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COORDDIATING TAX INCDTIVES AND P\HLIC POLICY, 

THE TRF..\T'HEJff OF LAND lliCOKE 

• A. Introductiona Tax re!oni. and public goals 

In the laat tew iaootha the deaancl for tg.x refora hcia auddenly locaed 

into c towering irr••i•tible force that will be •erved. Pixed po•tllJ'•• 

ot either ■cti•fcction or fctoliea hC1ve becozae luclicr011•/ old baatiOQS 

indefensible. Here -we •tand, bewildered ancl w,prepured a11 u.ucal, a. the 

opportunity of o generQtion pa.a••• before ws. 

Thi• paper ia an efiort to pull together Q •Y•t-<ltic: outline of ooe 

■et of accuaulC1ted tcix outrag .. , thaae bearing on land. I follow pr••• 

releaaoa, and acholarly and treoaury and coauai••ioa and tGak tore• r.i.- .. 

on the •ubject with a growing 111.pr•••ion of inccapleteneaa, of c tendency 

to settle on one or t'WO point• a.a th• ma.jor cibu• .. to be r-edied. The•• 

aake it <iltogether too easy, and ••rioualy under .. tiac;ate ~he diligence cmd 

ingenui~ of to.x-avoid•r•, who have gone f<lr towarda converting the incc:ae 

tax into e••enticilly a payroll t<::1¥, and who will not be put •quo.rely in 

the incoae tax b.ao with a few aiaple ■troke■• Nothing 1 ... them a 
thoroughgoing ahQ}(eup oL tM tax treatm•nt. o£ lgnd ineoae will Gvail. And 

thi• i• exactly the time whEin ■uch a project, hitherto a pip• dreaa, aay 

be ••rioualy .-lT~rt.:dned. 

Diatributive equity i• one purpose; allocative efficiency another; 

eaployaent and growth Q thi¥d; internation<il at<IDding ci fourth. We are 

not jU11t int•r••t•d in taxing proper~ income, but in aeo.ting a VoOd 
inc«1tiv• pattern that re•p•cta the IIQrket and hcaraani••• with o bo•t ot 
public polici ... 5~ aojor policie• to be ■ •rv.c! QS'e th•••• 

1. 1'i11ely urhGn renewal. 0 Tt...ly'' .imp,Ji- an ciptia\a, neither poat­

nor pre-aCLture. 

2. Create eaployaent opport\11:&itie•, ~•ciolly vh•r~ nNded. aoet. 

3. EconcaiE• on capital. Thi• i• an era of llho.rply 11-tted diepo•o.bl• 

cgpital with urgent ooapeting d811GDda. 
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•hort pipelines to corunmaer UKU:httti. anci quicK •upply impact. A counter­

part of {3). 

5. Contain urbm ■prawl. ~go.1.n conaistont wi1:h (3), for ■prawl W<dte• 

capitw.. 

6. Amplfl houaing. 

supply inq,o.ct. 

Thia i11 \.d'lere more cq,i t'al ■hould go, with quick 

7. 

8. 

EncourGge amail wsine.•, combat concentration ot econcaic po,,,er. 

Distributive equity. Mc'1t loophole• a.re t-culorel'! to the needs of 

those with large net worth end ore regreaaivo. 

9. Clean oir and water. 

10. Doc~ntruliza deto..i.lerl r,i ,rtn:,~-.,q 

By loc<tl otiicio.ls: ..... ;Jc.ct to st:a.t• anci. ~tion'11 needa. 

- By the. aa'l'ket. TCUC' j)Olicy ahould if po91tible lubricate atic:ky 

110rket•1 and certainly not SJ\al 'them up. It •hould aa.ke 'tha r•~ to 

local plGl'Ul.ing poo,,,en. 
11. Stt~hen bcalan~ ot poyaanta. Conai•tent with ( 4), but Glao 

~lr .. aa.intenonce ot ocapetitive a:fter-ta.x rate1: of return to inve1Jtor8 

wi'th mig,;atory (non-land) a-••t•. 

B. Tax treo.~ent cf Land 

l • Th& in come ta..-< 

Povor• to inve■t:or■ in n-.w capit-ul goods, auch as accelerated 

depreciation, expenaing, and th• 7" inve■tment credit, have positive 

aacro-aconomic and ba.l<mc:e-o1'-pQ}'1&80ta effect■ and aa.y be nec••cay in 

•pit• of po••ihl• regre••iv1ty. ravora to land, co tbe other hand, bi.-

no aacro-econcalc os alloc:o.tive virtues to otfaet thair cli■ttU»ti•• Yioea. 

It 1• not th..Jt econoaie land aupply i• ctltogether ":fixe<f'; but the growth 

that 000.lr■ i• not primarily a function ot the private land01iner <111 nch. 

Jlc&ther • public apeacling plu• the apillONr benaf i ta lroa the enterpri•• 

ot neighboring land usen .-ihanca the potential aertic• flow o£ lcm4. It 

i• the••• rather thon the land0"1er aa a\lch, "'1oa• arrtlwtiao D11141 to be 

the coacern of the frQJUn ~ tUAcrtional ln•titut.ioaa. 

It 1• poa■ible to retain acmy tax advantcage• now •••eatial to a01:f.VGt• 

private inve■taent in reGl .. to.ta, and •till oolleat Cl.■ auch or aor• tGXIMI 

fraa reQ! ••t~t•, by bearing doYl on the loopholea aped.fie to nan-tuncd.OQCLl. 
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land inc::oae. The following an<llyai• •-k• to identify the••• 

My e11plicit nf•r•o•, unl•• otherwiN noted, will be to the Peclerfll 

penoncll 1nooae tcuc. float of ay point■, howews, apply a■ well to the 

Federal corpoNt• tax, and the variG18 •tate penonal and corporate tGW. 

I begin vith an outline, o •ort ot Menc!eljev Periodic Table "'1ich IICI)' 

help u■ tind new devioea a11 well cu order the old. 

a. Covert write-off ot ~d•preci<ited and appncioted land value. 

b. llxeaptiona 

i. laput~ inCOIH 

ii. Unrealised appreciatian 

iii. Capital gain• at death 

iY. Jlequ•t• 

v. Capitol gain• ot .,,eapt ~ra 

c. Detenal of tax on realized appreciation 

4. Capi~ gain• rate on appreciation, o~inary olfaet en lee•• and 

cc~in; coe t■• 

•• Deferral ot tax beyond date ot ■al• 

i. Sale of reaid•oe 

11. aarter 

111. Inetql■-ent •ale 
iv. Prorating of principle QDd intereat 

v. Profit ~icipation by ••ll•r 

Yi. Coad..n<1tion 

t. Def err&l of lcmd••• incoae when the I'• i• inten-,oral depeact..u,e 

GI lniooae 

1. Sacs-Uicin; tM:arly rent• t,n ~igber l.Gter nnttu u1aplicit 

•,apen•ing' 1 of oopitGl in,...'taent 

U.. EJq,licit expenaing ot early operating lH■M to appropriate 

poaition 

U.1. &Jlplicit apenaing ot capital outlcay• by Mfosaen.tt 



a. C\"'Vert 1,,:rite-off o.i undepre'-iote<l .. n..i -.!?preciated land value 

Urban land 1• noa-depreci<..ble for: t;;u.; p...irpo:Jea,. in (ie:f•rence to its 

phy•ical inde■tructibility. If a non-c.epreciating ~i-.et were to be WTitten 

of~, it• income would achieve complete tax ex<illllption, a.a followa. Let.! 

be the incOIDo twc rate. When the tax payer writ•• ott the Cl8■et, h• 

reduces hi• t..-:.x liability by that amount, and hi■ tax pciyaor.t• by_!% of 

th-=.it cmoun t. Now the_ Treasury has put up _!% of the ,rcil ue of th~ aa■et. 

It CLl■o rec~i ve• t% of the income of the ~s•et. 1hu11 the Trea.aury aiaply 

receive.a a return on it• inve■taent. As for the owner, he Jw.8 now inve■ted 

only (1-t)X of the voJ.ue; and he qeta (1-t)~ of the incc.e. On hi• •quiq, 1 

he would eurn a t<UC-free incaao in ?Orpetw. t1 

Thtt way to w.rite off land is to buy it under an olJ. building and 

allocate aoat of th• coet to the building, whic:h i• depreciable -- and if 

it• rea(Ulling life i• ahort, rapidly depreciable, eapec:ially it the O\Cer 

avoica repair• and aa.inton~ce. The IRS haa no \.fell-organized defews• 

Qgtlinat thia. Harold Grove• report• caae■ of taxpayer• even depreci~ting 

adjoining VQcant lotet IRS invitee to.Jq>~yere, it challenged, to uee the 

landsbuilding allocation reported by the local t<lX <J8••••on a.e evidence 

supporting thoir QJ.location. In ay re••~rc:h I have to";J.Od the•• alloc;ci­

tion• consiatently undentat• the l~d caapc,nent by~ very large factor. 

It let• oi.nera uae vary abort tax live• -- 10 year• i• about par -- on 

eluaw. 

Covert writ~-off of land is~ f~ctor <UK>ve and l>eyoad ~be aulti.pl• 

~rite-off of building•. Thie l~tter ia a ~ore or le•• intended conaequence 

of acceler:at.a building depreciation "11ch reduc .. book value of the 

depredcible asaet to below i te reaaining resale value. L<sld depr-eciatioo 

occur• when tho buyer ot an old building .-tllocQtes less value to the land 

than it had cn-iginuly, even though it ha• not declined; or cu.locot•• the 

aaae, even thaugh it haa ri•~. 

There aight ••• to be recapture of land \ffite-ott wien one aella csid 

pay• ci to.x on th• •xc••• of •al• price ove-r book value. But thi• tax l• 

twice dilut•d• Fir•t, it is deferred until aale, whereaa write-oti cc:ae 

earlier. Second, it ia at capital ~Q.i.na rcit••a writ•-ott waa froa 

onlinary incaae. If the oWlU never eel.la th•re ia never an occasion to 

recapture. 

1I aa■ua• 10~ equ.b:y t' inancing, for exposi toa-y eillplid ty. Aetucilly 
th• gcae ia leverage, and the aortgaged lcindownor lllo wri~ .. otl*land c:ould 
___ ,,., and uo rece1¥ing incaae on no equity at all. 
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Blat C14ffl1Qlly IClllpG)r•n oan do bettn by eellillg. Pe1r the IN.rer 
;-:•tart• w1ting oft llo'th land and building call o.-r agca1n ...... ~ aiDCI 

llov aany tiae• lt Wl:l8 clone before. Thua lad, ~• tbe low ears I.a not 

•uppoNd to l.e depnoiated at ell, i• written oll awercal UIIM. flMI 

oal.1 pl'Ori.lto La ~ it auat ....,jn undu an old wilting. 

Wen it not for thb deriae, the Snoae• tcac aigbt Mrve to pl'G■Dh 

~bean nnewal. Olao• the 1.Aittcal ce.t of o MdlcUng waa ocapletely vrltttm 

fdl, oc .. lero,ed or no~, ,a current cG8h flow VCNl.cl N tw.ly t...,w •. 1 

•---• it would 1M p11n gTomd rent, a non-depnd.atlng iDooae eauroe. 
1'llu 111 th• )'Ml' alter th• laat allOWQ.Dl.e vri te ... otf, the el1a --.r MOUl.4 

• --••ly face Cl ... laigber ~ca bill. u be vated a·- llheitn ill nca1 

•tote, M oow.d get it anly by GC'IINlly wildillg1 not by iredepreelcat1-

oU •luu. 
aat under pr .. aat p~ th• •nst ifcay to loae the privilege of 

4-pnciotillg J.cma ,. to aleas it and •net Cl DeV aaild:b1g. l'IDI' then tu 
1•, aMlfll thl:augb ca glQN 4-rJcly, linGlly peneiy .. 1:i.t tmG't jog kugbt •• 

it ,-a ju.t ~t •- vm not tbe depncicable bdld1ag but dle'IIOD• 

ckpn-.GJ:ale ■1\'e UDdffnecaG J.t. It dMai• wr1te-ei1. hen cl•oll'tloll ·. 

·ooat 1a MD~nci-1e. ~. U then w. DO ~t pm;ahclse, ~•y·let 

cme depna.~ only tM .. tet building, saot the lan4. The aet elteeta 

,au oca cl41pnciate 1-- " 1•" as you do aot bprow it. 
Tba the tGX 1.aw·w... .. wn ot o1du J:Nila.Ag• to delay renaual, 

to aUk n. 1-t 4rop et tax abelt•r out' d el.4 b&il4t.Dga befon nllutag 

tlM lad fo~ awv.. It rue .. tlae "aet...,a• YGl• oE lan4 -- tbe ~to 
. t.aed ~-o, 'the Qtcan't bd.14Sag •- nlcaUw to tbe 11clall9ages"' os-

nnewql value al the oleGncl •it• ill the heat a,acceading u.ae. 'lbw it 
!Acl-eat1" e. nnWGl gcap (def-4•r VGlwa i. .. cJMllanger walue) tm~ wt lt\ 
be aet by auhaldy. I~ a\lbaid!.u an aocaked up by lcm4 wlte 0 dcMI, 

1.wl.ng 1 ... ~or tbe oom,truotlw eaplo,-.nt•pnerating tnwe••t la 

n'bdhU.ng and CIO'tlMll.ly evpplyJQg boual.ng. 

1x.A~, ila.!IQ114S.Dt Ull4erwen~ looatlGIMll obaolucenoe 41\a• to 1-4 
~.aictlc, write ell •bauld ~ hiefo~• 'the lif• originally ODDt■ .. lat .. , 
• 800G aa ~ ttcbfa11agez" 1-4 "'1.ue equcsl.1N ~ Hdefendes" "111• of 
lcanl caa o14 llull4bt. • 
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b. 1..-.ptiaoe 

i. 1.-.p't!fZ o:l u.ap1at_. inoeae 

luY6;h,\8t geode UN l•r ~ o~•• aon~tios. yit,ld an inc•• 

"in kin«'« ~ho.t !ti uot taxed. The p¥"ict1i tit ltmd t.e aor• affected by ~hi.• 

~ 1• ~tot otbff ••.-t• NCCIWK') 1th.I, e•nioe tlev trca lcmd i• loo,( 
iacxas -- oc waoriag eut. '11M prl.oe oil appnaiGtiq lad i• ..,_. •re 

dt•n...t.. '!'h• mta.-4 •••1• flow i• •upf;M. ... n~• by al .. ~ growth 

o4 'ft!lm •CM:lh :,oar •'tmatft9 Ina pr(i,(P'.atd . ..,. ln•••t• to 'the tcw-lr•• 

~•<riAM flow. A 4-pnoicml• ~abl• good, on th• other hcmd, IIUllt be of 

~'t .CO yei»:■ lit• nelc~• tJM m«-e flow •q\kUtt tbe tl~ nprc■•Qti.ng 

r•eowq d cap! -cal. 

~ aw.ilabtlity ot 1GDd that bw.lct.n ai.ght \Ille l• ncluaed in usban 
~~iftgoa JI), the high propen9ity of tM «a.ftluant " "r•1d9'' ONr aaruid•-r• 

able ~•• TMa..& with luVe•lot a91ling (IIN.cb Jlolda dOW& aaa .. eed 

ftluee -4 pl'Op•ny tcmN), •.-•intr 9' 'tw and intere•t, •~•1Dg 

d "••~tutiortl inYMta•~., c,ap.ltcl gcal.u • brendi111 •tock, indef1Dit• 

cteterffl et tcaa OD ~• of ttr•14-ee,n and ca host et towre to dafened 

• 1cm4 '-"--'t• (ca.11 te M 'tnated later), tki■ e111111ption ot hputed 

iAoaae ••neti ...-otly to fortify the boldaut poweT ol land011Mn ~ the 
• ; I 

ffa1u 41114 ■ 1nwe'• nt thG~ aurnunda evny at.Ty. • ••Clftr in, tn. iapvted 

iaooa• et elarly videw1t u lilcwf.- enhanced by it• e.-ptica fraa t'GXa­

tlal. 1 

It b t'fte, of ctGUN, that ~n tML new h-- a1 tau ... lcmd 

wauld al•o •iot the•• 1ption et ~ lc:md in ... , pcw-tWl.y neutkl• 
iaing u.. W.aa. art there u ~raolly a ~ brCMIQ't 4Utenslt'iCll -­

capp~cating MlbarNA lad gnri.nt• to the atrqen hcmda. IUgMJ 

prio• ... hf.per a..Ut IKnTi•n all~, ... ••a•"" out th• poor. . a 
When the aew •• ia cm apcartlMDt ~r• i• DO ollH~ at all •• that i•, 

t>Mw• ia o totcal CIDd uaaitlQtlted bia against naten, G factor hitttng 

1tt ta fficl•t that ffK ntOl'II ...,, ~ to pipe witll ¥Grieti .. ot 
MW'titutimc~U.aed ecti.-'tGlity. HoNeYer, oon•iclu t'Mt h u enly tlM 

.1i1:llb.tnd' aec:n• "10 ._ dlord to val• her tMll.ngll abow tba pMUDiary 
hlc:nUatm.w el~ lltd.14.n; cat1 G high p&'ilpOl'ri• .t the MtJ.cnl&l 
"90.1~ 1• 09Qtrolle4 ·"1' ie.,.wu. Id..._. It Wt via._ 8Wllti4i.a• w.f.cSOWII 
ht us Mlp Ge Deely tANlllp the wllore .,.~., aet thil pnpeni...t ths'o1agh 
.. tcuc .,., •• 

\,,.n ae •tba otl•frtfl• ...-.p l•t wrt t•-otf el Saaau pnpe rty, 
not treot-4 be-we. • 



J.c,.,....inooa. peep~• V1'CA Cl,)j';ia•:::-.n~ • ..., ........... ., _____________ . 

worth. rtnally, open epa~ aa a OOIIS\lller good is clearly o .uperior one-• 
~, thnugbout hlatezy ia M9 been the ultia>te l'URl"7, ~• higbNt 

auk of •to~ -• arid it• ~CUii •.-pticm i• wcwth aaab aon to tboN who 

ba,,. 1:lam tarth .. t eboft nllaiatence. Thoa• who IIOll14 nonally ccnMae 

.,... open apcaae anyway do ■o tox fne whil • they OMrtaplcat• wt th wppl•­

IMDtal pleaaun the un1:axed apprecicition o:f their net worth. 

11. B&tap~iOQ of unr~ appreciation 

,,.._ fora ot incoa• know u aq,1tal gain• ie not taud until 

realiud by •al• [Biner •• Maooaher (1920) 2$2 U.S. lit, ~ s. -Ct. 189] •. 

II the land u neYer aold, then· 1• no ta. Scae lade1C1en therefore 

pnf'•ir to leGae ripe lalld rather thc:&n ••11 :__ p~oainent .,...,.1. an the 

Irrin• blah ot Orcaga County, Calitomicl, and the ag n,,,. of oat.a. 
Othen pnfer to buy aany y.an I.A GdYCmCe of. their OMl cmticipcated need8, 
... -.uy ccmjec:turcrl on ... Whm <Ind if 'th.e naed8 aci-terl.al.ize., they ha" 

an •ap nee4ed lcand, DOW of htp Yalue, ca0l',1ired at o low YQ).ue. 1he tif­
~•r.nee 1• t<»e•e.-.pt inoaa•. ~ active i• strengthened by, and autilally 

n~, tJe aotive to acquire cdV<mce n••rve• ol a, r«w_aoteriol ••• 
wpply i.• jMpGsdJ.sed by the e&bamoe ~ a Yigorou.· fr• lia.rket. The ooa­
binatian IIGpU'i- ~ area of idle r••nrM whidl 11ldtvl4ual• ~ fina 

fiJMI it adVGlltcageou to hold. Thus it rcu.H9 the holdout price of land. 
Ui. Copi'tal go.tn■ at deo.t:h 

~ Capital 9(dn• tGX .. on appreciated aa••t• an forgiven at death. 
Th•r• car• death tQJl9a to pay ineteoid, but ~ .. IIOll14 o1 .. 1- 4ua an "hat• 

ever a.u•t WQ8 IIUNtituud for appreciated land. It ts ~.-etore tally~­

ill4lridlacale to ..U appncia.ted land during a period of aeveral :,ean !)efon 
a.cs-th. Elderly o\.Dln in thei~ declining yean care ohYioualy below caverage 
in ente~, •o theu land 1.9 oft• juat' hold o*I the aark•~., "locked-in." 

iv. 9eq\lNu 

Kl•••-,nary i.qu .. u o:L c:eprecicited l.cmd eajoy t: ■■p"'riOD troa 
oapital go.ins tax/ y~ ~ey an ~lly deductible o.t oppi-cai•ecl value, ell4 

dael.- c:ozryJ.ng aaa~• an ..-nnble. lhu• 'the tGJCp<Jy•r C(SI 4eclucrt a YGl.ue 

.,_ch be bo• QOc:la\llGted tox tree• in CIMit1on ~ enjoying t'.he prestige 

anAt aat1slGCrt• of wppn-ting hi■ faworlff church, coll~, ttQCt aod.ety, 

or teuntlotion. Thi• acids "t~, th• aoti"8 to bold land for appPClotiGn. 

The e<:a• i.e tru• tor the ta.:titiw• hook CGpi'tal gGin created by ba."flag 

vrltte otf land (w h<wiag deprecl<1~ed buildinga ~ ta11t). 

~-- ... •··-. 



Another aapect 1• the gift with life ••ta.te. Under thi• arrangeaent', 

the tawpayer deduct• th• apprai•ed vo.lue at time of bequ.at, but enjoyw 

use ot the hoae and grounda for lif• (no tax on the iaput•d i.ncoae, •ith•r 

o~ cow:••)• D\aing thi• period he c:cmnot ••11 and th• land ia frOE.n. 

v. C~ital gaina ot exarpt own•n 

Church- and oth• tax-ex.apt owner• are noracilly not allowed 

exeaption on buaineaa-type, p'l'ofit-ac&king ..xtiviti-. The exception 1• 

~ on lQnd ■alu. fl)e central city church th<1't go•• auburban tak•• it• 

full aelling price .~orig with it. flw■ initia:t-td,. i't is altogether likely 

to aelect a larg• •it• with caple ground• and parking spGce, with on• tty• 

to :future to.x-i-r .. gaina. 
C•:ine'taJ.)' r111eoci,:itico• ure .-peciculy large land ~culatora to btmefi 't 

f'rca t:hi• proviaion. C..•teri•• in Kilwauk•• COWlfy pre-41111p1' aore l~ 

t:han o.ll industry -- not a n~ligibl• it ... 

'nl .. • apeow.atOT• uaually couple tJMir inaca• tax axe111ption with •XMap­

tion frna l~l propKty t~x. In addition, intereat: cm thei~ bond■ ia 

ex~1: frcm in~o tcuc, ~ advantago to them a.ai they borrow at very low 

intereet ratd. 

c:. Deferra.l of tax on recilized appr•ciation 

'11l8 aost tran■cS1dent o1 tcx loopholes is the lea9t well undentood. 

Toot !a because it entcdl• no •~ci:fic ugiaai.ck'' tt1(.1t ■iSJht ••rve as •:1 

handle to idctify and popularia:• 11:, •uch as d-.plet:l.on callowanco, copi-c:al 

ga.iNJ ratd, a.ocelerated write-of:£, or t~ivenesa ~t death. Aleo, a. 

rig<>rOWI d..airiatTation tho.t th• loophole 'really i• a Loophole involw• 1:he 

ua• ot sea. aci1:beacltics. However, the b:uric. rea11oning 1111y be re~ly 

grasped. 
Kon.oy in the bank douhl.. every 10 )'9<U'8 at 7'%. ocapound intere•t. It 

tol.lOW"B that preHnt doll.a.rs are worth aore than future dol.14r■, and a 

gr•at' deal aor• 'tbQn r•ete future dollan. For exoapl•, at 7" on• doll.clr 

~ay i• worth $3Z in SO yeara (25 • 32), •o ane dollar due in 50 yea.n 1• 

worth J; now. Therefore t<lXCI• deferred al:'e ta.xaa denied. Luly 'tax -par­

aent to re~c• lateic tQX payment by Gn equiu aJIIOW\1: u an invuta.nt that 

yielda no interest. 



Suppoa• e1 pi•c• o.f UDWI~ trJ.ngi. land 1• ripentng towud urbaQhtotion, 

~ ~orget &:ate for ecu.• at qrJ:lan prieea being oertcdn •· •ay .20 ye~ 
hmlcs•., In ci NasOllGbly fne a<1rket it would q,p~•<:lat• lik• o baJc _,epoait, 

est aaapowad in\°ereat. C~ida1r MlClt ~ int'ere•t .. ""•' i~ INQQ8 

th£i't th• appreciCltion QoarlMd in each ye4r goe• wlgh1: ~ to wodt '" the 
inve■tor, •arnin9 incca• tor hia ln all future yae&r•• A~ cappnclcl'°10Q 
is ••.-.ton iricoae oonanuc~ively r•c:•i ved at th.9 'tiae ot QPPZ-•d.a,f.cm, 

~ like 1nt•r•t pciid by" bank and credited 'tO on.•• o~'t. ~• ~he 
t~• QPps-aci4tJ.on i• inoou ln th• y•car o.ac:rued, no1' ~ lateJ" J9CIJ ~ 

,.reqlkQtton° by •~•• 

.._, ~idel' ~ aontl'aat in tiae ot TQX ital>ility NtWMn bank apo,1,t'■ 

and ~reclating l<:U\d, Int•~'t u t~• ~ r-'"' cw ti ~• ~ 70\P." 
occoun,. Apprecitit'Lon $.• ~t taad tJRttl ttr•Qli~ecf• by •Gl•• With ~­

pa•lng y.«ir, the lculd~•r detera taxes, not jut ca tb. 'l'alu• ac:=uing 

wnently, but olao c,n th• YCU\l• aces'\Md la all prior yeClrs. 
• ~ 16th Aatndaent authoric .. tcacation of "inc••• froa whQteyer .ou,n 

derived." The reali.zotiGD doc::trine 1• not part of the All.sdaent. It. r••t• 

OP the 9haky CQ8e ot Euner v. K:lomlbar (1920)~ u a rMUlt Oil thie 
decuion c:and it• iapleaentQtion, appreoloting land affords a •overeign 'tc:uc 

lOCJP'lole. lhe lan&Mler cCll■'t~i.vel.y ~•ceive• inoaae at ~ tiae it go• 

to work ~ing more inoo11• tor Ma. But h• i• not ta.td until aw:h lat'•~• 
He hos contrived to ncetv• inaoae and plow it bcaok w.U:hout b.ing t~. 

He oan '"" turn 'tbi• aacrued i~• into c-un ~ mortgaging appncd.o~ 
land, wiffiOUt t~ U.Clhility -· Qnd deduct tM 1"t•n•t ~t• to !'.aoot. 

App"9Gia'ting lund is like o co:poroticn t)lclt d9o• not clian,iblte profit•, 
~o avoid taxo:tion ot dJ.viderldll, but flOWI th4II back iQto ~tol CSld ~eta 

the •Jlareholden real.is• th• in<X>llo crt th•ir tax oonveniena. tn t'he Iona ti#,;. 

appreci~~- •tock 1/IUU•• at copi'tcu gaiu l'Qt... 1'h1• lociphol• fo~ CIOlpOI'• 

at'ians hQ8 b4ten ncogniaed and eaaewhat ccmpeuQt.a by t!w double 'tQJIQtl.on 

in>M~ent in the cozporcl'te inoaae 'tax. ln the cQae ot appr~ating lCIDd, 

however, th•i-• ta no wah ccapenaating device. There are r,:i~er a nuabe¥ 

~ lort~f'ytng ~oopbolH, di.au••~ -1.a.wheN. 

l U3 u.s. lit, 40 I. ~. 189. 
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W4inc, laD4 fft appreoicatun. 1:ba.-etere, l• -· ,__. ... ~ ·Tbe 

edlr'UOTC1inaril7 tawrobl• 'tax txeat■ent __. ... apenlaton • ~ -.4 • 
W.. laad, «14 ntcu-da their rolecaa1ncf it to 4tlnl~• -4 IMailAlnll, .... , 

in -. u tlllly ~• a1: ordinary .-au. ~ pndlaaell. 

1ba ... in Oil lcmdhol4en to ddn- 'tow• .-u le often ool~y 
deiecri.be4 ca the ••lockecl-id' etlefrt. To ehow tM1 foroe ol the lOGH4-iD 

elfeo1 and it•~ u dd• •al.•, I aaft ..-.a eut G fomulca &w 
1111J4l't!Dg th• 1am111peaa1o.tor'• rate ot nturn dter taw for cU.ff_..t 
bolling perloda, and lrrea lt ccmatXUG'ted Tu.bl• 1 abowing bow after•,aa 

rcrtN of retum JDCl'MN lll'th holding pe1rioua 

flie fomule11a bcll9e4 • auppotting UPUecl tri.ng1 led'• ••llilllif prf.oe 

ri.N• ,._.1y G't cm •1W11d aarke't rate of irrt•r•t, !• A· kX saa, .!, La 

appll-4 to .. u.G- o6 •alee price in oar ~- (l+L)•. OVH crost ot 

$1 a-t t!M aero. ,,_ 1.,..._.r• • rQN of ntun after tcus lat i.• 



~ 

~ ,. 

(l) 

~J +-ol& J?r/.;'),y 

;t,tvt ~ +--0Yv-/\ 

U•ing any· 

.. rap\e■ ot how :,. rL••• with ,!, the yelU ot ■Gle. Tabl• 1' ie euch aa 

• 
1 

5 

10 
15 

io 
25 
50 

100 
a) 

· Table l 

Att•r•twc rate~ return (r) to land apeculo.tor tor ditferent 
holding penods 1'itMn the r...it• ol Cl)pndati.011 betH• tcax (1) 1■ 
ODDatcant e1t •• tCIX rote (t) i■ '°"' aad aequi•itian oo•t ol $1,. 

le deductible in yecar of •cal• (x). 

._ed on the equaticn • 

(l+T)x • (l+i)x (l•t) +t • l.08x • l/2 + l/2 

i,oe• (1~)· I 

1.080 l.~ .04'0 

1. 4'69 1.a. .043 

2.15t 1.58 .047 

l.172 2.09 .O!ll 

4.661 l.83 .053 

6.14 l.91 .056 

4'.9oa U.95. .065 

U99.7tl 1100.~ .072 

.OS.:) 

'111• •peoul.,no'I' \.Ibo ••llc in ane yeo.r be,a,r51 tt~• f\lll .tf•otive 'CCIX 

rci'te••hi• raYe Ott, r•t\&rn is r.o.l.v.td, caa t~ ~nc:ll tcuc rat• ot 5°" 

co~teaplot... 'Xh• apecwu.tor l.lho •ell• in JO ye<ar■ ~ 1 ... than 3/4 

O'I 'the nc-h:.«'1 to.x rate. 'ftl• old Httler who wed ted 50 )f'eGR b.o.re 

1 ... than halt. 

11 



" -

remnranvf,ng the ton ot Sqv.otion (1) 

(lA) (l+r)• (1-t(l+r)·•a • (l+i)• (l•t) 

(l+r)• • (l+t)• l-~ 
1-t(l+r)-• 

Aa !: g1ra... ,my l~rg•, (l+r)'"x ~ v 1 ■o tba tract.lea ora tn. ript 

■ide ~ 1, and•-) 1. 
req\!est •. 

A rigoW"OU• proof i• avuilable on/ It i• tor the aatheacrtic:iatW. 

It i• ea.y to pro,,. ri9o~•ly, however, thot a tax haa no lock•d•in 

dlNt--1• intert11111po~cilly neutral 4 •it i~w b:lee ia ~ yearly incr-ent 

by duerr1ng •\U•; 'therefor• it hc:u no utect on· tiae ot ■ale. 

Atl■\ISing a.a betora that wlue ~owe at compound int•r•t• the vulua 

• ( •-1 at tM end ot any year~ 1• (11-i) I th• GCcrua.l of vulwt i• i• l+i) J 

and th• tcuc u ~-i• (l+l)•- 1 . !, die alter tax r~t• ol Tetum, ie now 

tilclt cli•oount rote which aak•• tbe pr•••nt w.lue ot ••lling price leN 

tall ooata equo.l the coat of $1. 

(2) 

r - 1 • •1:t 

r • i(l-t) 

12 
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tkld•r thia tax, .! i■ rem.i.c.-d below! hy the t"ull 'tcu: rc;ite (t) UtpQt'tially 

for all hold!.lg r,a:;:iedll' ( 1..)-. ·Then-• tr.· 1-:.::-hia..1-- no lockad-:tr) eftecrt, no 

partinl tQX ai~ti.os}, n0 Ni.c-;:n~,:c.r;;i-l'ft.::-.;·•1. ·:.c lc:and apeculaticm. 

The d.i.f"f~rence b.eh.;e,,t:;:i tt .. J..~- -►~; c:.; .,,.cru..,d incoae, wl-~!r,;h !sinter• 

te■porally neutr<tl, and tnc Oc4Sh•ixu;:ie-. t<u, policy n()\,I 9'il_;;loy~d, giv .. on 

idea oL ho,., the Eisner v. lfocc.-.bm t~ie bimies invost:ors to buy and hold 

~preciating lend. 

It io of eome policy inter~•t to note that the lo~al proi,•rty t~ 

~us.:::.d ·~•- '-~~~t~ v,:1lue to1Cdc to Oi)eX-Qt"~ Ltke thi• neutl:<U t4X. BecauN 

each ~ak•• a .fixed poreantag• o£ the capital vulue •a.ch year. 

At the ••• tiae thQt inve•tora ••• 1:0 defer tcuc liabilitie• 1h•y 

•.-k to advance deduction.. The land epeculator receive• favorable treQt• 

aent in thi¥ pGrticulGr al•o. For he d•ducta hi• holding cost• aa he 

apends ~• aoney - - i.. «. , h• u •xpenses 11 loca.l land taxe•, and interNt cxi 

l,orrcK,ed aoney. even though the inereaent of laDd value -which they finance 

will not h. tcu:.o.hlt1 for aany yeara to coae, if ever. H• aay ol.•o ■ucaeed 

ln writing oi'L pa.rt of th• initical coat ot lo.nd, if h• buya land und•r an 

old orchard or building and alloca1:• too little of thi■ co■t to the lond. 

He aoy writ• this of.f through depraciation. In the Q,l,terna.tive, Jae llight 

d .. oli•h the building aidway in his holding period and c:laJ.a a lo••• It 

i• not hard to i.algine how c:a ingenious tcupay•r aciy beoc:ae a DCIQ•tCDpayer 

by ccmbining these devic... .By reducing hi• reQ]. coat bll.ii• and deferring 

his tax h• ll<J.Y end~ with <l rate of -:return o.t'ter tax•• higher than the 

rate before t~. 
., 

d. Cq,pi.ta.1. Sf<.dr:.i:· ::-v-'te r..1·; i.n~.f! t ordi.nory ~,-fl!P@'t on loaoe•, a...~d C<tt"ryiD{i 

c.~1:'ai. 

Theo $!CU.El O,~ 10,,tl,C. ~or ci gc.in, {_;f t:hf: f'~t:f.llor helJI (\Voided *1dooler 1 clo.a•­

itication, quuli.:fi•" to;.: oapital go.in• ro.td. 'Thi• of c::oux■e encourage• 

tcuc avoider• in high brackets to buy and hoUl appreciciting- land. Th• 

\Wcertcdnty o..bout how to avoid "dealer" cloa■if iCQ1:ion cauaea all land• 

c,wner■ to t1void rapid •al.ea, development, large •al••, c:anaineat ••lllng, 

etc:. The r .. ult is aor• land tied up. One aws1: bo either a pa.a■ive 

inVtUator, or ucie t:he land il'l q ~ine•@ othe~ than real .. i-01:e, a bu■in .. • 

•v.cll Qe a golf ..:-..ou~\!:I;, fo.na, m.u:,ieryt dri"1l~1n, p0rking lot, junk yQrd, or 

wha~ have you. Orn!- ie c.:noour~d to hold land in the•e lower u•• GDd de.fer 

allocating it t:o ita hi~M•~ U3e. 
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Lo••• on land •al•• are dtld\lc'tible In. ordinary taxQbl• inOOM•, •o ' 

long aa en• obsftY .. the el...ntory px-ecaution ot realiaing loa•" in yeara 

of no re<1li1:ed ga.ina. It th• !~•~ lc.,(:j(.jl t~able inaoae, be ccm often 

••rve with a. winner before realiai.ng loaa.e ... Both winner and lo••r ar• 

looked in while courting •~ch otlwr. 

The coat• of holding land -- J.ntere•t and local land tea•• -- enjoy 

oTdina.ry ott■•t. So doe• covert dept-eeia.d.on o! lond coat, where that ia 

ac0011pliahed. Alter-tax r.citu of return aay be aueh higher than befor•­

tCIJC rat•• ot retum. 

•• C.:fettal of tcu; heycnd dclte ot aole. 

i. :i~• of reaidence 

It it ie a •1reeidenee" on. ■ells, the ta.x is def.-red ■o 1411g a 

one bu)P8 another residence within a. year. Unde:- large lot xoning, five 

or ten acrea ot s,round• \IJOUld prombly qunlify Cl■ pG~t of the "r••id•nce," 

although local cxbliniatrative prc.at:ice vari ... 

ii. De£ettal of td.X by bclrter 

If ~M ~~O\md1: qualify Q9 G 11~<1.nl" one ¢~ bort•r i't. tax Ire•, 

tot' a. latsrer HlJJc• pn,per-tyt• further out ot t~. Th• new owner ~ u 

higher bc.ai• ... th• apprai••d \ral.U. llt tbe cf blrter •- and CCICl anahdivi&t• 

and Nll of* wi 'th.out ~ax on the pn-bbrter incr ... nt. Or he can hoid ftn 

further oppreciotton, th• tax on Wlich he too can det•r in th•••• illclaller. 

S•ction 1031 of the Int•rnoll li•venu• COde provideaa "Mo gGitt ot 1ott• abctJ.l 

be recognhK ti prelp•t'ty held tor pr~etiv. Wte in trci.d• ~ biuai&aaa oc­
tor inveataeo~ (not including ,a•ek, ate.) i.s n<'...banged •~lely ioic prop•rty 

of o like kiftd t~ b9 held •ii:h~% fo~ ps:-oducti,,e u•e in -t1rodc Cti" ~1d.tv••• 

or tc.- tcv•atatant. 11 'l'hwre u o, good. deal e;f •• tailed.~' of tt®•o.c,d,CIWI 

to li.t the l•ttfili:- cl. 1031+ M i1w,.1.-tor "'1h«u,• intent 1• td buy a. 111ub\lr~ 

f<llll fer ca.h will ~!~et buy a turol. fQm., ocitie£1lctory -t'1, the p,:-o.a~ctiv• 

•elln-; alid th«-11 m7:ter fanu~ vi.th bus.. Orr his ilight blty ot-htit: !IUbu.l'hdn 

land for bcw~•~~ 

The other l.on.<l ~ HH.r~ )d.nd' 1 aig.,'l~ Q},a,r.¥ ~ a aol,f 410lt.U~.i ~. 

dri~-in, o.iq,t>r'l~ r.1u:·t1tC11'itf, e~c. 

A iae~n of. ~~•ne .:ilu.b• hQ# d~l.~~ ~@ ca~lfall\9fi -=rucb }.?,{Jl~i-;«id~...g. 

~Cf c r•~ cr:w~-u.ita ls ~• i!:o ~~"tJ:.o,.,, l<~::..,:1 ~~-e--J-J.~ii:~t·il ~~ (!~:-,:i~· in~ 

t~tion ~ ~itcJ. ~,,., 

1031. i• ~~ r;F,J; ~~in~ tffil.. :t1: i'A?~J.o:t'!t~,1.: ~'°l lN."<Ofi•in wv;-a~t~n by 

l.•tt~ t'~ 1r-.l.&c:•l<ilil ~:tj.~ 11~! t<J> ~~>.-t~ ·"lt·d~;t't ta:.: !J..Z-,clty ® tm 
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tTanaaction. On th• ether }Mind, 11: aak•• land epeculatinsi aor• at'~rcicU.w 

an& bringia in aor• ep.c:ulc-ti .- acney, inflating tha general lewl ot lmd 

p.-ic... 1be ••ller, 'ttJCs 1.9 ■till locked into hia "like prq,erty,t• wiich 

MQY be a rural f'cua -- a big factor inflating £ara lQDd pric.a• .... but: DlClY 

al•o h. ano-tMr c~~.bar). f cmat.. 

iii. t>rderi-al b-y i1~~all .. nt •ale 

'111• attlu.nt g,ellelt' who i• Jn no hurry for caah, o-ir whoas• ctn,ng 

c:rodi t l•t• hia aoneti2e hi• illiquid Qll••t• by bcmking tbtl•, ■ay d-.t'11r 

~ax en lond •al• by thll in.--ta.ll.JM1nt devic•. ff• au•t be 1:he aortgcigee. Htt 

auat not take Q do.m paya~t oi aon than 30% af th• ••lU.ng price. 

An :u.portan't !iu::i!d~!ilto.1 lMno.ii t of th~ ••t~ of •al• i11 thcit ci large 

•har• o£ the int•r•t on the duerred payment• aay be treated oa p<ttt ot 

the contrac:t pric• and receiv• capital ga.in• rotea. Only a.~ rate awat 

be treated wi intenat, at •iael• intenat rQt... Mortge&ge tnt•rOJ!lt r~t•• 

today are about dGUbl• that, Clt cocapound intereat, •o contra..et pnc~:, c.ue 

inflG~ed to reflect ·m• buyata benefit ~rca borrCMiiling at~ ~s.-pl• !n~«~•t 

frOII. the aell•r1 OM th• ••ller toke• him intere•t above~ o.'t gopit<tl gc:s.irus 

rat ... 

~ laag•r th• itD-fiol.13mt period, tha gr•G1t<1ll" 'the dU.f@Ji'«t.ee 1:4~~ 

au.pl• and cc:apound irrterM't. So ••lleni who cat1. wait Q v•s:y l.oo~ tu. 

lor ca.ab CQQ. ~•t capital goJ.n• trea't'Mas.1,'t m. cul compmnd in1:or~t ,;ili,Q"N) 

2% or 3", dep•uH.r.g on 'th• tiiaa .involv..&. I ho.Wt n01: ,,,ode~ ~~ &rtc;..U$< 

on this, but the pOt!•ihtAi~io• cf d•f~~~•d p<JY!li~At <.f .trJ.l~~~d ~~a~t 

pric:e# a,re •vid@nt. F~ a.~f.fta oov~ ~U.ll'l~ o. iOOO d~cµ ~ tJ,,Q!, 

a,w,ject. 

instead ot conveying t'~-~:i.~ t,..i.ui 1:oiz:in~ c. iivift.9~;. x:«<'t~v.J¥ ~itJu~ Ulltil pey­

actw o.r• coapleted. Xf payw,M1nt• c:oa.• ~ ~lowly t?u.,a ita u.c1: ~ dif~•~"~ 

froa rental, but with the tcw b.l.etit o{ capi'tGl. gcu.n• t,:-el.l~t foa: ol.l 

po.y,aan1:• on principcil ropn••ting 1:mw.blf" ~ain~ tQ th4\ •al.l.;;.,.-, ~ all 

inter .. ~ payN.-nta Gbovo « 11Ji.11pla. Thuii a oood c:h~QJ. ot orcitn.!).ry i'en.~ 

in«:QM• ~.ccai. wa c::a.pi ~o.l fii~ rot•. 

iv. Sbiple prox-o.ting 0§. :.lnotoll..aen't F(l}'11Bn'ta betwe•n int~s:oait o.nd 

princ:ipol. 

Whenever o. debt ie pcrl.d off in l•v•l !n•'tulla•nt•, 1:l1• . -true pro­

portion which i• in~er••t !111 a aa¥iwua in 'the f ir11t yva,n·, 11@al th• unpaid 



1.b n~~.::~r11c,~y mi:2~...inr; £~~d ~ii?L'.lca ~~ f!.n.d t-l~G ~nto proportim c-:rQ the 

c::---:.:"'.·::-::. r: '~" r·.~.-:.:· <, .: : •• >: :·: ... : c~~:: • .:.c' ~···=<~· ::, ,.':.,·,.,,,•. f.i'½JillG z;-t:c~ti.<:.g- ci 

a <fo!oncl o.£ 't'Q.'lt H.ab:U.ity relative to a.."l O.CCl~ci~• occcuotb!j .... cnotrusr 

bc:xifi t !t:<::1 in~tcllc~t ealet!. 

v. Cc::lt-ract prico conti.-,.gQnt c:m b<-~r• e pr<?;.t! t'st ttpi-of.it' pa...rtid.patian" 

If ~ho cr;,ntrcc-t price ie con'tingeot cm 1:ho wyer• e prcfi-ts from 

thi'J land, the eQlJ.t::.~ netro r.,,ot prorate earl:-" p~,"tt~t• bttwocm int-erast and 

rocrovory. He n:-cato all p~t• CVJ non-t~l• recovery of principG.l 

U:.'til be baa rocove:-od hio full baei•; and only thflft doe• h• begin to pay 
tm:cis en h.is cc;.mb ~eceipt•. 

vi. Condm:.nat:icn 

If lc.nd io cOc:ldc~ed, GD for Mghwayo er Uireanl"cmewal, 'tho tc:.x 

on gaina iB defcn-~d it ~a unwilling Hiler Tein'Neta in 111c:a property 

vi 'thin a year. . _ .. , ..... 

~. De£•rral of in«ae .frcaa land use, were there. i•: it1;~rtempcmd ·_ depen ... 

·-;.-· _:--,'.;·~-' ~ 

i/ • 8acri.ficing •c:-ly r.nt• ~or high.r lai:er renta.:: ••J:apltcit- eapon• 
oing" of .foregone inccmo 

Th•:-e i• of'tcn en _in:teneapcn:cl depend.nett of land Nnff. Sacri• • 

tici.ng early rent:u to £'!3t: hi~r la~or cmoa is a. fora of iDvutm.nt'~ cad 

bc..aically quite legi~u:a.to. P..cwever, the 1nccme tcuc bioau l~ro 

toward en eJCCG:all = ~hi# hind of inveatmrnt, h:'o™• the forC)<JalaG c-caly 

1;eut ta plowed baclc \d.thout' ever l--.av-4...ng bx.en rncc.ived and 'tcu:ad. 

T'.no c£tcc<: is t."lo c:c::::;.c cc thc-..lgh the early fcn:-cgone ~Gt wero :-c~iVQd 

in c;o:.h cmd then rcin~m'tod, and granted ~he valwtble 'tcuc pri.Yile;• ct 

oo!ng ~:.,;pc:uitld. Tl'..io !.lil 11iiyH.cit opensing. 11 BJ.pen•~ _ol capitial 1n¥Ht­

aenta i• tantamo-.:nt t-o l~ •~t:ica frm '1ncc:tt11a -t~·;~ ,. 

h •ncsple of ~ i.J;pllcit ,utpcnsing cam•• l<md-to ~ una.wilable to 

~ldcn i• t.~ t'ollo,,.ring. A!:: a dil)tric:-t or noighborhood fill.a in, 'tM 

sc.rly build•= oata.blt.ch o. pattern~ uso. • Tho aore of the Lz-Hi i.s 
. . . 

tbvalJ:lpsd, the c.o~ corta.in hoccme the cpe-cif lea 0£ •• the hi.~,;;00.~ u110 • -~-- the 

:;-tt.z:r't1n-~ng 'U.ai!~v.;;lC?E$d l ..... 'ld. Thua co;r~cl.nty ,ll\>ti:CWCCJ Cflr -e~t.t. 'l'$li3 mis 

- ' -----------
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alwaya- •uppli.d a certain ra~ionale for de.terral of lcmd deftlopaent, even 

_betor• in0011• teu& rat .. ware ■igni1'icant. But now the early ~ongon• 

rent -- the in¥Utaent in gre<1ter certainty -• i■ •ap•■abl.•1 iapli.citly, 

that 1■• 'ftu ■ ancom-o.g•• individual■ to withhold lcmd to caduew greotn 

cn-tainty. Since th• individual• gain ot cet"tainty i• aebieftd by iapo■ing 

uncertainty on other lanclcMler&, there i• no net ■octal g<l1n to jwtttfy ca 

■ub■idy to thi■ kind of withholding. 

Another fQlliliu ••capl• i• the etfort of large dewloper• to ottrQC't 

the highest poa■ible atrcit\a ot the aarket, at th• 4Uipen■• of. ■<"ae wGid.ng. 

early a4lea to wealthy buyer• ore thought to tan• up a 9Ul:xiiviaico and 

enhcmce later ■cu .. price■, 1£ not voluae. 'ffiu• a bia11 toward high pric~ 

and ■low •al•• r .. ult■• fli• !ncCllle tax exaggerat .. lt. Th• lo• of pot~ 

tlal incc:ae frca ill• land i• "bplic:itly •xp•n11ed." I•itllcit ..... ing 

1• involved not .. rely in the yaar-to-year aanci~t b.&t in tM·origibcal 

deci•ion to cater 'tO higher taat .. than the broade■t and aoet truatro.t.t 

■trat'\ia of the 11arket can now afford. 

A third exa11pl• ia 'th• C.:il.Uomia KOlling device whereby 1arg• land­

owtlers can haw t'beir developMnt den•ity mea11ured • a 1m0le~ They can 

s-w.•• denaity in part• of their land it they keep the avergge down to the 

required level. 'their reaponae, o■ deaeribed by Eichler and Koplan, l• 

to beO 1n at danei d.ea below 'the eve rage, building up coning II cwedi tr• to 

apply later to apcutaaents after the integl:'ated developldnt bt:l■ beccae 

•tahliahed. ffi• unreaped rents of the unuaed land, .. antille, are hipli­

ci'tly expefWed. 

A t'ourth exca;ple, ~ eome generality, i■ where a lQrge O\Ger avoidt:; 

eubdividing, at o ti.a• \iihen tho.t would be optiJaol, in order to pre■erw a 
lar~• ttact intact for future integrated development. 

iie riiplicit ~xpen•lng ~f •arly oper~ting loG•.a to eetabl.i■h po■i­

tion. 

It ia poaaible in ••veral way• to appropr~cite control over 

territory by eatabliahing an early position. An ext:aple ie the effort of 

retw.ler• to e■tabli■h cm early po■ition in growing suburbcm territory. 

Here the bi0t1 i• to\.JQl'd premature developaent -- but not of housing, aa a 

rule. Hoa dOctfS thia work? 

Knut Wicksell, o.stute Swedilili eoonomis1: who anticipated aany of the 

ideaa thut have •tirrad the world •ince hi• tiae, once obeerveds 11beccw.ae 
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of the local character o:f th• tira and it• 11e1r>cet, ••• the large enter• 

pri•• hCUJ an o.ctual monopoly •i•ply because it c011ea fir•t on the •c:an••· 

and thi• monopoly 1B<1Y be C1S good aa a monopoly which i• legaJ.ly ••tabli•hed. 11 

Competition by <1 ■econd fira "vould only lead to the ruin of bo'th ... 

(Lecture•, Vol. I, P• 131) 

Now observe rota.ilen ••tabliahing new pod.tion■ around every 

growing city. Where ther• i■ room for only one •tore, or ■hopping center, 

or only a tew gns •tations, to ba there tir•t i• to ••tabll■h c specie■ 

of tranchi■e over the trade cirea, cit lea.et for aever<tl yean. Th• early 

lo•••• <1re expen■ahle; the taxcible inccae i■ defen:ed, and aight even be 

ta.ken wi c0pi taJ. ~in by ■al• o'L lond. 

Today, it ia also cf vttlue to fft~lish a zoning po•ition. Th• •ore 

offenaive a land use i• to its residential neighbor•, who will ultiaately 

d~aincite zoning: the •ore iaportant for a fira 'to .. tahli■h <in early 

hi■tory o£ noise, tra:ffic, aigna, -oke and other nui■ancea. Likewi■e, if 

'tight .tutur• a::oning of soae acmpoly va.lue i• csiticipated, it 1• good to • 

o•tahlish onti'• future grandfatherhood. today. 

Thus~ areaa be■t •uited for re&idential use are •ubjeet to premature 

inV'Qllion by COGU11erce, a higher u••• "nle "fl0<tting value" that re111,1lt•, 

diffused over wide ~rec.5, in.tl~te• values above the reaidentio.l level,· 

without, however• raiaing thea anO\lgh to atop the coamercial deaand. Thi• 

drive• reaidQn~ial builder• tarth~r out, where high denaity reaidentie&l 

u•• ••tabli:1h•• a lloating vctlue over are~ be•t ■uited for low denaity -• 

and •o on ~nd on in a aucoe■■ion of centrifugal ■hock wave■. 

The cippropriat4''aoctrine 0£ water lo.w is a. grQnd vehicle £or expenaing 

lurid ocquisition. Upde:r the doctrine, control of wo.ter ia eatobliahed by 

prioF usei "fir■t in ti1H1 firat in ri~ht." 'l1l• country i• full o-£ 

wa.t•r 11ource& currently •ul:ao.rgina.l but poten't'ia.lly rent-yielding.. 'nle. 

only W<IY to ••cure the :future rent• i• to develop the WQter now, before a 

rivcu. The doctrine i• p«s~niciou• .nough without ta. coneiderations, but 

on top d eva-rything •l••• early operating lo■•e• are expens~e. They 

Gctuo.l.ly •~ould not oven be depreciable, fo~ they are th• price pQid to 

Gequlr• lQl\d. 

The notur<tl re■ource field over~iowa with parallel example•, wherever 

a i-w.e ~ capture <,ppli••• E:icpensing cd cxplo:ro.tion outlaya.and intangibl• 

drillinq co•t• Qre QJQong the largest o:i theao. 
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One of the greatut urbwl land ■pecula:tionu in histcn-y is the current 

race for ga.aoline ~tation •ite• by the largest oollect'ion of corporote 

~ealth in the world, th• intefllational aajor oil c011pClnies and the ■werQ]. 

lea■er on .. , loa.ded with untaxed cc.ash frca depletion allowances. Th• early 

lo■••• are expenacable; the tQX liability on inoome i• deterred, Qlld the 

land volue inor••nt i■ never taxed ■o long aa there is no ■ale. The 

accuaulated eoonoaic ?(l!Wel" behind the oil ccmapcmi•• i• iapo.■ibla for home 

buyer• and builder• and mo•t othur retailers to aatch. Not ■topping with 

■tCltion •i te■, ■oae ccapanioa have gone·~into land ■peculation o.■ Cl 111:1jor 

enterpri••• The 'ta.X ralationa ben.een their retail outlet■ and 'their other 

land would IIClke an intere■ting ■tudy. Meantillle, the hoae buyer and aaGll 

retailer know they aust ovorc:ome· the aost powerful coapetition in the que■t 

£or land. Th• 11 iaplic:it axpen■ing" of early foregone rent■ , and the 

explicit expen■ing of operating loaae■ of premature retail outlet■, c:idd to 

the p~r of the oca1>4tti tion. 

A euhtle fora ot •ll£>-ing i• that resulting from p1:1y-aa-yoo-go aunicipal 

t inancing o'L oopi t ol iaproveaen ta. 'nie pq,perty taxpayer e.Mpenae• hi• tc.1Xe•; 

the acney i• Wied for public capitcu uaproveaente of the 110t1t durable kind, 

who• payot~ i• in enhanced aervice flow to land. 

iii. El!plicit' expenaing of CQPit:al outlays by 11.taraer•" 
While t:he hometaite aeeker is preased frca above by the higher UH 

o£ COIDl•rc•, h• i• ground agcu.ns1; 1;he rnn:her millstone o~ "t'a.raing 1 " which 

Qleo .njoya extraordinary privilog ... "Fanaer•" may expeneo aany c~ital 

inv•■taent:a in aoil and wa:ter "conservation." 'lb• gm tleaan .fQnler and hi• 

horaey ta11ily, who thue aink 1110ney in faras, have becoae proverbial; the 

proverb i• now doc:nmented by c.1 recent u.s.D.A. ■tudy, bciaed on 1963 tQJC 

return•, ■bowing tba.t ao■t wealthy taxpayer■ who own fcu:.■ report f<lnling 

lo••••• Of 3. 2 aillion individual• who f' ile tax returns including furm 

income, 66,000 reported CClllbined fara and non-foxa income• over $25,000. 

Of thia top group two-thirda reported fam lo••••l Their alleged tax 

lo••$11 are only curr•nt. '!hey a.re expensed fr011l ordinClry incaae, usually 

urban, 1:0 be recouped later a.t 00.pital gcii.n■ rates by ■al• of Q grootly 

improved fana. Improv•d for what? !tot fo~ sale to lower incoa• hOlile buyer• 

a• a rule. Soil and water conaervation a.re likely to bold ~ho land in agri­

cul ~ure until 1:he tcuc-aotivated Iara improv-ent• have been Wied tor taming, 
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The coat ot e■to.blillhin9 orc:h~da al&O ie expenaabl.e, and tho unre<1l­

ued rent~ the land u■ed tor an cn'chard•• early nuraery y•cir• en:J9y■ 

implicit ~Jq>enaing. '1be competitive atrength of horticulture againat 

hou11ing is thua •nhesle4ld. 
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The coabined r•■ult ot factor• a. through t. i• that the incoae 

iaputcihle to land ia largely exeapt froa inco• tcuc••• Thia help• explain 

why londowneT■ in high brackets hold out for higher price• than can be ••t 

by low-inccae worker• whoa• we&ge• are fully taxable. 1 It help• •-,;,lain 

the paradox of high and l'i•ing land price■ in the fcic• of a va■t aurplu• 

m vacant and underutilized land, and tM twin paradox that ialanda of 

hypertnten•ive, high•denaity land uae, cippropricit• to high land value•, 

ari■e in ocean• of eapty spa~ with which they have little coapl-entary 

linkage. It help■ explain why t>w land aarket i• not nearly a• re•ponaive 

to con■ua•r d-and•_ cu a aarket ha.a to be to be functional in a. coeplex 

aodern econocy. 

2. Th• Property Tcx 

Fail uro ot the incaa• ta.x to hit property incoa• Cl■ ■everely a■ WQSJ• 

and ■a.lary income augge•t• that loca.l governaenta aay r•aaonably Tega.rd 

property a.a a tQX aouroe unpreapted by ciny other level of gove~ent. 

One route to plugging loophole• in Federal taxation i• through coapenaatory 

local tOJCotion. And thi• localitie• h-ive cl•arly been doingr Property 

to.x levie• in 1968 ro•• to $29 billion• -- quite a perforacmce for o tax 

thought to be ■enoecent 20 years ago. Ri■ing local debt, and the a.baence 

of large di•poa<lble ■urplu.■e• frma other government•, aa•ur• th• contin• 

uanc• ot high levela of property t<1Xa.tion. 

Tho effect of property to.xation on incentive• becoa•• no~ a central 

i■■ue. 2 Tcuc•• on buildings are often believed to retcird renewal, penalize 

highe■t and be•t uae■ , a.ax• JICU'ginQl improwaenta aul:aarginal, g,nd drive 

1nduatry away. Taxe• on land have been accu■ed of forcing pr-ature 

~ore than fully ta.xable when you con ■ider that tho baa• ie th• gro• 
wage before withholding W<1ge twee■. 

2The ol'-:eged regre■aivity of property taxation 1• beyond the •cop• of 
this diacuaaioti. I note in pas■ing that the ownerahip of property i• 
xcmcentroted in the upper-incoae groq> • and contribute• a lccrg• •h<n·• of 
thot incoae, eapecially the part that eacap•• inccae toxatim. 
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development, stinting on op~ apace, congesting liaited public facilities, 

and dictating to landoWlera. 

I take the position thot the incentive effect• of t<lXing property llClY 

ho aade neutrw. Qlld even better-then-neutral by defining the base as eite 

value, exeapt ing bu ildinga. 

ta.xing buildings ia thiaa 

In a nut■hell, the incentive argument agaJ.nat 

when the ta.x on a pQrcel depend• on the uae to 

which it i• put, the tux bi~•• the owner against the hecivier taxed u■e. 

The incentive argument for taxing ■ite value■ i■ this1 'When the twc an a 

pQrcel i• independent of th• use, it appli•• leverage ••incenting"l the 

Ola'ler to use it beat, What follows develops the•• bc1aic caaerticna. 



a,. Tcixation and the Functions of Hent 

MQily, if not ,:11 l economists now agree thut 'the fisc may tax uway rent 

without impairing any economic function. It is only necessary that the t~x 

be independent of landowner behavior: that the base be the potential of 

l~nd rather than the kinetic; the aptitude rather than the achievement; the 

faculty r-:ither th.:m the use; the opportunity rather th,:m the residual. 

\,hat is less widely understood is that not toxing rent obstructs its 

proper functioning. Unt~xed lando\.lners through the centuries have mani­

fested a propensity for passive withdrawal that is simply too widespread to 

overlook and too well proven to redocument. 

Some who have c.dvoco1'ed ( or opposed) 11 taxing land into use ,i• while 

correct in their pr~diction of results, have basic~lly misconstrued the 

nature of the policy: they see the t~x as being piled on top of market 

rent, and :.imending the mc.rket. T'nis is to be innocent of the b,:isic process 

of lono tax copit~lizu~ion, briefly summ.:irized by Jensen [61] in 1931 (and 

curiously missing fron the liter.:1ture since). The costs of carrying or 

holding land E:ach ye~r .:ire intE;reat and property t.:ixes, each being a per­

centage (respectively i and!) of selling price(?). If tCllC rate(!) rises, 

£'. falls, reducing the interest burden (P x i) by the same ~ount that t:ixes 

rise. 
l 

(a): 

T,.1xcs .:ind inter€;St between them .:ilways just exhaust the total rent 

The public shYre of rent is.....!_; the private sh~re is i 
t+i t+i 

l Algebraically, p = a 
i+t 

Carrying coet 

For derivation and elaboration s~e liason Gaffney [29]. 



Those who do underst..md tax capitalization sometimes note that land 

taxes are not necessary to m.::ike l~ndowners economize, but simply substitute 

a tax cost for an interest cost. They are right in a limited way. But the 

naive fellow who thinks tuxes force land into use is right, too. The oper­

ation of the to.xis simply more subtle th.mat first glance. I will enum­

erate five ways that land tuxation helps rent perform its functions: by 

by-passing price discrimination in credit; by reducing land appreciation; 

by obviating other taxes which bias lond use choices; by replacing log­

rolling as a paramount guide to public spending; and by overcoming land 

market imperfections. 

!. Price DiscriminQtion in Credit 

The poor pay more for c~edit. They get less, and for shorter 

periods. The b-:lsis of allocating credit is not primarily dem.md, or pro­

ductivity, but collateral security. It is the credit rating of the borrower 

that covers the lender 1 s risk, regardless of the purpose of a lo~n. 

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 ~ks lend money because, in the popular phrase, they don 1 t 

need it; who are big enough to diversify to cover risks, and to pay regular 

int~reat while awaiting late-blooming returns. 

Many a:ffluent lundowners 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 are extremely insular, 

with high transfer costs. Many corporations plow b~ck earnings to defer 

taxes, aggrandize ~anage~ent, inflate (rail and utility) rate bases, etc. 

Many heirs, heiresses, and retired farmers ore not sharply aware of or 
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responaive to ••r• iaputecl cost■ thcit cause no cash drQin; and the cibllence 

of cash drain over ■ever~ years o.lao proteete th•• troa a 11wealth effect," 

a loaa of net wealth tho.t otherwise finolly would force their attention 

to any drClin. So the force of imputed intereat <111 a holding coat ia \oleakly 

felt by affluent landowner■, a• compared to an explicit cash payment of 

rent or taxes. 

The price one po.ys for land, a.a a yeo.rly coat, i• proportioncil to CID 

interest rate. 'nle relevant rate i• one•• borro\oling rate --- or, for 

equity investaent, one's opportunity rate. And ao rich and poor pay differ­

ent prices for holding the acme land. Thia is price dieeriminat'ion, but in 

reverse. lbe usual discri•in~tion~ with lower price■ to v.aker buyers, can 

be socially useful by broadening aarkets for decre~ing-eost operations. 

This reverse discrimination in credit, on the other bond, redouble• the 

ineffectiveness of the demand of the poor for land. 

There is no factor that acts with as much force as l~d cost, therefor•~ 

to screen out the bottom of the aa.rket for housing, ■moll buainess, ~d 

other land-using Qctivities. Look at it as adding to yearly interest cost, 

as above; or look at it as infl'1ting the buyer's capital requirement: 

either way, it hits thft poor with differential. severity. 

It i• natural the poor should demand aoaewh~t le•a land, in proportion 

to their leaaer income•, and even in lesser proportion than that because 

land as a conaumer good, after a bare minimum, is o. "Superior" one, a 

luxury (19]. But the•e are demand factors, not to be con£used with ~h• 

matter of credit, which ia an added coet of aupply. Credit discriaination 

aeans the poor pay 11ore for any piece of land. 
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Of course, credit di■criminQtion means the poor pay aore for all 

durable goods. But the interest share of the cost of any aaset variee with 

its durability. The other share of cost is depreciation or capital deple­

tion, which God ■endeth upon poor cmd rich alike. an asset aust have a< 

useful life of 30-40 years before interest ia as large o share of its yeorly 

cost as depreciation. 
J. 

But land does not depreciate as a aatter of coune 

at <lll, so its entire holding cost (in the absence of taxes) is interest. 

Hore, land often appreciates. The coming event c<lSt& its shadow 

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

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

l 
A building of 40-year life, and initial cost of 1, depreciate• 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 patte~on the following lines. Mean ye~rly depreciation isJ.;L, where 
Lis life. The level cash or service flow of an asset whose preaen't value 

ie one is --- 1-- where i is interest rate. 
1-{l+i)-L, 

The share of this level 

flow thiJ.t is depreciation is, 

1 
L 
i 

1-(l+i)-L 

= l - {l+i)-L 
L • i 

If L = 40 and i = .OS, the share is l{l-.l 4 ) = .43 
40 X .05 

If the service flow i_s not level hut declining (the normal pattem) 
then the depreciation share is larger. 
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buildings. 'nle poor aan 1 e handicap grows he~vier --- he requires aore 

credit to finance each dollar of current cash income. 

If we treat appreciation as a deduction froa holding costs, and deduct 

a given aaount --- say 3% of value --- from the intere■t holding costa of 

poor and rich, it i• clear how this factor exacerbates any differences in 

basic interest cost•. It is a principle of leverage_. A poor aan• • ha.sic 

interest rate of 9% falls to a net holding cost of 6%; ~ rich aan•s 5% 

f alla to ~ The ratio of the poor man• a coat to the rich m.;1111 • rl■es from 
·1 

9/5 ~ 1.8 to 6/2 = 3.~~ 

'nlen there i• the aatter of risk. 

ally, i• a 11hired" factor like labor that must be paid in .:¥1vance. A tenant 

poy~ng cash rent would not think he could reduce ri•k by hiring more land. 

Huch less would an impecunious buyer reduce risk by <J.sauaing a full mort­

gage to add land whose m~rginal service flow didn't even cover the debt 

service. Inventories and oper~ting co.pital return principle in~ few 

aonths. Even buildings begin to in a £ew ye~e, and ci aaall shoestring 

operator can often finance a building with a little "front -.oney 0 of his 

own. But land income never returns principle, unless by error of the 

•eller. The weak hand can return the principle·ot. a land loan only by 

drawing on other assets, or by net saving from income. From the viewpoint 

of borrower as well as lender, risk is a mGXimua. 

But when o. debt-free landowner ie t:he entrepreneur, he already own• 

the principle, and the payment of imputed rent becomes OP,tioncil. _Eacb 

L 
-·'For an elWX>rGtion 0£ these po~nte •e• &son Ga.:ffney (36]. 



year's option~l r~nt paymsnt then becomes something he c-m draw on to 

meet deficits. .t<\n1.1lytic-1lly, the income:: is implicitly p-1id (free of 

income tQx, incidentally) hut saved, converted to capit~l and consumed to 

meet the deficit. i'1ore th,m that, he c.:in dr•:lW on the c:ipit..11 v-:ilue of 

his land to meet deficits, by banking it. 'nle c:-ipital v,:ilue is 10 to 20 

times the yearly service flow, ::md more if the l:md is rising, so the 

cushion ug:iinst risk is enormous. 

;~ 11weak hand" minimizes risk by hiring or financing .:i minimum of l::md. 

He selects fQctor proportions heavy on family lcil?or. He turns hie limited 

capital fast, to achieve enough volume to reQlize necessQry economies o£ 

sea.le and keep himself fully employed. He keeps most of his limited net 

worth in circulating capitol, which he can deplete to meet tho risk of a 

surge in demand, or hold in the face of reduced demand. Lucking reserves 

of wealth to seize bargains ond other timely opportunities, he compensates 

by eonst~ntly liquidating und reinvesting his capital. Each recycling 

gives him u ch~nce to guin from the positive risks of business, ::ind sub­

stitutes for possession of gre~t reserves for contingencies. 

r. 11s trong h1J.nd11 owns land outright. He does not rt::gord it .:is a risky 

investment. Its value to him depends on its long term performance--he 

does not need cash evtry year. Even if it gives him a bad year, or 

several, there is no cash drain. Indeed, he c~ convert it to cash any 

time by borrowing or selling. Its capital v~lue for s~le or collateral 

is not usually much sh~ken by short run reverses, ~d often mounts imper­

turlY.ibly toward some higher use. Its capit..il value is all available 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. 



.~ strong hand minimizes risi< by underusing l.:md. I'he f::ict th,1.t its 

c·..1pi tal v0.lue is twenty times its service flow means an increment.:il la.nd 

investment (holding other inputs const~nt) of $1 ~dds 5¢ to expected annual 

volume (ossume a~~ inter~st rate). The 5¢ is well cushioned. An incre­

mental investment in ccpitol (holding land constant) of $1 odds to volume 

$1 times th~ yearly turnover of the c-.1pita.l, plus 5¢ interest. 

is much less well cushioned. 

1, 
This volume 

Thus it is very common for economists to ~dvise landowners to avoid 

improving land to the 11theoretic;:illy" optimal intensity where the m.:.1rgin.1l 

2. f product of c.::ipita.l equals its m-::irginal cost. The lost quarter or so o 

gross income is s::iid to be of 11low qu:.:ility, 11 becJ.use 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 tho.t this doctrine has flourished, no one 

1 
• For example, if c:ipi tal turns in 4 years, added yearly volume is 

25¢ + 5¢ = 30¢. 

iA particularly conspicuous l~ndO\..lntr to receive this advice from aany 
prominent economists is the U.S. Government. Economists who advise sizing 
public works on public lands eo as to maximize the "Benefit:Cost R;;itio 11 

usually assign no cost to the public land, even though it may be a scarce 
and valuuble d".llllsite. Thus they are advising .:ig..tinst intensity great enough 
to equate marginal product 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 ~nd mischievous in 
its overall confusing effect on the minds of economists. 
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hus raised the obvious counter-argument thQt the m~rgin~l productivity theory 

is symmetrical: thut underimproving lJnd implies over-landing improvements, 

so the lust qu~rter of income from incremental l::md is of low qu~lity. 

Note that the strong hand who regards Lind holding as ci 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 social c~pital --- it is not 

thrown into any soci~l breach to supply real goods, it is not depleted o.nd 

used. Rather, he uses it to draw on the pool of real soci~l capitul, taking 

from others who lack equal collateral. Social contingencies and risks are 

met from real circul~ting capital. From the n~tional view, it is the "weak 

hand 11 with his stock of circul<iting capitol who supplies the resiliency to 

bear social risks. 

Finally there is the matter of m.:magement c,:ipaci ty. A weak hand, we 

have seen, turns his smc:ill c-:.1pit-:1l 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 l.:1bor, -md customer relutions. Land 11 which never turns 

over, but often appreciates of its own uccord, serves them idel1lly. 

~ometimes a strong h~nd erects a handsome, prestigious building on 

land, appearing to use it intensively. These are conspicuous, and create a 

widespread impression thut 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 



~ugge11t. The invisibl~ Lind input is to commit l,:md for a century to a 

building that will be obsolete and depreci.::ited in h..ilf that time. t.ven less 

visible is the same owner 1 s control of surrounding air rights for his build­

ing 1 s view; of surrounding land to pick up spillovers from his building; of 

the l~nd under his building for years before he built it; and of dozens of 

parcels of unused Lind here -md there around the world. These matters defy 

ownership by the weal thy. ·1rn must therefore give more .weight to ~ priori 

.. malysis, und its teaching is clear. The comparative .:idv,:int,:ige of the 

strong hand lies usually in land ownership. 

i:ow we begin to see the significance of substituting tax costs for 

interest costs of holding lund. It removes ,:i cost th:it v-:.iries directly with 

a person 1 s poverty, and replaces it with a cost that be~rs imp~rti.:illy on 

all. Tc be sure, this hangs on the ~ssumption thjt tax ~ssessors are less 

partial to the wealthy than bonkers are. Some studies h~ve shown assessment 

bias favoring larger owners. Others have not, however, and this bias is 

less universal than the hmkerst. It- is also illegal, -.'.llld more opcm to 

reform. 

The great.ar effectiveness of tax than interest costs in m,::iking rent 

fulfill its function surfaces £or observation wherever lo~-density zoners 

-::ire campaigning to prevent rent from functioning to enforce economy of scarce 

Lind. There is some rhetoric .:igainst 11greedy 11 t1£ast-buck 11 landowners who 

succumb to the temptations of opportunity rent, but the m~in thrust is 

removes from roost l . .J11do1,.mers the effecti vr:: force that sti '!"S them to economize 

on land the way economic theory says they should. 
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The bad results of not taxing land are sever~l. First, the poor live 

much more crowded than the rich. "study of residenti.ll density in ~lilwaukee 

County [32], for example, shows 25% of the populati9n occupying 3% of the 

residential land area. In terms of land qu~lity, much of this 3% is in 

blighted neighborhoods. The rich preempt the choice neighborhoods ..:ind 

natural features at low density. 4% of the familie• have 30% of the resid~n­

tial land area. The exception is the rich in luxury high-rise apartments, 

hut these are so limited by overtQXation and low-rise zoning as not to loom 

large in overall data. 

Of course, the poor would live somewhat acre crowded than the rich any­

way, because land as a consumer good is a superior good. The rich like 

space ~nd they like good neighborhoods, while the first concern of the poor 

is b-3s1c shelter, i.e., the building. a.it this me.:ms th~t by not taxing 

land we are losing an opportunity to tax progressively. 

Second, small business competes ~ta disadvantuge. The seven inter­

notional major oil compani~s like to preempt promising corners. They can 

woit for future income; it is their special skillz who can wait as well QS 

they? 

Third, exp.:inding cities ~re made to sprawl. Appreciating ■uburban 

land levitates to strong h.mds, so builders are not often snapping up 

ba~gaine fro~ hungry peasants. They do keep trying, however, to find weuk 

sellers. The problem is that weak sellers ~re more or leas randomly located. 

Worsez they are likely to hold less eligible land, far out, or on flood 

plainsJ or without good roads and utilities. For strong hand• 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 



waste of good natural features; of public spending; and of unrealized syner­

gism, in all its varied aspects . ...uuong other problems> spr0wl aggravates 

the disadv,mtages of sm:iller businesses, because these need the ci ty 1 e 

linkages, whereas gi.:mt business substitutes its own internal synergism for 

the tuarket 1 e. 

ti. Land ~ppreciation 

we have already seen that land appreciation exacerbates the alloca­

tive bias resulting from credit discrimination. Taxing land melior~tes this 

problem by substituting a tax charge for the discriminatory interest charge. 

There is much to add to that. 

Land appreciation receives extraordinarily favorable income tax tre~t-

ment. Briefly, 

they consist in that the landowner can tW(e tax-free c~h out of appreciated 

land anytime 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 rQtes; c~rrying costs and most losses are deductible from 

ordinary income. 

These and related privileges haYe made land speculation a sovereign tax 

loaphole, so much so that increments loom much larger in the thinking of 

many landowners th~n ordinary taxable income from l.md 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 
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appreciating land. Taxation of land is such medicine. The incoae tcix alt 
. ·." 

presently cdminiatered virtually exempts land increments from taxation. 

The prosl)4lct of heavy land taxation dashes the hopes for such increaenta, 

and returns land from hoards to meet the needs of today. 
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Sometimes the problem is the reverse: coveted increments motivate 

preaature building in bad locations and o.dd to sprawl. This does not come 

about in the implQusible Davenport-Johnson (17] (62] pattern --- they 

alleged that builders deducted land increments froa building costs, and 

passed the gain on to buyersl Rather, there are circum•tances when pre­

mature building helps to appropriate some privilege assoei~aAa with land uae. 

An e~y shopping center in an empty area may exert great leverage over 

public spending for roads, dr,:n.,ing thea to itself with the aid of some 

political mctnipulation. To secure the resulting land increment, investor• 

prematurely inv~de unripe territory, neglecting riper londs nearer in. Land 

taxation would press for early use of the riper lond and degloaorize the 

increments £rem acquisition 0£ green land and seduction 0£ suburban council-

men. 

Again, the upprehension of imminent low-density zoning in loosely 

0~gani2ed auburbs stimulates owners to hasten sinking capital into pre11C1ture 

high density improvements in order to establish their future grandfatherhood. 

There is a double bias toward sprawl. Snob zoning nearer in pushe■ inve■-

tora outwards; anticipated snob zoning further out, and the grandfatherhood 

instinct, pull them outwards. Gr,:indfatherhood in thia case means a monopply 

rent aJtached to land. Anticipated rent taxation would threaten to recapture 

for the public the value of the privilege, and so weoken the motive to 

a.ppropriate new one•. 
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Today, too many alloc~tion decisions ar..:: mo.de under th<.: shadow of 

imponding increments. Visualizo tho hierarchy of land usos aa a series of 

concentric circlos. Dcr.i.:md for higher us~s is not fully sutisfied in their 

. proper circles, bccauso of land holdouts there. Unmet demund probes outwards, 

casting a diffused "floating value" over outer zones. This floating v-uue 

raises land prices enough so the outer land is too high priced to renew in 

its preaent 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 l.md 

rent? 

The socially optimal course is to renew the aite in its present lower 

use. But the floating value factor discourages that. H~ i• more likely to 

let old buildinga keep growing old for a while, reserving land for the higher 

use. Builders needing l.:md for th6 lower use arc forced out another ring, 

casting their floating value over the next lower use, o.nd •o on in a •eriea 

of •hock waves. Result: more sprawl, at every margin of land use. Again, 

tQXing land rent draws floating v.ilue ha.ck in, focusca it in its proper a.reaJI, 

and a.voids this travesty of market performance. 

iii'.. Recourse to other taxes 

Not taxing rent means raising necessary taxes by other 11u::1an•. In 

a small, open economy like the typical American local jurisdiction, these 

other taxea are almost necessarily shifted "downwards'' to landowners, and so 

borne indirectly by rent. This is because capital and labor are mobile among 

jurisdictions whereas land is not. So labor and capital will not accopt 

•ubetandurd ~eturne in one jur~sdiction; but land has no choice. 
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If all taxes are shifted to rent, whnt diffurcnce docs it make what 

kind of tax we usu? T~xes shift~d into rent g~t shifted 

through reducing the supply of the thing nominally taxed, as landowners talce 

~vasivc action to avoid heavily taxed land uses. Loss cf net benefits from 

the nominal tax base. is J.n "exc~ss burden•• from indir~ct taxation. 

In every land-use decision, taxation biases owners against the heavier 

taxed use. If the tax base is anything but rent, this bias leads to lower 

intensity of service flow from land and slower replac~mcnt of old structures. 

Hot only are the allocative ~ffects ba.d, so are the distributive ones. Taxing 

1-:md use, and human activity, leads to heavier taxes on the poor, who crowd 

on1o land more densely than tho rich, and fortifies the effocts 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-l~nd inputs can or will 

flee from taxes -when we broaden the analysis to the national level. I 

believe they are largely wrong. Let us take 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 capital 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 are, aggravating a serious national ho.lance of payinents 

weakness. 
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Second, they aay escape into public bonds. · TQXQtion of private capital 

makes yields on public issues look better. If public capitol needs were 

fixed there would be little drQin of capital into public works. But public 

Ct:lpita.l needs are grea.t:ly magnified by urban sprawl. Urban aprawl in turn 

reaults partly from taxing buildinga, for building taxation lowers the 

optimal intensity of land use. 

Building taxes contribute to sprawl in other ways than by their gonerul 

tendency to reduce density. In recent times, os centr.-il citie■ age, the 

building tax ba.9e falls. This forces higher tax rates and poorer services, 

which in turn drives inveetors a.way from th0 cont:ral city where they would 

be welcomed only to lMi exploited o.s fiscal ■urplus generators. Investor• 

then aeek hospitable suburbs \olhere new buildings c~n huddle together, pro­

tecting ea.ch other by their high tQxable valuations free becoming tha victims 

of fiscal exploitation. Thus the general use of buildings as a tax ha.a• in 

a metTopolitQD area tends to sterili%e c'-'1'ltral lands and bia9 investor• out­

ward. 

Applying the same reasoning on a national scale, the older central 

cities of the Northeast especially have mode themselves unattractive relative 

to growth areas in the West and South, ~hich can keep tax rates lower because 

their buildings average newer. This contributes to 11eontinental sprawl, 11 

imposing added social costs of interregional linkage, in manner quite anal­

ogous to urban apra.wl. 

Another aspect i• that building taxes m-lke incorporated municipalitie• 

with good public facilities look less attractive than they should in compot:i­

tion with unincorpor::ited are<JB with no •ervicea but lower tQX rates. It 1• 

not tho.t municipalities should not charge for their 9ervices1 but that they 



s:·,oul<l .i,:. vy ch..lrgC;s in some h.:ss clurns-.1y w.::.y, th-:1t' docs not m-:ike m.:irginal 

inv<..:Strn<.::r.ts ::;ubra,J.rginal u:::. th~ building tox do<:s, 

Pri v-:ite utility line costs ..:ir-.:: equ·.1lly infl..:1t0d by spr,::iwl. Thi.,ls~ ::1rc 

nominally taxed as imprOV(.ments, but' the tax is :mton.1tically shifted fi::r.,,o.rd· 

?ublic works and utility investments aro well above ~veragc in longevity 

..:inJ c,J.pital intensity. Thus they a.bsorb much c·:ipital and tic it up f~r long 

d~cades before r~turning it. Th€ interest is p~id by taxes ..md user charges 

on the vary buildings which compete with the public for capital. 

i. third source of elasticity in th~ supply of invcstm~nt is the macro­

economic. Investment volume is cL.1stic to the 11murginal efficiency of 

capit:.il 11 --- i.e., the investor• s rate of return after taxes. ;-\n increase 

of investment o~portunities brings new capital into being by raising real 

in corr:.:.. end s-:iving . 

.. ssuming, now, th~t building tax~s are not absorbed by investors in 

lower a£tur-~ax returns, they serve to lower urban density and so inflate 

social capital r~quiroments, frustrate potential urban synergism, etc. 

It is obvious enough why they tend to lower capital int~nsity on central 

' lands. They impose an added marginal cost on every increment to capital 

intensity of Lmd use, be it of height, lot covC:rage, quality, or adv.:ince of 

renewal d:.t~. It is less obvious why they let capital move outwards to the 

margins of th-., city. The same reasoning that says they abort marginal 

investment on central land would ~lso seem to say they m.:!ke marginal land 

totally subm~rginal, becaus& murginal land yields no surplus thut could ab­

sorb any tax. That is simply the clo.ssic lcsaon of Ricardo on "Tithes" 

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

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



Th"' m.::irgin-ility of land depends on the extension of public works; also 

on thC; population and improvom~nt of neighboring land. ~s capital is diver­

ted from central land into public works extensions, pc.riph\c!ra.l land pre­

viously marginal b<::comcs supratnarginal. Investors m:iy thc:c.,.£0,..0 ~d 1 d o • ._.,.,,.. 

and still have (1 suxplus to absorb building taxes. People will move out 

they hav<:a to live aome,..,hc:;u_,. 7L~ i,".:(;?..:P.c:.:: o::.- piun<.-cr settlers further 

enhances the rentability of surrounding 1-mds, attr~cts more capital, builds 

a bciae for further extensions, etc. The urban carpet m~y unroll for miles 

into the countryside this way. Instbad of there being diminishing returns 

to aggregate na.tional invoat~en"t of capital, QS in both the M-~rxian and 

Keynesian schemes, there are p~obo.hly increasing returns, thanks to the 

highly complelt\enta:ry relations of Jntexoepen.n~n-. {n,Hvld"•"-1 l~w-1 imp~ovem.ents 

in growing districts ~d regions. This synergism i• expressed and confirm~d 

in growing land v~lucs around cities. It ciffords an escape route for the 

capital that is taxed away from its most productive uses in rebuilding 

central cities. 

The net national results of taxing buildi.nga then are: (1) a redu~tion 

in national capital via capita.l flight overseas; (2) a reduction of aggregate 

capital formation viu the macro-economic proc~ss of reduced investment, 

income, and saving; and (3) ~ reduction of urban density involving great 

diversion of capital into public works; a general infl~tion of the capital 

requirements of living, characteri■tic of urban •prawl; cmd, of course, a 

great increase in aggregate land needs. 

So it does matter how we go about trucing rent. Taxing it directly 

serves the opposite ends: ~ttr~cts capital from abrood; increQBes inve■t­

ment, rEaial incoae, and capital forn.11:i.on; <ind contains urban sprawl. 



If tr1<- public f .. iis to chcrg'- 11..1'1,~01,n<..:rs for public b~n-.::fi ts by 1.-:ixing rent, 

..;:very public im?rovemt.nt bus-rows un1;;,.lrned wculth on ..1 f,_;w_ 

for on-::J ,:r;0re is no objcctivt criterion for: m.J.ximizing soci..:i.l ben~fits 

in planning public works. Un,_':'J.:rn1::d un:ichrn~r.t. to a. few big speculators or 

old fwnilies or formurs is h..trdly u. ' 1soci~l 11 bl!nlc!fit, Th<:. door is opt:n to 

prossur~ and cor-ruption. Indeed, thr:re is h.:irdly any alt"'rn.::itive --- wh-:1t 

would be an honest W·.lY to ~i ve •.1w·..1y publ:i.c r.icn'"'y to ::l privilege:d fe:w? 

Second, logrolling Strs in and leuds to over-dtccn-tr:..1liz,1tion. Land­

own.::rs frorr. every qu.:irtcr of town compi;:tc in city councils for their share 

of unearned WeJlth. An 6fficient city calls for neighborhood differentiation 

and s;:,ccioliz . .i:tion, with much ht..~oic.r public spe;nding -.1nd high0r rents in 

some areu.s th.in otht..rs. If r'-'n't w...-,ru t:ax-'.:!d, winning l~do\.ll1~rs would comp en-

sate losers through th~ t~x m~chanism. rlS it is not taxed, winners compen-

sate losers in a.nothcr coin; Dor~ public works. You vot.:. for tny project 

and I'll support yours, rGgardlcss of merit --- it is -.1n old familiar talc 

at every level of government. 

Third, unearned 1.;nrichm:.:nt discredits wc:il th and p~opc:rty. Instc,ad of 

being o l:l.J.rk of distinction, o. symbol of productivity Gr/a sc:rvic<;, wealth 

symbolizes predation, dependency, and corruption. Uneatned we.11th m;:ikes 

I 
hypocrisy and u mockery of ~fforts -to l0gitimizc propcrfy and rationalize 

copi talism. Pai:asi tic w~al th st igmat iz<=:s all wE: :i.l th. f h.:: latent sE:!n&<:: of 

civic community and polity, now so frustrat~d in Americhn cities, is lost 

botwe~n the :Jvarice: of soml: ~d th(.; disgust of others. I rfot to tax rant, 

therefore., is to alienate those outside a sra.:111 circl<::, and lose a valuable 

resource of community apirit. 
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~. Market imperfections 

Bec.:nise of fixed loc~tion and supply of l.:md, tho discipline of 

competition breaks down e~ily in the l::md market. Chamberlin [10], Iae [59], 

Hotelling [56], Hoover [54] and oth~rs have theorized about monopoly elemente 

in urbon rent, based on spatial differontiution of sellers of services 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 1 and every nightmare imaginable in trying 

to make competition work. 

The response of land buyers to anticipated assembly problems ie, aa one 

might expect, to hoard land for future expansion. This is not self-correct­

ing but self-reinforcing. Buttressed as it is by all tho favors to land 

appreciation noted above, it is a formidable factor. 

In o well-oiled market there is pooling of reserves, greatly deflating 

GggregQte needs. In the land mQrket 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 

gre~t reserves, of course. Homeowners 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 noed for 

parking, for future additions; and if they can steriliEa potentially compc~­

itive locations by preempting a few key parcels, why not? Public buyers 

enter to legitimize the whole process, and fow private buyer~ can m~tch the 

hoarding neurosis (11foresigh~') of park commissions and school boards. 

Another problem is that of the l~ndownersl waiting for greoter certainty. 

The c•rtainty is to be be■towed by his ncighbora when they COmlDit themaelvos 
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to a use. The wuiter, however, is not producing cert:ain'ty by waiting. He 

imposes uncertainty on his neighbors by not committing himself. The stale­

mate that sometimes reeults is far from socially optimcil. Something like 

this has been popula.rized recently undor the nODle "The Prisoners' Dilemaa, 11 
1 

and turned into a gumc. 

In such a. m~ket, a powerful lubric.:mt is e■sential if thero is t:o be 

ony semblance of an optimal competitive ou·tcome. T.:ucing rent serves the 

function, ever so much better than games between economist:• pretending they 

are prisoners. It loosen■ everyone•• hold on land, capecio.lly land with 

monopoly potential (and hence higher assessed vuue). Rel8QSing land to 

commerce is also self-reinforcing, this time constructively. When land 

ownership turns over faster and e~sier, everyone's hoarding propensity 

relo.xes. nS to tho 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 a~lf-sufficiency and 

orient his improvement to the immediate prospect of a total interdependent 

com.,runity, complete with Yellow ?ages, rising around him. 

: -~ How to Tax Rent 

We s-:iw earlier that many local taxes aro shifted to rent, and are 

indirect taxes on rent. ~o the trick £or 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 d:Jmagc to economic functions. 

J... Fiscal lever<.1ge vs. fisccil profit &haring 

The benefits spring, to repeat, from imposing a regular cash cost 

on the lru1dholder, a charge that di■courages hi■ over retuining land in usaa 

whose •ervice flows fail to cover it. To this, many have objected that it is 
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too h~•h; that land users prefer risk ■boring ond profit ■haring to le.eraga. 

They can point to saa.a voluntary contracts between private lessor ru1d les■ee 

where rent i■ a ■hare of profit, or of gyosa. One could point, on the other 

hand1 to ordinary mortgage terms, with debt service in excess of land rent, 

which apply more leverage than mere c:aah rent would. But there are reasons 

why govermaent should apply aore leverage than a private lancllord does to hi• 

lessees. 

One, government possesses a power to allow for exogenou• ri•ks, a power 

not generally av~lable to private landowner lea•ors, by ite C1Ssessment of 

land. 11lat is if, through no fault of a landowner, land on which he had 

built should auffer a neighborhood decline, a govenuaent taxing rent would 

share the lo•• by l°"'8ring his land aaaesaaent. If the fault were his., on 

tho other hand., ha would suffer it all, for there \olould be no general decline 

of neighborhood values. Likewise, he would reap <1.11 the gain frca his 8Uper­

ior management. 

There are a few instances 0£ private contract■ tying intere•t or wage 

or farm rent payments to sane index of aarket change•. For urban land, how­

ever, there is no device in private contract that tie■ rent to an annucil 

assessments hence recourse to lees perfect device■• Governaent alone i■ in 

a position to ■upply aaximua incentive leverage while •till ■haring oxogenoue 

risk. Sha.ring the lo.tter, it ean receonahlybe aw::h firmer about the fonaer. 

Two, government as representative of the whole COJaUnity i■ interested 

in foatering cumulative spillover benefits from private inve•ta~t•• It 

wants private inve•tors to coaplement it• public work■ with matching priTUte 

work•, containing urban sprawl by aeeting deman.dtroagood c.attol 1an4. It 

want■ to synchronize interlocking priv~te inve•taenta and ainiaiE• autual 
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uncert~inty in developing areas. It wants to fo■ter dense population around 

its retail centers, to support them.; and retail centers for its population, 

to serve thea o.nd help pay ta.xes. It wants to un£roe1:e the whol~ land 

market, discourage hoarding, and prevent all the social 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 th~t, telling landowners 

when to build and how much they must invest. By charging a regular rent 

ta.x, regard.leas, it assures that landowners will roiso buildings in good 

A complicating question in rent taxation has a.lwa.ys been the treatment 

of increments to value; and the choice of c.:,:pito.l v~lue or current income 

(reali:zed or 11notional 0 ) as the tax base. 

As to the first, taxation of land value increment• obviously lacks the 

good incentive effects of trucing 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, and than supplies no 1everage to the buyer. It warrants 

short shrift. 

Ccpital value os a tax base has been often criticized as overtaxing rising 

land whose capital value ha.s risen out of proportion to current cash income. 
l 

Heilbrun (49 1 pp. 123-27] has demolished this argument aa it deserves. The 

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

1PM" JILQtheaatica.l trea.t'lllenta see Gaffney [35, PP• 308-13 and 321-22] 
and [31]. 
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get at this income, without waiting for s.ile, ..1. simple tax on c.:ipital value 
1 

suffices. To t:.ix current c.;ish incom~ in the low,!r ust: is to miss out ol-

tog~th~r on taxing the increment. To tax capit3l volue is to have an incre­

ment tax, but ono that is not diluted by deferral until sale, and does not 

discourage timely ownership turnover. 

c. R~nt, spillovers, and congestion of op~n facilities 

There arc two brakes on increasing returns from urban synergism: 

internal congestion; and external markets. Hero we tro~t the first. 

Those who fe.;ir congestion of open common space and facilities --­

streets, schools, parks, air und water --- rank high among people who oppose 

letting rent serve its economic function of forcing land to the best use. 

They regard congestion of common open space ::is an external disoconomy from 

use of private land: where I h~ve stressed synergistic gcins, they see net 

losses. ThGy favor taxos on actively using, rather than passively holding 

land, interpreting user taxes on landowners as user ch-.J.rges for open common 

land and facilities. They f~vor compulsory land-consumption via lo~-density 

zoning, tht better to insulate man from his neighbor, and above all to avoid 

lotting immigrants in cheup housing dilute the school tax base. They do not 

share the Horace Mann philosophy of paying a soci,.11 dividend to the poor 

man's children by taxing the rich mo.n's land for public schools. 

There is no question of the premise that congestion .J.nd pollution are 

bad. Whut to do about it is something else again. 

1. 
The tux is n fixed p6lcenta.ge of the capital value. So, in equil:f­

brium, is the yearly appreci~tion. ·n.erefore the tax is a fixed percentage 
of th• appreciatictt • 



----------·-----

47 

One must concede something to each of the points, but not very auch, 

for they <u-e ba.aed on a number of confusions. 

Confusion number l is not to hold population constant in the anc.lysis. 

That is, intensive land use is implicitly blamed for the birthrate. Land 

economics take population o.s given. Its problem is how to deploy people, 

not to sterilize them, Thus, intensive land use near downtown does not in 

itaclf increase street loads. Rather, it lets a given number of people get 

do-wntown by walking or bus-riding a few blocks rJther than driving a few 

ailes and parking all day. Which arrangement imposes less burden on streets, 

cdr, and open apace? Which puts more spra\fl between the city and recreation 

in the open country? 

True, the aore efficient city then attr~cts immigrants, But theae bring 

a.dd&d econo11lies of urban sea.le. The point of ur~ planning i• to achieve a 

maximum of such positive interdopendencies 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 William H. 

Whyte that ttopcn space is not merely the absence of something bad; it i• a 

positive good 11 will be ple(l8ed to note that the immigrants to these efficient 

cities cannot avoid leaving greqt realms of empty open space behind them, 

which should greatly shorten the ~udubon ~ociety 1 s list of threatened rare 

species. 

Confusion number 2 is to equ~te inteneity of private land use with con­

i1eation of common apo.ce. In .fact, private buildings tronspo~t people ver­

tically, eubatituting elevo.tora £or horizontal ■treet aoveaent. It we cut 

'4£ the m<irgin~ twantieib story cf an apa.rtaent or office, and relocate th4 

floor space ten ail .. out Qt thQ oth~r •m:vin of the city (the horizontal 
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one), we would throw Q great new load on ten miles of common street■• Thi.JI 

is no way to decongest them. 

Intensive private lo.nd use does not mean an absence of park lo.nd. Popu­

lation around p~rks justifies the public investm~nt in space, in land■caping 

and furnishing it. Putting priv~te land to work meeting the legitimate 

space demand for homes, work, and market relieves the pressure to invade pork 

land. Central city park ait~s become dearer, it is true. But if urban 

sprawl were contained by intensive central development, fringe lands no~ 

eyed by subdividers would revert to low values and open recreationo.l use. 

Confusion number 3 is to overlook the fQctor of age and qu-:ility of 

buildings. TQxos on buildings und low-density zoning are thought to screen 

out marginal buildings and their inhQbitants. But they screen in buildings 

that become marginal by virtu~ of senility. 

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

An overload~ sower, for example, is a sign of short run increaaing costs, 

but not long run. It is a signal to replace the mains with larger ones, 

achieving in the process gre~t economies of scale. Car-choked streets aani­

fest increqsing social cost of cars, but not of transport. They are a signal 

to tax cars and promote mass tran•it, again achieving economies of ■ cale. 

Crowded schools do not reflect overpopulation but inadequate schools, and 

failure to take advantage of Conant's Law of incre..JSing returns to scctle of 

school. 

There is such a thing as true congestion. There comes a ■cale of city 

so large and central density so high that an absolute space limit is 

approached. The "linkage sectot' 1 of the city (transport and utilities) aoves 

into the stage of long run increasing costs. In thia extremity the opti.mal 



.•olu1?,ion ia not to Clbandon the principle of taxing ren't: but -to .xtend it to 

the linkage ••~tor, liiieh now yields rents, too. In thi• case the object of 

the charge _is to limit use and space-conaumption in t>Ma. link<lge ■ector, cmd 

eo it •hould tQke the form_of a user charge. 

Use of unfenced open apace without tenure protection is tempor<1ry tenure 

of the apace. So a. 11use 11 to;.,c on open space is analogous to a flat tax on the 

rent of land in formal private tenure. It is not analogou■ to a tax on the 

use of privo.tc land, but exactly the reverse. To t.:ix the use of private land 

is to untax the non-use of it. This lets O\.lllers hold the apace without 

charge, which is analogous to letting them "use 11 public space free. 

The optim~ user ch~rge would be selective, hitting and screening out 

congesting cmd polluting uses, reserving limited downtown street space for 

higher and less congesting uses. With such a concept in hand, and someone 

l~ke Profee■or \lillio.m Vickrey or Jamlds Nelson to administer it, there Jlight 

indeed be no limit on the optimal eize of a city. Hay we be so lucky~ to 

find out soonl Meantime we already observe progres• in this direction on 

many fronts, from parking meters to pollution police. 

Confusion-number 5 would be to think of achool congestion as a ■pace 

problem. It is a problesa of finance and distributive equity. 'nle solution, 

I aJll sure, is to support schools in p..:irt by state or federal aida based on 

population or attendance. Redistributing wealth and paying social dividends 

.:ire not function• we c.m rc..:ilistically expect 0£ loccu goveTIU11ent in a mobile 

age. 

d. Intergovernmental relations 

The second brake on increaaing return• from urban synergism is the 

externo.l market. M::my cities fear growth because they think their morket ie 

limitec!. 



If ~1 private firr: 1:::,1son,.cd that w:.iy, "'con,rnists would identify it as o. 

n.onopoly .:ind evaluate the a-::ti tude;: a.ccordingly. To citi~s wo give more rope; 

thGy r~prescnt the public. But what 11public? 11 Only the landowners of the 

city. They are -,11 toe-- happy to oxploi + other 11publics 11 in the old R.:mseatic 

tra.di tion documentE.d by Schmoll,~r [ 86] and th<.; Gc1·ma.n Historica.l School. 

Central government repres~nts th8 larg~r public, Its interest is to 

apply more positive l<=V-=rage to cities than the:y might apply to themselves, 

to counter any monopoly restriction or stodginess. One such kind of lev~rage 

I h~ve already m~ntioneo, ~he pJyment of school subv~ntions oosed on popula­

tion. Legislative rcc?portionment ~~s~d on pcpulntion a.ffords another growth 

motive, thanks· 

A third kind might be -:i st-1tc tax on rEont, as now proposed in Oregon by 

Dean Lindholm. Stat~ government fin~nces many 0£ the public works that 

generate: urbun r€.nt. It h.:i.s l lcgitirn-:ite interest: in b~ing rs:corn?ensGd. It 

stands toward citi<::s much as they st<"md tow(lrd private i11dividu,.1l landowners. 

The state spends to give the city opportunities. Huny cities fuil to re:spond 

with spending on local feeders and network lines to match the State 1 s trunks. 

The St...itc: ne:cds to apply tax h,vcr,Jge. 

It h:is th.::: institutionul power. .:it,:itc t~-::rtion of re:11 est:itE: is not 

d-2 1d~ it is ,·1live: -.1nd. ..i.::11 in 1itbr·:;sk:1 . .:ind mc,ndy quiE:scent in other states. 

_.ngl,, -~_,,.,011- h')t.m•m low m.1kcs no bon(:s ibout the ultimatEa underlying eminent 

domJin of th~ ~tJte over all l.:ind. ;;,ome cre.-iti ve economist ne~ds to pro-

poseo ::i sp-=.cific formul-l for sharing rents bt:tWt<m '.,t.:,.te ::ind city. The 

import:mt thing is the gener:Jl purpose: collect Stotc-cr€':lted rents to 

prompt cities to spend to g~ner~te mor~ r~nts. In sharing thes~ new 

rents between St...1te -:md city, both c-i..'1 -1fford to be generous. ;.;ynergism 

yields a com£ort::i.blC! surplus for the city. ,-,s £or the ::it.:rte• a 't-1x base, 



Contributed to the Improvement of the Country'• {93, Book III, 

Chup. IV]. 

Tiie State has the moral a.uthori ty to tax rent. In the p<lJ!!t ~ 

many people shied away frOIII uconfiscatory' 1 tuxation. But now 

that question i.s obf>olete. We cl -recdv bGve confiscatory taxation. 

The only question i!:' whet shall \.!e confiscate? Is it land t"hc.t 

belongs to the Statf., or pe0ple? That is the alt e:t:lat ive. We 

have gone a long ~uy towards aociulizing people in this century. 

We draft young men and we tax htmi-'.Ul talent, in Toynbee• s words, 

as though the talented ones had co .. itted some pre-natal crime 

against hUlllanity; and we take a regreasive payroll to.x fro• every 

worker. Every bit of rent we confiscate now lets us reposses• 
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