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Qutline of Pro ject: ; ,
"AN EVAL “ation OF LAND US™ UNDER PRESTNT INSTITUTIONs"

1. The problematic situation.
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Bk F.ll use I define as "The use'yieldlng the highe st net

residual revenue society, all things conslder=d, and taking

the—arpoy—of external conditions as given." These brief words
censlderable elaboration,
i. "Use'" means all\agpects.of use, includipg'what crop

is grown, what capital ysed, what depletion allowed, what
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i "highest." revegus I mean that which 1s wrrth most

{:at ths pre ght time, when future ylelds are discountad at the
: dnternal inthrest rate of the individ ual uger s, This is not
necessarily the use whose ylelds would have the highe st mresent
valye 1f all series of.-ylelds wére disgounted at tle -same
Interest rate) T’r*ié ila a very crucial -assumpt ion, ons which
aécepts as a "glven" a situation which many think 1s the
gi‘éatsst. cal;;se o] c_list.cwtio;} In land tuse, and declarss it
consistent with “f 1,1:“~«.uses- Thi e 1 srdone with the ptzfnﬁsp
of consistertly p rsding the nolicy of accsnting’“external
condit ions” as given,\and discussing only thoss d1storti ons

of use which are uniqud to land sconomics.
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iii. "Net residual"™ revenue means of course what romains

after all costs ars deducted. Many have implied that "full
use" of land required taking the higle st gross, not net,
revenue, thus providing more employment fa laba and canit al,
1f one accepts the thesls that the social cost of employing
labor amd capital under certain conditions is zero, or
anything less than the mcney cost, then thls assertion is
correct. I do not accept it myse2lf, hence consider net
sidval revernue maximization as fullest use.

‘iv. "to soclety" means that those revenues arnd costs of _
land use which are not collected nor pald by the imﬁividx;aT
user should be counted in. Since indiwiduals tend to 1gncre
these costs and revenues, unless impellad by law, custom or
some Instltutlional ingenuity, it follows imredl ately that
land rarely reaches 1ts full use, if fa thkig reascn alone. /cmvnaf 3
#0 Commir Vs at lompr o 7hie paper: W, ook o [<t3oBns 2 i amgf”?

Y BLL .thinp_;s conslidered” is simply a caution to consider 0/’,""*77'».,,
the entire situation before jumping to conclusions about '
full use. Typical cases follow, wheiﬂs-tm&erﬂ;rse—‘ﬁ-ﬁﬁt—‘ae

—erronecusly deelarad,

A. Land may be 1dle because present use involves a
gacrifice of future revenues of greater present valuas, For
example, if 1l-nd is irrigated before good drainage is supplied
the al}tallzation may reduce future re venues by more than
the present revenues,@o the fullest use is to hold the land
dry until drainage is pr'ovided.) ff'f'f‘é"“;ii’;f‘;"f"”‘: “W"‘hk
B. Land may be inadequately supnlied with capital imro ve-

w ments in the present because th> owrer anticlipates lower costs

of labor arnd materials in the future. O» ./flmf‘«ﬂ!uw, S0 bethor
[eowe 't (dle. But ths moly vrbom, & bew'des 115 VEvally nor besr m'«!ly, Stmec

Ed
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C. The owner of 1idle larmd may be waiting for the experlience
df his neighbors on similar solls to tell him what improve-
ment s to make. This 18 a tenuous case , however, fa by
holding his land idle he delays the general development
of an area. Here is a case where there are definite soecial
galns from uss that ars not collected by the ind ividual
user, and are tlerefore lignored. On the other hand, tha
economies from gainirg from the exrerimentation of t.hé
pipneers are real and substantial. Each indivi dual case
must be judged on 1lts merits.

D. What seems like under use may be providing some
vital complementary service for a larger unit of whikh
the ind¥ idual land unit 1is tut = part. The vacant land
under the central alrshaft of a skyscrarer 1ls a case in
point. The central valley pastures of the EKern County

Land Co. may be armother,

E. The standards of carital Intensity set by ons with .

a very low m“r ingere st rate must not be taken as the
norm far everyore. at degree of capital intensity which
conforms to the 1 intere st rate of the individual
/owner or other usser conforms to full use. Similarly, the
capital improvements made by "gentlemsn farmers", partly
for their own plesasure and without regard to cost, must

not b2 taken as norms either.

F. Implicit revenu'es mu st be congiderrd, 1l.e. thosge
"psyehic" revenues which ownsrs get from certain rractises.
If we are to question the propriety of an old farmer's

falling to use m:e.lat,eat technigues to increase his
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money ylelds, we must question the distritution of purchasing
power that allows him to use the land so profllgately. But
if we take as given th=s distritution of purchasing power
that exists, as I am in this st\zdy., wa mugst concede this
to be a definite sacial revernue.

G. Seemingly underused land may be held for exvanslon of

a productive unit, and this my som times be the best uee

of tre 1 and, ,,,5‘ c et alivesgs criemrial.so Al cs
#' : ff¢+ cﬂ‘f {"
vi. 'taking fE array of externa‘l conditions as given"

means the 1nquir'y is 1limited to land esconomics, insofar as

poasible. The array of prices and costs as they impings on

the individual lamiowner is not aquestioned, even tho

tariffs, quotas, rai 1ro ad rates, taxes, the distritwtion

of purchasing pbwer, etec. ad inf., are sxia’ly undesirable,.

The individual 8 labor' is evaluated at his own rrice.. TAY gnters Fereale

what ke Wil ofo mmﬂ‘?‘rln L hew nnt he veet? be wf/rnf f-/yaa( m%n’z /e ”"f {f'}aﬁ

The "individual's capital is evaluated at his own Inter nal ov e e
i, Lody l‘!w no alkomaring, L s m/fmg fo inrest cap “rh !m/n-nm *:1{,,‘ e,
interest rate. I ) 3 e i =0 )

%&gﬁ 'gggiven, just like imperfactions in othe r markets,
and the inquiry is limited to the adjustments of land
use under present institutions to the given conditlons,

Accepting imparfect capital markets as gl en implles
the following:

A, The cost of capital is to be taken as that comt
which the individual user has to pay. Thus one user may
get a higher yleld from land than arother user slmply

because he can use more capital, and account a smller
s Ellor s

price for what he does use. al'/""/é' %wy)wf /a@., /me"‘f beter & [frerrmsr

e S T e e S TR F L p s o el e
B. ccmparlng the relatlve valueas of two dif ferent

seri of yields from land, the comparison slmll be made
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herefare be held in general by those whose use of 1t is

Vnot as great as full use, even with the very tolerant
/ @sfinition of full use I have made. Those with lower
internal intere st rates will outbid ttoss with higher

\lones for land which is gererally expected to rige in

1:.0 a certain point,

This di startion is primarily confired to lami, and 18 not

%isc_trx'ua of capital. Capital, being Vdetezf*_ibrable and rfe;_ﬁreﬁ-ucr- _
.éible s, 18 not genarally sxpected to rise in valus., S ELE =

This distortion is a corollary of ancther distortion

gmentioned earlier. Not all the revenues resulting from the
éa.cts of land users can bes collected by them, 1t was stated.
lIt wag nat stated who did collect those revenues. Many
of them are collected by mai@hboring 1ardaw rers., land is
;t,hen, besides beine an agert of production, a trap which
;zatches the revenues carelessly spillad over by surrourd ing

land users, so tc speak. This trap acquires a ma rke t

yvalu=,

E

B. Imperfections of the land market.

1. Different opinions of futuse,

The basls for bidding in tke present is a.nti ati
= Seneee ! %w—wgh""’”

of the future, and of course opinions differ“’laﬁﬂéﬁ'ﬁm‘ e 'W"'”'

J

I ne,
“t.o pass into the ower ship of those with extreme opinions, d"“

i
i
i

;ia'hi ch are rot necessarily the best opinions. It 1s particularly

5 R T S, ., S W T 1 ol b e ik e 1'\:!3{1-" hhﬂﬁﬂ R e s o o s e B
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Eand local péople and insiders are prone to exploit their
iignor.a_nos_. Newcomers are apt to extrapolate current
?yields more, and th 8= with axperience are apt to attach
?more welght to the yields they ar= accustomed to in the
‘past. Heme 1n booms outslders are apt to bid more for
§land, -and In depressions exper ience reople ars apt to
Ehang on for a rise. These facts distort lamd allocation.
¥is judgment o f future yields is particularly svident
1n respect to community projescts which are int ended ;t,o
Eraise the value of adjacent lands. Due to Q,he lag betwsen
neeci and action and conmlet.ian, the prob] ams of group and -
| , _ kot [real oxporiomce w'Th guoh Thing,
;gova"nment.&?[ act.ion the des!re to explolt ocutside land
ébuyers. tk group pressur° applie:a t.o' “kvockers a etc., _

%objec-tive opinion s }-e-e-’s- 1n th= wel ter of mropsaganda,.

2 Raeh unit of land 1s unique in relation to its environs,
'and in quality.
' a., This means there can b2 no sirg le market of f‘_.ng;ible .
iitems. Individ ual bargaining is the rule, with frsquent
llong waits to test the holdout power of the other. by poiclor
onbire in amite frken, Q;zwﬂkmrf%m" A e o & s Fed ’W gﬁqw
b. Relations with neighbors are often unsconomically "‘t’ Wt/nm

{ m!":;
[condueted. = Fomes,, poro

{
{

1. In buying and selling land to round out existing

%farms, the neighbor 1s In g monopsonistic position, the

Ebuyer in a monopolistic. A protracted period of bargéinmg

( Faxo i proments,
‘may result, duwing which time the lamd 1s underused. “”"""’“"5“7"""
| i1. The physical cifficulty in gettirg all units tha wartig)
iright s8lzs and shape is ilmmense, since no onz can be

charged with out changing its relighbor. After units have

ibeen impmved ag Iintegral units the difficulties are magnif-
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ied.
111. Where best use requires cooperative mrojects irvolving
iwo or more neigtbors, the difficulties of organization

ag.nd sharirg costs amd benefits become immense, and may keep

Bt vhen 1t may besa'd the ‘tesrs’ ﬁzmééfvrmm h""?{—-
{ vre are oo fw;arﬁamwm/ahh/mwmw

iv. A deslre to reducs tle output of local competitbrs

1and from full use.
may cause local lamnlowrers to put various obstacles in the
yay of uglrg land fully, éﬂ’hem -t.}:ese take the farm of

Quc tas I have accerted them as "given". But.)wmre the y take
the form of buyirng up land and ho’ding it from its b=st

f,zse to kesp down the pr cduction of a certain crop, they are

é, distortion of lamd use. Ilikewlse, wherzs landowners re frain
i‘rom using 1abor= 1nt.ansive er*ops tc avoid bidding up labor s

100&1 price, use is distorted. (Ofﬂ:fj)'o‘v water tolls fo redice vye ot

3. Inertia and Ignorance

a. Igna ance of best use.
_ b, At»athy towards changing use on the part of owrers who
ar-a old, or rich, and to whom tle land's revenues means little.

C. Aversion to selling at a nominal money loss.

4 Particiilar institutions.
| a. The income tax ciiﬂcrimimtpe in favor of 1mpiicit
incomea, hence a tendency to buy land for resid@nces,
hunting, ote. Desin b spuwdm vévfrﬁmm Fed-a Jedvch'm o5 rho for Gescicar
' l b. Tax exemptions o rarticular institu ions or peonle.
Failur@ to foreclose on delinquents. Fazardous tax titles.
| c. Ripari&n rights doctrines, right by use doct.rines,
and gso on, which glve individuals an incenti ve to appear to
pse mere land than they actually use, to acquire title to
it.
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d. Our monetary gy stem, which per mits gigant ic fluctuat! ong

of money prices, thus co nfusing opiﬁions on fu ure yields.
: e. Costs of transfer, and proving title,
' f. Taxes on improvements on land.

4, Processing of evidence.

Evidence in sup ort of the hyrotheses is abundant,
and I have gathered much., It only remains to record it
here.

5. Terminal Tests,
I have examined situstlons i which the critical

condl tlone causing dlstorted all-cation of land were

charged, and tke results have bor ne out the hypotheses.

a., Where land is taxed, it loses some of it s capltal

value, anl the distortions d&e to imerfe-t caital
market s are correspond Ing ly re duced. '
E b. Where capital marke ‘s are subsidized, distartions

|

:a.re likewise reduced,

i c,;, thérerland use 18 planned, many o f the proHems
_arising from land's unique relation to 1ts anvirons are
solved. 3 ' o

d. Terminal tests on soms of the smaller polrts will
prdably not be made. To that extent the project will

be incomplete.
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My outlime follows Salter's closely, as I intervret
{Balter. His categor®e s seem quite vagus to me, and this
leaves the way open for filtting them to the i.nquiz’y, rather

than the opposite, which 1s probably a good thing. Salter

éhiﬂa self warns against "the tendency to regard its rarts
éas closed compértmert. s". - &)
| I believe that the seeming identity of his "problem
‘E'farmulation“ ard hils "hypothesis"” has been avoided in
Emy paper by making the zj_r*oblem farmula tion .aﬂ' extended
iﬁafini.,ﬁon. of the mroblem., This serves tke function he
'has specified for problem formulation: "To eliminate the
m¢e-_rob:i.r_io_}i sly irrelevant element s_in_-_ ths tc}t-al si.tz.ié t1 c_n.*:*' : i =
It may seem to be mare sulted for inclusion under rproblemati-e
situation,

but Salter himself said: "...there is gradation

between its parts, not all-or-none par*t.itl,iens,“
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