theinclactic demand indicates rent to residential land
in Chicago)

to inclactivity
we

& hence

define the things.
rent is not so muchaquality ofthing



Strange evolution of term "rent"

alter meaning ofa word to sidetrack theissue. Bi Mary

imply let them w.it.get away

Bldg's def., p . 211, is verywide.
..any payment to a unit of a factor of production , in an

industry in equilibrium , which is in excess of the minimum amount necessary
to keep that factor in its present occupation . Although firstworked
out in connection with the services of land ( hence the name

' rent ' ) , this concept applies to any factor of production which does
not have a perfectly elastic supply . " How broad can you get? That

covers absolutely everything .

economic

The defn is very fuzzy . "Present occupation " is not defined , and how

much of the factor has to say in is not said .

Idea of land as fixed probly arose in small nw European countries with
lots of international trade and migration . Then with respect to any
national policy , e.g. taxes , land was fixed , and labor and capital migra
tory , as Adam Smith emphasized .

In U.S. , with immigration bars , and active land development , we might
look at it the other way , re national policies ( altho not re local ones . )

Now should we keep the word " rent " for fixed factors , or for land?
The fixity was incidental . Land was essential , so let's keep it there .

Was a debate. One side wished to

ents then

Microi'm rents are the lesser partoftheanti- landargument", hilly(except

create general confusion, which is thegreatest contribution).a they

Tougher on

must be less clastic than

alternatives

her-one is that labor as a wholeis inclastic. And the whole laber#

anypart, since thewhole hasfewer

Bldg's micro rent
short run ora

e
e.g. is notonlymicrs but evanescent,p. 217.&

micro rents, except

a

only toIs quasi many
a

land. Because only landis permanent. Hence land has
of long reve micro rents. Besit is theonlypermanent resource .

rent or are

immpy



S
price Rent as "surplus "!

les, might getjust as much.
Theysayifpaid laber or cap. less, might

But ifyoupaid
their less, there wd, be more to be distriked in some

or most
other way. Either it wd. he wasted on others; onjustwasted;

likely, it wd. retum to roughly somepeople but in diff.way.
hence work less.

curves.

wage,

ins. effect.Thus they wd. be just asrich, but lower

The work more' arg. depends entirely

a

system ofmax. incentives. Implicit in "everyonegets

is idea that payments must bejustified by

we wd.seek out elastic supply

there, reduce elsewhere (or tax away).

rent" argument

their incentive fr. Ifso, we wd. seek out curves

I raisepayments

therewas key difference ofkindI once relied on argument

betwveen land rent I other payment bes other justified by drawg

forth ingulsupply. But thisreallysoup wholescaleof

differences,paymentsaresocially justified inversely toslopesof

sets

supply



In what sense is land supply responsive toprice:
a.
2. Shift among uses.[& ifalleprice rice in proportions, As incentive to

shift] Orfrom non-use to use.

6.If priceof landis hi encourages invont.ofcapital, that

marvelous flexible stuff, to complement land(in senceof

bringing moreinto inkt); & sub,for it, multistory bldgs. etc.

( You subst.for the hi-priced central landby complementing it

many storeys!! An antinomy! Andby complementing

outer land w. roads etc.) (This is the boom-hust antinomy.

Hi landprice makes

W.

you sub,for land, but that means

complementing individ.parcels, leads to higher expectations)

Can't applyapply tradalsupply

not homogeneous, is not one

curve to land tho bis.

-pricebut a structure ofprices.

Take as an index some medium intramgul land, Iho. &as

AP, get As of land as subingul land rises to intramgul.

This land supplyandnot be repel.as fined, any

b

more

laker supply is fixed her are to

than

o manypeople. If Iwage,

bring in subonyulpeople,I later supply. Same idea

exactly . A16 40.r., bring in submgul assets as

probly.
cap., too



to price-elasticity ofsupply is dubious way to

distinguish land (Irewe),land (Irent)from other resources.
S₂

·D₁
D₂

58

Let demand A from D, to Dr. at first price rises. Then slowly

land is reallocated to higheru

A in aggreg. supply. It involver new cap. invots, is :. slow.
user & this reallocation is same as

Tension, bes instl. rent issticky. It should

it moves
then slowlyfull. In fact

we move

opposite, rises slowly.
from price below eg.,

]This during cycle

rationing, to price above eg., & vacancies

moveup immed.,

It entails subbing cap.for land. One may

n-priceW. Non -

may interpret thiseither

as reduced demandfor landissuch, or 4 supply than reallorn.
Does it matter?



When speak of "supply"ofanything we usually
orn places.

mean at someplace

"Supply of land " has a different meaning. You 4::

d

supply of cranger

more
in NY. by bringg

popu, by spreading them over

It involves better cheaper xptn.

This is notAlsoI supplyof load by havingoffered foruse landpreviously held

unused. (You ed. also call that reducing demand). Ag

physical supply, but intet supply, & inkt supply setsprice.

If that be accepted, then also A mkt supplyby letting

from dleness to higherhigher use." This betterland move near-idleness to

allocation is same as I aggreg. supply, in quil.A

there. You I supplyoflandavailable to a

langer area. That, sense I, is legit.
2ginen

This wkt supply changes, in meaningful senses, by dispersing

better allocating land. 3d, by 4g realproductivity of laundpopn;

( not by searcitybut better wukt position etc.)



Many writers define

surples. This is unneces

"rent" as
synonymous "producer

unnecessarily throwing curay a usefulword of concept.
To Ricardo "rent" meant thepayment for the use

term, to replace the.
othe surplus aspect was one

rent, to round out their vocabularies,

corrupted.
That Ric.founditnew. to explain rent this was to amen

plausible qu, whyshd. anyonepayfor thatsupplied freeby
nature? he no other resource is thisqu.possible . 25

Many

W. 6

one

ec. rent

of land. The

of its iraies. Writers who thisuse
another

mystery whyyou mustpay

some of thisthewon create productive capital-
I use tof land."

now owe use an

Vmen to work, and to sish foto

ns

#careless in dist. xfor rent-from agyagg.renteasts very

Meyers speaks of inc. above upp.priceas " &c.rent w-in the

industry," later "intra -industrial sent.



Rentis simply thepayment

a most

made for useoflaund, Payor

Turnover of capital, get

up to mp.

Use of mp concept is discomaged bes land comes in unit offixed sizes.

But one can originally choose among many

add to edges. but in

tend to treat land as residual, this

surplan, differential, etc

Payer will

imperfect intet.

that in.

units,various sizes.sizes, And

pay

growsup tradition of

can

Ber ofsuchimperfections,.
rent as

universal problem, since allhuman activity takesplaceon land,

land claimsportion ofall gross outputs.
Nigh

Exhaustibles, def.ofrent.

beus2dry

Native ofdin,rots (or isthat productiomnen ?) Crowding.

False issues by thezilliom, It doesn't matter what callit. Nor
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Implications of cap.substituting for land.

W-515 Resources

For classroom use only.
On the Theory of Resource Use

Dear Professor Mason:

A

Professor Edward S. Mason
Graduate School of Public Administration
Harvard University
Cambridge 38 , Massachusetts

I enjoyed reading your paper entitled , " The Political Economy of
Resource Use , " which appears in Perspectives on Conservation edited by
Henry Jarrett . In my opinion your analysis is most helpful and very well
taken. However , I would like to discuss with you several issues raised in
the latter part of the paper in order to get my own thinking straightened out .

First , it is not clear to me what you mean by "Any diminution in the
resource base involves a potential reduction in output overall" (p . 184) .
It would be helpful if you could elaborate a bit on the reasoning here . My

first reaction is that the problem (from the standpoint of society) is not
so much a concern with our natural resource base as it is with our total capital
base. I have thought (perhaps in error ) that natural resources per se are
only part of our total social capital and that there is no a priori reason
for believing that natural resource capital is any more productive than other
kinds of capital . According to this line of reasoning ( aside from the problems
of imperfections in the capital market , ignorance , common usage , external
economies , and diseconomies , etc. ) a decline in the resource base may be
offset by an increase in other types of capital . Should our attention be
focused on natural resources as such , or should it be concerned with the
maintenance and expansion of our total capital base? From this point of view,
it is true that a diminution of our social capital may mean a reduction in
total output , but the emphasis is directed to the overall problems of consump
tion , savings and investment rather than to natural resources as such .

Second, I have some trouble in understanding the logic of the suggestion
(p . 185) that the appropriate rate of discount for valuation of investment in
land resources may be zero. As I indicated above , I find it difficult to
visualize reasons why land investment per se ( apart from the special problems
of commonality , etc. ) should be accorded different treatment than other kinds
of investment . Evidently , I am in error , but it appears to me that society
can provide greater provision for the future by increasing the amount of
investment it is currently making , but for any given amount of investment
(saving) it would seem that the proper rate of discount would be one which
measures the productivity of capital at the margin . Does not efficiency dictate
that investment should not be undertaken unless it can provide greater returns
than alternatives sacrificed? This would seem to follow regardless of whether
the total amount of investment is determined by consumer sovereignty or by
centralized planning . Such a criterion would then make it possible to
evaluate social goals and other intangibles ( associates with investment ) on
their own merits .
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Have I interpreted you correctly?

Thank you for your consideration .

Sincerely yours,

J. W. Milliman
Assistant Professor
of Agricultural Economics

Z !!

-2

!! Where?
Professor J. W. Milliman
Department of Agricultural Economics
405 ilgard Avenue
Los Angeles 24 , California

Dear Professor Milliman :

I will try to reply as best I can to the points made in your letter
of May 7. The first , concerning the statement "Any diminution in the re
source base involves a potential reduction in output overall , " should give
us no difficulty if we lay proper emphasis on the meaning of potential . Any
reduction in the society's stock of capital including the rescurce base
involves a potential reduction in output . Assuming that other resources are
substitutable for land or water , a reduction in the resource base could--butit does not need to be--be overcome by appropriate measures concerning other
elements in the stock of capital .

Your second point is more bothersome , and I must confess that this
question of whether the resource base of a country belongs in a special cate
gory of social capital has bothered me a lot ever since I first began to think
seriously about it at the time of the Paley Commission report . The argument
in favor of treating land , water , and possibly energy resources as a special
category depends , I think , on two considerations : The first has to do with
substitutability . If capital is easily substituted for land and water resources ,
the first argument falls to the ground. It seems to me , however , that beyond
a certain point substitution becomes prohibitively costly . The second argument
has to do with the risk factor involved in projected requirements for land and
water use. Any projection of future requirements , future sources of supply,
and possibilities of substitution inevitably involve large elements of uncer
tainty . In the case of the resource base , serious mistakes of estimation may
have irreparable consequences which I don't think are likely to attend mis
takes of comparable size concerning other elements of social capital.far as this is Inso

, it argues for a special premium on the preservation of
the se particular kinds of social capital .

As I read your letter , the underlying assumption in your argument is

|
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that various forms of social capital are and will continue to be easily sub
stitutable for each other . This may or may not be so.

Sincerely yours ,

Professor Edward S. Mason
Department of Economics
Harvard University
Cambridge 38 , Massachusetts

-3

Edward S. Mason

Dear Professor Mason :

Thank you for your letter of May 12. It appears that we are in
agreement concerning the first of my two questions . In regard to the second
question it is possible that a continued discussion of the matter may prove
fruitful .

As I understand your reasoning , you feel that natural resources might
( should? ) be placed in a special category of social capital for two reasons :
factors concerning substitutibility and factors relating to risk and uncer
tainty. I would like to talk to each of these points , although I am not really
certain of the validity of my thinking here .

In

In reference to the matter of the ease of substitution of various
forms of social capital for each other , it seems helpful to admit that there
ere problems of substitutibility between various kinds of social capital , but
it is difficult for me to see just how this really constitutes an argument for
special treatment of natural resources . First of all , it is not a question
of "all or none " but a question of a little more versus a little less.
other words , we are concerned with marginal adjustments , i.e. , the marginal
rate of substitution . And at the margin it is doubtful if the difficulties
of substitution are of special concern . Second , the fact that the cost of
substitution increases the farther it is pushed is true for all kinds of
capital inputs and does not appear to be a special attribute of natural re
source capital ; that is to say , "beyond a certain point substitution becomes
prohibitively costly" for all capital inputs . Third , it seems likely that
the productivity of capital at the margin will tend to reflect the relative
difficulties of substitution of all kinds of capital for each other and that
conceptually it is possible to say that cost of substitution has already been
taken into account .

Of course there may be special problems of imperfection in the func
tioning of capital markets and particularly this may be true of natural re
source markets . For example , I have argued in another paper that water law

1

I
I
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}
tends to hinder the transfer of water resources between competing uses and manyother similar institutional and technological roadblocks can be cited . Properpolicy here would seem to call for attempts to mitigate the imperfectionsdirectly , but it does not seem to call for a special capital theory for natural
resources per se . In other words , the rate of productivity of resources at the
margin may not be optimum, but it still reflects the current opportunity cost ofcapital. And to neglect the opportunity cost of capital when one is concernedwith investment policy for natural resources seems to me to be incorrect.

MA

M

In regard to the problem of risk and/or uncertainty in the use ofnatural resource capital , it is difficult for me to understand why risk anduncertainty may be any greater here than they are in the case of generalcapital investment . Risk and uncertainty are prevasive , but we never justsuddenly jump from 1960 to the year 2020 so that we can continually alter ourdecisions (at the margin ) in the light of changed expectations and new infor
mation . This is not to say that the market as it presently functions is opti
mum , but the logic of the case still holds .

J. W. Milliman
Assistant Professor
of Agricultural Economics

-4

At this point the usual reply is that natural resources are differentbecause certain actions are irreversible or irreparable . Again it seems to meto be valid to point out that we are not making "all or none " decisions but
marginal adjustments . Second , it might be asserted that irreversibility is

e.g.,not a problem that is peculiar to natural resource use alone . Hardly. Land layout,"hand to reverse bes loud lasts ferem . Butüvery
Third , in so far as risk and uncertainty are present , what reason isthere to believe that the opportunity cost of capital at the margin does not(at least ideally ) reflect these factors? And fourth , if there is good reasonto believe that the market is incapable of reflecting the " true " risk in theuse of natural resource capital , it seems preferable to me that the decisionmaker make the proper allowances in the estimation of the cost and benefitstreams rather than in the rate of discount itself . That is to say, it seems

more desirable to inflate the anticipated future benefits of resource invest
men (if one wants to accord special treatment for these types of projects )rather than to reduce the rate of discount . The problem here is to deal withthe risk per se and not to influence the decision between alternatives havingdifferent time streams by applying a special rate of discount , Projects withlong-time streams will be favored by low discount rates and ( if the risk factorhas already been taken into account ) they are not necessarily superior toprojects with shorter time streams . This point would seem to hold for alternatives which are all natural resource projects as well as in the comparison ofnatural resource investment versus investment in general.

KONTA

Sincerely yours ,

!!!
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