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COORDINATING TAX INCENTIVES AND PUBLIC POLICY:
THE TREATMENT OF LAND INCOME

A. Introduction: Tax reform and public goals

In the last few months the deamand for tax reform has suddenly loomed
into a towering irresistible force that will be served. Fixed postures
of either matisfaction or fatalism have become ludicrous; old bastions
indefensible. Here we stand, bewildered and unprepared as usual, as the

opportunity of a generation passes before us.

This paper is an effort to pull together a systematic outline of one
set of accumulated tax outrages, those bearing on land. I follow press
releases, and scholarly and trecsury and commission and task force releases
on the subject with a growing impression of incompleteness, of a teandency
to settle on one or two points as the major abuses to he remedied. Thess
moke it altogether too easy, and seriously underestimate the diligence and
ingenuity of tax-avoiders, who have gone far towards converting the income
tax into essentially a payroll tax, and who will not be put squarely in
the income tax base with a few simple strokezs. WNothing less than a
thoroughgoing shakeup of the tax treatment of land income will avail. And
this is exactly the time when such a project, hitherte a pipe dream, may
be seriously entartuined.

Distributive squity is one purpose; allocative efficliency anothsr;
employment and growth a third; international standing a fourth. We are
not just interested in taxing property income, but in ereating a good
incentive pattern that respects the market and harmonizes with a host of
public policies, Gome major policies to ba served are thess:

1. Timely urban renewal. “Timely" impJies an optimm, neither post-
nor pre-mature.

2. Create employment opportunities, espacially wher> needed most.

3. Economize on capital, This is an era of sharply limited dieposablse
capital with urgent competing demands.
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4. Counver inflatlcn., This meuans encourggement of investment with
short pipelines to consumer marhets and guick supply impoct. A counter-
part of (3).

5. Contain urban sprawl. Again consistent with (3), for sprawl wastes
capital.

6. Ample housing. This is where more copital should go, with quick
supply impact.

7. BEncourage smail businews, combat concentration of economic power.

8. Disrributive equity. Mcat loopholes are tailored to the needs of
those with large net worth and are regressive.

9. Clean alr and water.

10. Decsntralize detailed pl .ning

-~ By local officicls. s..:ject t¢ atate and national needs.

- By the market., Taox policy should if possible lubricate sticky
markets; and certainly not gum them up. It should make them respond to
local planning powers.

11, Strengthen balance of payments. Consistent with (4), but also
requires maintenance of gompetitive after-tax rates of return to investors
with migratory (nan-land) ossets.

B, Tax trsatment of Laoand

1, The income tax
Pavors to investors in new capital goods, such as accelerated

depreciation, expensing, and the 7X investmant cyedit, have positive
macro-economic and balance-of-payments effects and may be necessaxy in
spite of possible regressivity. Favors to land, on the othex hand, have
no macro-sconomic or allocative virtuss to offset their distributive vices.
It is not that economic land supply is altogether ''fixed'; but the growth
that occurs is not primarily o function of the private landowner as such.
Rather, public spending plus the spillover benafits froz the enterprise
of neighboring land users enhance the potential service flow of lond. It
is these, rather than the landowner as such, whoss motivation nedds to be
the concern of the framers of functional institutions.

It 4= possible to retain mony tax advontages now essential to motivate
private investment in real estate, and still collect as much or mors taxes
from veal estate, by bearing down on the lecpholes specific to non-functional
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land income. The following analysis seeks to identify thase. )

My explicit reference, unless otherwise noted; will be to the Pederal
personal income tax. Most of my points, however, apply as well to the
Federxal corporate tax, and the various state personal and corporate tawes.

I begin with an outline, a sort of Mendel jev Periodic Table which may
help us find new devioces as well as order the old.

a. Covert write-off of undepreciated and appreciated land valus.
b. Rxemptions '
i. Iwmputed incone
1i. Unrealized oppreciation
i1, Copital gains at death
iv. Bequests
v. Capital gains of exempt owners
¢. Deferral of tax on realized appreciation
4, Capital gains rate on appreciation, ordinary offset on leeses and
carrying coets,
¢. Deferral of tax beyond date of sale
i. Sale of residenoce
ii. Barter
iii. Instalment sale
iv. Prorvating of principle and interest
v. Profit participation by ssller
vi. Condemnation
f. Deferral of land-fise income where there is intertemporal dependence
of income ‘
i. Bacrificing eorly rents for higher later rents: ‘'implicit
expensing' of capital investment
if. Explicit expensing of early eperating losses to oppropriate
position
i44. Explicit expensing of caopital outlays by *farmers.'



a. Covert write-off oi undepreciated .nd :ppreciated land value

Urban land is non-deprecicble for tax purposzes, in deference to its
physical indestructibility. If a non-cepreciating asset were to b§ written
off, its incame would achieve complete tax exemption, as follows. Let t
be the income tax rate. Wwhen the tax payer writes off the asaat, he
reduces his tax liability by that amount, and his tax payments by tX of
that amount. Now the Treasury has put up tX of the value of thc asset.

It also receives t% of the income of tlic assaet. Thus the Treasury simply
receives a return ou its investment. As for the owner, he has now invested
only (1-t)% of the value; and he gats (1-1)% of the income. On his equity’
he would earn a tax-free income in perpetuity '

The way to write off land is to buy 4t under an old building and
allocate most of the cost to the building, which is depreciable -- and if
its remaining life is short, rapidly depreciable, especially if the ownex
avoids vepairs and maintenance. The IRS has no wall-orgunized defense
against this. Harold Groves reports cases of taxpayers sven depreciating
adjoining vacant lote! IRS invites taxpayers, if challenged, to use the
land:building allocation rxeported by the local tax assessors as evidence
supporting their allocation. In my research I have found these alloca-
tions consistently understate the land component by a very large factor.

It lets owuners use very short tax lives -- 10 years is about par -- on
slums. _

Covert writa-off of land is a3 factor above and beyond the multiple
write-off of buildings. This latter is a more or less intended consequence
of accelerated building depreciation which reduces book value of the
depreciable asset to below ita remaining resale valus. Land depreciatiom
occurs when the buyer of an old building allocates less value to the land
than it had originally, even though it has not declined; or allocates the
same, even though it has risen.

There might seea to be recapture of land write-off when one sells and
PIys a tax on the excess of sale price over bock value. But this tax is
twice diluted. First, it is deferred until sale, whereas write-off came
esarlier, Second, it is at cupital gains rates; write-off was from
ordinary income. If the owner never sells there is never an occasion to
Tecapture,

17 assume 100X equiry financing, for expository simplicity. Actually
the game is leverage, and the mortgaged landowner who writes off land could
~~=1lv end un receiving income on no equity at all.



But actually taxpuyers can do batter by selling. Fer the buysr

- Starts writing off both land and bhuilding all over again «- never mind
how mony times it wos done before. Thus land, which the law says is net
supposed to be depreciated at all, is written off several times. The
only proviso is that it must vesain under an old building. :

Were it not for this devias, the income tax might serve to promote
urban venewal. Once the initial cest of a building was completely written
off, acoeleraved or nox, its current cash flow would be fully I:amhlo.)‘
Bsoouse it would be pure growund rent, a non-dspreciating income source.
Tiais in the year after ths last allowahls write-off, the slum ouner would
suddenly face a much higher tax bill. If he wmnted o tax shelter in real
estate, he oaul.a get it only by acvrually huudhg; not by tuhptnlctm
old slums,

Bt under present practice tha surest way to lose the privilege of
‘dq"tnd.atw land 4 to clear it and ersct o new huilding. For then the
INS, seeing through a glass dazkly, finally perceives that what you bought --
1f you just bought -~ was not the depreciable building but the none
depreciable site underneath it. It denies write-off. Even demolitiom
oost is non-depreciable. Ox, Lif there was no reoent purchase, they lex
ane depreciate only the cost of building, not the land. The net effect:
~ you om depreciats land so long as you do not improve it.

Thus the tax law biases owners of older buildings to delay renewal,

"~ to milk the last drop of toax shelter out of old buildings before relasing

ths land for new. It raoises the "defender' value of land -- the cepitgl-

iuad valus of the extont building -- relative to the “clallenger” or

renewal value of the clesared site in the best succesding use. Thus 4t
inoreases the renewcl gup (defender valus less chellenger valus) that must P
be met by mubsidy. Renewal subsidies are soaked up by land write-dowm,
leaving less for the constructive esmployment.gensrating investment in
rebuilding and astually supplying housing.

llndcod, if a building underwent locational ebsolescencs dus to lond
appreciation, write off should snd before the life originally contemplated,
as soon as the ‘challenger” land value equalled the “dafnmhx“ value of
land cum o0ld building.
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b. Exssptions

i. Eweeption of laputed income

Povdbbs geode weod fer the swner®s conmmption yield on income
"in ki’ thet ir not tamed. The price of land is weoxe offectad by this
than is that of ether cssevs bocause the servics flov from led {8 100%
inomme -- no wanring eut. The pricve of opprecicting land is even more
effseted. Ths wntaxed ssrviss flow is suppiemented by an untoxesd growth
of velve sach year stexeing from progressive inorements t¢ ths tak-free
sexvigw flow., A depyeciable durubls good, on the other hand, must bs of
shout 40 years life before the income Ylow equals the flow vwpresenting
recovery of copitel.

The availability of lond that builders mignt use Le vreduoed in urban
fringas by the high propensity of the ufflusnt to “reside" over consider-
able corenge. Yeamed with large-lot ssning (which helds down aasessed
valuss aud propezty tamss), swpensing of taxes and intersst, expensing

of "eomsprvationy investments, oaqpitel gains on breeding stock, indefinite

deferzal of tax on sale of ''recidence.” and a hoet ef fovore to daferred

- lond fncresmants (all te be tveated later), this exssmpticn of imputed

incoms perves gveatly to fortify the holdout pms uf londownere of the
aink and manure” set that surrounds every city. llcmr in, the imputed
income of slderly widews L3 likewiss enhanced by its emesption from taxa-
b §
tion.
It iz trus; of course, that buyers of new homes em this same land

would aleo enjoy the emsmption of lwputed land incoms, partially neutral-
ining the blaa. But there is niirmally a tax bracket diffeyenti
appreciating suburban land gravitates e the strongest hands., Higher
prices mean higher eredit barviers all arand, seresning out the peor.
Where the naw use is an apartaent there i{s no ofifset at 0113 -+ that is,
there I8 o totol and unmitigated bias against renters, a factor hitting

iye is evident that tax reform must come to ¢grips with varfeties of
imstitutionalized santimentality., However, consider thot 4i® 4Lz enly the

by «f maame who o afford to value her feslings above the pseuniary

blendisimemts of hepaful uilders; ond a high preportion of the mastional
woolth is cenivolled by lempaveus widows. If we wish t¢o subuidize widows

let ue help the neady through the welfare sywtem; mat the propartisd through

the twax systes.

Lhere are other offsets, through fast write-aff ef income preperty,
net treated hexze.

-
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worth. Pinally, open spuace as o consumer good is clearly a l\pcr:l.cr one -
indeed, threughout history is has been the ultimate luwury, the highest
mark of status -- ond its tax exemption is worth mich more to those who
have visen farthest ebove subsistence. Those who would normally consume
move Open space anyway do 80 tax free while they contemplate with supple-
sental pleasure thes untaxed appreciation of their net worth.
i4. Exsmption of unrealized appreciation

The form of income known as copital gains is not tawed until

realized by sale [Eisner v. Macomber (1920) 252 U.3. 189, 40 8. Ct. 189].
If the land is never sold, thers is no tax. Some landewners thsrefore
prefer to lease ripe land rather than sell -- prominent examples are the
Irvine Ranch of Orange County, California, and the Mg Five of Oahu.
QOthers prefer to buy many years in advance of their own anticipated needs,
even very canjectural ones. When and if the needs materiulize, they have
on tap needed land, now of high value, acquired at a low value. The dif-
ference is tax-exempt income. The motive is strengthaned by, and mutually
strengthens, the motive to ccquire cdvance resexves of o raw matsrial whose
supply is jeopardized by the absence of a vigorous free market. The come
bination magnifies the area of idle reserves which individuals and firms
find it advantageous te hold. Thus it raisss the holdout price of land.
1ii. Copital gains at death

Copital gains taxes on appreciated assets are forgiven at death.
There are death taxes to pay instead, but these would glse ba due on what-
aver assst was substituted for apprecicted land. It iz thevefore fally for
individuals to sell appreciated land during a period of several years befors
death. Elderly owners in their declining years avre obviously beslow average
in enterpriss, so their land is often just held off the market, “lacked-in."

iv. Begquests

Eleemesynary bequests of oppreciated land enjoy smsmption from

capital gains tax; yet they are fully dsductible at appraissd value, and

their carrying costs ure espensible. Thus the taxpayer ean deduct a value
which he has ascumulated tox fres, in addition to enjoying the prestige
and satisfaction of supporting his favorite church, college, tract society,
or foundation. This adds to the motives to hold land for appreciation.
The soms is true for the factitious book capital gain created by having
written off lond (er having depreciated buildings too famt).

e e e -
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Another ampect is the gift with life estate. Under this arrangement,
the taxpayer deducts the appraised value at time of bequest, but enjoys
use of the home and grounds for life (no tax on the imputed income, aither
of course). During this period he cannot sell and the land is frozen.

v. Copital gains of exempt owners

Churches and other tax-exeapt cwners are normally not allowed
exsmption on business-type, profit-making activities, The exception is
gain on land sales. The central city church that goes suburban takes its
full selling price.along with it. Thus inftiated, it is altogether likely
to select a large site with ample grounds and parking space, with one eye
to future tax-free gaina.

Cometayy associations are especially large land speculetors to benefit
from this provision. Cemeteries in Milwaukes County pre-empt more land
than all industry -- not a negligible item,

These speculators usually couple their income tax exemption with exemp-
tion from local propexty tzx. In addition, interest on their bonds is
sxempt from income tax, an advantage to them as they borrow at very low
interest rutes.

c. Deferral of tax on realized cppreclation

The most transcendent of tax locpholes is the least well understood.
That ig because it entaile no specific “gimmick! that might serve aos a
handle to identify and popularize it, such as depletion allowance, caopivel
gains rates, accelerated write-off, or forgivenssa at death., Also, o
rigorous demonstration that the leophole really is a Loophole involves the
use of some mathematics. However, the basic rsosoning may be readily
grasped,

Maney in the bank doubles every 10 years at 74 ocompound interest. It
followe that present dollaxe are worth more thon future dollars, and a
great deal more than remete future dollars. For exompls, at 7% one dollar
today is worth $32 in 50 yeors (27 = 32), soc one dollar due in 50 years is
worth 3¢ now. Therefore tuxes deferred are taxes denied. ZLarly tax pay-
ment to reduce later tax payment by an equal amount is an investment that
yields no interest.



Suppose a pisce of unused fringe land is ripening towawd urbanization,
the taorget date for sale at urban prices being certain -- say 20 yeayrs
hence. In a reawonably free market it would gppreciate like a bank deposit,
at compound interest. Consider what compouwnd interest means: it means
that the gppreciation accrued in each year goes wight baek to wozk for the
inveator, sarning income for hiam in all future ysars. Agorued gppreciation
is therefore income constructively received at the time of gppreciatien,
Just like interest paid by a bank and credited to one's account, Note the
timing: oppreciqtion is incows in the year accrued, not the later year of
“reqlization'' by sals.

Row coneider tha contrast in time of tax liability between bank deposite
and gpprecicting land, Interest is toxable sach yscr as it accrues in your
acoount. Appreciction is not taxed pntil "realixed! by male. With gach
passing year, the londowner defers taxes, not just on the valus acaruing
currantly, but also on the value accrued im all prior years.

" The 16th Amnendment authorizes taxation of "incames from whatever source
derived."” The realizotion doctrine is not part of the Ametidment. It rests
on the shaky case of Eisner v. Maoomber (1930)!' As a result of this
dacision and ite implementation, appreciating land affords a scvereign tax
loophole. The landowner comstructively receives inaome at the time it goes
to work eaming more inoome for him. But he is not taxed until much later.
He has contrived to veceive income and plow it back without being taxed.

He can even turn this accrued income into cash by mortgaging appresciated
land, without tax licbility -- and deduct the interest payments to boot.

Appreciating land is like a corporation that dpes not distxibute profics,
to avoid taxation of dividends, but plows them back into capital and lets
the shareholders realire the income at their tax convenience in the form of;
appreciated stock values at capital gains ratas. This loophols for corpor-
ations has been recognized and somewhat compensqted by the double taxation
inherent in the corperate inocome tax. In the case of agpprecliating land,
however, there is no such compensating device, There are rather a numbey
of fortifying loopholes, discussed elsewhers,

1 352 u.8, 189, 40 6. Ct. 189.
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Bolding land fer appreciatian, therefers, is much favored. The
extyraordinarily faversble tax trsatment encouroges speculators to buy end -
hold land, and retards their releasing it to developers ond builders, whose
inooes is fully taxable at ordinary rates when preduced. -

The desire of landholders to defor taxes on gains is oftan colloquially
describad as the “locked-in® effect. To show the foroe of the locked-in
effect and its tandency te defer sale, I have worked out a forsula far
computing the land spsculator's rats of return after tawss for differamt
holding periods, and from it constructed Table 1 showing how afterstax
rates of return ingreass with holding parxiods.

The formula is bosed on supposing umised fringe land's selling prioce
rises yaqrly at on assumed market rate of interest, i. A tax rate, %, is
applied to the excess of sales price in any year, (141)%, over cost of
$1 at time xors. The landowner's rate of retumn after tax is x.



i

j ‘ . i Ty " 7k ALl "‘
SPW‘A/L‘\'T( p—"#;ijx s {’“{,r‘\_ ;u CE,

UL b Fwn L T 4 11
Y e e ":i.»;h.</€;
e Al Ay
¢ /
(1) (A+x)" = (140)* (1-t) *t
Using any _  'set of interest tables, it is easy to give numerical
examples of how r rises with x, the year of sale. Table 1 is such an
exmple.
- Table 1
After-tax rate of return (r) to land speculator for different
holding pexiods when the rate of gppreciation before tax (1) is
oonstant at 8%, tax rate (t) is 30X, and aequisition ocost of $1,
is deductible in year of sale (x).
Sased on the equation:
(1+x)* = (1+0)" (1-t) ¢t = 1.08% - 1/2 « 1/2
gt i f‘w‘fw‘a
B 3,08 (1+x)* x g, = Wik
1 1.080 1,04 . 040 e
5 1,469 1.324 043
10 2.1959 1.58 047
b E 3.172 2.09 .08 31
20 4,661 2.83 .053
s 6.848 3.92 .056
. 50 46,902 23.95. <063
® 100 2199.798 1100, 40 072
o o] - - .08

The speoulator who sells in one year bears the #ull effective tax

rate--his rvave of rvetusn is holvesd, az the noninal tax vate of 50%

conTenplates,

cf the nominal tax rate.

The speculutor who szils in 20 years bears less than 3/4

less than half.

The ¢ld settler who waited 50 years bears
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% hauristic proof of the generaliry of this result is possible by

reaxranging the form of Equation (1)

(1A) (1+x)™ [1-t(Qex) ™) » (1+1)™ (1-t)

() (Legy* Lt
1-t(1+r)

A3 x grows vexy large, (1+r)'x =) G, so ths fraction on the right
side —> 1, and x —) 1. |
request..

A rigorous proof isavuilable on/ It is for tha mathematiciuns.
Host veaders will find it sore drown out thon the residual doubt
warronts, ond less helpful quantitatively than Table 1.

It {e easy %o prove rigorously, howaver, that a tax has no locked-in
affect--1is intertemporally neutral--if ity bage is tha yearly increment
of value., It even makss sense: the tax cannot be deferred or changed
by deferring salse; thatefors it haa no effect on time of sale.

Assuning as before that wilue grows at compound interest, the valua
at the end of any year X ie (1+1) ; the accrual of valuae is {. (1*1)"1
and the tax is t.i.(1+1)* x1 £, the ufter tax rate of yeturn, is now
that discount rate which makes the present value of selling price less

tax ocosts equal the cost of §l,

x-1 b s
(2 g1 =248 i‘l-rii-t s AT (1e4)
) Hr  (14x) © (1ex)* (19x)*

) E D)

T -1 .4

¥r® 4i(l-t)

12
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© Under this tax, r is raduced below i by the full tax rate (t) impartially
for all holding perieds {x), There ir no blan-- no locked~ir effect, mo
partial tax exsmption, no encmraEssl te land speculation,

The cifference beiwesn thi: ur o5 wocrxued income, which !{s inter-
temporally neutral, and the dusb-baais tax policy now employed, gives on
idea of how the Eisner v. Hacambey rule biases investors to buy and hold
appyeciating land,

It {5 of some policy interest tc note that the local property tax
agad Sn capital value temde to operate like this neutral tax. Becouse
each tcokes a fixed percentage of the capital value each year. .

At the same time that investors seak to defar tax licbilities they
sesk to advance deductions. The land speculator recsives favorable treat-
nennt in this particulcr also. For he deducts his holding costs as he
spends the mosey -- i.s., he "expenzes’ local land taxes, and interest omn
borrowed mcney, even though the increment of land value which they finance
will not be tascble for many years to come, if ever. He may alsc succeed
in writing off part of the initial cost of land, if he buys land under an
¢ld orchard or building and allecates too little of this cost to the land.
He may write this off through depreciation. In the alternative, he might
demolish the building midway in his holding psriod and claim a loss, It
is not hard to imagine how an ingenious taxpayar may beocome a nen-taxpayer
by combining these devices. By reducing his real cost basis and deferring
his tax he moy end up with a rate af return after taxes higher than the

% |
rate bafore toxes.

de  Copital gaineg zure on income, ordinary offmet on losges, and carxying
ooatE,

The zole of land {oxr a going if the Reller ham avoided "dealer’ class-
ification, gualifies for copital gains rotes, Thin‘o.f course encourages
tax avoldexs in high brackets te buy ond hold oppreciating land. The
uncertainty cbout how te avoid '"dealer' claossification causes gll land-
cunars to avoid ropild sales, development, large sales, consistent selling,
etc. The result is more lond tied up. One must ba either a passive
investor, or uge the land in c businssa othexr than real estate, a business
much am o golf courra, fors, nursery, c’ir'ivnoin, porking lot, Jjunk yord, or
whot have you. One ik encourcged to hold land in these lowsr uses and defer
allocating it to its highest use,
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Losses on land sales are deductible from ordinory taxable inocoue; 0
long a8 one observes the elementary precoution of realizing losses in yesars
of no realired gains. If the loser lucns taxable income, he can often
merge with a winner before realizing losses. Both winner and loser arxe
locked in wvhile courting each other.

The costs of holding lund -- interest and local 1011;! taxes -- enjoy
ordinary offset. B5o does covert depreciation of land cost, where that is
accomplished. After-tax rates of return may be much higher than before-
tax rates of return.

e. Deferral of tax beyond date of sale.
i. Sale of residence
If it is q ''residence’ onec sells, the tax is deferred so long as
one buys another residence within a year. Under large lot zoning, five
or ten acres of grounds would probobly qualify as part of the ''residence,™

_although local administrative practice varies.

ii. Deferral of tdx by barter
If the grounds qualify ce o "farm!' one ¢an barter it, tax free,

for a larger "like property” further out of town. The new cwner hab a
higher basis -~ the appraised value ot time of borter ~- and con sibdivide
and sell off without tax on the pre-barter increment. Or he can holid for
further appreciation, the tax oni vhich he too con defer in the sams houner,
Section 1031 of the Internal Kevenué Code provides: ''No gain oi losr shall
be recognixed i€ propeity held for proeductive use in tradse or Pasinees or
for investment (not including esteck, atc.) iz exchonged nélaly 7y pPropaxty
of o itke kind to be held either for productive ume in trode oy business
or forxr ipvestmant.'! There ia o goad deal of Y"tailoring’' of trazaactienk
to £it the latter of 1031, An invastor whose intent 48 10 My o suburbon
farm for camh will firvet buy a rural farm, satiefactery té the prospactive
-elinr, and then berter fotms with him. Or b sight buy other swbuxbdn
land for harses.

The othar lond of “lika kind might alss bk o gelf eoviss; duap,

- drive-in, ofwpori, nursery, ete.

A network of brokess® clubke haw dewmlisped ¢ avzange mch bastexing,
Thus c ceady svapua is opaa o swwmarhor lawd speaclicvors vo delfar inodme
toxation of gopirel gnins.

1C3L ip zot on wained ewil., I7 wrlechrs assr lsged-in invastors by

letting thes reiscan Cheir iload 10 comsnos widlentz fax penalty 2a the
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transaction. ©On the othexr hand;, it mokes land speculating more attractive
and brings in move gpeculative money, inflating the gemercl laval of iand
prices. The mseller, toc; is still locked into his ''like property,' which
may be a xural farm -- ¢ big foctor i{nflating form land pzices -- but may
also bs another suburbar farm.
iii. Defexral by inevalliment sale

The offluent mellex whe isin no hurry for cash, or whowe strong
crodit lets him monetizxe hia illiquid assets by banking them, may defar
tax on luond sale by the installmant device. He must be the mortgagse, He
must not toke a down paymant of more than 30X of the selling price.

An important incidental benefit of thias method of sale is that a larxge
shara of the interest on the deferred paymentas may be treated o# part of
the contract price ond receive capital gains rates. Only o 4% rate must
be treated as interest, at simple interest rates. Mortgage intexest xates
today are about double that, at compound interest, &6 contr¥act prices arxe
inflated to refleot the buyers benefit from borrowing at 4% siaple intevest
from the seller; and the seller takes his interest above 4% ot capital gains
rates,

The longer the instolliment period, the grectexr the diffexeonce betwean
simple und coapownd interest, So meller? who com wolt a very long tima
for cash can get copitcl galne tresatment o all compaund intsvems: wbove
2% or 3%, depending on the time iavolved. I haove not worked our datcile
on this, but the possibilitics of defexved payment of {nflared camtract
prices axs svident. Forn sconomistas hove publisbed o good deal en the
subiject,

A wvoriant of f;m:ﬁcn} Ireans moia 4% the “land comiwoat.’t The seallsr,
insteod of conveying ti%ie b teking o Eovtgoys; retoips titie uatil poy-
ments ars completed, X paymants come in slowly this is not oo differvany
from xental, but with the tax benefit of capitol gaine trsatment foxr ail
poysents on prineipal representing tascble geine to the sellsr, and all
intereat poymants above 4% simpla. Thus c geod daal eof ovdipery Tent
incame reaceives copivsl galns rates,

iv. Simple prorating of instollment paymenis between interast and
principai.
’ Whensver a dabt is paidd off in level installmenta, the true pzo-
portion which is intexest im o maxisum in the first yasov, when the unpaid
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balanse i o modinun, ond fello seaxly. L@ gove in the loot dasscllizsng,
The noootnery oinling fund ¢cblen o 2:nd ha cxua propertion oo the

CITTITL o on v s oty @il ne Joop voulouye  f4mple preveting of
leval Anctell-onte Dotveen intevent end principel thevefsIe ornstlisutes

e deferrel of voz Mobility relative to on oocurete acceunting ~- cnother
benafit fren installoont salen. . . _ | _
v. Contract price contingent on bﬁyezﬂé pr&fiksgzr 3 _"?rafit porticipation’
If tho contrect price is contingent on tho buyer's prefits from
tha lond, the reller need not prozate carly poreonts betwacn interaest and
rocovery, Ha treats oll payments as nen-taxable recovery of principal -
until he has recoverad hie full basis; ond only thea doswe he begin to pcy
taxes en his cash veceipte,
vi, Condeznatrion o ;
If lend i eondemned, o2 for highweys or uchan vemswal, the tox
cn gaine is deferved if the ts:mill.:l.ng seller rveinvasts in like preperty
vithin o year. ¥ ol I '
£. Deferral of tnma from 1mﬁ uso, where thera i.l:: I
dsnua of i.ncone. W 5 :

‘4, Baerificing ecxly rents for h;lgh-r lat-r rmts _,_;-_‘_‘Iapiiéit-'_e@'ém-‘

eing“ of ferapone income .
; ~ There is often an intextemporcl depcndence of lcmd rentz, Sacri-
ficing eorly rents to got higher later ones i3 a fom__of inveatuent, @d_.
basically quite legitizate. However, the income tax biosmes landosmern
toward en excess of this kind of investment, bicouse the foregone carly
Tent is plowed back without ever hoving heen roceived ond taxed.
The cffect is the came oo though the corly forsogone rent ware "cmivﬁ
4n cash and then reinvested, and granted the valuable tax privilege of
| boing expenesd. This is “ipplicit e:qamsing.'_.‘ Bxponcing of anpital 1nmt-_‘ _
. @ents is tantamount to 100K axxmgption from i.nmm tnx. o : - i
. ‘n ezomple of how implieit m@msing r::maea land: to be unamilchla to
buflders is ths fellowing. A= a éistrict oz mighbozhua& £illg &n, t}m
carly builders establisch a pattemn of use. The nore at’ the laud L8
doveloped, the more cartain bscome the tzpe,sifim of the Ligheat usa o:l' t'ho
vemaining uwedevoleped land, Thua sortainty fmayvoves cver Tims. - Tade hoy
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always supplied a certain rationale for deferral of land development, even

before income tax rates were significant. But now the early foregone

rent -- the investmant in greater certainty -« is empensable: implicitly,
that is. This encourages individuals to withhold land to achieve greater
cextainty. Since the individual's gain of certainty is achieved by imposing
uncertainty on other landowners, there is no nat social gain to justify a
subsidy to this kind of withholding.

Ancther familiar example is the effort of laxrge developers to attract
the highest possible stratum of the market, at the epense of some waiting.
early sales to wealthy buyers are thought to tone up a subdivision and
anhance later sales prices, if not volume. Thus a blas toward high pricing
and slow sales results. The income tax exoggerates it. The loss of poten-
tial income from idle land is "implicitly expensed." Implicit expensing
is involved not merely in the year-to-year management but in the ériginal
decision to cater to higher tastes than the broadest and most frustrated
stratum of the market can now afford.

A third example is the California zoning device whereby large land-
owniars can have their development density measured as a whole. They can
raise density in parts of their land {f they keep the average down to the
required level, Their response, cs described by Eichler and Kgplan, is
to begin at densities below the average, building up zoning "credits" to
apply later to cpartments after the integrated development has become
entablished. The unreaped rents of the unused land, meantime, are impli-
citly expensed.

A fourth example, of scme generality, is whexre a large owner avoidse
subdividing, at o time when that would be optimal, in order to preserve a
large tract intact for future integrated development.

$i. Emplicit 2xpensing of early operating losses to sestablish powsi-
tion,

It is possible in several ways to appropriate control over
territory by establishing an early position. An example is the effort of
retalilers to establish an early position in growing suburban territory.
Here the bias is toward premature development -- but not of housing, as a
rule, Hos does this work? '

Knut Wicksell, astute Swedish economist whc anticipated many of the
ideas that have stirred the world since his time, once observed: *‘'because
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of the local character of the fixm and its market, . . . the large enter-
prise has an actual monopoly simply because it comes first on the scense,

and this monopoly may be as good as a moncpely which is legally established.!

Competition by a mecond firm 'would only lead to the ruin of both."
{Lectures, Vol., I, p. 131)

Now observe retailers establishing new positions around every
growing city. Where there is room for only one store, or shopping center,
or only a few gas stations, to be there first is to establish a spacies
of franchise ovar the trade area, at least for several years. The early
losses are expenaable; the taxable income is deferred, and might even be
taken as capital gain by sale of land.

Today, it is also of value to establish a zoning position. The more
offensive a land use is to its residential neighbors, who will ultimately
dfoninaté zoning. the more iwportant for a firm to establish an early
history of noise, traffic, signs, smcke and other nuisances. Likewise, if
tight future zoning of some mompoly value is anticipated, it iz good to
establish onu's future grandfatherhood today.

Thue, areas best suited for residential use are subject to premature
invasion by commerce, a higher use. The "floating value' that results,
diffused over wide grecs, inflates values agbove the residential level,:
without, however, raising thea enough to stop the commercial demand. This
drives residential builders farther out, where high density residential
use estcblizhes o floating value over areus best suited for low density -
and S0 on and on in a sucecsasion of centrifugal shock waves.

The o.ppmpri.at?eaoctrine of water law is a grand vehicle for expensing
luand acquisition. Under the doctrine, control of water is estcblished by
priogr use; "firat in time, first In right." The country is full of
watex sources currently submarginal but potentially rent-yielding. The.
only way to secure the future vents is to develop the water now, before a
rival., The dogtrine is pernicious enough without tax considerations, but
on toep of everything else, early cperating lesses are expensdble., Thay
actually should not sven be depreciable, for they ara the price paid to
acquire land. '

The natural resource fleld overfiows with parallel examples, wherever
a rule of cupture appliss. Expensing of exploration cutlays and intangible
drilling cost® are acmong the largest of thesas. '
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One of the greatest urban land speculations in history is the current
race for gasoline station sites by the largest collection of corporate
wealth in the world, the international major oil companies and the several
lesser ones, loaded with untaxed cush from depletion allowances. The aarly
losses are expensable; the tax liability on income is deferred, and the
land vaolue increment is never taxed so long as there is no sale. The
accumulated economic power behind the oil companies is impossible for home
buyers and builders and most other retailers to match. Not stopping with
station sites, some companies have gone-into land speculation as a major
enterprise. The tax relations between their retail ocutlets and their other
land would make an interesting study. Meantime, the home buyer and small
retailer know they must overcome the moat powerful competition in the quest
for land. The "implicit expensing" of early foregone rents, and the
explicit expensing of cperating loases of premature retail outlets, add to
the power of the competition.

A subtle form of expewing iz that resulting from pay-as-you-go municipal
financing of oapital improvements. The prpperty taxpayer expenses his taxes;
ths money is used for public capital improvements of the most durable kind,
whoss payoff is in enhanced service flow toc land.

i1i, Esxplicit expensing of cgpital outlays by ‘'farmers'

Wnile the homesite seeker is pressed fram above by the higher use
of commerce, he 1o ground against the nether millatone of '"farming," which
alec enjoys extraordinary privileges. ''Parmers'' may expesnse many capital
investments in soil and water 'conservation,' The gentleman farmer and his
horsey fanmily, who thus sink money in farms, have become proverbial; the
proverb is now dooumented by a recent U.S.D.A. study, based on 1963 tax
returns, showing that most wealthy taxpayers who own farms report farming
losses, Of 3.2 million individuals who file tax returns including farm
income, 66,000 reported combined farm and non-farm incomes over $25,000.
0f this top group two-thirds reported farm losses! Their alleged tax
losses are only current. They are expensed from ordinary income, usually
urban, te be recouped later at capital gaina rates by sale of a greatly
improved farm. Improved for what? Not for sale to lower income home buyers
as a rule. Soil and water conservation are likely to hold the land in agri-
culture until the tax-motivated farm improvements have been used for faming.
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The cost of establishing orchards also is expensable, and the unreal-
ized vent of the land used for an orchard's early nursery yesars enjpys
implicit expensing. The competitive strength of horticulture egainst
housing is thus enhanced.
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The combined result of factors a. through f. is that the income
imputable to land is largely exempt from income taxes. This helps explain
why landowners in high bracketz hold out for higher prices than can be met
by low-income workers whose wages are fully toxablc.l It helps explain
the paradox of high and rising land prices in the face of a vast surplus
of vacant and underutilized land, and the twin paradox that islands of
hyperintensive, high-density land use, appropriate to high land values,
arise in oceans of empty space with which they have little complementary
linkage. It helps explain why the land market is not nearly as responsive
to consumer demands as a market has to be to bs functional in a complex
modern econoay. |

2. The Property Tax

Failure of the income tax to hit property income as severely as wage
and salary income suggssts that local governments may reasonably rsgard
property as a tax source unpreempted by any other level of government.

One route to plugging loopholes in Federal taxation is through compensatory
local taxation. And this localities have clearly been doing: Property
tox levies in 1968 rose to $29 billions -- quite a performance for a tax
thought to be senescent 20 yearsz ago. Rising local debt, and the absance
of large disposable surpluses from other govermments, assure the contine-
uance of high lavels of property taxation.

The effect of property taxation on incentives bscomes now a central
1-lue.2 Taxea on buildings are often belisved to retard renewal, penalize
highest and best uses, aake marginal improvements submarginal, and drive
industry away. Taxes on land have been accused of forcing premature

luora than fully taxcble when you consider that the base is the gross
wage before withholding wage taxes.

zTho alleged regressivity of property taxation is beyond the scope of

this discussion. I note in passing that the ownership of property is
xancentrated in the upper-income growps and contributes a large share of
that income, especially the part that escaopes income taxatiom,
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development, stinting on open space, congesting limited public facilities,
and dictating to landowners.

I take the position that the incentive effects of taxing property may
be made neutral and even better-then-neutral by defining the base as site
value, exempting buildings. In a nutshell, the incentive argument against
taxing buildings is this: when the tax on a parcel depends on the use to
which it is put, the tax biases the owner against the heavier taxed use.
The incentive argument for taxing site values is this: when the tax on a
parcel is independent of the use, it applies leverage "inccnting“l the
owner to use it best, What follows develops these basic assertions.



24

a, Taxation and the Functions of hent

Many, if not all economists now agree that the fisc may tax away rent
without impairing any economic function. It is only necessary that the tax
be independent of landowner behavior: that the base be the potential of
land rather than the kinetic; the cptitude rather than the achievement; the
faculty rather than the use; the opportunity rather than the residual.

what is less widely understcod is that not taxing rent obstructs its
proper functioning., Untaxed landowners through the centuries have mani-
fested a propensity for passive withdrawal that is simply too widespread to
overlock and too well proven to redocument.

Some who have cdvacated {or opposed) ““taxing land into use,’ while
correct in their prediction of results, have busically‘misconstrued the
nature of the policy: they see the tax as being piled on.tcp of market
rent, and umending the market. This is to be innocent of the basic process
of lana tax capitalization, briefly summarized by Jemsen [61} in 1931 (and
curiously missing from the literature since). The costs of carrying or
helding lund each year are interest and property taxes, each being a per-
centage (respectively i and t) of selling price (P); If tax rate (t) rises,

P falls, reducing the interest burden (P x i) by the same amount that taxes

rise, Taxes and interest between them always Jjust exhaust the total rent
(@)." The public shure of rent is _t ; the private share is i ,
t+i t+i
1l a

Algebraically, P = o

Carrying cost = (i+t)P = (i+t)(z%2) = a

For derivation and elaboration see lMason Gaffney [29].



25

Those who do understand tax cagpitalization sometimes note that land
taxes are not necessary to make landowners economize, but simply substitute
a tax cost for an interest cost. They are right in a limited way. But the
naive fellow who thinks taxes force land into use is right, too. The oper-
ation of the tax is simply more subtle than at first glance. I will enum-
erate five ways that land taxation helps rent perform its functions: by
by-passing price discrimination iﬁ credit; by reducing land gppreciation;
by obviating other taxes which bias land use choices; by replacing log-
rolling a8 a paramount guide to public spending; and by overcoming land
market imperfections.

. Price Discrimination in Credit

The poor pay more for credit. They get less, and for shorter
periods., The basis of allocating c¢redit is not primarily demand, or pro-
ductivity, but collateral security. It is the credit rating of the borrower
that covers the lender's risk, regardless of the purpose of a loan.

And so capital markets make liquid assets flow uphill, from poorer
lenders, who prize liquid investments like bank accounts, to richer bor-
rowers, to whom banks lend money because, in the popular phrase, they don't
need it; who are big enough to diversify to cover risks, and to pay regular
interest while awaiting late-blooming returns.

Many affluent landowners are even stronger; they do not have to borrow
at all. The interest cost they feel when holding land is only imputed
interest, at their opportunity rate. Capital markets agre extremely insular,
with high transfer costs. Many corporations plow back eafnings to defer
taxes, aggrandize management, inflate (rail and utility) rate bases, etc.

Many heirs, heiresses, and retired farmers are not sharply aware of or



responsive to mere imputed costs that cause no cash drain; and the absence
Ao of cash drain over several years also protects them from a ''wealth effect,!

' a loss of net wealth that otherwise finally would force their attention

to any drain., So the force of imputed interest as a holding cost is weakly
felt by affluent landowners, as compared to an explicit cash payment of
rent or taxes.

The price one pays for land, as a yearly cost, is proportiocnal to an

CollER .

s interest rate. The relevant rate is one's borrowing rate --- or, for
equity investment, one's opportunity rate, And so rich and poor pay differ-
ent prices for holding the same land. This is price discrimination, but in
reverse, The usual discrimination, with lower prices to wecker buyers, can
_ be socially useful by broadening markets for decreasiﬁg-cost 6perations.

4 This reverse discrimination in credit, on the other hand, redoubles the

{ ' ineffectiveness of the demand of the poor for land,

There is no factor that acts with as much force as land cost, therefore,
to screen out the bottom of the market for housing, small business, and
other land-using activities. Look at it as adding to yearly interest cost,
as above; or lcook at it as inflating the buyer's caqpital requirement:
either way, it hits the poor with differential severity. |

It is natural the poor should demand somewhat less land, in proportion
to their lesser incomes, and even in lesser proportion than that because
land as a consumer good, after a bare minimum, is a "Superior'' one, a
luxury [19]. But these are demand factors, not to be confused with the

matter of credit, which is an added cost of supply. Credit discrimination

means the poor pay more for any pilece of land.
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0f course, credit discrimination means the poor pay more for all
durable goods. But the interest share of the cost of any asset varies with
its durability. The other share of cost is depreciation or capital deple-
tion, which God sendeth upon poor and rich alike. An asset must have a °
useful life of 30-40 years before interest is as large a share of its yearly
cost as depreciution.l But land does not depreciate as a matter of course
at all, so its entire holding cost (in the absence of taxes) i= interest.

More, land often appreclates. The coming event casts its shadow

before it in premium land prices. The intexrest cost of holding appreciating

land now ocutvalues its current service flow --- just the opposite from

1
A building of 40-year life, and initial cost of 1, depreciates in a
straight line at 2 1/2% yearly. Mean capital investment over life is 1/2.
Interest at 5% on 1/2 is 2 1/2%.

For more precision one would elaborate from empirical data on depreci-
ation patters on the following lines. Mecan yearly depreciation is VL, where
L is life. The level cash or service flow of an asset whose present value

is one is —-——é-:z » where i is interest rate. The share of this level

1-(1+1)
flow that is depreciation is:

1
L _1- ey
i L-i

AT i

1(1-.14) _ g

If L = 40 and 1 = ,05, the share is 20 % .05

If the service flow is not level but declining (the normal pattern)
then the depreciation share is larger. ‘
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buildings. The poor man's handicap grows heavier --- he requires more
credit to finance each dollar of current cash income.

If we treat appreciation as a deduction from holding costs, and deduct
a given amount ~-- say 3% of value --- from the interest holding costs of
poor and rich, it is clear how this factor exacerbates any differences in
basic interest costs. It is a principle of leverage. A poor man's basic
interest rate of 9% falls to a net holding cost of 6%; a rich man's 5%
falls to 2%. The ratio of the poor man!s cost to the rich man's rises from
9/5 = 1.8 to 6/2 = 3.

Then there is the matter of risk. l‘-g@d, function-
ally, is a "hired' factor like labor that must be paid in d&VﬂﬂcC. A tenant
paying cash rent would not think he could reduce risk by hiring more land.
Much less would an impecunious buyer reduce risk by assuming a full mort-
gage to add land whose marginal service flow didnlt even cover the debt
service, Inventories-qnd operating capital return principle in a few
months, Even buildings begin to in a few years, and a small shoestzing
operator can often finance a building with a little 'front money' of his
own. But land income never returns principle, unless bﬁ error of the
seller. The weak hand can return the principle of a land loan only by
drawing on other assets, or by net saving from income. From the viewpoint
of bhorrower as well as lender, risk is a maximum,

But when a debt-free landowner is the entrepreneur, he already ouns

the principle, and the payment of imputed rent becomes optional. Each

v
“"For an elaboration of these points see Hason Gaffney [36].



year!s optional rent payment then becomes something he can draw on to
meet deficits. analytically, the income is implicitly paid (free-of
inéome tux, incidentally) but saved, converted to capital and consumed to
meet the deficit, More than that, he can draw on the capital value of
his land to meet deficits, by banking it. The capital wvalue is 10 to 20
times the yearly service flow, and more if the land is rising, so the
cushion against risk is enormous,.

4 '"weak hand'' minimizes risk by hiring or financing a minimum of land.
He selects factor proportions heavy on family labor. He turns his limited
capital fast, to achieve enough volume to realize necessary economies of
scale and keep himself fully employed. He keeps most of his limited net
worth in circulating capital, which he can deplete to meet the risk of a
surge in demand, or hold in the face of reduced demand. Lacking reserves
of wealth to seize bargoins and other timely cpportunities, he compensates
by constantly liquidating and reinvesting his capital., Each recycling
givés him a chance to gain from the positive risks of business, and sub-
stitutes for possession of great reserves for contingencies,

rn ''strong huand’ owns land outright. He does not regard it as a risky
investment. Its value to him depends on its long term performance--he
does not need cash every year. Even if it gives him a bad year, or
several, there is no cash drain. Indeed, he can convert it to cash any
time by borrowing or selling. Its capital value for sale or collateralr
is not usuually much shaken by short run reverses, and often mounts imper-
turbably toward some higher use. Its caopitul value is all'cvuilable-to
draw on to meet risk. This capital value is very high relative to current
income, especially for appreciating land. It is not risked with each

throw of the dice.
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A strong hend minimizes risk by underusing land., The fact that its
capital value is twenty times its service flow means an incremental land
investment (holding other inputs constunt) of $1 adds 5¢ to expccted annual
volume (assume n 54 intercst rate). The 5¢ is well cushioned, an incre-
mental investment in capital (holding land constant) of $1 adds to volume
$1 times the yearly turnover of the cupital, plus 5¢ interest.1> This volume
is much less well cushioned.

Thus it is very common for economists to advise landowners to avoid
improving land to the ''theoretically'' optimal intensity where the marginal
product of capital equals its marginal cost.z' The last quarter or so of
gross income is said to be of ''low quality,' because the added income is so

little more than the added cost, it adds to risk out of proportion to the

added net income. In all the years thot this doctrine hus flourished, no one

1
" For example, if capital turns in 4 years, added yearly volume is
25¢ + 5S¢ = 30¢.

%ﬂ particularly conspicuous landowmer to receive this advice from many
prominent economists is the U,S. Government., Economists who advise sizing
public works on public lunds so as to maximize the '"Benefit:Cost Ratio!!
usually assign no cost to the public land, even though it may be a scarce
and valuable damsite, Thus they are advising against intensity great enough
to equate marginal preduct and marginal cost of non-land inputs. The prac-
tical error is often compensated by understating non-land costs, especially
interest. But the analytical error is no less glaring and mischievous in
its overall confusing effect on the minds of economists.
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has raoised the obvious counter-argument that the marginal productivity theory
is symmetrical: that underimproving land implies over-landing improvements,
so the last quarter of income from incremental land is of low quality.

Note that the strong hand who regards land holding as a low risk invest-
ment is minimizing his own risk, not social risk. Because the land value
on which he draws to meet contingencies is not sociual capital --- it is not
thrown into any sociul breach to supply real goods, it is not depleted uand
used. Rather, he uses it to draw on the pool of real social capital, taking
from others who lack equal collateral. Social contingencies and risks are
met from real circulating capital. From the national view, it is the ''weak
hand' with his stock of circulating capital who supplies the resiliency to
bear social risks.

Finally there is the matter of management capacity. A weak hand, we
have seen, turns his small capital fast in order to employ himself fully.
Strong hands have the opposite problem. They turn their capital as slowly
as possible, to minimize their involvement in small decisions, continual
replacement, hired labor, and customer relations. Land, which never turns
over, but often appreciates of its own uaccord, serves them ideally.

sometimes a strong hand erects a handsome, prestigious building on
land, appearing to use it intensively. These are conspicuous, and create a
widespread impression that richer men improve land more. These prestige
buildings tend to substitute longevity for yearly service flow, so it is

evident their true intensity is less than their marble columns at first
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suggest. The invisible land input is to commit land for a century to a
building that will be obsolete and depreciated in half that time. Lven less
visible is the same owneris control of surrounding ailr rights for his build-
ing's view; of surrounding land to pick up spillovers from his building; of
the land under his building for years before he built it; and of dozens of
parcels of unusea land here and there around the world. These matters defy
most empirical studies hec:iuse cf secrzcor, Indirest ownership, and worldwide
ownership by the wealthy. e must therefore give more weight to @ priori
analysis, und its teaching is clear., The comparative advantage of the
strong hand lies usually in land ownership.

ilow we begin to see the significance of substituting tax costs for
interest costs of holding land. It removes a cost that varies directly with
a person's poverty, and replaces it with a cost that bears impartially on
all. Tc be sure, this hangs on the assumption that tax assessors are less
partial to the wealthy than bonkers are. Some studies have shown assessment
bias favoring larger owners. Cthers have not, however, and this bias is
less universal than the bankers', It is also illegal, and more open to
reform.

The greater effectiveness of tax than interest costs in making rent
fulfill its function surfaces for observation wherever low-density zoners
are campaigning to prevent rent from functioning to enforce economy of scarce
land. There is some rhetoric against ''greedy! '"fast-buck' landowners who
succunb to the temptations of opportunity rent, but the main thrust is
agajust taw assessors., Low-density zoning keeps down lund tuaxes, ond so
removes from most lundowners the effective force that stirs them to economize

on land the way economic theory says they should.
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The bad results of not taxing land are several., First, the poor live
much more crowded than the rich., . study of residential density in liilwaukee
County [32), for example, shows 25% of the population occupying 3% of the
residential land area. In terms of land guality, much of this 3% is in
blighted neighborhoods, The rich preempt the choice neighborhoods and
natural features at low density. 4% of the families have 30% of the residen-
tial land area. The exception is the rich in luxury high-rise apartments,
but these are so limited by overtaxation and low-rise zoning as not to loom
large in overall data.

0f course, the poor would live somewhat more crowded than the rich any-
way, because land as a consumer good is a superior good. The rich like
space and they like good neighborhoods, while the first concern of the poor
ig basic shelter, i.e., the bulilding. But this means that by not taxing
land we are losing an opportunity to tax progressively,

Second, small business competes ut a disadvantage. The seven inter-
national major oil companies like to preempt promising corners. They can
wait for future income; it is their special skill: who can wait as well as
they?

Third, expanding cities ure made to sprawl. Appreciating suburban
land levitates to strong hands, so builders are not often snapping up
bargains from hungry peasants. They do keep trying, however, to find weuk
sellers. The problem is that weak sellers are more or less randomly located.
Worze: they are‘likely to hold less eligible land, far out, or on flood
plains, or without good roads and utilities, For strong hands take the
best land, leaving the scraps for the weak., The result is a denial of all

those benefits that rent, by forcing economy of land, would bring. There is
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waste of good natural features; of public spending; and of unrealized syner-
gism, in all its varied aspects. asamong other problems, sprawl aggravates
the disadvantages of smaller businesses, because these need the city's
linkages, whereas giant business substitutes its own internal synergism for
the market's,

4i. Land appreciation

We have already scen that land appreciation exacerbates the alloca-
tive bias resulting from credit discrimination. Taxing land meliorates this
problem by substituting a tax charge for the discriminatory interest charge.
There is much to add to that.

Land appreciation tecéives extraordinarily favorable income tax treat-
ment, Briefly,
they consist in that the landowner can tuke tax-free cash out of appreciated
land onytime.by banking it (strong hands enjoying lower interest rates in
this matter, too); while income on the capital gain is not taxed until sale,
and often not then, sometimes not ever. Taxes if finally paid are at low
capital-gains rates; carrying costs and most losses are deductible from
ordinary income,

These and related privileges have made land speculation a sovereign tax
loophole, so much so that increments loom much larger in the thinking of
many landowners than ordinary taxable income from land use, creating a strong
allocative bias for holding. Clearly some strong nedicine is needed to

counter this bias and abate the resulting over-pricing and hoarding of

i AT
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appreciating land. Taxation of land is such medicine, The income tax as
préﬁéntly administéred virtually exempts land increments from taxation,
The prospect of heavy land taxation dashes the hopes for such increments,
and retums land from hoards to meet the needs of today.

Sometimes the problem is the reverse; coveted increments motivate
premature building in bad locations and add to sprewl. This does not come
about in the implausible Davenport-Johnson [17] [62] pattern --- they
alleged that builders deducted land increments from building costs, and
passed the gain on to buyers! Rather, there are circumstances when pre-
mature building helps to appropriate some privilege associ#tqﬁ with 1006.088.
An exrly shopping center in an empty area may exert great leverage over
pubiic spending for roads, drawing them to itself with the aid of some
political manipulation. To secure the resulting iand increment, investors
prematurely invade unripe territory, neglecting riper lands nearer in, Landr
taxation would press for early use of the riper land and deglamorize the
increments from acquisition of green land and seduction of suburbhan cpuncila
men.

Again, the upprehension of imminent low-density zoning in loosely
ozguﬁized suburbs stimulates owners to hasten sinking capital into premature
high density improvements in order to establish their future grandfatherhood,
There is a double bias toward sprawl. Snob zoning nearer in pushes inves-
tors outwards; anticipated snob zoning further out, and the grandfatherhocod
instinct, pull them outwards. Grandfatherhood in this case means a monbpply
rent ;ytached to land, Anticipated rent taxation would thieafen to recapture
for the public the value of the privilege, and so weaken the motive to

appropriate new ones,
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Today, too many allocation decisions arc made under the shadow of
imponding increments. Visualize the hicrarchy of land uscs as a series of
concentric circles. Demand for higher usces is not fully satisfied in their
_proper circles, becausc of land holdouts there. Unmet demand probes outwards,
casting a diffuscd '"floating value'" over outer zones, This floating value
raises land prices enough so the outer land is too high priced to renew in
its present use, although still unripe for the higher use, What is the
landowner then to do whon his extant buildings get too old to pay the land
rent?

The socially optimal course is to renew the site in its present lower
use, But the floating value factor discourages that. He is more likely to
let old buildings keep growing old for a while, reserving land for the higher
use. Builders needing land for the lower use are forced out another ring,
casting their floating value over the next lower use, and so on in a series
of shock waves. Result: more sprawl, at every margin of land use. Again,
taxing land rent draws floating value back in, focuses it in its proper areas,
and avoids this travesty of market performance.

iii\s Recourse to other taxes
Not taxing rent means raieing necessary taxes by other muaﬁs. In
a small, open economy like the typical american local jurisdiction, these
other taxes are almost necessarily shifted ‘'downwards’ to landowners, and so
borne indirectly by rent. This is because capital and labor are mobile among
jurisdictions whercas land is not. So labor and capital willvnot acceopt

substandard returns in one jurisdiction; but land has no choice.
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If ell taxes are shifted to rent, what diffcrence does it make what
kind of tax we usc? Taxes shifted into rent get shifted
through reducing the supply of the th;ng nominally taxed, as landowners take
evasive action to avoid heavily taxed lond uses. Loss of net benefits from
the nominal tax basc is in Yexcess burden! from indirect taxation.

In every land-use decision, taxation biases owncers against the heavier
tuxedluse. If the tax basc is anything but rent, this bias leads to lower
intensity of service flow from land and slower replacement of old structures.
Wot only are the allocative effects bad, so are the distributive ones. Taxing
land use, and human activity, leads to heavier taxes on the poor, who crowd
onto land more densely than fhe rich, and fortifics the.effects of price dis-
crimination in credit in disabling the poor when they compete against the
rich for land. |

This reasoning rests on assuming a small open economy as the taxing jur-
isdiction. Many analysts object to assuming that non-lund inputs can or will
flee from taxes when we broaden the analysis to the national level. I
belicve they are largely wrong. Let us toke as an example the part of the
general property tax that falls on buildings, and regard it as a national
phenomenon,

From the national view, driving copital across a local line is not to
lose the capital, as it provides services wherever it goes. It may also be
driven back by taxes in the second jurisdiction. But investors have other
escape routes.

First, they may move their capital across the international line. In-
creasing numbers arxe, aggravating a serious national balance of payments

weakness,
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Second, they may escape into public bonds. - Taxation of private capital
makes yields on public issues look better. If public capital needs were
fixed there would be little drain of capital into public works. But public
capital needs are greatly magnified by urban sprawl. Urban lpfawl in tumm
results partly from taxing buildings, for bui;ding taxation lowers the
optimal intensity of land use.

Building taxes contribute to sprawl in other ways than by their goneral
tendency to reduce density. In recent times, as central cities age, the
building tax base falls. This forces higher tax rates and poorer services,
which in turn drives investors away from the contral city where they would
be welcomed only to be exploited as fiscal surplus generators. Investors
then seek hospitable suburbs where new buildings can huddle together, pro-
tecting each othar by their high taxcble valuations from becoming the victims
of fiscal exploitation, Thus the general use of buildings as a tax base in
a metropolitun area tends to sterilize cuntral lands and bias investornlout-
ward.

Applying the same reasoning on a national scale, the older central
cities of the Northeast cspecially have mode themselves unutttuctivé relative
to growth arecs in the West and South, which cun keep tax rates lower because
their buildings average newer. This contributes to 'continental sprawl,”
imposing added social costs of interregional linkage, in manner quite anal-
ogous to urban sprawl.

Another aspect is that buiiding taxes make incorporated nunicipqiitiel'
with good éublic facilities lock less attractive than they ahoﬁld in competi-
tion with unincorporated areas with no services but lower tax rates. It_i;

not that municipalities should not charge for their services; but that they
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should ilvy charges in somc less clumsay wiy, that docs not make marginal
investnents submarginal as the building tax doces.

Private utility line costs arc equally inflatcd by sprawl, These arc
nominally taxed as improvements, but th¢ tax is automatically shifted fopward:
unGdcr rat.e regulotion procedurzs in highoer user charges.

Public works and utility investments are well above average in longevity
and capital intensity, Thus they absorb much capital and tie it up for long
decades before returning it. The intcerest is paid by taxes and user charges
on the vecry buildings which compete with the public for capital.

1 third source of clasticity in the supply of investment is the macro-
economic. Investment volume is elastic to the ""murginal efficiency of
capital! --- i,e., the investor's ratc of rcturn after toxes. an increase
of investment opportunities brings new capital into being by raising rcal
incorce end saving.

»ssumning, now, that building tuxes are not absorbed by investors in
lower after-tax returns, they serve to lower urban density and so inflate
social capital requirements, frustrate potential urban synergism, etc.

It is obvious enough why they tend to lower capital intensity on central
lands. -‘They impose an added marginal cost on every increment to capitai
intensity of lund use, be it of height, lot coverage, quality, or advance of
renewal dat&. It is less obvious why thay let capital move outwards to the
margins of thi city., The same reasoning that says they abort marginal
investment on central land would also seem to say they make marginal land
totally submarginal, because marginal land yields no surplus that could ab-
gorb any tax. That is simply the classic lesson of Ricardo on Y"Tithes!!

[ 81, Chap. XI]. But the lesson is too simple. It overlooks the human

sources of land rent, that is public works and synergism,



The marginality of land depends on the extension of publie works; alsoc
on thc¢ population and improvement of ncighboring land. as capital is div;r~
ted from central land into public works extcnsions, pcripheral land pre-
viously marginal becomes supramarginal. Investors may therefore build (heva
and still have a surplus to absorb building taxes., People will move out ---
they have to live somewhcic. Tho piceence of pioncer setrtlers further
enhances the rentability of surrounding lands, attructs more capital, builds
a base for further extensions, ctc. The urban carpet may unroll for miles
into the countryside this way. Instecad of there being diminishing returns
to aggregate national investment of capital, as in both the Marxian and
Keynesian schemes, there are probably increasing returns, thanks to the
highly complementary relations of Interdependent individual land improvements
in growing districts and regions. This synergism is expressed and confirmed
in growing land values around cities. It affords an escape route for the
capital that is taxed away from its most productive uses in rebuilding
centrul cities,

The net national results of taxing buildings then are: (1) a reduction
in nationcl capital via capital flight overseas; (2) a reduction of aggregate
capital formation via the macro-economic process of reduced investment,
income, and saving; and (3) a2 reduction of urban density involving great
diversion of capital into public works; a general inflation of the capitai
requirements of living, charuct;riutic of urban sprawl; and, of course, a
great increase in aggregatc land needs.

So it does matter how wc go about taxing rent, Taxing it directly
serves the opposite ends: attracts copital from abroad; increases invest-

ment, real income, and capital formation; and contains urban sprawl.
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Logrealang av & guias to public spiending

]

Lond rents wid¢ partly thy product of

4

zublic zpunding, wia huve seot.

If the public f..ils te charge luncowmers for public bencfits by taxing rent,

every public improvement bestows unearned wealth on a few.,  Therc are several
bad rusuvlts.
For on¢, ¥nere is no objecctive criterion for muximizing social benefits

in planning public works. Unecarned ¢irichment to a few big speculators orx
old families or farmers is hurdly a Ysocizl" benefit., The door is open to
pressure and corruption., Indecd, there is hardly any alternative --- what
would be an honcst way to give uaway public mency to a privileged few?

Second, logrolling se¢ts in and leads to over-decentralization. Land-
owners from every quartcr of town compete in city councils for their share
of uncarned wealth., an efficient city calls for neighborhood differcentiation
and specialization, with much hewvier public spending and higher rents in
some areus than others. If runt were taxed, winning landowners would compen-
sate loscrs through the tax muchanism., as it is not taxed, winners compen-
sate loscrs in another coin: =mer: public works. You vot: for my proeject
and 1’1l support yours, regardlcss of merit --- it is an old familiar talc
at cvery level of government,

Third, uncarned cnrichment discredits wealth and p#operty. Instcad of
being o mark of distinction, a symbol of productivity cnd svrvice, wealth
symbolizes predation, dependency, and corruption. Uneulned wealth makes
hypocrisy and a mockery of efforts to legitimize proper%y and rationalize

capitalisn. Parasitic wealth stigmatizes all wealth. khu latent sensc of

|

civic community and polity, now so frustrated in nmericfn cities, is lost
between the avarice of som¢ and the disgust of others. | ot to tax rent,
thercforc, is to alicnate those outside a small circle, and lose a valuable

resource of community spirit.
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¥. Market imperfoections
Because of fixed location and supply of land, the discipline of

competition brecks down easily in the land market. Chamberlin [10], Ise [59],
Hotelling [56], Hoover [54] and others have theorized about monopoly elements
in urban rent, based on spatial differentiation of sellers of servicea from
land., Curiously, no one has done anything comparable on the much more
serious problem of land assembly. Here is bilateral monopoly, secrecy,
holdout power, preemption, hoarding. and every nightmarc imaginable in trying
to make competition work,

The responsce of land buyers to anticipated assembly problems is, as one
might expect, to hoard land for future expansion. This is not self-correct-
ing but self-reinforcing. Buttressed as it is by all the favors to land
appraciation noted above, it is a formidable factor,

In a well-oiled market there is pooling of rcserves, greatly deflating
aggregate needs. In the land market there is little pooling. Everyone must
have his own. It is a pattern of vertical integration of firms, with corres-
ponding disintegration of the market pool of land reserves, Industries hold
great reserves, of course. Homeowncrs do too --- it is nice to have an
extra side yard for a possible future wing, and additions to homes are in
fact common. Shopping centers take more land than they really nced for
parking, for future additions; and if they can sterilire potentially compet-
itive locations by preempting a few key parcels, why not? Public buyers
‘enter to legitimize the whole pfocess, and few private buyers can match the
hoarding neurosis (''foresight') of park commissions and school boards.

Another problem is that of the landowmers? waiting for greater certainty,

The cartainty is to be bastowed by his ncighbors when they commit themselves
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to a use. The waiter, however, is not producing certainty by waiting. He
imposes uncertainty on his neighbors by not committing himself, The stale-
mate that sometimes results is far from socially optimal, Something like
this has been popularized recently under the name “'The Priscners! Dilemma,"
and turned into a game.

In such a market, a powerful lubricant is essential if there is to be
any semblance of an optimal competitive outcome. Taxing rent serves the
function, ever so much better than games between cconomists pretending they
are prisoners. It loosens everyone's hold on land, especiclly land with
monopoly potential (and hence higher assessed value). Releasing land to
commerce is also self-reinforeing, this time constructively. When land
ownership turns over faster and easier, everyone's hoarding propensity
relaxes. .3 to the waiting and certainty problem, synchronized assessment
increments over whole neighborhoods give the signal that lets every landowner
know the time is nigh, and lets each one avoid narrow sclf-sufficiency and
orient his improvement to the immediate prospect of a total interdepandcnt

community, complete with Yellow Pages, rising around him,.

'R How to Tax Rent

We saw earlier that many local taxes are shifted to rent, and are
indirect tuxes on rent. 5o the trick for public policy is not .just to tax
rent, it is to tax it in such a manner as to exploit the fact that rent may
be taxed with benefit rather than damage to economic functions,

A. PFiscal leveruge va fiscal profit sharing

The benefits spring, to repeat, from imposing a regular cash cost
on the landholder, a charge that discourages his over ratainingrlqnd in usea

whose service flows fail to cover it, To this, many have objected that it is



too harsh; that land users prefer risk sharing and profit sharing to leverage.
They can point to some voluntary contracts between private lessor and lessee
where rent is a share of profit, or of gross, One could point, on the other
hand, to ordinary mortgage terms, with debt service in excess of land rent,
which apply more leverage than mere cash rent would, But there are reasons
why government should apply more leverage than a private landlord does to his
lessees,

One, government possesses a power to allow for exogenous risks, a power
not generally available to private landowner lessors, by its assessment of
land., That is if, through no fault of allandomer, land on which he had
built should suffer a neighborhood decline, a govermment taxing rent would
share the loss by lowering his land assessment. If the fault were his, on
the other hand, he would suffer it all, for there would be no general decline
of neighborhood values. Likewise, he would reap all the gain from his super-
ior management.

There are a few instances of privata contracts tfing interest or uage
or farm rent payments to some index of market changes. For urban land, how-
ever, there is no device in private contract that ties rent to an annual
assessment: hence recourse to less perfect devices, Government alone is in
a position to supply maximum incentive leverage while still sharing cexogenous
risk. Sharing the latter, it can reasonably be much firmer qkaut the former.

Two, govermment as representative of the whole community is interested
in fostering cumulative spillover benefits from private investmepnts., It
wants private investors to complement its public works with matching privute
works, containing urban sprawl by mesting demand from good cemtral land, It

wante to synchronize interlocking private investments and minimize mutual
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uncertainty in developing areas. It wants to foster dense population around
its retail centers, to support them; and retail centers for its population,
to serve them and help pay taxes. It wants to unfreeze the whole land
market, discourage hoarding, and prevent all the soclial wastes of blocking
competition,

Three, private risk-sharing contracts presuppose a large guaranteed
lessee investment in a building. There is the leverage. Government can not
get involved in.everyone's private business like that, telling landowners
when to build and how much they must invest. By charging a regular rent
tax, regardless, it assures that landowners will raise buildings in good
season,

A complicating question in rent taxation has always been the treatment
of increments to value; and the choice of capital value or current income
(realized or ''notional'') as the tax base.

As to the first, taxation of land value increments obviously lacks the
good incentive effects of taxing rent. It is avoidable by not selling, and
greatly diluted by deferring sale. It puts a hurdle in the way of sale by
investor to builder, cend then supplies no leverage to the buyer. It warronts
short shrift.

Cepital value as a tax base has been often criticized as overtaxing rising
land whose capital value has risen out of proportion to current cash income.
Heilbrun [49, pp. 123-27] has demolished this argument as it deaervea.l The

income from rising land includes appreciation, at the time it accrues. To

[ lﬁor mathematical treatments see Gaffney [35, pp. 308-13 and 321-22]
and {31].
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get at thfs incomc, without waiting for sale, a simple tax on capital value
suffices, To tax current cash income in the lower use is to miss out al-
together on taxing the increment, To tax capital value is to have an incre-
ment tax, but one that is not diluted by deferral until sale, and does not
discourage timely ownership turncver.
c. Rent, spillovers, and congestion of open facilities

There are two brakes on increasing returns from urban synergism:
internal congestion; and external markets. Herc we troeat the first,

Thos¢ who fear congestion of open common space and facilities ---
streets, schools, parks, air and water --- rank high among people who oppose
letting rent serve its economic function of forecing land to the best use.
They regard congestion of common open space as an external diseconomy from
use of private land: where I have stressed syncrgistic gains, they see net
losses, They favor taxes on actively using, rather than passively holding
lond, interpreting user taxes on landowners as user charges for open common
land and facilities. They fuvor compulsory land-consumption via low-density
zoning, the better to insulate man from his neighbor, and above all to avoid
letting immigrants in cheap housing dilute the school tax base. They do not
share the Horace Mann philosophy of paying a social dividend to the poor
man's children by taxing the rich man's land for public schools,

There is no question of the premise that congestion and pollution are
bad. What to do about it is something else again.,

1;

The tax is a fixed pe:centage of the capital value. 8o, in equili-

brium, is the yearly appreciation., Therefore the tax is a fixed percentage
cf the appreciatice.
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One must concede something to each of the points, but not very much,
for they are based on a number of confusions.

Confusion number 1 is not to hold population constant in the analysig,
That is, intensive land use is implicitly blamed for the birthrate. Land
economics take population as given. Its problem is how to deploy people,
not to sterilize them., Thus, intensive land use near downtown does not in
itself increase street loads. Rather, it lets a given number of people get
downtown by walking or bus-riding a few blocks rather than driving a few
miles ond parking all day. Which arrangement imposes less burden on streets,
air, and open space? Which puts more sprawl between the city and recreation
in the open country?

True, the more efficlent city then attracts immigronts, But these bring
added economies of urban scale. The point of urban planning is to achieve a
maximum of such positive interdependencies with a minimum of negative fric-
tions like congestion., To that end, accommodate efficiently each given
increment of people, and welcome the next. Those who agree with Willjam H.
Whyte that "‘open space is not merely the abaence of something bad; it is a
positive good' will be pleased to note that the immigrants to these efficient
cities cannot aveoid leaving great realms of empty open space behind them,
which should greatly shorten the audubon Society's list of threatened rare
species,

Confusion number 2 is to equate intensity of private land use with con-
gestion of common space, In fact, private buildings transport people ver-
tically, substituting elevators for horizontal street movement. If we cut
off the marginal twentieth story of an apartment or office, and relocate the

floor space ten miles out at the other margin of the city (the horizental



one), we would throw a great new load on ten miles of common streets. This
is no way to decongest them.

Intensive private land use does not mean an absence of park land. Popu-
lation around puarks justifies the public investment in space, in lundscapiﬁg
and furnishing it. Putting private land to work meeting the legitimate
space demand for homes, work, and market relieves the pressure to invade park
land. Central city park sites become dearer, it is true. But if urban
sprawl were contained by intensive central development, fringe lands now
eyed by subdividers would revert to low values and open recreational use.

Confusion number 3 is to overlook the factor of age and quality of
buildings. Taxes on buildings und low-density zoning are thought to screen
out marginal buildings and their inhabitants. But théy screen in buildingﬁ
that become marginal by virtue of senility.

Confusion number 4 is to conceive of congestion in short run terms,

An overloaded scewer, for example, is a sign of short run increasing costs,
but not long run. It is a signal to replace the mains with larger ones,
achieving in the process great economies of scale. Car-choked streets mani-
fest increasing social cost of cars, but not of transport., They are a signal
to tax cars and promote mass transit, again achieving economies of scale.
Crowded schools do not reflect overpopulation but inadequate schools, and
failure to take advantage of Conant's Lqﬁ of increusing returns to scale of
school.

There is such a thing as true congestion, There comes a scale of city
80 large and central density so high that an absclute space limit is
approached. The !Ylinkage sector'' of the city (transport and utilities) moves

into the stage of long run increasing costs. In this extremity the optimal



solution is not to abandon the principle of taxing xent. but to extend it to
the linkage sector, which now yields rents, too. In this case the object of
the charge is to limit use and space-consumption in the linkage sector, and
so it should take the form of a user charge.

Use of unfénced open space without tenure protection is temporary tenure
of the space. 5o a "use' tax on open space is analogous to a flat tax on the
rent of land in formal private tenure. It is not analogous to a tax on the
use of private land, but exactly the reverse. To tax the use of private land
is to untax the non-use of it. This lets owners hold the space without
charge, which is analogous to letting them ''use' public space free,

The optimal user charge would be selective, hitting and screening out
congesting'and polluting uses, reserving limited downtown street space for
higher_and less congesting uses. With such a concept in hand, and someone
like Professor VWilliam Vickrey or James Nelson to administer it, there might
indeed be no limit on the optimal size of a city. May we be so lucky as to
find out soon! Meantinme we already observe progress in this direction on
many fronts, from parking meters to pollution police,

| Confusion number 5 would be to think of school congestion as a spacs
problem. It is a problem of finance and distributive equity. The solution,
I aom sure, is to support schools in part by state or federal aids based on
population or attendance. Redistributing wealth and paying social dividends
are not functions we can reulistically expect of local government in a mobile
age. |

d. Intergovernmental relations

The second brake on increasing returns from urban synergism is the
extarnal market. Many c¢ities fear growth because they think their market is

limited.
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If a private firn rcason:d that wuy, econonists would identify 1% as a
ronopoly und evaluate the attitude accordingly. To cities we give more rope:
thty represent the public, But what ''public?! Only the landowners of the
city. They are all toc happy to cxploit other “publics' in the old Hanseatic
tradition documented by Schmoller [86] and the German Historical School.

Central government represents the larger publie. Its interest is to
apply more positive leverage to cities than they might apply to themselves,
to counter any monopoly restriction or stedginess. One such kind of leverage
I have already mentioned, the payment of school subventions based on popula-

tion. Legislative rcopportionment basad on population affords another growth
wotive, thanks " <o Baker vs, Carr.

# tnird kind might be 1 state tax on rent, as now proposed in Oregon by
Dean Lindholm. 3tate government finances many of the public works that
generat¢ urban rent. It has 1 legitimate intercst in being recompensed. It
stands toward citics much as they stond toward private individual landowners,
The state spoends to give the city opportunities. Many cities fuil to respond

with spending on local feeders and netwerk lines to match the Statel!s trunks.

The State needs to apply tax leverage.

It has the institutionul power. Statc taxation of rzal estate is not
dead, it is <live and well in siebruska. and merely quiescent in othor states.
-nglo Sasons wozwen law makes no bones ibout the ultimate underlying eminent
dormuin of the 5tite over all land, some creative economist necds to pro-
pose a specific formula for sharing rents between Jtate and city. The
important thing is the general purpose: collect State-created rents to
prompt cities to spend to generate more rents. In sharing these new
rents between State aad city, both cain afford to be generous, Lynergism

yields a comfortable surplus for the city. .s for the Statels tax base,
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Adom Smith noted i35 years cgoe thut the ''"Commere of e Town
Contributed to the Improvement of the Country'! {93, Book III,
Chap. IV].

The State has the wmoral autherity to tax rent, In the past,
many people shied away from **confiscatory* taxation. But now
that question is obsclete. We cwlrecdy have confiscatory taxation.
The only question is what shall we confiscate? Is it land thet
balongs to the State, or people? That is the gltermative. We
have gone o long way towards sccializing people in this century.
We draft voung men and we tox huwan talent,in Toynbee's words,
as though the talented ones had committed some pre-natal crime
against humanity; and we tgke a regressive payroll tax from every

worker, Every bit of rent we confiscate now lets ug repossess

that much -f gureelves os human heince.
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