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Outline of Project: 
''AN EVAI ""ation OF LAND USA UND~'.1 PR1\S~NT rTSTITU"'!'IQNst' 

1. The problematic situation.. 

fine as "The use yielding the r1~he st net 

/(} ~ d residual revenue th1 ngs cons ider'9d, and taking 

th:e array o:' extern 1 conditions as given." These brtef words 

nee 

1. "Use" means all 

is grown, what cap ital 

form of 

of use, including wriat crop 
~ . . 

depletion a1 lowed, what 

ii. "hi,,ihest" revenue I mean that wb1ch ie wcrth mo~t 

at th<3 pre ¢ht time, when fut'..lre yields arA discounted at the 

internal the 1nd1v id ual users. Thif is not 

necessat-1 ly the use whose yields would ,have the h igte st present 

value if al 

interest 

of yields were dlscount9d at th: same 

Tr·is is a very crucial assumptior, one wbich 

greatest cause o 

con sietent with 11 

of consistertly 

a situation which ~any think is the 

in land u s-e ~ and dee 1.ares it 

This is done with the purnose 

policy of' acce ':'ting "externa 1 

conditions 11 as given, and discussing on1y trose distortjons 

of uae wr ich are uniqu to land economics. 
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111. "Net residvaln revenue means of crorse wmt r~ma1ns 

after all costs are deducted. ~fany have implied th·1t "full 

use'' of land required taking the bjgre st gross, not net, 

revenue, thus pro vi ling mare employment fer la bcr and ca nit al. 

If one accepts the thes1 a that th-9 social cost of employing 

labor an:l capital under certain Gonditions is zero, or 

anything le<:.s than the money cost, th.en tris assertion is 

correct. I do not accept it myso,lf, hence consider n=3t 

..,__......,:-e-Bidual revenue maximization as fullest use. 

iv. "to society 11 means that those revenues arrl costs of 

land use which are not collected nor paid by th=> 11r!ldiv1dual 

user should be counted in. Since ill.di1itiduals tend to ignore 

these costs and revenues, unless impelled by law, custom or 

sorre institutional ingenuity, it follows imr'edi ately that 

land rarely reaches its full use, if far tris reason alonP,. / CH-1:1 hqfr_;,,~ 
<fV l~-vY t"li,·, Qf- f_.,rrl'_,;., rli,·~ 17~(/'-': W, 'JI /t74, ,t,_, /~~- £- n-i,,.... v:1t~!':f er 

v. "all things considered'' is simply a caution to consider -✓,;;;z~. 

the entlre situation before Jumpin~ to conclusions about 

full use. Typical cases fol low, where 1:rnderuse nie;r,t be 

~ erroneously declared. 

A. Land may be idle because present use involves a 

sacrifice of future r9V"mues of greater pr9sent val~;e. For 

example, if lnnd is irrigated before good drainage is supplied 

the alkal ization may reduce futtr e r~ venues by more than 

the present revenues,fso th!:! ful1est use is to hold the land 
t..: . Ir<, 

dry until drainage 1 s provided.\ OY--, /.f .'~ a sf7dt ...,__, ~ ~ ~ 
"_) t--r---7 ~/-,._/. 

B. Land may be inadequately sup;)l :ed with cariital il'lltlrove.:.. 

ments in the present because th~ owrer anticipates 1.ower ca3ts 

of labor ani materials in the future. (J.,. cAi~ .,/.~,So ~ t& 

f-e~/t ,-d{~. f.t:,r rl:',, ma,rA-t vrl'~'- f, ~i/""'~ 1-r,'1 v1-1,, • ._,f;J n'7,-. ~r s-,,'eli",, ,, .. ~ 
:.A.d1'.,,'/.,11J/1,t( nuf' t~l'I,( rl~ /~ ~ ., • 6.,_.,-I 'I.__._ N./f'/...i..-,J.,, ,-;;;. 
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C. The owner of idle 1am may be waiting for the exp'3rience 

of his ne1ghbors on similar soils to tell him what improve­

ments to make. This 1s a tenuoug case, however, fer by 

holdirg his land idle he delays thP. general development 

of an area. Here is a case where there ~re d'3finit~ social 

gains from use that are not collected by tre ird.ividual 

user, and are tterefore ignored. On tte otberriand, the 

economies from gain1rg from tte exoorirrentatior. of tre 

pioneers are real and substantial. Each 1ndivi dual case 

must be judged on 1 ts merits. 

D. What seems like ander use may be providing some 

vital comnlf'Fnentary service for a larger unit of wh :b h 

the 1nd1lr idual land unit is tut 9. part. The vacant 1-:md 

under the central a1 rshaft of a skyscrarer 1s a case in 

point. The central val lay pastures of the Kern County 

Land Co. may be arother. 

E. The standards of ca_1tal intensi~y set
1
by o~,::, with =· 

1 

a very low ~"r, in ere st ratea.-:m~~~ 'n~ti·~:"•~~e~'"=·s"t;:• "" ,.,,. 

norm fat' degree of capital intensity wr1ch 

/ 

conforms 1ntere st rate of the indiv 1dua 1 

owner or other user conforms to fuJ l use. Similarly, the 

capital improvements made by 11gentlanen farmers''. part1 y 

for their own pleasure am without regard to cost, must 

not re takP-n as norms ei tr er. 

F. Implicit revenues must be considernd, i.e. those 

"psychic'' revenues wP1cr owners get from certain practises. 

If we ar~ to question thA propriety of an old farmer's 

failing to use ~ latest techniques to incr·ease his 
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money yields, we must question the di stri rut 10 n qf pur d:l aai ng 

power that al lows him to use the land so prof] iga tely. But 

1f we take as given th9 distrirut iof1 of purchasing pow"!r 

that exists, as I am in this stc1.dy, we must concede tMs 

to be a definite sec 1a 1 revenue. 

G. Seemingly underused land may be held for exna.nsion of 

a praiu ct iv e unit. and this nay some times be the best use 

of th? 1 gmd. /J e,.~k ~~~ 4;...,,~ ~n'qf.~ /,llvf.c/~ 
/.I. /1rM>tf~~f~f/-cl- c~· ~-" ~tiff. V 
vi. ,ttaking tre array of external conditions as given 11 

means the inquiry ls limited to land economics, insofar as 

powsibl~. T~e array of prices and costs as they impinge on 

the individual lam.owner is not cµesUoned, even tho 

tariffs, quotas, railroad rates, taxes, the distribJtj on 

of pur-chasi113 power, etc. ad inf., are sreia 7 ly undesirabJe. 

The indi~ict.ual 's l~bor is evaluated at 'his own r.rice." /A,1 ;mc<-,'s ~!... 
wn«t-J-c. ,,..,.11 do en--.,.,,..""11,.,; g, h.,-w~ k_,,,/.r.w·/1,,., r-tfa-, /.-,, ,ri.._.,-1,,,,r. I, 1,n,.·. ~- .)a 

,..____::,,.i.Th~e_,.indi vid uaJ. 's cap it a.1 is evaluated at ris own inter naJ e,vr~ ;t 
1

-Q ,f.J.c. /1o-,n 0 alk,,,-r1Ph~ t,,m·//,,, 4 ;o ,nN-St- CAf:,11;,,,m,,-1.,-,,1r 4;. U'-/N- ~ 
.• , <7 I _. _.,,,.__ .• 

1 nt ere st rate. Imper fee tlon s in tro capital mttrkot a;r 'i - -"'7, ,; 4 

~~ ':is given, just like imperf!?.ct1ons in other markets, 

and the inquiry is Umi ted to the adjue tme nte of land 

use under present 1nstitut1ons to th~ a;iven cond1. tions. 

Accepting imo3rfect capital markets as gtren implies 

the following: 

A. The co st of capital is to be taken as that c cs t 

which the 1nd.1llidual user has to pay. Thus one user may 

get a higher yield from land than arother user simply 

because he can use more capita 1, and acc 0 unt a srra ller . 4t/nr~ 

price for wra t he does use. Jv_,,--/,L ~ /~. ;t/41-rn-mf-~p.v11c,r,,1~,..,_ 
'"11,,s MJ+ ntfy.~ ~~ V,-u,,'•~ f,:I /m11,r SC~~ ;,"'1,,·, ,,C<P-vr; ~ re;:,-/ ~r,1-e.-....,;., 

~---,~ c~r ,,.,..I( "'f eerp. ~.,,c,.,._.; F'" ~ ,J'f,,..,,,...,.,... ,m-- H>-"I'· cl" 
B. c anr:a,ring the rela t 1ve values of two different 

seri yields from land, tre comparison sra 11 be made 
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be held 1n general by those whose use of it is 

use , even w 1th the very tolerant 

d fin1tion of full use· I have made. Those wit r lower 

inta- nal int ere st rates will outbid th:> re wlth higher 

land wblc h is gera rally expected to r1 se 1 n 

Iv lue. even when the present value of anticipated yields 

1a equal, or even when those w1 th hjgrer internal 

rest rates give hlgt.er present va1i..e s to anticipated 

s th an tms e with 1 ower int 1m al int ere st rates, up 

certain point. 

Thia di at is pr1marily oo nf ired to lam, and fs not 

so true of capi al. Cap1t al, being deter1orable and repraiuc­

tible , 1 s.. oot gen >ally e.xpe cted to r 1.se in value. 

I "This distortion is a corollary of another distortion 

I .mentioned earlier. Not a11 tt.e revenu~a resulting from i:J"le 

fa.c ts of land users can be collected ~ tre m, 1 t was s ta t.P..d .-

1It was net stated who did collect thoa e revenues. ~1any 

pr them are collected by ne 1ghbor1ng 1ani0W rers. Land is 

then, besides be1~ an agert.. of rroduct:l.on, a trap whfuh 

catcrea the revenues carelessly spilled over by surrourding 

land users, oo to a~ak. ~his trap acquires a market 

\valu 1, -a oo. tre bi ddlng fo 1· it dl s torts the aJ 1 o ea.ti on of 

~­

I 
Imperfections of the land market. 

1. Different opinions of fu tl.r e. 

l 
The basis for bidding in tre present 1s ant1c1patiqps f7}t 

f,,.w_ /()Mi/11,Jt. ~ v ~ M 

the future• and of coursa opinions dlfferf~aif&"'(eriJ's' ~ ~e.x~ of 

to pass into the 0W1erehip of those with extreme opinions, 
nc,:~ 

rhi ch ar-e r.ot neces ear 1ly tr e beat opinions. It 1s particularly 
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j
' and local people and insiders are prone to exploit their 

ignorance. Newcomers are apt to extrapolate current 

yields more, am tlD s~ with experience are apt to attach 

j more weight to the yields they are accustomed to in tre 

past. He roe in booms out-sider.a are apt to bid more fer 

I land, -and 1n depressions exJBr 1encei people ar~ apt to 

hang on for a rise. These facts distort lard a llocat1on. 

I Misjudgment of fut.ure yields 1s particularly evident 

in respect to community projects which are int ended to 

raise the value of adjacent lands. Due to ~he lag betwe'9n 

. need· and action and completion,. the '[TobJ ans of group and ·-

1 "f'k {rµJlf'f /n11I "J<f"'"·~,~ tM·rl, ~ ~, 
JgovE!'nmental act1on 1 tbe desire to explo1 t outside lard 

buyers, the group pressure applied to "knockers", etc., 

lobj-ective opinion is ~ in the welter of t:ropaganda. 

! 2. Eaeh unit of land ls unique in relation to its environs. 
I 

j and 1n qual1 ty. 

a. This neans the.re can be ?19 sirg le market o"' f _ng1ble 

1 tems. Individual bargaining is the rule, with frequent 

long waits to test the holdout :rower of ij1e other. 0f1e. ~ 1-o.x~~ 
--e,nh',._, '" l,mfc- I,.,,;-, ,;J,. >t,•nrllk. ~ rl,erlj w1,,,..,..,. -1t~ 1---r- vJ--c.,1 /~ &--~ ~x~ I b. Relat1 ons with neighbors are often un':'cono mica 11 y ~e,::,p. v"'/z-e. ~ 

' ~~~ . • ,..~,J 
.. c-o-nd ucte d. · ~✓ /v-P, 

1. In buying and sel lifE land to round out existing 

l farms, the neighbor 1s in a monopsonlstic position, the 

buyer 1n a monopolistic. A protracted r:81"" iod of bargaining 

{ l-0.Xv,_,·,... ~fr., may result, dtring whtcb time tre lam 1s underused. ~ ,ti~ .fr~,;.. 
,.,.,..-, i, ,,,,,.._ ~rn 

11. The physical difficulty in gett1IE al] units the .,.,r(lc,.'"'...,f) 

right size and shape is immense, a1nc3 no one can be 

charged with out changing its mighbor. After uni ts have 

been improved as 1nte,i;ral units the d1ff1cul tie.s are magn1f-
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led. 

I 111. Where best use requ1 res cooperative pr ejecta 1 nvolving 

t,wo or more neigrbors, the diff1cult1es of organization 

tnd sharirg costs ard benefits become iminense, and may keep 

! and from full use. lk+-~, t may, 6es,,,,·; -rle 'c&-5,s' ,t rt,.,~ Vk ,,,,_ n,,, hr' -
f t ~ tllN f'Jvr,,JI ;-, ,~ 11N w~l,l-t I- /tn,t,,-vr rl--,,,. 
1 1v. A des-ire to reduce tt.e outp.lt of local competittrs 

tey cause local la rd owr:e ra to put varl ous obstacles in tt,e 

'fiay of usirg land .fully. (Where tre se take the ferro of 

luo tas I have acceded them as 0 given 11
• But)wrere they take 

the form of buyirg up land and ho~d1ng it from its b~st 

fse to..keep down the p:- cdu ction of a certain crop, ttte_; a.re 

fl q.1 sto rti on of la rd us e. t 1kew1 se, whe r~ landowners re fra1n 

from using labor intensive crops to avoid bidding up labor's 

local price, u.se is distorted. (o'r' 1>h./ f/-0 vva..ft:-r volls rJc r-u-lvc.-e VJ-e er! 
WCtN4-?} 

p. Inertia and IgnJrance 

a. Ign a' a.nee of best use. 

b. Apa thy towards changing use on tie part of owners who 

~re old, or rich,. and to whom tre lani 'a revenue means .l lttle. l c. Averelvn lD selling at a nominal m,n ey loss. 

f. Particiltihar 1nst1 tLJ t1ons. 

I a. The income tax d1scr1mirates 1n favor of implicit 

lncomea, hence a tende-ncy to buy land for residences, 

hunting, etc. ~,·~-1, ,~m /w~/ ~a.Jdve/,,., a.,.,,-1u, 4~rJ.-,. 

b. T-ax exem,..,ti ans fer particular 1n st,1 tu ions or people. 

failure to foreclose on delinquents. Pazardous tax t1t1e-s. 

c. R1par1a11. rights doctrines, r1ght by use doctrines, 

~nd so on, which give 1nd1vldua.1s an incentive to aopear to 

tse more land than they actually use, to acquir'?- title to 

1t. 
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d. Our monetary E&7stem1 which permits gigantic fluctuat1 ons 

of money prices, thus co nfus 1ng opinions on fu u re yields. 

e. Cos ts of transfer,, and proving title. 

1:. Taxes on 1mpra.reirents on land. 

4. Processing of evidence. 

Evidence in sup-ort of the hy,..,oth~ses 1 s abundant, 

have gathered much. It only rana1ns to record it 

5. Terminal Tests. 

I have examined s1 ti.at1ons 1n which the critical 

lcondi t1ons caus 1r.g d1 storted all--c ati on of lam. were 

charged, ani tra results have borne out the hypotheses. 
I 
l a. Where larrl 1 s ta.xed1 1 t loses soire of it s cap 1 tal 

lvalue, ar:d the dis.tortion-s dle to 1rrpe rfe'.:!t ca""'ital 

markets are correspond 1ng ly reduced. 

I b. Where capital rra.r~ • ~ are, subsldi zed. d1stcrt1ons 

lare likew.iae reduced. 

c. Where land use 1 s planned, many of tre Prolile ms 

ar 1 sing from lan5i' s unig_ ue re Ja t lon to 1 ts environs are 

solved. 

d. Terminal tests on soire of the srraller point a wil 1 

rcbably not be made. To that extent the project will 

be in c,:,mple te. 
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My outl1re follows Salter• s closely• as I interpret 

Salter. His categor1e s seem qui t.e vague to me, and th1 s 

leaves the way open for f1 tt1ng them to the inquiry, rather 

than the opposite, which 1s -i:-rohably a good tb1l'l;. Salter 

himself warns against it-the tendency to regard its pirta 

,as closed comJartmert. s••. 

I believe that the seeming identity of his "problem 

trormulation" ani his 11hypothes1sn has been avoided 1n 

lrny paper by makfng the problem f<Tmula.tion al') extended 

defin1 tion of the problem. This serves tre function he 

I ha.a specified for p rob1e m formula ti on: tt To e lil'Tli na te the 

mere obviously irrelevant elenen• sin the total situation.tt 
l 
It .may seem to be m.cr-e suited for inclusion under :-iroolematic 
s1 tuation, 
I but Salter himself said: u ••• th9re is gradation 

between 1 ts parts, not all-or-none part1 t1ons." 
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