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--- but proponents of that more honest,

said object to keep wages down.
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Book II: The Hypothesis

Chapter | : The—kypothesispresented. x;”d%ﬁ“'“‘“”
Allocation.

Oftack o Tolead Jfomsl

Book I depicts the problem this study seeks to explain. 1In
it we surveyed unused land, tenant-occupied land, and land oper-
ated in'ﬂis:size& units. ©Not all readers will approve each detail
of the picture there drawn. Some will think it too lenient, others
too critical. But most will allow that the real scene, which my
drawing reprecents but imperfectly, is enough like it to warrant

pursuing the question "Does the RxEr land market tend to assign
The foets we duweyed kf*"lfﬂ““@b“

n
land to its best use? o Ry +7 s m;/wm "‘"‘"’7 flul-, h‘“’""ﬁ”}f’(‘

evmomic me Fhar set M/‘Mu ard Lhws allocate Lond.

Let me emphasize thezwardxZfree¥x that the land market alone is

under scrutiny in this study. JIhe entire price structure may be
excises,
distorted from the ideal by kariffx, subsidies, quotas, licenses,

monopolies and other barriers to free exchange, but for the present
presently only
study we take these as given. We are/concerned/with the response of

landholders to the price and cost stimuli that impinge on them, kewsx
Xbkmuix
syErxzResefzrexdepepminedx and not with how those stimuli are

L ff""“"
determined. We are concerned with the apparent fact that landholders

g

sometimes withhold land from its best use, or any use, foregoing
the ;gggﬁzn it might yield them, even though nothing but their own

free will stands between them and that income. We are concerned with
the implication that even if markets were perfectly free kamdxwamuka

they would still not assign land to its best use. That is the problem

we now seek to analyze.

After looking to the recorded wisdom of the past for gulidance, 1
am disposed to agree with Thomas Adams:

"Nothwithstandinz the high quality of many of the theoretical
studies of land valuation and the principles underlying the creation
of (land) values, there is probably no economic problem of equal
importance that has received less study by economists.”" (s00A, p.22)
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ehdmﬂ%
ost writers on resource allocation and the price Fystem’assume that

j F .WO_M s neo
| ‘ land prices play the same role as other prices, /:l-\ﬂ-é g-e=r=ﬁa-tr 5 Ji-e-ﬂwlm 7*7
\

separate treatment. Pigou, in his classic "Economics of Welfare",

s 48
étlmits the rule that men free to follow their own self interest will

allocate resources $0 as to maximize the "social dividend". (Lth ed.,
1948, p. 1h2-3) Throughout the rest of that encyclopedic study he
considers exceptions to the rule, and qualifies it in meticulous detail,

yet BR® never mentions idle Xam® or misused land (save for a brief

reference to tenancy cont ract ; any otner works follow the same
in Hhat f' MM W(Mfu/pa ah nesowuries 1o ( oven)
pattern, I fi nd few that deal QePlOUSLy WlLb any of the exceptions

to the rule such as we described in Book I, aAd none that tries to

reconcile them with the rationale of the price system.

Aq; «.\,z«‘.. ‘l'n‘."'
'%H,—,mthi"‘«

’}52%K*1n19 is not to say that no one ever considers the problem.’ There
.'; ﬁ“tmﬁsdu amL&mdqﬁxmhMm,
1

are many Astudies of land prices,smd land ownership. We will have

occasion to cite some excellent work by C.R. Chambers, L.C.Gray, W.I.
King, Leon Truesdell, E.A. Goldenweiser, Th. Schultz, E.O.Heady and
others. But these seem to be in a compartment separate from general
nrice and allocation theory. Neither these authors nor any price

powwn o e much less settled
theoristsfhave explicitly raised,the question of whethcr land prices

are am effective allocating agents
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Yet the question must be raised. Wexzammekzxzzzmr Land price is

derived by reducing an endless series of future values to a present

fnd g : _ | :
We camnot astuma, fhar the immisibe hovmels of #4pry (over)
.zkexbxexdxandiG%qux First we must

examine the discounting process by wnich future values are ZGRUEERKER

made commensurable with present values and with each other.

Philip Cornick, in a neglected exploratory article "Lanlerices in
a Vommodity Price System" ( )
has tried to qualify the sweeping generalizations of price theory in
the 1light of his 32;5 experience with land markets. Cornick there
suggests that speculation in future rents and resale values of land
distorts the price structure and tends to draw land away from its best
use. The suzgestion is worth pursuing, as it seems to fit the subject
matter. For a distinctive feature of land i€ its infinite life expect-

ancy, and a distinctive feature of land markets is that one must buy

of land o e 4= s iFatall.
title to the infinite futuPe/a;eﬁg-wggh-xnz—ppeseni-ﬁﬁkaﬁsu¢f/1#¢¢/

and with each othen., The relation of future to present values is clearly

a key to our problem, for if a title-holder puts a high price on land

he does not use it must be the land's future that he values --- EBRZAZALX
HMeXRABXNEZXENSRZKAX LAY NEXIRBXPRERERK obviously its present is of no
value to him. We will follow Cornick's lead and try to see how

speculating in the future of land affects its present allocation.
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When we start to formulate this idea more precisely,

Some interesting questionsimmediately arise. Why should anyone want
to withhold his own land from present use,jurtxbrcanzexhszisxesgmixank
gfxikgxfuturpEzrakertkakiki®s®x neglecting and wasting the income he
might draw from it, just because it will yield future incomes too?

Why does he not take both? If he is presently too preoccupied to use
the land, why is he not outbid by someone else who values the present
as well as the future of the land? One would think kxkak he to whom

as owner the land would yield the most future income, best distributed
in time (ieé%hiy, nearest the present) would outbid all rivals and

take the title. +hat is, one would expect market forces to make land

gravitate to those who would use it best. What ie—"lendspeevtetion',
= Those whe hotd fard wwmeet Mmo/ww/fa(
thrat—3£ obstructs thie égégé union? M&ﬁy—have—ﬁbsefveé—%haz——;and—
W,fcadaM” : But whar is 'WW{(’!#H: thar
L i .y CEft=os zamxidar

speculaters' sometimes withholdland from—use
’f- mwaf“ Mg e M /ﬂ. F‘r’} A‘7 d‘ h - 7 v£-/ “ws /mﬁ\ /I‘“'“ bq;ﬂ/f/rn ¢ 'fh ferm.
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Grain "speculators" withnold grain from consumption when its price
is low to conserve it for future use when it is more valuable. XpEexk
Nowe the Aarne Ml"'bn,
"Speculators" in maxm exhaustible natural resources may performthe

ahdjaw!rﬁﬂ4anuuﬂﬁd/wmfha4#%*?47

soeial—dnteress. But the motive is only clear, sand—the—Tumction

hon .
ctearly wusefst Lo—sociedy, ¥gee£em as present use would preclude

future use. That is, w&ﬁgggiﬁing resources from present use is only
profitable to #4&3 : s and to society —~

clearly dexixakkxz insofar as "use" means destruction or exhaustion.

Bt not all naturad reseurcet are exhawatible, gnd +he /rw{»ém We ametaupisgww /L kaw',d {ow)
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This feawes uf wio a AMI? t{“[“"'f e "ff‘/"é’l‘“fﬁw

dhtm,tg is tempted to sayScargélessly that "speculative"
AMe—hro v Zt # ‘/« ! vatnd,

based on the future, ag opposed to the present>—But,

alues are those

trictly, kxh=
g such

RukarexbeginxzimxediaeekXx of conrse, th¥®e is nopdisfinction because
e oy reamste € necon furans, & ne shonpdin,

the future begins/immediately and ligts forever. /l'he entire val f

land is "speculdtive" in the sense thak it derives from unsure anti-

cipations of A'uture rents and resale values. From this it would follow

that "land/speculation" is just another phrese for "land purchase".
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on—=a Akfewse%eﬂ%éiéc devel, fo many people "land speculation" means
RayzkandxinzarderzkeaxpEsxeXkxikzazxaxprakikx realizing an "unearned
increment" by re-selling land for more than the original price.

The Bureau of Reclamation's "anti- qpeculatlon law, for example, iibb4aawdw/

fobiobt fakimg Auch imcerrants. ﬁfﬁuﬁ#i“ i?,ﬂm
se—cffect—a T 00% t ; : . E.C. Johnson,im

xakhxprumased in the March 19Ll; Federal Reserve Bulletin, proposed

an increment tax for such sales of all farm lands, "to stop land

speculation”
w . » : s .

ihe tax rateAwould decline with each year the land is held, reaching

zero § after 6 years. Here, the implied definition is that "land

speculation" is reselling shortly after buying, and the farther removed

the sime of sale from the time of purchase, the less the transaction

partakes the quality of "speculation". The Bureau of Reclamation's

1:nd
law, provides for/price control into the indefinite future -- implying

that ”}lgﬁ,\%*mn{erm

in

swab.whatever time, is "speculation"
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y of land speculation, wrote:

.speculation is difficult to identify with certainty;

sisie LILO
1ntent of the purchaser is probably the basis of distincti between

speculation and investment....... (but) the same individualjgy i
t

the same transaction, may be at one time a speculator and
another an investor. (sli3, p. 154)
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another definition, 4s<tias "speculation" is absentee landholding,

as opposed to resident ownership. This is the concept institution-
alized in the residence requirements of our hHomestead act, and
other settlement laws here and abroad. sowr Columbia Basin Anti-
Speculation Act "is not intended ... to prevent him (anybody who
is there operating and who is developing land) from doing anything.
He is specifically exempted..." (sl0l, p. 25, Mr. Margold/g)

#nte

~The slogan "The land belongs to those who work it", a familiar one
i l'"“"‘;'f'/ pin
in land reform movements around the world, reflects the same ides.
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Bue if a small awm resident-opner-operator expands nis holdings,
when does he become an "absentee"? As we xwyxzim saw in Chap. 3,
owner-operation in off-size units is often little different from
tenancy when one holds land he cannot use well. Over how many

hundreds of thousands of acres may one man "recside"? There is no

clear limit. E "abe ip!

7? ; - L L And even if there were, the smallest
resident-owner holds something he will never use: the land's
infinite future. He is an absentee in time, if not in space.

hotd
He must ppeeutabe—in kkak those future values, willy-nilly, if he

wishes to hold title. s tndeed, T pecT
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i course of evenbtss
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Gwnimg the
Aand even his—;2%9y9h49—9£—%he@ﬁ-near-future values he will use himself

diffrns Litle :
i : from owning the remote values. JustU as

a manufacturer, in the ordinary course of events, speculates in

the inventories he uses quite as much as in stored goods he may
of land

own without using, so the owner-operator/takes the same price risks
withowt o’;mv'mf.

me
as if he oﬁigﬁowned,wé%he&¢—opaa&$%ng. He can only avoid it by

becoming a tenant. Then, as Goldenweikger and Truesdell ‘wrote,
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"Under this plan (tenancy) the young farmer would be a farmer
pure and simple, instead of partly a farmer and partly a speculator
in land."” (852, p. 70)
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as was said of virgin timber: "
", ..the whole value of stumpa may be said, in a sense, To have
. a speculative origin; that is, it depends upon
owners & buyers

the opinio
s have

the future."
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that Representative 0'Connor of

F1ore, Do Fr~relony,
Montana got no answer when he
asked Mr.

Leavy of the Bureau of Reclamation the simple
1 o
'You refer to speculation;

question:
what do you

Would not you or I have the right te go

wanted

mean by speculation?
0 in and buy land, if w

: DUy 1y we

to? Would that be regarded as sp culation?"(sl02, p. 5)
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How draw line? Can't. People have t

But who knows that? Canadian Pacific 1
letter to holders of idle.,

"Many replied frankly that they had bought the land for spec
purposes and were holding it for the appreciation in value
predicted by those whom Peterson termed 'the more enterprising
or unscrupulous agents'of the co."

But
"Large numbers had bought in good faith, with every intention
of settling on the land. They had found it impossible to carry

. 1

out their original plan.”
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value .... this bill has been introduced, and, if enacted, would
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When spec. fever is high, cannot buy land w/o paying the b
spec. price -- i.e., spec-g in it ones-self. Whatever puréose

) " ; one buys it for
(>¢&7A‘M%e 717”,”%leé;?”y'a”é%wﬂ?éiéﬁuMWCczlmﬂf ‘B =bv* g " : rs
. But why just when spec fever is high? High or low, land still
,mmJVho7 ") has an infinite future which one buys.
- a3 > s 2
com, fhus*lt is that, unless one is ready to speculate in future
values, he does not hezexexXaxiZBEPWRERX buy land, for whatever purpose.
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. "It is often stated that the high land values of the war period
0&éﬁh‘L were the result of speculation in land. 1f by speculation it is meant
' that the purchasers of land in these years bought with the idea of
selling again at & higher price, it is only to a very limited extent
that land values were forced upward because of it." (Here he cites
Gray, L.C., and Lloyd, 0.G., "Farm Land Values in Iowa", USDA bul.
87l,; and Forster, G.W., "[and Prices and Land Speculation in the
Bluegrass Region of Kentucky", Ky. A.E.S. bul. 2 0) "These studies
sk . a largey » of .ps bousht without any thought of




