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LAtID CX>ST N3 AN OBSTACLE TO ACHIEVING SCALE AND 

OTHER EOONOMIES IH THE SUPPLY OF 

LOW-INCOMS IDJSIHQ 

I. Relative importance of land-cost 

0 zon1ng, utility and land improvement problems are the tough 

part of the business. Any fool can bw.ld a. house." -- Richo:rd 

Land is -the eostliest Bingle input in house building. A fully 

improved IJQcant lot in an established neighborhood of near-in 

suburban Milwaukee runs.around $1.So psi oi: a.bout $13,000 for a 

lot 70 x 125. On this one would place a new house costing Ground 

$30,000, for a total value of $43JOOO, with the improved lot repre-

____ •~ing 3~ Farth~r out tile cost 0£ raw land is a much_ lower 

percent~ of the pcickage. 'nlere the cost comes in the .form of 

utility and land improvement expenses necesa0ry to render peripher<ll 

land a competitive •ubstitute for inner land. ln a lit•rw.ly mGrgincil 

loeC1tion the cost of raw land :f<llls to rzero, or the farm value, it 

any~ ArOWld every ci 'ty l&Qy be found auch margincu developments. We 

cannot conclude, ~ever, that land cost is unirrrportcmt to these 

builders, and their buyers. It' is to ovoid land cost• nea%er in 

that they Gre out there, aubatitut~g -~~~-~--f~~--~~~•Y'ow, t'hat 

would represent no problem if the latent rent-bearing lcmd nearer•in 
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were all in use bearing rent, but it is not, 
1 

and tber~in- i·lies the 

problem of land cost. These costs are greatly magnified by land 

a&sembly problems aggrav.-ited by the strength of holdouts; and by 

saning and utility and public works policies related to land, to 

ho considered in this paper. The costs are magni.£ied by the :failure 

of ci'ties to e)q?ond neatly in c::onpact increments well anchored to 

established settlement. This extrc:i cost may fairly be l'lid on the 

doorstep of the land market 1-hich, i£ it were working bett'er, would·. 

almost certainly CC1use improved near-in land, served by existing 

infra.structure with excess capacity, to be used before calling for 

costly investments to improve far-out land, and to link i't to urban 

nuclei over long distances. 

The relative importance of land cost is greater than its dolla.r 

value indicates. For ·one rea.Don, it is rising faster than other 

cosu. 

HUD Undersecretary Robert WOod is quoted that land costs are 

up 80% in the last five years. (L.A. Herald•Exo.miner, 1-24-68). 

Such an average is only broadly meaningful in a market so fragmented, 

but' it crystallizes a lClt'ge 11et of observations from many who are 

involved in the current land market. It is the more meaningful because 

it con'tinues a trend ~hat was already old by 1960, when it was docu­

mented and viewed with cuarm in the August 1960 issue of House & Hane. 

1. It wculd be 'tirescme to cite ·:the hundreds of s"tudies of 
url:xm sprtiul now documenting this beyond question. Every land uso 
inventory., every city planni:ig study, shows it. 
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It is the more 'h'Oubling because it flies in the £ace of Q decline 

and weakness in building now several yeara old, and Q level of high 

interest rates tha;t should be cutting land prices in ho.lf. It bears 

al.l the marks of cos't inflation despite det1and deflation, ci combina­

tion that can ooly spell trouble in any SDarket. The causes of over­

pricing land c.ro considered in (IV)., below. 

Another element mGgnifying the weight of.land cost is the effort 

of builders to maintain some proportiorwity among inputs. One often 

hea.rs the argument toot if you pay more for land, you bQVe less money 

left to bl.lild on the land. No doubt such individual. c::o.ses could be 

found, but the necessary assmed constta.ints are not very general, 

fixed 11.Dp of money to spend, one pl'1ce to spend i.t. In general the 

effect of high land price is the opposite. The principle of eubsti­

tuticn is at work. Wheri land price rises, one uses less of it per 

dollar of houses that means more house per unit of land. 1hclt in 

turn means either intensificat:l.on--the apc-r'tment boom--or greo.ter 

qucuity and durability--the upper-class market. ~ere Em,l~g and 

other pubU.e contx-ols p~clude hJ.gh density, 'th1.11; leaves jus-c the 

upperj,;class market. • Thus high land priee, through its leverage on 

other inputs, goes far to~d detemining the entil:'e character o£ the 

housing marko~, and producing th~ dissatisfactions with market per­

foxmance ~bat occasion 'the p1:esent study. When we had cheap land, 

from 1946 to 1957 or so, we had moss l:uilding for lllQSO markets. Now 

we have dear land, we h0ve neglect of mass 1110.rkets, and a sea of 

troubles. 
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Tho power of the principle o:F. proport:!.on,u.i ty is illust::-ated 

und con:f in,ed b"J t.he o;?era. tion of local zonirig as a fiscal control 

d~vi.ce. 5ub-.ir1nn ~c~1ing 8$peeially has a:zs i1:s primary objective 

tho ~ojection af £isccil. deficit residents, and the reservcitioo of 

lan,d tor iioc::.:u su~,lUiJ producers;!. The fiscal suzplus is produced 

by the pr.o_,-~,1~.1 ta;;;, and tho property 1:a..--: in practice is la::gely Q 

"'.:~••'. on bu:U<ling-.;s;. 1he suburb aim:s to require the involunti;:iry con• 

mt:n.:::-tirm of mor.e building "than individucus 'WOUld choose freely, in 

A .rJir.e.::~ approach to this go.:u would call for an ordintmce 

::-ec,r.dring say $25,000 of buildi..~g per tamily. Such cases e~s't, 

un::1 loc,:;.J. ~des @d tolerance of unioo cost-inflQticn • work to the 

t.l~e .. ~-..c. But th~ priaaey control is low-den~i ty zoning, which 

o-yeT:.'te:t: (;"J'lti:rely through the land ma,rket. By requiring each fQ1aily 

:i.nvolunt:o.rily tc1 Q.'.'Jl1sume say Wl a.ere o£ land, the suburb succeeds in 

oon~tr;.tl.ning- al.most euch family to wra;..o itself in a: $50,000 home, 

,;mi? ,xttains S.ts fi[;Jcul end by using 1:'he principle of proportionality 

The lev~r,~3:z oi lond cost on the 11upply of low-incane housin,; 

is reJ,:,-:..1hl,,d \./hen we consider the filtering-do"'4l process. Whatever 

one m:.:ty think of filter.i.ng•down as a complete solution to housing 

th.a vnlur~e of new hous,..ng e1vail~lc £or iil tering ia reduced. The 
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~ult®ili~y for fil~ering is also reduced--the CO$t of. converting 

~ion:a to roa.iing houses is considerable and the re:;;ulto dubious, 

Pin~uly, hiuh\'.!% quc.J.ity U?PElr-clQ.S:il hc,mes depreciQte slowe,: than 

m.:.a::s hOlao~, cm.d re:.LC..'1 the bottom of the :filter later, if at all. 

? G~c-atre'4:" clur,.iliili ty of builc:ll:igni is o. theoretically necessal:'Y' result of 
t, 

highe~ lcud i:>rice--i t' is part of the subs-ti tution of capi tcil for 

deo.:rer lo.n:.L I present the :requisite c~ital 'theory in Appendix A. 
11,\. Lt,PP 1 ~ f-<) ~ (q)t.~ l. 

{S{;>c !oliier D o£ Becker poper.) It ie also sufficiE!n:t:ly a matter of 

coruriton obaerva.tion that I here assme it to be a fact. I do not 

allege that slot.t daprcci<ltion is itself a lxid thing, but remo:nber ~1: 

the loniJ~vity of upper-class homes is bought a't a price, the price of 

pou:d.n~ into th~ more capitnl which would otherwise be available for 

more horde$. So instead of t'WO hemes tha.t filter down in 30 ye•~:n:a, we 

h-.1ve one that filters dowi in 50--a lx1d barg.un :for the lower•ineome 

grouJ. The h:J.rgc.in looks worse \lhen we add the higher infrQStrueture 

c,~.,i1:.:u cost th-;1,t goes With the la.rge lot th-.J.t suburbsl use as the 

device to r~se per capita land COST&. 

'fhu it:{,orto.'lce of land cost is m.agni.fied, "gain, by the historical 

U.."'1plitudc o:t: the swings in its value, both Up and down. In the short 

run, lom1 price i~ not conspicuously more wobbly 'then other input prices., 

und puycl::.olog1coJ.1y o.nd metaphorically land is regordcd as affording 

stability, perma.nonce, and security. Physically, of course, it has 

thc-,:Sc qu,,;i.lities1 So much the mo~e misleading to tho bankers of 1932 1 



( lo~1(.h1d with frozen CU!lscts when they fore closed on unrese-.lla.ble land; 

or. the spaculo:tor of 192<5, who thought prices only rooe. There is 

no h:llato:i:ico.1 t-ir.1e-r,rn:d.cs of a. price thnt swlngs as widely as la.nd, 

peirco1-:o.gt.'Mir::.e of. eour~tiJ. It 'takes a long time .. •the cycle period is 

in dcc,:1dos. li(.it th,J historical record is:: there for whoever cares to 

c~msult it. ,1.n.2 the mo.kings of the lond cycle have not been entirely 

rei'orn11o.-d off 'the economic scene. 

The land p1:ice cycle a:ff ecta building in complic::'1ted ways. We 

h·:1..w seen th,J.'1: high land costs cause intensific:Q.1:ion and durab-llity. 

llut r:i.s.J.13] l.m.d costs have an 0t)posi·te affect. The yearly pr.lee 

inL"'ret<lo:i.-it covers p,1.rt of the holding cost. T!.lken by itself, 'this 

£;lct(1r tt,ndLl: to reduce intensity and durability of buildings, the 

mor.c~ so 11,,;hrm, i1: is QS$ociated wi'th e~ected obsolescence o:£ buildings. 

Thia helps ~ccount for the ec:onomy•s hQving been a.ble to absorb mul­

ti::,le increo.ses <:>£ land price over a. few yea.rs. 

dut "1hcn prices stabilize, or tum ®"'1 from high levels, incre-

1'lents baco.."!le decret1ents and cidd to holding costs;, with profound e~ects 

on inc~nt.tves to build and invesi: in a.nd lend money on hoctes. 

Gian·t swin•;;s in lr:md prices therefore are an unstahilizing 

in:flucncu on building., ·the like of which is knO'Wn to few 01:her industz:ies. 

Hhan this is ~J.dded. to tie wll-kno-wn sensitivity 0£ the industry to credit 

a.v~tlla.b1.lity, the peril to stability is evident. Because credit ovail-

0.:.'Jili ty to home buyers is gr.eotly af:f ected by land v-.:tlues and their 

i:ro.,d. Mort~fJ.g<::1 e::ooi t rushes into a rising llllld market, end out of a 

£\.lJ.ling one. 
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Irregularity of ef:feetivc de!ll..Jnd: in turn, im:lateu building 

c~uts, To -:ichiove aco.le econom..i.es, i;;& builder m.ust a;:,read fixed costs 

over th1e ,:15 -well as ov~r the volume of any one year. Let us say 

th;;:i.t t!co:norrl.cw of longevity--of equipment, of org,mizations, of 

spr.!ci;:1.J.i~:od men O.!ld know-how--are a special subclass of econo.uea of 

~c-..ile. In!.it,;.hili 1:y des~roys s~ne of these econ01Uiea. Land cont, 

r.isirq un.d f ,;:dling, is an agent reSJponsibl" for pa.rt of this cost 

increo.se. 

!n sum., lund cost is important in housing fo1: at least these 

contril,utes to ut"ban aprowl and inflates inf:r'1Structure costs; land 

co~1t ho.ia risc.."'l disp:roporticna'tely for nearly 20 yea.rs; land cost 

ap;:>lieIJ leverage tending 'to domin,~te t~ character of new housing and 

~:rice out low-income peq_:>le; and land cost is wurtable. 

1:r:. Unique q1 .. w.lii:'ic.,s o£ lc.nd cost and supply 

i.;.:::me sens.;; ttK1.t other input prices are c.os1:s, becquse land is not 

does }:n:icks a.nd boa.rd:H one uses a ;finite number of y~cu:-s from cm 

infinite life. L,::i.nd do,,-l:1 not depreciate with use: it i!J :fully 

su.lVG{f~Cihle on demolition. La.nd sometimes <kprecio:tcs "-1.th time and 

neighborhood dE::cline, hut it mo:re conwonly app-rociates, cspeicia.lly 

in new 11-"lil develo:,ing ne&.ghborhoods whore most b.1ilding occurs. Land 



not only yields an app~aci~ted sr.u.vage value on demolition, it 

no:rma.lly appreciQteo u.~der the existing structu~e for its exi6ting 

use, a gain wh.ich is '&'ecu.izahle ond lxmka.ble long before demolition. 

Thus, so long as further ~preciation is antici?cited, and buyers 

hciv·e tho rue:u.'lH or the che<1p credi 't to invest in this 11growth atock, 11 

t}1t'; hi:Jh p?icc of hmd need not be as c1c®ly to housing o.o otherwise. 

Wo:;: \.rill -seei l-'.\ter,, howo:wer, that heavy roliQllc:e on perpetua.J. appreci­

c:ttion tc, ofts~t: high 1~-md pricee can be the siren song of the Lorelei. 

'i',',;_,;rc i;:,s no hir.torico.1 record to support an expccta'tion of. petpetuw. 

'!'her.,, ,:,.~o two ha.sic methods for making lcmd costs comroensura.ble 

'rl'ith other. costs. The preRSent value method discounts all costs and 

incor::e~ to tima zero. The annuity met'hod converts all to a constant 

or h1vel ye,:n:ly sum over o. specified life. Each method has ! ts 

Viewin{I all coats a.."J present values, -the net cost (NC) 0£ land 

is th~ pr,·~::,cnt price less t'he discoun'l:ed salvage value. I£ l!lalvage 

v~lu((: equals presa.."1.t-price (P 0 ), thm: 

(1) 

t,ho?.o i 5.s 1.nt erest rcrte i:md L is Life (in yea.rs). The e~ression 

in hr~r.k~~s is~ coefficient less thun one that tells us wh~t fraction 

A't high i ond 1mg L - -
th~ coeffid.ent approochQs t1.'1ity- ... forga1: it. 'l"he pre:3en1: v,:i.lue of land 
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sG.l vo,go io no,.u::-zero. 1-'or lower v:tlueo of i wid L, thrJ' coe:fiicient - - ~· 

i~ c-:.i..,)ily ev,;:i.luute<l from ar.,mdurd tables of coinpound int~rest, or 

from t:h(; n1lc of th1.u:,;,l> th~t money o. t corapouud interest douhle ... ~very 

Tuble I prese,.~ts o number of ~ues, for different 

coefficient i:O th::se variables: 

Tcwle I 

Vcuues of la."ld salvage coe£ficient (1 - (l+i) .. L] 
£or range of values of i and L -

~ -- 20 30 40 50 60 

,03 .26 .. 45 .58 .69 .77 .83 

.os .39 .62 .77 .86 .91 .95 

.07 .49 .74 .87 .93 .97 .99 

.lO .62 .36 .95 .98 .99 .99 

.15 .74 .94 .98 .99 .99 .99 

--· ......._ ___ - • 

2. I£ (l+!.)L = 2; L.th(l+i) =.,,e.n2 

JJ..rt,k'. n(l+i) = p, tho continuous rate of interest; and ,£112 = •73 
.71 • 

70 -
.87 

.97 

.99 

.99 

.99 

.A un::.,ll ac:justmant to convet"t continuous to annu-11 :f.nterest yields 

the rous;h rule tho.t L • i = .72. 
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At the interest r.:1tes of 1950, and the: abort lives of early 

c..'05t, OV\:';!l withou·l: any e~octation of appreciation.. At today 1 s 

lon:J\31." livt:s (L) c-.nc. higher in·terest ra:t(.!s (i), net co.at <1:;>proc1ches 

cr.;v.:.~ent co~t: unless we c:unmJi.e e.nho.."'iced prospecta of o.pprecia:tion. 

of the bt;yer, a. fact which of course rcul estate sellcsmen have ,:i.lway.s 

used ·co the umof;t. The proper weight oi this f'a.ctor ia shown by 

r..:i.b,ing the ~ulva.ge value 0£ land in the coefficient. In 'fc.ble I we 

o..sr;umod o:tlvo.ge vnlue (SL) equalled initiul cost (P 
0

). If SL) P 
0

, 

the net coat: of land becomes 

s 
(2) NC= P

0 
[l - P'!!_ (l+i)-L] 

0 

In the m~X'i!l"..ie, if land appreciates as fa.st a.s money in 'the bank, 

~ ::: (l+i)L ~.d NC :: o. Horo genera+lY, lc.nd apJ.:>reciates slower ._, 
t 0 

t:~1 th .. rt, hut still appreciates enough to lower net cost ma;ceriolly. 

The r,.i-:..tter is best cla:rifi9d if wo express lond cippreciation in 

th\! familiu.:< torm of a yei:::.rly percen'tage, ~"">arable to tho in'teres1: 

(3) 

I:f l.:md price ri~ea from P to SL over L years, th<lt is the 
0 -

L S 
(l + g) = /• 

0 

.S-ubstituti..ng (3) into (2), we h<lve a modified land oalvage coefficient 
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(2 11.) UC C ? l -0 i l+i: ' i.. ... } 

tlow within the rc:lovo:nt range of vclues of i und JJ_ and L, 

(4) 

c,.::n ther~ore g.:.iugo the effect o:f ony growth rato simply by sub­

tE...ict:i.nJ it from the interest r~ta, and going ha.ck to Table 1.. That 

i~,~ for. ex,;.;:;:r.ple, if land appreciates at 3% a year, the land salvage 

t.'"Oefficient :for IX.l interest rate of 8% is that which '1ppears in the 

row hl),J.ded 5%. For h..igber vw.ues cf a and!. QOd !!_, appro~d.mation (4) 

m·1y iv~ r11.aterially irn1cc1..u~-.1te and i't would be well to construct another 

tablc--not ..:.i d.:i.:fficult ma.tter. 

Prop{2ri:y 'tax rates (t) are handled in the reverse manner--thoy are 

C1ddad to interest r,:.tes (1). 

The scca..-id m,:;thod of putting conunensuro.ble volues on costs of 

dif±'ercmt tm~-churac'teristics is to reduce them all to level yeurly 

wums or a.<u.uities. '!'his is another cowucn Wl:lY of perceiving land 

costs~ thoy are the yearly holding or carrying costs of the land 

v.:u.ue~ less yoarly appreciation. Comp,:o.-ing land coats and building 

co~ts, the :formor ure sm::..ller., per $1000 of cost at time zero, hec,:iuse 

:froo lurii holding costsi \v8 con deduct appreciation, if any; while to 

building holding costs we always add depreci~tion and obsolesc~ace, 

\./hich uro unavoidable facts 0£ life. 

The level annuity thut covers 1n1:ol:'cs1: plus depreciation over 

tho l:if:o of 1.1 building ia known as the "c-~i tal recovery factor" ( c), 

or <l4Umity whose present wlue equolsi one. It is simply the reciproc<:ll 

of the pz-es(ii1·1.1: v,,aue fon:.ula for a level annuity. 
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(5) C ::: 
i Co-----

1-(l+i)-L 

whcl.·e C = c,:nitol cost of building a;t time zero. The cnnna.:rahle 0 - ~ -~-

onnuity for un,.:1.ppr~c:i.:itinJ land ia simply ?
0 

"i., which is really (5) 

wnt:n L r.;,,o-,;, , .:ma c,f course C is i:-eplaced by P • 1he yearly land 
0 0 

c-::ist pCL" ~1000 of ini ti~l investment is lower than the corresponding 

yecn:ly t-uilding cost, since it covers no depreciation. As with the 

preseat v,:;ilue method, the di:fference between land end building becomes 

ne.gligible fo~ high v.iluea of i and!!, unless the land appreciates • 

• ~b more COO?letca statanent or holding costs of land (HC) includes 

pro,;,erty tc.'-(ea levied ar,Hl.small percenta.ge of m-,.rket value, and 

subtracts app~eciution. 

i,h,:,~~e lC is aay given year, ,! 'the ad valorem property tax rate, and _g 

the curre::n.t Oi}£.)'l:'ecia.ticn e::1Qreased as a percent. I:f _g is large, cim 

B. 7h,.• Ineluct:iliility of Land Costt the equ~lity of holding cost 
~ 

and. zont. 

!n ov-:1lu..1ting tho e£:fect of appreciation on holding coate, let 

t,rn nvoid ,l nir--.1cc:r.1cc;;,tion tha't' might easily hut erroneously be in.forred 

f'ron the c1i::;Cl.l!lsi•::i:1 thus :f ... -ir, wllero I hove stressed ho\./ appreciation 

rliduccs 0:f:'foctive la...d cozt below its cipparent reL,tive VC1lu1S. It 
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would be easy to conclude th~t a~rreci~tion, as opposed to ita absence, 

aim:,ly lowers land cost, but: that is very wrong: for the e:,c;._">ect.:i'tion 

0£ <..li?Preci~tion raises apparent land cost, that is, the initial lCll'ld 

price, P
0

• Thus it r.::dses the b:.wic holding costs, Px(i+t), for all 

ye;1rss <:ind later o.~)precio:tion (in a perfect market \iith perfect fore­

sight, etc.) sir.1ply offsets this added burden. 

'l"o tie up this point here I present the mathematic:ll statement as 

a pronouncement ~ C;'.lthedTo; the validation of some assumptions waits on 

the next section (c). 

Tho v-:1lue of land (P), neither taxed nor appreciating, ist 

whoro <l is a.nl'luc.l rent. 3 
'1110 holding cost (HC) of the land is interest 

on tho value; but that: equals the rent (a.)i 

(9) HC 

3. In oractice, a must be derived by annualizing an irregular 
~ -

stro::i.r~ of costs o.nd revenues, sos 

(8) 
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Th,.1t holding cost equ-lls C"'t.1nent rent also holds true \!hen lu:nd 

is apr,,reciating, so long as we asr.nz11e a perfect m:irket. If land 

(4) 
(10) 

(11) UC = P (i-g) c ~ (1-g) = a 
0 i-g 

?lms the ov~:roll ef':f eet of a.pprecio:tion is to leave holding 

costs eq_-u.:il to ront. The higher land price on which interest is 

ch-:n,-"g'cd just htlances of.f 'the yearly increment of value. 

'i'he sar..te principle o.p;,eorliJ \/hen we add the ad valorem property 

to;, on la.nd to c,, .. u: picture. I£ land yields a ste<ldy rent, a, and is 

4. 1,:!:g + ••• 
(l+i)2 

= ___ a ___ 
i-g 

(Thi::; m,;iy need 1:0 be lllCGJ.fied for 'the co.Be of progressive obsolescence. 

\Jill current ren.'t g0't lx;hind HC then, in later years of indivisible 

buildings? \!ill provide more detail on this point if desi:::ed.) 
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(13) 

(14) 

But 

UC = ? ( i +t) a a 
0 

\ 

(5) 

Fin..uly, consolidQte everything in one expression for taxed, 

~roro (l4), QS well as from (7)•(13), we can see that the holding 

cost of land is UUeiVOidable, and in a perfect market equw.s the rent, 

At1ncd with these tools, now we can dispose O'i some specious but 

inoi.fectivo propooaJ.3 £or lowering land cost •. 

1) Lower interest rqtes. Thess raise tho land price b:Lse in 

the aume proportion tru,.t they lower the rate multiplier, leaving 

y&:lrly e,.1rrying costs constant. In prClctice, of course, there m:1y be 

5. J. ?. Jensen, ,rroperty T11xation in 1:ha Unite_,£ States, (Chiqago, 

Un.i.versity of Chicago l?ress., 1931), P• 64. 
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l~rr~, so for u brief time lo~r rates could lower costs before they 

;\ll w~~ ne.1;.-d ir~ a ohihholoth to s13?-ii:-ato the good guys from the bad 

guyr;--ci..."l<.~., quite se:ciously, this has ooen an effective tool of housing 

stimulus. Dut o.;; a general prcr.;,osition, lo,-1er interest rates do not 

This ,:u1;tlysis presupposes a wpply of land 'tho.t ia not elastic 

to lower interest rates. It would oove to be modified under a.ss1.1.mp­

tions wh.:.lch ma.cio l..md su_pply rise with a :fall of interest rates. t,.or 

e:.:a.m~:>101 subsicized cheap credit for housing helps houaing take lQ.T'id 

fro..-. indus'tr-,1, tr.;ide, reCl"eci1:ion, religion, and agriculture., The 

supply of land for ot'r/ one industry has some elasticity. But it is 

hardly news thcrt we CQ!'l help one industry by subsidizing it a.t the 

~ense ox others. 'lhe point hero ia that there is no uagic in low 

intereat rQtes ,..s a_gen~rp.l policy that will circumvent holding costs. 

2) Lower t-.ix rutes. The ha.sic general o.nalysis is exactly the 

Sal.l.l~ as for interest rute~. Lower ~ates si~ly raise priees. The 

ro.te n."Ul'tipli~ (i+t-g) £al.la, but lond price rises in the saae pro­

porticu. The not result is to substitute an a.dded interest cost for 

the re::1.uced t~~ cost. Owing "to the i.."lsulari ty of credit markets this 

will hove ooree alloc<ltiva effect. It removes a cost that bears equally 

on all lundo~ers and re?lacos it with on.e that wrie:J invereely with 

trlC:'! cred:tt r~ting of th.,;i individu,u. Since credit ratings vary directly 

with incono and wealth, this iii! a. st:dko ago.inst the low-income groups 

w!ior,;e plight is our concern in this study • 
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Lower ud vul.orem 1'1tld taxes mean higher land prices. Higher land 

price:;1 meu.11 the low-income home buyer has to borrow more ... -he po.ya more 

to hiz banlccr Q3 the p~ice of paying less to the t~ collecter. Since 

his bankex- charges him twice as much per ye::n: per $1000 borrowed as 

it charges Jec1n Paul Getty and Dcivid Rockefeller, and won• t l·end him 

ne,xrly us much nor ior eo long a time, -the tax collector is -1 rela­

tivoly benign owl impartial alternative. Many a.:ffluent la.ndowers, 

ind,eed, do not ho.ve to borrow ut cul. 'lhe interast cost they .feel ia 

itr_._:i\ited in'terost, a.t their opportunity cost rote. Since transfer COEJts 

£o"J: c:.1.1:>ital o.:re very hicrh, and many corporations plough oock ee1..""l'lings 

to dcl'er tu.--ces, o.ggrundize mana.ge.'1tent, magnify tate lxwes,. etc.,, the 

£orce of iaput~.J interest as a holding cost may~ vezy weakly felt 

by wealthy o...ners., compared to cm explicit co.sh payment of toxea. 

So lower land t~ are a:t best neutral, in perfect credit markets. 

In u \..>orld where a lxk,ker is u man who lends you money if you can show 

you don't need it, lower land t~ serve to make land dearer for the 

poor and che(:i?er £or the weal thy., 

leos pnrti,.::.l to the wealthy than bankers o:re, SO'me studies in some 

jurisdictions haw aho-wn gre'1t assessment bias in favor of larger 

l:~1do1;;nors., Others have no1:, howeve1:, and on 'the whole this bie1s is 

le;zs u..,iversal than the bmkers•. It is also illegal, and certainly 

more S\H3ceptible of refom. 

As wtth our conclusion <lOO'Jt lower interest rates, ~his ono pre­

su?pOse3 an inelastic land supply. H~re the postula.te requires eimilcir 

l 
I 
I 
I 

I 
' 
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specification ot ass\lro{>tions. t.o,,r.;)r land twces for housing alone 

wiJ.l ce:r.t(dnly draw lcu1d into ~ho lower taxed industry from other 

uses, .. -i."l<l the lo1-1er tu.:: \.l'ill m.>t be fully ca.pi tc:uized into higher 

land pric<.;s. l.guin, it is oh-,rious, that we can stimul~e one industry 

by 01.ihsidi;::i.n;::1 it at the e:-;:>~nsc of others. The point here ia that 

lower lc..nd t'·.:c<::1·tion o.s a. generol p0licy does not lower the holding 

cost of llind~ It r~ts on tho pr~.iise tlut the land supply is inelastic 

to lo"iet· ta.."< :,:11:ea. '.i.\.:dng ju:r:.lsdica.tiontJ a.re defined as areas of land, 

a.ad thoso are,:is do not ch::1ngo as direct £unctions of tan rcit:e changes. 

3) Higher to...~ :rates 

It is o!tea oJ.leged that higher lt.md taxes will bring dc».n 

the cost of land. This h~lie.f is open to the same lx:wic gonercu. 

criticism a& 2), its opposii:a: it focuses on half the effect and 

ignorea the cx,mpensoting counter effect. F.quation (14) sho\-JS that 

holding cost is u.,uff ected WJ' higher .! . The lowez- base value is off­

se~ by a higher rate multiplier. 

1-~,e•,er, there is a co.se f<>r high~r land taxee, as indicated in 

2) where is WhiG ma.de h-J criticizing the effects of lower land taxes. 

Raising lu."1.d tax .aubati 'tutcs an il1\partial tax cost for an interest 

ch-;-:.rge tho.-!: bears he.:Jvier on l0".Jtrr•inca11e groups. Lond 'taxo.tion 

lotJO:re the capitcu required for lando~ership, a requirement t'h.;it now 

see.ms to screen out credit-weak buyers, the very group we aim t'O serve. 

i 
;· 
: .. 

I 
i· 
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c. Land Coot and the Sup?lY of Land 

A large ehure of what w::> ; normally ca.ll land value is not pro ... 

duct>d by pri VCl.te people in the f..o.m.e sense th·.1t buildings ore 1 and land 

rem: is not a rewc:z'd fo,: producing lo.nd. Rent is 0 socioJ. surplus 

above co5t. I't is a acurci ty v.:1lue a.tt<1ching to a. re&ource 11uppJied 

without cost bui! in limited a."llount bj---whom, or who;t? Harshall deacribed 

it o.s o "public ~:.1lue, 11 ·the joint product of appropriQtion (by public 

armed :forces) and public works. To this he added 1:he spillover benefits 

of privat~l wodts on neigl1boring lo.nd--these values are "public'' too, in 

the eanse of not being c:n:.;;,tured by their producers, but the neighbors 

of the producers. 

It is f.or this reason t:ha.t we can speok o! land cost a.snot serving 

at a.ll, or at least not very directly, to elicit the supply of land, <md 

to treat supply o..s inelastic to price. This is no1: to so.y the SU?"t>lY is 

fixed in a me:.~ingful economic ee.11se. Area is fi:,ed, but the productive 

and wont-s.:1tis.fying potential of tho :fixed arell is indefinitely eJ90n-

6 sihle as s~illovar bo..~e£its fro...~ aocia.1 progress ae<:UmUlate, and public 

works proliferate, and it is 1:he productive potential of land 'that is 

the economic mecwurc of ita qu<,.nti't"J. But this occurs iaostly without 

the t..0::-k o£ 'the londo\,,Hlet' as such: there is no marlcet mechoniam ~ereby 

the public v-..:iluo of lo.nd etimulo.tcs its own production. 

Heney George 
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High l.:md coats do motivc:te landowners 'to intensify 'the use of 

of lu.nd pd.ce, ,d thou-a: whicb, tl1c limited supply of valuable la.nd would 

h~ used w;wtofully. To mu.kc good use of a fixed supply ha.s many effects 

th::i. t :res1;t.mhle a.n. increqse of str.;,:,:,ly, and 'tho two Gre often confused. 

But if tho difference beti.een supply and dem<llld he&s any consistent 

me,ming, L?ltensivc use 0£ an input when its price rises 111:mifests 

not increased supply. Tho.tis, 

when we pile up 20 stot"ies of building on a site we ore using less land 

per U.."lit of building. \-then we clump fill into the bely we are using a 

ma:rgina.1 under.wat~r site 0£ low vcuue, and therefore less land (measured 

by v-..il.ue) pei- unit oi housing produced. (Remember the .fill is not land 

in the econOOlic sense, but part of the building cost, just like founda­

tion work on any site.) I£ it sounds p<1rado~cal to speok of urho.n 

~onsion C15 reduced demand :fm; land, remember the city is not expanding 

into a va.cutu:1. It is t,lldn:J lar.d from la.vish users- ... spo:rtsraen, gentle­

man fc1:rm.ers, nurseries., etc- .... and intensifying it for tho needs of those 

The sianificanco ot ull 'thi$ in our quest for ways to reduce 

hot.IB:tnJ costs m.o.y be gruspt..sd by contrasting the effect of lower interest 

o:c propert"/ to....">C rate:.1 on. the holding costs of land and buildings. The 

lower rate;; would loi .. er the cost o:f holding buildings. lhis would make 

buildings more valu:ible to buyers, but as the v..;J.ue rose above produc­

tion costs theru \.!Ould soon oo oore buildings. Unit costs might even 

£all with highe1· volume of co.,2tr,1ction. With land, on the other hand, 



tho greater value to buyers would not elicit more supply. Nothing 

would atoJ a riac in price, therefore, until ~ho old equilibrium was 

reestablished at tho 01:iginal level of rent and holding cost, and a 

higher level of land v~lues . 

. We might C(lrry this o s~::, further and note that the lot..er holding 

cost of builtlingo will tr-:msla:te its elf into added demand for land c:md 

so ro.ise 111!1.<l renta (and ••• holding costs) even above their ::origncu 

level. But if we get into thc.tt' we should note on the otiler hand that 

the-re is one proper aenso in whic.'>. intensification odds to land mupplys 

when it crei..11:es spillovere or finances public works that enhance th& 

productive potentiality of neighboring land. Since that is indeed a 

normal reoult of most intensific~tion, there is a material element of 

tru'dl in the Otherwise misleading notion thctt intensificatia1 adds to 

0 land BUpply., so long a.sit be understood in, and limited to, this 

sense. It is subject to the quulif .tca.tio."l thcit some locul spillover 

gains are transfe:rs £roo other locations, ond not net natie11al gains. 

C 

ait here we are moving into complexities and rat1ificotions too 

extended fo?: -this ohort report.. T'.oe m~ poin't is that the holding 

cost of l·md generally equ~s the yearly ren't of land; that rent is 

fi~ed by supply cu'ld dem'-2111.l £orees that are no't di~ectly affected by 

land t:wcea or interest r.::1tes; so land C09t' cannot be lowered by loi.,er­

ing lo.nd taxes or interest rates. 

But i::s 'there oo st-in1ulus :from land price on the motive of aomeono 

to do those thing:'ii 'that 11producc 11 land for housing? Yes, there is 

bound to be some, but it is indirect and weak. High land prices might 
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motivate locc.u governments to e:,,;tcnd public wo~ks. But it ia the public 

equity in th~ land, as asserted through t~tion, th:i't is the direct 

motive. A higher p1•iva1:e equity tl!Otivateo public WOJ;"ks only in the 

disc-redit-.:wle sense th·:lt it n<,ves landowners to exert poli-tical preesuro 

to ~Cl.in :f?'Om the Qre,:1-t: Ji.nmric~-. gCl!lte of public works for private profit. 

With these rcl~tionships in mind, let us review the effects of lower 

interest ond ta:-: rutcs. t{o lonier are "they pa.rallel, but at odds, for 

the public and private C(,r.tities are divided in the proportions ox t and 

The public share of rent is P•t, and the private 

sh--,.re is :f)• i) 

If .!. falls, tho public sho.re 
. t 

of rent <m> rises. This should 

motivate cities to extend public works. Thus it may, through the 

tortuous pQth of city councils,. add to lo.nd supply. 'lhe conditions 

C of supply response are such th::.rt ho would be a bold on~ys't who would 

specify the elasticity of this function. Ye~ there should be e~e 

c· 

response. This <-r.iulifiee our earlier ccuclusion that land supply is 

inel~tic to interest rates. 7 'i- a,l-~ w-«.tA'l' ~(.,,\, iv. fv._,,..,,,.,. < •·{ t-'.t.-vvl.-Vk-, f...oC,,·, ;, 
I . I ,·,, ..• ;'.~~ ... -,• )V\.\\.-,U-Cf P-~r( \f\t-t1·,.,~,. f"O (U/J{ f.,;• 4:t.:.,,( f.;,,.•,:l/"!._:,;. t--~. ~-lC.t~-{.,,.(.-,j!(' r ~< c-- f'~,~~:.,.....,.;, • < j-'.,1 ~-A-· ; .. ,.::. ""'c<.-cz·-J ,... . • - , "V ~ t,.. ~..,. t-'' Cl 

In terns of 1:~~ r.i"tes, it i~J a Jlig_her tax -rate that should motiVClte ~..,,,,~~ ,· 

cities to add to la.&,d s,,oply by e,-:tc,nding public workss for a higher 

tax rate mean.a t.1 higher public equity :l.n land. This reinfo~ our 

eo.rlie1:.· conclusion thr.lt higher lond taxes do not reduce lond su~plyz 

for they actu'J.lly tend to co.uce it to be increQSed. 

'fbero io also sane delibenu:e pri V'1te production of land value to 

consider. Tho~ doe~ not mean more intensificatian, nor the eh'-ploitation 

of rents already latent in land: agllin, th:;:rt ia reduced demand <Jnd 

eeonomy of given si.tpply, not increased sup:,ly. tlor does it mean 
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Gecou.:i.try to public wor}cs .fin;..1-.<.:eS:: by goveni.men1:. 

c,1.othc:"r1 s muy h"' more im~'.lort,mt yet, but they are not motivated: they 

'l'hc; SG':¼ c,umot b'3 s:::.i<.:l. for t~es on buildings, ev(::n though they 

r.1iae the pu.bli<: eq-.i.it-y in l'."t:~:.tl ast::.i:::e~ for: they discourage the pro-

might dif:fu-50, t..thile "ncour.J.gin~.r the prolon~.:\tion of l.i.fe o:f vc:ty old 

po-..:cnti;;UJ.y p.i·..X:uctive larn.l. ~o my cont.:lusia-i o.ppli<;;s only to tha twc 

Civon the price-!.n1;:l,.;;.,1ti.city of land uu1,ply, it is the nature 

( 

i .. 
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c~raordin~r:v l.lmplitude of historical cyclea of land prices--these 

betroy a SU;."'>';>lY not very responsivo to price. 

,;~1mos1:: any subsidy to houa.:tncr either constitutes or causes an 

land pricoa, i.:ind holding co~t□• r~ la:-ge sh\U'e of any subsidy ie thus 

dtusi:,atec1 in hiqher lUi"ld rents, <.1 fac:t frequently noted. 

That does not i:a~an su.lz:iic.1iea ore \-.holly dissipated. By way of 

anulo--3y, forn price S\l..i,":JI)Or1: mlbsidies ~aise farm land v~'llues, it is 

true, but they aloo ruursa intensif'iCCltion were peni:tted by land 

rotir001ent progroms (whose role is analogous to urbm law density 

~oning), and they bring m..:1rginal land into crops. Another onology is 

tho oil depletion allowance. t1uch of this subsidy is disaipated in 

higher le;::iso bonuses and r0'\,1;;.ut.ies. But' it also causes intenser use 

of good fields where pei.-mi tted unclor ttw.lowuble 11 programs ( the low 

density 2oning onal~.Jo in this ecwa) and e.'rtended ~loratioo and use 

of mu~gin.:u fields. Thus hoo3ing suhs1dios do moro than r.J.ise lo.nd 

costs. They encat.n::.1gc more int~nsiva use of land, 1o1here zoning permits, 

and tho eouvoraion of li:.4"ld fra:.1 other uses ~o housing. 

I't remains true, nonetheless, tha.'t there can be cm egregious deCLd­

we:tgh<t looa to any wubaidy progrum i£ it itil let bo dis&i?Qted in higbr:r 

land ooste which are not harner;;sod to elicit added supplies of lQlld .• 

In the context of low density zoning, or 11land banka" whcxlo dez.,oaits are 

never witl.ld1:\1wn, or other holdin~ davic:::es tb:lt keep land free intensive 

no increa:Je d:.housing sup;_,ly fr<n intonaification. Then an entire 
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subsidy might' be dirmipatedl "lho moral, I believe, is tha.t any housing 

subsidy must bo geared to rac,:J.Sureo 'thut increase land supply and allow 

intc:nsJ?;" use. Othe:rwige it is a waste of t<;m money and a bitter deception 

D. !nsta.bility of Lend Cos~s 

T'ne price of urb:m land rises and falls in gian't swings of un1l1atched 

l "tu.. 7 amp ... ao. This i9 not just a result of unstable construction--it is a 

caune as well. Eu't tho <:aus.:.ition is more complex than the simple direct 

link that dear land adds to coEJt'. Remember the analyois of land sal~e; 

y-,.uue (A., Qbov,.3). Rising land values ma.y, under the right conditions, 

reduce net la..t-id coat::., at' loQ.st for sane buyers, and serw to stimulate 

co."lstructioo 'tanporurily. Land prices that have risen high, that 

threaten to foll, but are suotain~"1 by various kinds of concerted but 

precariouo holding octions--a.nd tb(l;:-e a.re euc::h phenomena--can helve tho 

most deade..ing effect on cons'tructia'l. 

Let us begin lAlith an upS1,,iing ot ltltld prices, a.'lCi sea how this. 

might lower net land costs. 

Hoyt 

Coniick 

Go.finoy 

U,;1. ver i ck 
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We h~ve seen (A, ab ovo) thut not land costs. NC, are a fraction 

of ap?(lrent l:::tnd costs, P0 , the fraction being [l - ~,la_ (l+i)-L] 
. •o 

(I!qn. ( 2 ). When a.'lticip,-Ated salv..-ige v--.ll.ue (SL) rises, net land costs 

full as u fraction of apparent costs(?). However, in a perfect 
0 

mClrket, P rises b-/ the full amount of Cll1Y rise of the discounted ealwge 
0 

v:llua [SL{l·►i)-t.]. Thus 'tho benefit of future rises is captured in 

o.dvanco o:f sole by tho prior la.'ldot..ner, and there ia no fillip to build­

ing. There io just' an added credit requirement tot: buyera. 

t-.ny stimuluo to l::uilding, ~oorefo:re, from 'the dynamic ri!ie of land 

v..:ilues muat come from special circuostancea that let inet:ements be 

captured by builders or their buyers, rather than by prior owners. There 

are a number of such circumstances. Let us enumera~e and diocuss them. 

1) Buyers or builders might huve better credi't than sellerst and 

be able to discount land aalvuge vulue at lower rates. Now o great 

deal of suburban l•.:..nd \.Ii-th a?;,reciation potGnticil gravitates -to very 

strong hunds, st:ronger thC4a ~ost home buyers; so builders are not of-ten 

snapping up lxn:goin1:1 £rcn hungey pcc.:LSc.."'l'ts. But on -the other hand, urban 

£inanci,.tl. ~,ower on the whole outweighs rur.::al power. fill\ helps--crodit 

is specifico.lly directed to the house buyer, not the prior landholder. 

An to b~n.~erG, there w--:&S u considerable erQ following the catastrophes 

of the •30s when they would not wid often could not by la\/ do much to 

underwrite speculators who wore not also builders. Vacant land was not 

very bo.nkuble. It had a b.xl nQma. 
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The-re was also, in tha early post-war utopia, a large number o£ 

11 tired" spccult1tora, persona u..t'ltl institutions disilluaioned with their 

ui"thored ho?es, reduced in lic_tuidity by their lang, dry holding period, 

h:s1ppy to get any-thing for lund thay hQd lea3:ned not to hold very dear. 

Thio mu:iber • included lendin~J ins ti tut ions which, for regul.<:Jtory and 

public relations reason::. th.:1t waiJld make an interesting atudy, had had 

to hold foreclosed land u.~til they could sell it withou~ nominal book 

loss. It included cities, countiea, and districts which h:Jd no business 

holdmg onto dead land and which wore o:ften glcid to see it revived, 

without being sticky about price. 

The great trouble ~,i th 'thia ),;:ind of stimulus to wilding t other 

than its tr.:insitory nature, ia th~t weak sellers are more or less 

randomly loc--""ted in space. Indeed~ it is worse; they Qro more likely 

to be far out, or on f'lood plo.ins, or other marginal sites, for it is 

the best land that gravitates to the strong hands,~ 'the wors1: to 

the weak. The reoUlt is urban sprawl., and mugnifioQtion of real infrQ­

strucblre costs inc'Urred to tie all these scattered pieces together. I 

deal late~ with the nt:n•O?tim~lity of this spatial lQyout 0nd the 

inflation of the real social costs involved in "producing" land value. 

Hera ~e oro more concerned with the dynalllia,. When we stretch out an 

urban tr.:msport-utility net'work ove?: twice as much land us has been 

actually coovorted to urb;m use, we create a potential exeeus of land 

supply toot thenceforth jeopi;1rdize1a all land values. 'lhis plays a 

.central role in the land buots th~t periodically hove punctured the 
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eUphoria of America•a t\-10-century land hoa.l, and added to the 

inatability of la..~d prices. It underlines the leoson that we cannot 

rely on land increments as a pemanen1: means of encour-aging building. 

They boomerang. 

2) Buyers might oo more op'timistic than sellers about future 

l..:u1d salvage values, which are only forecasts and matters of opinion. 

'l"ho ronge of forec<101:s ia very wide, as might be expected in a market 

of such histo~icol instability. The more optimistic buyers will alw~ 

regard land price as being low, and be guided and motivated accordingly. 

It~ widely noted in colleges from about 1955 on that a new 

generotion of students was ~-pan them wbo never know the groat depression, 

a.,d whose attitudes ehowed it. £;:i.rlier, most returning veterans in 

1945-46 bo.d not known tho worst o:f it, and it is a reasonable sumise 

that their war e~orience was so much worse, traumatic or exciting, 

and their joy of homecoming ond discharge so great, as to make them 

moro sClllgUine about civilio.n wnt-ures than their :futber:s. Now the 

transfer of lcind from p~ior holders to home buyers io among other things 

a transfer botween generations. A..~d it is likely 'tbQt we have cane 

through an e~tended period when the buying generation aver~ged out more 

sanguine thcm the selling generation. There was also at one time strong 

social pressure agciinst 9ougin1 wter--ms, and a tt just price" 1>sychology 

among some, ,md prooobly o certain amount of guilt, which di~suaded &Ollle 

sellers from asking what they could for land which they had aCX£Uired 

once Ve'r'J cheap. 
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In this context,many buyers of homes wero placed in a position 

to roa.p an incremcn't to land values which they foresaw. As with 

weukly firwnced sellers, however, pessimistic sellers are also sca't'tered 

in loc.:1tion., wi't'h urban sprawl tho result. 

• i\s to tho :fu'tm:o., the aitlliltion has c:learly changed, with undeveloped 

land now in the hands of o.."l optinistic generation nouri~ed on 20 yea.re 

0£ inc.rements. 

3) An o-wnor 0£ oevorul lots in a developing area often sells a 

few cheap, to o.ttr~ct settlers ,mose presence lets him cash in on the 

remw.ning lota. The.so 11Indian :fighters" a.re in effect being pc.1id !or 

tho spillover they will di.f£use--po.id in c::hoap land, in advcmce, but 

usu.:illy with sOt!le guarantee they settle and build on the lQlld. 

Whoo there are more new subdivisions getting &tQrted than an area 

can a.hsorb for a wh.ilo and each io racing ~o get well started in the 

self-sustaining phase before it i:J 1:00 lo.to, 'the OT.ilOUllt of lQild sold 

at '*lndian fighter'\ prices may be a. large shore of the 'total. 

. 4) 'the buyer-builder may enjoy some leverage over public inwo't­

ments or zoning not e1V'1il.:wle to the seller.. fl-le ability -to get a 

variance allowing opurment~ in a neighborhood of older singles lets 

tho builder reap tr.r.e increment from land-use conversicn. A bank of·;.\ 

know-how t"l."ld connections for decJ.ing with utilities and the city on 

service to new subdivisions accomplishes something of the same end. 

Sellers, of course, arc aware thut they might enjoy some of this gclin, 

and ask wlY.1t 'thoy e-:m. There is a 11flo::iting value, 11 a premium in 

asking prices dif£u£ed over the nrea in which v~riancea a~e toler~ted 
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or aubdivisionfd served. The level of the premium de-.t1ends on relative 

b:.rgcdning positioru,. i~g-1in, the result is sprawl, cw builders seek 

out wetik sollero, (llld uaa their lcvoruge to solve tho frightful problem 

of la."ld i.:waembly. 

To some degroa, the levers.190 of private over public investment is 

not o. m(1tter oi privilege to individuuls, wt 'to builders and buyers 

as a class. '!'hat' is, cities and utilities extend service to new sub­

divisions because there are Bottlers there, or eoough commi1:ment by a. 

subdividei: to assure toot he will plant settlers the1:e. Again., the 

public value 0£ lcind ia cre.:ited for w.ilders, contingent Or."l building. 

If tho prior OM1Gr antici?a~es ~his in a high o.oking price, there are 

othor .sellers 1:0 choose :from. U.lless the levorage of pri VQ'te over 

public investment is limited to a sm~l area, the prior owners cannot 

h<lve it' all, in 'their "floating value. 11 'nlare should be s0t1e cc:;;,ture 

of land increment by buyers cw auch--bu't ag..:un at the cos't of urban 

sprawl, wbi.ch mugnifioo tho re.:u social cost of supplying land for 

housing and ia bou..'lld to show up some-where in highez:- housing costs. 

5) The seller may be a city, district, or county, glad for a 

chance to unload tc.2-reve?"'ted land. Its motive 'to sell is nomally 

~eater tha.~ o priv~to owner's, because by selling it can begin taxing 

the buyer, and the present wlue of future taxes often exceeds the 

selling price of land. I£ the public seller has a rot<nl t<ll: baoe 

ne~rby., it is in a position to cash in ma share af the spillover 

benef'ita from housing, too .. ,'\nd so u city may be glad to let builders 

and their buyors oojoy a little lC1Ud increment, to get things going1 
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The a.tti1:ude of public holders is variable, however. During and 

after the depression, cities joined the banks and insurance companies 

in a gigcm~ic holding action to valorize and sustain land prices. This 

policy can only be charaetorised as canelistic and Hamiltonian, 

nakedly reveuled in Walter Blucher•s rationales 

''Land specul<2ti vely held £or potential use • • • • constitutes 
a threat to tho value of other properties within the city. • • • 
It would thu=, be to the adv..mtage of the remi..uning 2/3 oi t'he 
prq,erty in the communi fy • • • to have the l/3 of the <ire.a . 8 
• • • moro or less pamanently removed from priw't:e oi..nership.o 

Public officials swayed by such an attitude ore not going to give 

very high prio~ity to housing £or low-income groups. In the postw-~r 

boom, many ::Jurisdictions. rediecovered 'the old e-'4,cnsionist competitive 

psychology and sought to attr<1ct capitQ.l and growth. They sold their 

doad land. Now again attitudes are changing and cities are tightening 

their grip on land, developing sterile inventories in 11land banks 0 and 

adv.:mee purchases and unredoveloped urb.:m t'enewal s.:!:tes--ominous portents 

£or lou ... 1ncoz:ae housing. 

6) 'Ibe ability to speculate in land IIQY be 1:11:lited to actual 

settlers, who may have o scarcity v---ll.ue. Absentee speculators are 

-a. Walter Blucher, A Pmr,~ for. the Use of Tax-Abandoned Landa 
(Chico.gos American Society 0£ Planning O:f:ficiuls, 1942), Introduction. 
Soe also pp. 13-14. 

C£. Boston Municipal Ree. Bur., and the Buffci) case, cited in 
Buttenheim, H.s., Urb.m Pla..•·ming a.."ld Land Policies (Wna G?O, 1939), 
p. 254; and Prtx;:roso Rez,ort, Hational Resources Committeo, 1939, P• lOJ 
,'\schm.m, F. ·r., "De;ld Land," LE 25(3)1 240-46 (1949), p. 243; Beatty., 
Clal!"onc::e H., 11How Dead is Chicago• a Dead Land," K3 in o.uthor!I files, 
1949. 

For compo.ruble procedures in rural areas ■00: ~Collection Pro­
cedures !!_and Up .. o Ip\-:,lic1.1tions and Adttinistrutive Prob~, Bureau of 
~\gric\.u.tural. Economica, 1939. ,\lso, -~~t-0:3linq~ent Land in Cal.ifofflia, 
Cali:comia StQte Plunning Board, Saoramentos 1938. 
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limited in their buying end holding prices in comparison to actual 

settlers, by virtuo of not being in a position to value the c:unent 

use of the land, but only its discounted salvage value. Their only 

out (other than the rare long-tem lease) is to sell to settlers. 

Settlers bidding a.guinst each other will ~ransfer some of the go.in to 

.Prior ownere. But if current eottlers are scarce, cmd their land needs 

lil:lited, ~hey may not bid it all a.way. Thus the settler, by virtue of 

being in tho housing market at the right time, may have a scarcity va.lue 

which he can e:,.ploit only by buying a house. 

There, then, a.re six basic circumstances in which a rising land 

market stimulates building by making land cheap to builders and buyers, 

by letting them capture part of the e~ected increment. 

It should be evident 't11'lt the factors are reversible, and tha;t they 

( pose a threat 0£ inst.:iliility. In~ rising market, the depressing effects ,_ 

( 

of higher costs are offset by the exuberoting effects of risuuz values. 

This can let apparent land prices ri.ae higher than the lxlsic: supply-demand 

b:u~ee W!.lttants, without the mr.1rket•s giving enough waming of over­

pricing by weakening. Then when a boom cres-ta, there is Q price correc• 

tion needed \Jdc:h can be doubly depressing if holders s~and £irm in the 

face of receding dmaand, and organize holding actions. The social 

preasuro behind such actions can mount very high men real estate com­

prise.9 a large share of credit colla~eral, and bonded municipalities 

panic over t~ ba.ae mo:tntenance. the land buyer is then faced with a 

double inc~e.:ase 0£ c:oata the appcirent price is higher, and the e>4>ected 

salvage wlue, which in a rising market meliorated the apt)Qrent price, 

now aggravates it because the buyer must assume a high risk of price­

decline. 



A priori argumentation may seem conjectural, bu~ historical re~rds 

are harder to dismis~. The fact speaks volumes. OO\>.llswinga of major 

land price hoc.ms Mve been ma.rked by rigid holding prices in the face 

of standstill building, and complete collapse of deed recordd;ngs, ioe,, 
9 

sales. We are f~ced with a situation, and any theory which fails to 

explain it must c:on1:ain some error. 

E. Insularity of Individual Interest Multipliers 

Since land does not depreciate as a matter of course, like other 

iz\:>uts, the holding cost is mostly interest on 'the value. Credit markets 

are peculi~. Collateral security is the primary l:xisis of culoco.-ting 

fu:ncls; marginal productivity of investments .financed by the :funds is not 

the sole controlling factor, not even <rlter allowing for risk associated 

C with specific investments. It, is the credit rating of the borrower that 

is the measure of risk to the lender. If 'the specific investment is Q 

smal.l share of totw. collQterCJl., the rich borrower presents no risk to 

the lender, regardless of the riskiness of one investment. 

And so it is widely obsuved that capital markets a.re places where 

money of ten rw1s uphill, where the poor lend to the rich as of ten as the 

reverse. 

:tn terms of yearly coat, the price p<lid for land is proportional 

to <m interest r~te. Tne relevant rate is one•s borro,a.ng rate--or, 

for equity investment', the opportunity cost ot money. And so rich and 

poor pay different: prices for holding the same amount of lond. Here is 

9. H. l',.oyt 

C L. Maverick 

M. Gaffney diss. 
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price disC1!'iminu.tion in reverse, with the poor puying more. Price 

discrimina'tion of the othor kind can be socially ueoful by ln'oadening 

mo.rkets and letting econanies o£ scale be realized. '111is revere& 

prico discrimination, on the other hQlld, reinforces the ineffectiveness 

of the demand of the poor for land on which to live, and ao acts shcirply 

to cut housing volume. 

I refer you back to (A) tor additional analysis of this facto:- in 

relaticc to tax policy., and bow it may be partially offset b-J becivier 

land twrution \dlich substitutes c yearly tax charge for a yearly interest 

charge. 

Toere is no faet01: in housing "1.ich o.cts with as lffllch force as land 

cost to screen out the bottom of the market. Look at it as adding to 

yearly interest coat., as above; or look at it as adding to buyers• capital 

requb:(Dent (using the present value method of analysis)a either W'1Y, it 

hita the poor with differential severity. 

Building costs, of course, ol.so involve bc$rr~ money and the same 

kind of eredit diaoriminatioo. But buildings depreciate, so interest 

is only p~r~ of holding costs. Cheap housing depreci~tes fast, so 

interest is perhaps only half of holding costs. '11le industry might 

even put out a cheap 20-year house £or those shy of capital, but hcn..ever 

short-lived tho home, it goes on a site of infinite durability. 

Consider., further., the teim 0£ lO<llls. They Qt:e goored to the 

0£ buildings. But they al.so financ:o the land. To retire the loan cit 

term., the borrower must build \li.'> an equity in the land. It is a sort 

0£ forced saving, which begins with the first pQym.ent. Moralists m.:iy 
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approve of strengthening 'the ch:lracter of the dissolute, but if we t\lke 

as given the uav.uig preferences o£ the poor, ~he major effect is to 

screen out buyers WlO will not bo forced to save, or to allocate their 

savings to land purchase. Refinancing is an out, but for the poor it 

is not a certain option unless 'they have first saved, i.e., stopped 

being poor. 

A third dimension of loans, after rate and term, is amount, and 

ogain the poor suffer. As land prices rise, and the proportioncility 

principle prescribes costlier houses, the poor cannot swing them on 

any terms. 

If wo rank fomilies by income, and find the nssets per family in 

the va.?:ious gro~s, we .find that assets rise much £aster thlln inccme.
10 

11 This is a universal empirical finding confimed in m.:lny studies . . 

This means th'1t "low-incomo' 1 families are much stronger in terms of 

incane than they a:-e in terms of c:::ipital. assets. It is therefore in 

the purchase of durable consumer goods that their relQtiva living stan­

dards must suffer most. Ast~ food, clothing, and even c.utomobiles, 

which they can pay £or GS they d~reciate, they cire widely observed to 

be rather 0 uppity. 0 When it comes to real estate, they are in another 

world. 'lhe most duruble consumer good one ever buys is tho land Wlder 

a house, so this is the highest of o.11 l:xn:r:iers for the poor to surmount. 

10. Using the ata.~istical concept of "regressica fallo.cy, 0 this 

means tho.t if we ronlcod them by assets, incooe would risa 111ueh slower 

than assets. 

11. FRB, Lampman, etc. 
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III. The Legitimate Functions of Lund COst 

Like other prices, land pric:e ~ important economic functions to 

serve. It does not aerve directly to elicit supply, we have seen. But 

it does serve to limit d(lllond, to constrain economic use of a sc~rce 

resource. 

Sanetimos we re1:id or hoilr of high lcind prices 0 dri ving rosiness 

away" £ran Mcm.liatt0n or other valued locations. Even suc.'l distinguished 

o.nolysts as Hoover Ql'ld Vernon in their ,matomy of a Metr0polis £ell into 

th:f.s usage. No"' overp,ricing of Manhattan would drive out all uses and 

leave a desert, it is true. But in general high prices are siJJq)ly the 

meona whereby less intensive uses are driven out to release land to 

more intensive uses. The net result is to attract, not to r~el, people 

C and capital. 

Alfred Marshall expressed it in tema of substituting capital for 

lcnd. A taller building uses less land per .foo't o:f floor, ~t otherwise 

costs more per :foot. So, as land grows dearer, one builds higher. 

One also salwges land sooner from under old buildings 'to replace 

them with new. That is., land rent cctuses us to eccnomize on the time• 

dimension as well as the space-dimension of land. And that is ~he 

story of Manhattan. 

A di££ic:ult point to see is that high land cost also causes builders 

to prefer greater durability in new buildings, This is one way to sub­

stitute capital fc:tr land--to invest CQf)ital in building longevity, piling 

more capital on each site, Thus buildings grow cost-lier and of course 

,...,ort'h more as well wi 1:hout taking more space, Increased height 
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and quality of hlildings probably also add to longevity., as Q by-product, 

reinforcing the effect of high land costs on longevity without, however, 

being 'the sole cause. .i:\nalytie..il readers will note thc:it there is an 

increo.sed use of land-ye~rs associ~ted with tho moro longevous building, 

and wonder if building loogavity really does on b:Jlance econa.iize on 

land. In Appendix 3 I show the.it it doea. 

TbG results for low-incane housing are not altogether good. The 

O?timol dwelling unit now is more durable, adding to the C<J?ital require­

m<:1nt of the buyer. with all the problems tilat entails. So any artificial 

maintenance of land prices or rents above a free market level is to be 

viewed askance; and tho i:-iae and fall of land prices in the land price 

cycle does capricious things to the longevity built into new structures 

(witness the o££ice booa today). It is important os a generul rule not 

to hold land costs below m;irket levels, however, for land prices are c::i 

() signal. They ci.-e the market• s way of telling us th<1t O?en 8fX1Ce is.-.1 not 

free. ; The function of land cost is not fully understood if we roge1rd it 
. ··--J 

simply as coNJtr<1ining the use of a sc:o.rce resource. Land is spQce; a 

large share of human and capital resources Qre devoted to overca:iing or 

traversing space in the process 0£ linking society together; eccinomy of 

land is economy of transportQtion, including pipe and wire ~ransportG­

tioo of u~ilities. 

A city may be viewed os an orgo.nism, Q distributive 9rgo.nism 

stretched over space. Its circulatory system serves primarily to over­

come sp~ce. The more space it must overccme, the costlier it io. Those 

who holc1 l.:md in the in'terior impose coste on the system by getting in 

everyone else• o way• by Cldding to the tranoportaticn costs o:f QJ.l who, i;. 

or whose goods and services, muat traverse their land. Lcmd price 
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constrains them to minimize this cost imposed on others. It alao 

prompts them to develop the third dimension o£ the distribute networks 

by l::uildin•3 high, 1:'educing (for a given population) the load on the 

first two dimem1ions. 

Economies of ccnpaet:ness 0£ cities are essentially economies of 

sc:tle. '11l<lt is, the more electric power, for example, we distribute 

inside a give..t'l pe,:d.mo'ter the lower :ls the unit cost of distribution. 

This rein.forces and makes possible economies ot scale in gener<1tion, 

QS well. If we t,:y to achieve scale in genera.tion by expanding the 

service perimeter, savings in generation are offset by higher disttib,i .. 

tion costs. 'lbe latter are a large &hare of total costs, and 'they Gre 

primarily imctions o£ length of liness Unit costs fall with volume, 

with length constant; but rise with length, volume ccnstan't. 

A canpaet population w.oo supplies the mCUJsed demand thc:it alone 

can support the great social economy of mass transit. 

But rego.rdless of the mode of 'transit, Cl compact population with 

good mutual access creates that cOJD?lex of linkage bene£its best 

summa.ri~ed as urban 11oyneryiStll,u the joint uction of inputs that 1n 

canbinatioo produce effects 91:"ooter ~ban the components ta.ken singly. 

Synergism in ite v~rious ospects cousee cities to be in inereaaing 

retums to sccl.e. 'l'be larger the city., tho greater the social surplus, 

a.s a rule, from urban synergim. AppropriQtely enough, this surplus is 

ca.ptured in the re.."lt of uroon land., which comprises a rough mecisure of 

it. 
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An importunt func1:ion o£ land cost in the development o£ new areas, 

or redevelopment of old, is to synchronize investment in the inter-­

dependent items that interact aynergistically w produce a total com­

mui~ty. Thus as a city e:icpands, high land costs at the peridter put 

pressure on la.ndm.ncrs there to c»nvert to urban use. Obviously th.is 

mechai,ism is not now in very good working order. But to the elrtent that 

it ia, it lete utilities, for example, achieve acale economies in serving 

new areas by sizin~ their extensions for the ultimate market, and inte­

grating trunks and branches optimally. With poor synchronization, on 

the other h~, they must undersize, and keep adding pcirallel lines, at 

great e:cpense. 

We <ire seeking :in this study to h<imesa the principle of economies 

C' of scale 'to reduce housing costs. Most emphasis has been plClced on the 

C 

manufacture 0£ modules, and the size of constructico firms. These are 

however only a. small pa.rt of the ?icture. Eccnomies of scale of transport­

ut1li ty networks takc:n one by one, and to cities as a whole, a.i:e achieved 

through the land ta;lrket. They a.re achieved by keeping s,e'ttlement' compact' 

in opcice, and synchronized in time. They ore passed on 'to consumers in 

lower taxea, lower utility coats, and greater real value enjoyed from 

occupying urban land. They are also e,:3ptured 1n higher rents, divided 

betweon public and private beneficiQriea according to whe?iher ta.xes are 

hi!Jh or lew. 

We arc seeking to £ind economies 0£ scale in mass volume of building 

with emphasis on large fima. But volume is more o :function of the ai:zo 

o:£ Q m<1rket than the Db:e of individual :fim.s. Hany small firms sewing 
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a la.,:go market will ucll:l.eve oconomies of ecalo by ~eir combined purch<10ing 

() power for materials, for ex-.Jt:1plo, which "'111 support large and numerous 

SU,?pliers. A m(:i."1ufacturor of modules does not achieve acale by selling to 

one lnrge buyer so t1uc.h WJ by selling lots of modules. He requires volume 

\ii thin a. rsm'11l are,_1 to nin:il'.1:tze transportation-distribution costs. 

Vertio:.u. integrotil1n o;f b-uil<ling operations is not achieved so much 

'1:Ty unified m:::an-::igomoni: or O\-Jnorrihip of the stages of production. It is 

achieved by having th~n closa together. The market con be the integrating 

mech.mism--uniiiotl mo.n::1gemen't is not the only way. 

We o:ra soeld..1g to find economies in stability and continuity of 

building. Aguin, a large ~rket is the solution. It pools demand ;from 

tli.lllY independent sources, too random wria.tions offsetting one another, 

giving the whole u greater otability than any of the parts 1 just as ~he 

Mississippi at its aouth is more at.:wlc than WlY of its hundreds of 

0 headwaters. 

All theso bencf:i.'ts the land morket can bring us 1 ~/ acting to focus 

a lo.rgo volume in u small area. This io the legitimcito function of land 

cost. In order to servo tho function best, however, the land mcirket 

must be in good working order. 'l'o th,:it I nim next. 

IV. Ove-:pricing of Land 

Overpricing of J.and ia not the some as high land cost. A high land 

cost may be quite eco:1omic~, if tho land is very scarce and central. 

"OverJricing" occurs 1.men a :holder keeic>s land in a lower use, uauully 

leses intensive, and ask~ mo7:e th1m a higher use will pay. It is Q mis­

alloca.tion, u ei t-ua'tion "Where a 10\-we.ir use outbids a higher use--the "bid" 

of the lower user buing the usking price of the holder. lt is a sign 

C, of market imperfection. 

X#.J. . 

' r ,. -~ . 

' 
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The evidence of overpricing oonsists in that pathological condi­

tion of city layout now universally recognized under the n@e "urbi.ln 

sprawl.,. Overpricing is mo.ni:fest in the stark contrast betwefr.'!n the 

high density at which new land is actu·::u.ly being developed, and the 

low density th~t ..ould be necessary to absorb all the land being hald 

at high prices. Overpricing is manifest in. the outreach of demand to 

remote sites p.::ist miles of low density and unused land. 12 It io 

m,:mi£est in land developers•sinking greGt capital into reclaiming 

marginal sites while better ones lie fallow; and in builders• investing 

in elevato~s to 'tap the marginal upper strata of the "Otisphere" next 

door to acres of low-rise. It is mo.nifest in wreckers• eleqring away 

still-sound buildings to salvage their valuable sites, in the midst o£ 

0 other situ under eentencn-ian firetraps. 

Th'1t such conditions exist I take as beyond dispute. They offend 

our notions of how a m~rket should work, but the histo~ical record makes 

it clear that overpricing on a grand scale has been g central feature 

of the land eyelet which mo.y bo vieu<llized as a so:c-t of com-hog cycle 

with a period in decades rather than years. ?erhQpS aome aspects of 

Qpparent overpricing may be rationa.lized--people keep trying. My effort 

will be to identify factors thut CQUSe overpricing, and then suggest 

policies to ClbQ'te the problem. 

12. House and Hane: Urban Expansion ••• 
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