


4 ‘lI think that Professor Davidson has silenced his critics in a most, effective

on, | ) /
/ 6 ) x . , ‘/ . . &~ . #
\ A o\ 4 way by not allowing them any time. Professor Garnsey has urged me to keep
4 R % \S V4 // s _
N . ol . 1 . 1 . . .
CQ <?)y my remar«s very brief in order that we might have time for-discussicn from
Y L i N /
(@p he floor. We do have another discussant who should be“allowed about 15 7

.

Linutes and if I compute this ‘correctly that leaves/me about -15 minutes
yself, Ti;,briefest contributions I could mzake” to this conference would

‘ re to retire., And since there is such a br}gf period of time ¥/think I

will do’ that. How guch time do you want ﬁe_to talk? Well &, I11 pull

1

; { X 5 :
out /a4 few brief comments then:} In general I think that Professor David-
son has brought out a very important point that need to oe stressed,

. A W e .
and I'd like to seebstressedrpore¢:and that is tket there are public
services whose marginal costs are below the average cost and which therefore
are best allocat=d at the price chargedAis not sufficient to cover the
)

cost of the facilityfjrit's a viewpoint which I am very sympathetic with.

On the other hand, I think he has overstated his case and the burden of

-my remarks is to try to balance it out a little bit, even though I basically
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agree with him, So, I'll list two or three counber—suggestions.zyﬁBYeﬁf

is that if things are not paid for by user charges)
o ddgrs AT
paid for by general taxation and-gemeral—taxation——well taxation is

they are likely to be

really not general, There are many kinds of taxes and some taxes have
the charater of user charges - excise taxes particularly, and I think
that he really should have distinguished among taxes. Only taxes which
are functions of times such as property taxes, and not taxes which are
functions of use, such as sales taxes, I think meet his criterion.
7+/§econdly, I think that the concept of a pure public good is probably a
nonegsuch. There are goods which approximate this condition. I wish
Professor Davidson had not spoken so freely of marginai costs being equal
to zero and optimal user charge being equal to zero. There may be a few
such cases but they would be very rare.zyThe general case is of marginal
costs being below average costs but that is somewhat different. Taée the
case of the streetlignt, which is supposed to be a pure public good. You
could truly meet the criteria for %public good, that is there is no
additional cost involved in having one more parson bask in the rays of
the light,'Ihen there really only need be only streetligat necessary in
éhe entire world, But obviously something is left out mere., There is
the spatial factor to consider. The streetligat ligats a limited space and
the bensfits are rationed not through the user charges but through the
occupancy of land which is primarily benefited by lighting the limited
' Prslrrcin Davrdwsr
space.ﬁ/ wish that ke would drop this learning-by-doing concept and stick
to the reference of public goods. In the first place private products
also stimulate a learning demand)and I don't see any great distinction
between private and public goods in this respect. And if we were to rank
products by their capacity to‘stimulate a learning demand, I imagine that

heroin would come to the top of the list., The value in use there ssens
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as dear as liferitself. That should give us some pause in thinking
we're adding to human welfare when we create new demands.?gghbjectively,
I may say that my happinéés lies in fulfilling the desires I already
have, but to create new desires which cannot be fulfilled detracts from
my pleasure, Now, a persons time is limited and he can only satisfy so
many options a day and to make him pay by taxes for more options than

he can enjoy may actually reduce his :elfare.?iI‘wish“we*had~more-time
-to—talk-about-it+— I question the generalization that we are usually
ﬁyopic and put excessive weight on the present as opposed to the future,
On ﬁhe contrary, I am inclined to observe all about me the old refrain
of “pie in the sky by and by." Professor Bolding has written a wonderful
quatéain on this which I won't presume to quote bubt it ends up that we
"now spend funds we do not nafter in quest of benefits hereafter.," And
he was talking about modern industry and research. If%gg;k that govern-
ment projects are equally bad offenders., We're continually reducing our

present welfare to achieve alleged overstated and dubious future bgnefits
without proper discount for uncertainty and futurity.gftm the question
of having options which we do not use, adding this to the benefits of

J}),q-';li LI\ D,\.u*v*e(.‘,f"“\’
public zoods, I think he has mixed two or three things togetaer here.
i won't try to unmix them all but I do think that privatz goods have the
same virtue as public goods in this respect, that it is nice to have an
option on private goods that we plan to use as well as publicly produced
toods or public goods, which isn't quite the same thingz, which we do not
use, k This is one of the reasons, of course, why people locate in the cities,
and the value of these options which we do not use is somewhat reflected in
urban land values, and actually has a kind of objective measurement in that

market commodity. //I deplor=s the final conclusion that value judzments
- ¥ S v [}

must prevail, This means to me that the Tower of Babel would be with us
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all over again. The world 1is full of fundamentalists. There are sylvan

fundamentalists, those with the Forestry Service who believe that interest

. .

rates are evél because they discourage the activity in which they are

most interested. I have heard of horticultural fundamentalists -apeTke

who thought the major criticism of smog in Los Angeles was the damags

to citrus groves. We have naturalist fundamentalists, internationalistic,

medical, highway engineers (they are perhaps the worst of all éhese days)

|
wildlife fundamentalists, skiing fundamentalists, all kinds. /; Now, of
P

course, economics arg the one discipline which doesn't suffer mental problems.

Our function is to arbitrate among fundamentalists by providing them with
) ipate

a common tongue within which they can communicate>and the key word here

1s“exc'nange_ value 'and the key hard stick is the dollar. Now, this

measurewaent has its faults, of which we are all aware, bub the usual

critic of the almighty buck is the minority fundamentalist whose viewpoint

is not popular and therefore is ruled out by the almigaty buck. Méﬁ/

éome of these fundamentalists are "hard" scientists, I suppose, agd one

of the great pleasures of the economist is to contemplate the econoaists

in the Bureau of the Budget as "soft" scientists making hard decisions

abmout soft programs in the hard sciences. {«LhinﬁﬂiPll“quit’ﬁhfle—llm

,%‘?\‘;adn
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WHY RESEARCH FARMLAND OWNERSHIP AND VALUES?

raises some $93 billions/year on a base of $7 trillions, a large share of which is
land value (in California nearly half).

C. Land as a Credit Base

Everyone knows that federal debt may be “‘monetized’” when bought by banks,
and the papers are full of the effect of federal deficits on the money supply. Here
we are victims of another perceptual bias. Now, as defaults accelerate and the sys-
tem starts to crumble, we suddenly become aware that most of what banks have
been monetizing in recent years is not federal debt at all but, rather, real estate!
Anyone wanting to predict the future of money and banking had better be expert
on land valuation because that is what it is now all about.

In 1933 Professor Herbert D. Simpson of Northwestern University told the Ameri-
can Economic Association that the banking collapse was an echo of the real estate
collapse, and there was none to deny what none could hide, much as some wanted
to. Homer Hoyt drew on Simpson and also adduced much more evidence on the
subject in his monumental /00 Years of Land Values in Chicago, 1833-1933. Hoyt
found the same cause producing banking collapses also in 1837, 1857, 1873, and
1893. Philip Cornick’s Premature Subdivision and its Consequences records the
same process in New York State in the 1830s and 1920s. Homer Vanderblue’s arti-
cles on “The Florida Land Boom™ show banking expansion and contraction being
led and driven by boom and bust in land values.

One of the crimes of the Chicago School has been to stuff all that down the memory
tubes of history. Lloyd Mints in his History of Banking Theory pillories and stig-
matizes those who have warned against letting land values be monetized, and many
“mainstream’ economists dutifully cite him. In Friedman and Schwartz bank expan-
sion and collapse depend on the ideologies and personality quirks of Fed gover-
nors, with all else following along.

Don't you believe it! A giant Chicago bank that did now survives only by virtue
of the largest federal bailout in history. The world’s-largest, our own California
pride—The Bank of America—is declaring its first losses since the Great Depres-
sion. Our whole financial system stands on the brink of disaster or socialization
for one main reason: overextension of defaultable loans on the collateral of real
estate values whose determinants and trends the bankers obviously did not under-
stand. During the joyride, 1976-81, loan officers just plain projected unearned incre-
ments into the misty future, farther than the eye could see. It was only a dream,
but the ensuing nightmares are real. How much safer we could all feel today had
they had more exposure to good solid research in land valuation.

D. Raising Consciousness of Latent Values

Not all land is allocated all the time to its highest and best use. Whether through
ineptitude, somnolence, or surfeit of wealth, some landholders doze on their assets.
It is often the tax assessor, simply doing his job according to the law, who awakens
them. The landholders’ first reaction is to attack the assessor, a vulnerable official
who does not enjoy the intimidating sovereign power over individuals’ total lives
and assets and income that Congress has delegated to I.R.S. agents. But the asses-
sor is only doing for a public purpose what corporate raiders like T. Boone Pickens
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B. Property Taxation

To place values on land and study its characteristics is to realize that it yields
an economic surplus. It dawns on some as quickly as a bursting tropical daybreak,
and on others more like a boreal twilight, that a surplus may be taxed, and that
the property tax on land garners that social surplus for the public treasury without
impairing any functional private economic incentive.

It may, indeed, often sharpen incentives, Here we meet a perceptual bias. It is
like my family where when father speaks, no one listens; but when he burps, every-
one comments. Likewise when the land tax helps the market work better the free-
market preachers look elsewhere; but when it drives scarce class-A farm soils into
vulgar urban uses, everyone takes notice.

But no one ever said life is fair. So let us just note that the whole movement
for preferential assessment of farmland is a grudging tribute to the power of land
taxes to sharpen market incentives. If you like the market’s decisions, you credit
private enterprise; if you don’t, you blame the assessor. Assessors, after all, only
make wages and seldom leave large bequests.

For any government to place values on land, whatever the ostensible purpose,
is to provide the infrastructure prerequisite to taxing it and to refute by demonstra-
tion the claim that valuation is impracticable. Hence there is a certain exaggerated
sensitivity to land valuation programs. In 1909, indeed, the House of Lords com-
mitted virtual kamikaze in a desperate defense—ultimately successful—to forestall
any valuation of land in England.

To some people all taxes are equally terrible. But one unsung virtue of land as
a tax base is becoming daily more compelling as the I.R.S., increasingly desper-
ate, grows increasingly importunate, intrusive, and unloved. The land tax is not
like the income tax, a personal liability, but is just in rem, levied on the objective
thing, not the person as such. That means that the government’s remedy for unpaid
taxes is limited to seizing the rem, the land, and it cannot do even that without
following specified legal procedures safeguarding rights of individuals.

The I.R.S. operates under no such carping inhibitions. It seizes land upon sim-
ple administrative discretion of collection agents protected from personal liability.
It also seizes chattels and intangibles and cash flows and accounts receivable and
wages and salaries and you name it. Victims struggling from its nets are labeled
as cheats and dishonest and even criminal. It can and does harass and intimidate
and threaten and commandeer and close down and garnisee and pry and spy and
hire informers.

The garnis@ ed miscreant is allowed to keep personal effects, not to exceed $1,500
in value, and current income of $75 a week. Try living on that. You also get $25
for each dependent, a thoughtful touch. Bankruptcy is no excuse or escape. And
all this can be credibly threatened over nothing more substantial than a clerk’s mis-
reading your social security number or shredding your appeal late Friday after-
noon. Next time you see your local property tax assessor as the major threat to
traditional American rights and freedoms, think on those things.

Certainly, at any rate, land is the oldest tax base, and we keep coming back to
it even after Howard Jarvis and all that. The property tax in the United States now
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raises some $93 billions/year on a base of $7 trillions, a large share of which is
land value (in California nearly half).

C. Land as a Credit Base

Everyone knows that federal debt may be ‘“‘monetized” when bought by banks,
and the papers are full of the effect of federal deficits on the money supply. Here
we are victims of another perceptual bias. Now, as defaults accelerate and the sys-
tem starts to crumble, we suddenly become aware that most of what banks have
been monetizing in recent years is not federal debt at all but, rather, real estate!
Anyone wanting to predict the future of money and banking had better be expert
on land valuation because that is what it is now all about.

In 1933 Professor Herbert D. Simpson of Northwestern University told the Ameri-
can Economic Association that the banking collapse was an echo of the real estate
collapse, and there was none to deny what none could hide, much as some wanted
to. Homer Hoyt drew on Simpson and also adduced much more evidence on the
subject in his monumental 100 Years of Land Values in Chicago, 1833-1933. Hoyt
found the same cause producing banking collapses also in 1837, 1857, 1873, and
1893. Philip Cornick’s Premature Subdivision and its Consequences records the
same process in New York State in the 1830s and 1920s. Homer Vanderblue’s arti-
cles on “The Florida Land Boom” show banking expansion and contraction being
led and driven by boom and bust in land values.

One of the crimes of the Chicago School has been to stuff all that down the memory
tubes of history. Lloyd Mints in his History of Banking Theory pillories and stig-
matizes those who have warned against letting land values be monetized, and many
“mainstream” economists dutifully cite him. In Friedman and Schwartz bank expan-
sion and collapse depend on the ideologies and personality quirks of Fed gover-
nors, with all else following along.

Don't you believe it! A giant Chicago bank that did now survives only by virtue
of the largest federal bailout in history. The world’s-largest, our own California
pride—The Bank of America—is declaring its first losses since the Great Depres-
sion. Our whole financial system stands on the brink of disaster or socialization
for one main reason: overextension of defaultable loans on the collateral of real
estate values whose determinants and trends the bankers obviously did not under-
stand. During the joyride, 1976-81, loan officers just plain projected unearned incre-
ments into the misty future, farther than the eye could see. It was only a dream,
but the ensuing nightmares are real. How much safer we could all feel today had
they had more exposure to good solid research in land valuation.

D. Raising Consciousness of Latent Values

Not all land is allocated all the time to its highest and best use. Whether through
ineptitude, somnolence, or surfeit of wealth, some landholders doze on their assets.
It is often the tax assessor, simply doing his job according to the law, who awakens
them. The landholders’ first reaction is to attack the assessor, a vulnerable official
who does not enjoy the intimidating sovereign power over individuals’ total lives
and assets and income that Congress has delegated to I.R.S. agents. But the asses-
sor is only doing for a public purpose what corporate raiders like T. Boone Pickens
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B. Property Taxation

To place values on land and study its characteristics is to realize that it yields
an economic surplus. It dawns on some as quickly as a bursting tropical daybreak,
and on others more like a boreal twilight, that a surplus may be taxed, and that
the property tax on land garners that social surplus for the public treasury without
impairing any functional private economic incentive.

It may, indeed, often sharpen incentives, Here we meet a perceptual bias. It is
like my family where when father speaks, no one listens; but when he burps, every-
one comments. Likewise when the land tax helps the market work better the free-
market preachers look elsewhere; but when it drives scarce class-A farm soils into
vulgar urban uses, everyone takes notice.

But no one ever said life is fair. So let us just note that the whole movement
for preferential assessment of farmland is a grudging tribute to the power of land
taxes to sharpen market incentives. If you like the market’s decisions, you credit
private enterprise; if you don’t, you blame the assessor. Assessors, after all, only
make wages and seldom leave large bequests.

For any government to place values on land, whatever the ostensible purpose,
is to provide the infrastructure prerequisite to taxing it and to refute by demonstra-
tion the claim that valuation is impracticable. Hence there is a certain exaggerated
sensitivity to land valuation programs. In 1909, indeed, the House of Lords com-
mitted virtual kamikaze in a desperate defense—ultimately successful—to forestall
any valuation of land in England.

To some people all taxes are equally terrible. But one unsung virtue of land as
a tax base is becoming daily more compelling as the I.R.S., increasingly desper-
ate, grows increasingly importunate, intrusive, and unloved. The land tax is not
like the income tax, a personal liability, but is just in rem, levied on the objective
thing, not the person as such. That means that the government’s remedy for unpaid
taxes is limited to seizing the rem, the land, and it cannot do even that without
following specified legal procedures safeguarding rights of individuals.

The 1.R.S. operates under no such carping inhibitions. It seizes land upon sim-
ple administrative discretion of collection agents protected from personal liability.
It also seizes chattels and intangibles and cash flows and accounts receivable and
wages and salaries and you name it. Victims struggling from its nets are labeled
as cheats and dishonest and even criminal. It can and does harass and intimidate
and threaten and commandeer and close down and garnisee and pry and spy and
hire informers.

The garnis@ @d miscreant is allowed to keep personal effects, not to exceed $1,500
in value, and current income of $75 a week. Try living on that. You also get $25
for each dependent, a thoughtful touch. Bankruptcy is no excuse or escape. And
all this can be credibly threatened over nothing more substantial than a clerk’s mis-
reading your social security number or shredding your appeal late Friday after-
noon. Next time you see your local property tax assessor as the major threat to
traditional American rights and freedoms, think on those things.

Certainly, at any rate, land is the oldest tax base, and we keep coming back to
it even after Howard Jarvis and all that. The property tax in the United States now
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raises some $93 billions/year on a base of $7 trillions, a large share of which is
land value (in California nearly half).

C. Land as a Credit Base

Everyone knows that federal debt may be “monetized”” when bought by banks,
and the papers are full of the effect of federal deficits on the money supply. Here
we are victims of another perceptual bias. Now, as defaults accelerate and the sys-
tem starts to crumble, we suddenly become aware that most of what banks have
been monetizing in recent years is not federal debt at all but, rather, real estate!
Anyone wanting to predict the future of money and banking had better be expert
on land valuation because that is what it is now all about.

In 1933 Professor Herbert D. Simpson of Northwestern University told the Ameri-
can Economic Association that the banking collapse was an echo of the real estate
collapse, and there was none to deny what none could hide, much as some wanted
to. Homer Hoyt drew on Simpson and also adduced much more evidence on the
subject in his monumental 100 Years of Land Values in Chicago, 1833-1933. Hoyt
found the same cause producing banking collapses also in 1837, 1857, 1873, and
1893. Philip Cornick’s Premature Subdivision and its Consequences records the
same process in New York State in the 1830s and 1920s. Homer Vanderblue’s arti-
cles on “The Florida Land Boom™ show banking expansion and contraction being
led and driven by boom and bust in land values.

One of the crimes of the Chicago School has been to stuff all that down the memory
tubes of history. Lloyd Mints in his History of Banking Theory pillories and stig-
matizes those who have warned against letting land values be monetized, and many
“mainstream” economists dutifully cite him. In Friedman and Schwartz bank expan-
sion and collapse depend on the ideologies and personality quirks of Fed gover-
nors, with all else following along.

Don’t you believe it! A giant Chicago bank that did now survives only by virtue
of the largest federal bailout in history. The world’s-largest, our own California
pride—The Bank of America—is declaring its first losses since the Great Depres-
sion. Our whole financial system stands on the brink of disaster or socialization
for one main reason: overextension of defaultable loans on the collateral of real
estate values whose determinants and trends the bankers obviously did not under-
stand. During the joyride, 1976-81, loan officers just plain projected unearned incre-
ments into the misty future, farther than the eye could see. It was only a dream,
but the ensuing nightmares are real. How much safer we could all feel today had
they had more exposure to good solid research in land valuation.

D. Raising Consciousness of Latent Values

Not all land is allocated all the time to its highest and best use. Whether through
ineptitude, somnolence, or surfeit of wealth, some landholders doze on their assets.
It is often the tax assessor, simply doing his job according to the law, who awakens
them. The landholders’ first reaction is to attack the assessor, a vulnerable official
who does not enjoy the intimidating sovereign power over individuals’ total lives
and assets and income that Congress has delegated to I.R.S. agents. But the asses-
sor is only doing for a public purpose what corporate raiders like T. Boone Pickens
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B. Property Taxation
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an economic surplus. It dawns on some as quickly as a bursting tropical daybreak,
and on others more like a boreal twilight, that a surplus may be taxed, and that
the property tax on land garners that social surplus for the public treasury without
impairing any functional private economic incentive.

It may, indeed, often sharpen incentives, Here we meet a perceptual bias. It is
like my family where when father speaks, no one listens; but when he burps, every-
one comments. Likewise when the land tax helps the market work better the free-
market preachers look elsewhere; but when it drives scarce class-A farm soils into
vulgar urban uses, everyone takes notice.

But no one ever said life is fair. So let us just note that the whole movement
for preferential assessment of farmland is a grudging tribute to the power of land
taxes to sharpen market incentives. If you like the market’s decisions, you credit
private enterprise; if you don’t, you blame the assessor. Assessors, after all, only
make wages and seldom leave large bequests.

For any government to place values on land, whatever the ostensible purpose,
is to provide the infrastructure prerequisite to taxing it and to refute by demonstra-
tion the claim that valuation is impracticable. Hence there is a certain exaggerated
sensitivity to land valuation programs. In 1909, indeed, the House of Lords com-
mitted virtual kamikaze in a desperate defense—ultimately successful—to forestall
any valuation of land in England.

To some people all taxes are equally terrible. But one unsung virtue of land as
a tax base is becoming daily more compelling as the I.R.S., increasingly desper-
ate, grows increasingly importunate, intrusive, and unloved. The land tax is not
like the income tax, a personal liability, but is just in rem, levied on the objective
thing, not the person as such. That means that the government’s remedy for unpaid
taxes is limited to seizing the rem, the land, and it cannot do even that without
following specified legal procedures safeguarding rights of individuals.

The I.R.S. operates under no such carping inhibitions. It seizes land upon sim-
ple administrative discretion of collection agents protected from personal liability.
It also seizes chattels and intangibles and cash flows and accounts receivable and
wages and salaries and you name it. Victims struggling from its nets are labeled
as cheats and dishonest and even criminal. It can and does harass and intimidate
and threaten and commandeer and close down and garnisee and pry and spy and
hire informers.

The garnis@ @d miscreant is allowed to keep personal effects, not to exceed $1,500
in value, and current income of $75 a week. Try living on that. You also get $25
for each dependent, a thoughtful touch. Bankruptcy is no excuse or escape. And
all this can be credibly threatened over nothing more substantial than a clerk’s mis-
reading your social security number or shredding your appeal late Friday after-
noon. Next time you see your local property tax assessor as the major threat to
traditional American rights and freedoms, think on those things.

Certainly, at any rate, land is the oldest tax base, and we keep coming back to
it even after Howard Jarvis and all that. The property tax in the United States now
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raises some $93 billions/year on a base of $7 trillions, a large share of which is
land value (in California nearly half).

C. Land as a Credit Base

Everyone knows that federal debt may be “monetized” when bought by banks,
and the papers are full of the effect of federal deficits on the money supply. Here
we are victims of another perceptual bias. Now, as defaults accelerate and the sys-
tem starts to crumble, we suddenly become aware that most of what banks have
been monetizing in recent years is not federal debt at all but, rather, real estate!
Anyone wanting to predict the future of money and banking had better be expert
on land valuation because that is what it is now all about.

In 1933 Professor Herbert D. Simpson of Northwestern University told the Ameri-
can Economic Association that the banking collapse was an echo of the real estate
collapse, and there was none to deny what none could hide, much as some wanted
to. Homer Hoyt drew on Simpson and also adduced much more evidence on the
subject in his monumental 100 Years of Land Values in Chicago, 1833-1933. Hoyt
found the same cause producing banking collapses also in 1837, 1857, 1873, and
1893. Philip Cornick’s Premature Subdivision and its Consequences records the
same process in New York State in the 1830s and 1920s. Homer Vanderblue’s arti-
cles on “The Florida Land Boom™ show banking expansion and contraction being
led and driven by boom and bust in land values.

One of the crimes of the Chicago School has been to stuff all that down the memory
tubes of history. Lloyd Mints in his History of Banking Theory pillories and stig-
matizes those who have warned against letting land values be monetized, and many
“mainstream” economists dutifully cite him. In Friedman and Schwartz bank expan-
sion and collapse depend on the ideologies and personality quirks of Fed gover-
nors, with all else following along.

Don’t you believe it! A giant Chicago bank that did now survives only by virtue
of the largest federal bailout in history. The world’s-largest, our own California
pride—The Bank of America—is declaring its first losses since the Great Depres-
sion. Our whole financial system stands on the brink of disaster or socialization
for one main reason: overextension of defaultable loans on the collateral of real
estate values whose determinants and trends the bankers obviously did not under-
stand. During the joyride, 1976-81, loan officers just plain projected unearned incre-
ments into the misty future, farther than the eye could see. It was only a dream,
but the ensuing nightmares are real. How much safer we could all feel today had
they had more exposure to good solid research in land valuation.

D. Raising Consciousness of Latent Values

Not all land is allocated all the time to its highest and best use. Whether through
ineptitude, somnolence, or surfeit of wealth, some landholders doze on their assets.
It is often the tax assessor, simply doing his job according to the law, who awakens
them. The landholders’ first reaction is to attack the assessor, a vulnerable official
who does not enjoy the intimidating sovereign power over individuals’ total lives
and assets and income that Congress has delegated to I.R.S. agents. But the asses-
sor is only doing for a public purpose what corporate raiders like T. Boone Pickens
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B. Property Taxation

To place values on land and study its characteristics is to realize that it yields
an economic surplus. It dawns on some as quickly as a bursting tropical daybreak,
and on others more like a boreal twilight, that a surplus may be taxed, and that
the property tax on land garners that social surplus for the public treasury without
impairing any functional private economic incentive.

It may, indeed, often sharpen incentives, Here we meet a perceptual bias. It is
like my family where when father speaks, no one listens; but when he burps, every-
one comments. Likewise when the land tax helps the market work better the free-
market preachers look elsewhere; but when it drives scarce class-A farm soils into
vulgar urban uses, everyone takes notice.

But no one ever said life is fair. So let us just note that the whole movement
for preferential assessment of farmland is a grudging tribute to the power of land
taxes to sharpen market incentives. If you like the market’s decisions, you credit
private enterprise; if you don’t, you blame the assessor. Assessors, after all, only
make wages and seldom leave large bequests.

For any government to place values on land, whatever the ostensible purpose,
is to provide the infrastructure prerequisite to taxing it and to refute by demonstra-
tion the claim that valuation is impracticable. Hence there is a certain exaggerated
sensitivity to land valuation programs. In 1909, indeed, the House of Lords com-
mitted virtual kamikaze in a desperate defense—ultimately successful—to forestall
any valuation of land in England.

To some people all taxes are equally terrible. But one unsung virtue of land as
a tax base is becoming daily more compelling as the I.R.S., increasingly desper-
ate, grows increasingly importunate, intrusive, and unloved. The land tax is not
like the income tax, a personal liability, but is just in rem, levied on the objective
thing, not the person as such. That means that the government’s remedy for unpaid
taxes is limited to seizing the rem, the land, and it cannot do even that without
following specified legal procedures safeguarding rights of individuals.

The I.R.S. operates under no such carping inhibitions. It seizes land upon sim-
ple administrative discretion of collection agents protected from personal liability.
It also seizes chattels and intangibles and cash flows and accounts receivable and
wages and salaries and you name it. Victims struggling from its nets are labeled
as cheats and dishonest and even criminal. It can and does harass and intimidate
and threaten and commandeer and close down and garnisee and pry and spy and
hire informers.

The garnis@ @d miscreant is allowed to keep personal effects, not to exceed $1,500
in value, and current income of $75 a week. Try living on that. You also get $25
for each dependent, a thoughtful touch. Bankruptcy is no excuse or escape. And
all this can be credibly threatened over nothing more substantial than a clerk’s mis-
reading your social security number or shredding your appeal late Friday after-
noon. Next time you see your local property tax assessor as the major threat to
traditional American rights and freedoms, think on those things.

Certainly, at any rate, land is the oldest tax base, and we keep coming back to
it even after Howard Jarvis and all that. The property tax in the United States now
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Mason Gaffney
3040 Tyler Street
Riverside, CA 92503

25 Jan 88

Dear Jim:

Answering yours of 16 Nov 87; delayed by other commitments.

On balance, Randall is probably right, in my opinion, to
exempt $100k per owner rather than per parcel. There are reasons
on both sides, but here is my reasoning.

Exempting $100k per owner has an equity rationale that is
self-evident: every owner has a right to a minimal home,
undisturbed and unthreatened by taxation.

By the same logic, exempting $100k per parcel has arbitrary
and capricious results, depending on accidental and incidental
circumstances. One homesite might consist of two or more parcels
that have been joined together after an original faulty
subdivision, for example.

More generally, large holders of real estate will normally
have many parcels. Allowing each parcel its separate exemption
will benefit the holders with more parcels.

Among the larger holders, those will benefit least whose
holdings have never been divided and reassembled; and those will
gain most whose holdings consist of many parcels, either because
scattered, or because once divided and later reassembled.

Where reassembly has occurred, there will be disputes and
lawsuits over whether the old parcels have been merged. There is a
good deal of genuine ambiguity. Thus, parcels are merged in
California for purposes of subdivision map act administration,
that still are separate parcels for tax levy, and for deeds of
trust (mortgages), and title recording. To preclude endless
lawsuits, the amendment would have to specify just what is a
"parcel" for purposes of the exemption. While you're at it,
remember condo titles (and/or "strata titles") where land is
divided in the 3d dimension. Give some thought to easements, water
rights, mineral rights, covenants not to compete, rights to ferae



naturae, and other subdivisions of the "bundle of rights".

The ownership basis poses some problems, too. But it is
dangerous to make someone a fictitious owner: what if he decides
to exercise his rights? How many friends are good enough to trust
never to do that? Again, the law could encourage whistle-blowing,
in case of fraud, by guaranteeing the property to the grantee.

The argument for the parcel basis is that it would result in
more overall exemption. I guess that is what you mean when you
accuse Frank of "thinking entirely about political impact". That
is a curious argument, coming from you, who often tell is that
politics is where it's at.

The "homestead exemption" terminology is widely used in the
southeastern states; I see little serious danger or loss in
confusion with the old 1862 Act.

You are dead right that if counties can't tax buildings they
will have to tax land instead. Just one fly in the ointment: they
can also impose impost fees, user charges, etc. ad inf.

Hope you like the nonpoint pollution article I sent last week.

Sincerely,




