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PROJECT OUTLINE

"ihe Impact of Land Speculation
on Lend Ubiiization®

lagon Gaffney

I.7he Subject: (Salterts "Problem")

Land speculation appears, bo empiricel observers,
to be undesirable land use. Leonomle theory, on the
other hand, teaches that in the absence of monopoly
elements, free market forces will allocate resourcesz
to thelr most soeially productive uses. Purthor, some
observers think the speculetive motive is an incentive
that leads to developing lands. This study will exom-
ine these conflicbing viewpoinbs and of course the sub-
Ject on wirich they are siven, and try to find the tr.uth.

Ii,. Définin; & elaboreting the subject.

As vhat is "Lond"2 Some rocent econonilsts deny
that resources can be differentiated. (Enipght, Febtor,
es«8«) Thelr arguments are pri arily just to stress the
coumon characteristics of land and eapital and isbor, and
to ignore the differences. Land differs frou capibal -
iIn thet:
: 1. I% was not produced by man, is not being
produced by man, and so far as we lmow cannot be pro-
duced by man. Capital, b. contrast, results from a,
profduction and b, seving.

‘ 2« Land has a definite location and relétion
to its environs, whoreas capital can be plased in a
varieby of places and much eapital remains mobile even
after production. Indeed, it is convenient to disbing-
uish two aspecbs of land: locabion, and "atook". Once
capital is creabed and affized to land, it acquires mmskmeny
of the characteristics of a stock resource, save that the
stock resource was not placed their by manj; and that the
stock regource is not usually useful until noved or pro-
cosped, while the capital is useful vhere it is, thab is
why it was placed thero. B

| It follows that capital and labor can micrate
from place to place, whoereas land cannot. Lend can shift
among different uses only insofar as this does not require




migration.

Lend as space or locabion cannot be destroyed or _
depleted, unlike capitals Land as sbocl can be destroyed
and depleteds It differs from capital in that it is the
original so rce of matter which constitubtes capital, was
not created by production and saving like capital.

3« Land in the sense of location and space is ex-
pected to last forever, unlilkte capital. Land in the sense
of matbter and energy, the basic consbitusfits of tho earth,
is.almo expected to last forevery unlile eapltal.

Capital is slmply particulsr matber and energy on which
the impress of productlon and saving has becn mude. It
lasts for a time and returns to the lsnd. Land is not
only the original source of capital, but the graveyord
to which 1t returnse.

Capital, even during the gspen of its 1life, is
partly land. The lecbor end capital services whieh went
into it do not account for all its value. There is a.
land element: the material of which it is constructed,
and the energy which i1s embodled in its form. The only
part wilch is rroperly "e pital® is the oxcess of the value
over the stock resource evbodled in it. The mabter of
whlch capital is composed is still land;, divorced fronm
its original site,

S

. _ U= Land, bein:z sbationary, is the trap to which
localized walucs are impubted. A highway mey make land,
lebor, snd ca-itel in an area more productive; but labor
and capital can imsigrate, bringing local values dowm
to those of the sconory as & whole. Land cannot
immigrate, except as stock resources can be carried
ing, so benefits sre lmputed to loecal land values, nod
local wages and interest.

5. The tobal supply of land ip fized, whoreas
labor & capital vary, are affected by incentives.
- service
6+ Landovmers render no productive zmkusm to soce
iety for thelr incomesi they simply appropriate the inc-
one from & resource they did nobt erectos

T+ GCapital depreciates with use, ond with tine.
Land as a flow resource does not, and is normally expocht-
ed Ho appreciate.

; Os Land supplied freoly by nature is so great thab
much of 1% 1p unused and valueless ab prosent.



Be that is Rent?

Some modern sconomists assert that all resources
receive rents. By renta they mean payments greater than
necessary bto induce the resource into productions

Lerner and others correctly answer that thisg is
only true from the micro-ccononlc viewpoint, from which
land is mach the same as ﬁthﬁr rasgurses, Fron the macro-
economic viewpoint, ALL Xandxww mERRER  payments for
land use arec rent in that they arﬁ not necessary to
bring the resource into production. lhereas none of the
p&gmmnts to marginal labor and capital are rent, and
only part of the payments to inframerpginal labor and
caﬂii':al ® -

The case may best be btesmbted ab the margins, where
none of the payments to regources can be renb. Labor and
capital at the margins receive payments, none of which
are rent; land at the margin recelves no peyment at sll,
since ﬁhsre is no rent at the nargin.

There has also bacr mueh overestimation of the im~
part&ﬂce of the above q&esﬁxoﬁ, vwhatever 1ts ocubcoue.
The Important distinction to be made between land incounes
and other incomes is that land inecome is in reburn for no
productive service to soclety, whepens other inconos are
from contributing capital and labor to society«

ﬂgaln, as the practical consequences of the ouicome
of the above discussion, all parbles agrec that uhare are
no renbs at the margins, so that the supply of labor and
cepital is reduced by reduecing thelr rewards at the
Lla.“r:’”in, other things being equals vhereas tihe supply of
land is fixed, by naturc. _

Co VWhat is Spoculation?

fle tend to think of speculablon in extreme terms,
as when land is held by absentees, or is beld idle.
But there is no clear line betweon speculation so
conceived gnd ether eunerﬁhi§‘ 1t is impossible %o
gun,land, or any obher assebt, without speculating.
Land ap@aulaﬁieu, tAQP@fGPﬁ, I define as land owner-
ship. - I shall preserve the pame land speculation %o
serve as a const&nt reninder that ovnership is spec-
ulations

Hodern economie theory teaches that resource
allocation is perfect, in terms of satisfying glven
money demands, save for the following clements:
lionopoly; governmental restraints on froe movement
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of resources; oxternal economics and diseconomies.
Speculation, it teaches, merely aids other nmarket
forces in perfecting allocations Bub it only deals
witi: commodity speculation, not with land speculatione.
Hy hypothesis is that there is a fourth market imperf-
ection in land speculation.

Y POTHESISS
Land speculation distorts land allocation from the

Testing the Iypothesise '
I shall test 1t in several stages, sbarting with
the simplest case, and building to the more comploexs

Aes Lond allecation under the nssumpitlions of perfect
competition.

- These assumpbions do not include the asswption
that cacital marlebs are costless; nor thebt all individ-
uals are identleal. Hence even in "perfect competition®
different individuals will discount fubure falues at

fferent rates. BSimultancously, dif erent individuals,
being differently equipped, will anbicipabte different
net yields from the sames land. The one who will get the
highest ylelds should get the land; but if his individual
digeount rate is highor than some others, he may be oub-
bld. Thue land spoculation distorts land allocabionw

B. ILand speculation contribuies to monopoly.

In agriculture we observe the exisbence of function-
less abgentee landowmership or speculabtlons springing fron
the differences in accessg to capital among individuals.

In industry, too, we see consolidabion of ocwmership in
few hands leading to nonopolys. This consolidation is
normally effected thru centers of capitel, like Wall
Street. Holding compenies can buy up operabin  coumpanies
abt a finaneiel profit because holding companies, with
more diversified risks, can borrow at lower inkevest
rates, ise« can sell stoclis and bonds at higher prices.
The consclidation that leads Ho industrlal monopoly is
thus effected thru industrial asbsentee landownersiip.
Such absentee ownership would be functionless (save when
its express purpose 1s to create monopoly) were it not
for land speculation. Othervise the resident owmers snd
nmmagers would be in a better pogition to maximi.ec the
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Pirms? profits. Iolding companies are said to effect
cconomiles, and thus be economieally justifiod, because
they can supply capital to operating firms at lover
rates than they could get for themselvess Bub rmueh of
this supposed economy is just in the superier power to
buy land, wiich is not a soclal cconomys but the opposite.

Land speculation indirectly contributes to monopoly
because many government restraints, whieh aild monopoly,
ape reasctions to land speculation. Labor unions are
a prime exsmples They could herdly exist without land
speculation, since theoy require some localized asset
. to vhich to fasten themselves. Capital can emipgrate bto
escape thenm; land coannotbs

Land speculation further distorts rescurce allocation
by preventing impartial recopgnition of exbernal economies,
or extended benefits, by govermment. For particular
external economies and diseconomies will accrue to parb-
icular lands and, as long as these are owmed by parbice
ular individ als, there can be no impartial public doter-
mination of maximum social benefits from public works.

Cs Iend Speculation distorts inteortemporal relationships.

Absentee landowners frequently, when the cocts of
landlord-tenont relationships are considered, tale losa
net income from the lend than the btonant would dirvectly.
Some of this waste btalkes the foru of the ahsentcels be-
ing careless of what the tenant doeos to the futurs of
his land; and benantry is correlabted with crosions

Speculation in sBock resources resulbs in a
pregsure to exbract now, instead of in the fubure, thab
varles with the intersslt ratee. So that stock rescurces
are mined at very different rates, depending on the
individual rate of the owners. So that ab an early sbapge
in our history they fell into the hands of many wio exploited
. thenm very swiftiy, due to their high rates; and later
they tended to fall inbo the bands of those with very low
rates, who hold them out of use for their fubure values
oend use them to ereate monopolies. If they were subject
to o severance tax, on the other hand, interest rates
would cease to affect mining ratess

Ve Ixtending the Iypothesis ”L'( s
Dynamics of land speculations.
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A+ Land Speculation affects interest rates by drawing
voney from investment.

Bs Land Speculation affects capital formation by
providing a substitute for capital in individuals?
balunces, reducing their desire to savee.

Ce« Land speculation causes excess subdivision, both
rural and urban, with asttendant waste of resources. I
contributes to the miscalculations of fubture values that
cause business cycleses

D, Land Speculation is integrally connected with
"boom and bust?, in misghiding investment. The biggest
business cycles are in construction, wiici is assoeiated
with land speculation. ,

Le Land Speculation affects the money supply, providing
the base, thru real estate loans, of an uhdependable
noney s ' ;

F, Land Speculation must be considered in modern .
"employment tleory"”, or "macro-economic" theory. For
Ifull employment™ i1s not & concent separate from perfect
allocations Resources are not fully employed 'nless
perfectly allocated. "Unomployment" is simply the
extrome form of misallocatlon, as 1dle land is the exirene
distortion of land speculations Labor unemployment
results in part fron land unem-loyment, es they are
complementse

VI. Extending the Hypothesls into Politics

‘ Land Speculators create local governments as thelr
agentse« As labor and capital are nigrebory, they Lave
less reason to be interested in local government, and
landowmers dominate. Labor and canital can only benefit
from local govermnment i1f they keep outside labor from
umlgrating in to share the benefits they create for labor
and capital. Illence labor unions end political machinesge

Local government, thus constituted, breeds restricbtive
olements which contribute to distorting allocatlon,
Causes of local resgitrictivism:

As To restrlict access to common property of the
commnmity, like paris, streelbs.

Be Attempba of rolatively wealthy laadouners bo
divide their part of tomwm fron that of relatively poor,
to reduce thelr taxocs.

Ce Attemnts to explolit thie monopoly position of the
toine
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These are expressed thru local tax policy; zoning;
city plemning; licensing; and to some degree in all
local functionse
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