


A, Meaning

Essentially, rent is the net product of land after deducting
non-land costs. It includes imputed service flow as well as cash flow, of
course, with the former assuming primary importance today because exempt
from income tax.

There is a host of definitional details in applying the simple basic
concept of rent. In respect to time, ''rent! is originally an annual con-
cept based on the yearly repetitive cycles of farming., Most urban ground
rent, even under static assumptions, derives from an irregular stream of
costs and revenues over the life of a building. To be sure, the ubiquitous
parking lot yields yearly and even daily and hourly ground rent with a
minimum of intertemporal dependence of costs and revenues., But most urban
rent must be discovered by first forecasting the life of buildings; then
discounting costs and revenues to the present; and finally multiplying this
present value by the capital recovery coefficient,1 which converts it to

a level annuity over building life.
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Milwaukee, Wisconsin

Dear Mason:

As you know, the Regional Sciénce Association holds an annual meeting in North America
during the month of Novembe€r. Our 1968 meeting is now scheduled to be held at

Harvard University, Cambrfidge, Massachusetts on November 8 - 10. Headquarters will be
at the Hotel Commander,” Cambridge, Massachusetts. The host for the 1968 conference will
be the Graduate School of Design at Harvard University.

I am now in process of organizing the program for the second Harvard Conference.
Recently Ben Stevens has told me of your most interesting work and has urged me to

invite you to present a paper which might be entitled La ent, Taxation
Policy. I very much hope that you will be able to give us a paper of this sort, or
on some related topic.

Because many discussants have urged that papers be sent out for discussion in adequate

time for development of comments, I am now instituting the rule that each person

who delivers a paper must send out to each of his discussants (of whom he will be
informed) a copy of his paper by October 5, 1968. Also, the acceptable papers are

V//icheduled to be published as Volume XXIII Papers, Regional Science Association, 1968.

‘The Association therefore reserves full rights to the publication of these papers.

I look forward to hearing from you soon. I very much hope your response will be positive.

With very best regards.

Sincerely,

Walter Isard
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% CHANGES NO WAR

Sector Employment Local Purchases Total Impact
9101 + 64.76 + 64.88 + 30,230,636
9102 + 5.00 +  L4.76 + 39,640,070
9103 0.0 0.0 0
910k4 + L4.98 + Lh.98 + 17,865,838
9105 + 14.98 + 15.00 + 14,691,281
9106 - 7.34 - 7.34 - L,713,653
9107 0.0 0.0 0
9108 0.0 0.0 0
9109 0.0 0.0 0
9110 0.0 0.0 0
9111 + 20.69 + 92.24 + 306,417,375
9112 + 13.35 + 13.35 + 2,770,462
9113 + 28.25 + 28.27 + 21,794,299
9116 - 33.36 - 33.30 - 75,543,51k4
9117 - - 65.75 - 375,968,787
9118 SR 1 - g1l - L4,81h4,772
9119 - - 55.92 - T4,105,827
9120 - 100.00 - 100.00 - 231,660,041
9121 - - L46.85 - 412,521,674
9122 - Lo.64 - 37.56 - 38,408,445
9123 - - 83.66 - 69,091,540
9124 - 13.79 - 15.75 - 16,102,510
9125 - - 21.75 - 78,%2,489
9126 - 10.10 - 10.10 - 7,347,622
9128 0.0 0.0 0
9129 - 36.67 - 61.58 - L49,780.681
9130 - 5.32 23.39 - 104,875,746
9131 0.0 0.0 0
9132 0.0 - 16.50 - 57,286,095
9133 0.0 0.0 0
9134 0.0 0.0 0
9135 - 3k4.70 - 3k.70 - 62,874,862
9136 - 54,02 - 728 - 19,576,430
9138 - 13.89 - 19.54 - 196,305.120

GRAND TOTAL - 10.22 - 19.71 -1,456,529, 8lT
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1968 ACTUAL ACTIVITIES

Employment Payroll Output Local Purchases Total Impac]
U.S. Dept. of Agriculture 9101 576 6,500,667 10,007,001 8,998,655 46,591,403
U.S. Dept. of Post Office 9102 20,478 135,885,336 170,052,953 162,857,707 832,436,007
Social Security Administration 9103 2,480 19,058,659 21,645,659 20,886,909 104,830,841
Internal Revenue Service 9104 4,013 29,658,579 31,762,717 31,072,140 157,828,167
Vet. Admin: Med. Inst. 9105 1,943 16,577,299 21,794,463 20,005,353 97,942,150
Vet. Admin: Administ. 9106 1,690 12,165,129 12,991,073 12,638,999 64,189, 148
U.S. Coast Guard 9107 332 7L"9, 063 996: 978 939’ 8]-5 LL’ ).].Lpé’ 023
U.S. Mint: Philadelphia 9108 537 L, 748,499 31,337,276 7,907,924 38,282,075
Bureau of the Customs 9109 218 2,594,448 2,671,894 2,635,985 13,368,824
Bureau of Accts: Disburs. 9110 142 920,259 1,570, Te0 1,322,578 6,683,114
U.S. Dept. Housing & Urban Dev. 9111 725 5,250,944 225,614,152 55, 256, T29 327,949,158
National Park Service 9112 337 3,558,384 4,231,797 4,060,151 20, 747,590
General Services Admin. 9113 NITS) 3,476,250 21,049,918 14,045,887 77,102,771
D.P.S.C. Oper. 9116 5,252 41,279,440 48,100,681 Ll 894,329 226,863,520
D.P.S.C. Proc. 9117 2,051,908, 094 104,241,236 569,513,629
D.I.S.C. Oper 9118 2,608 20,485,300 25,782,778 23,134,509 116,267,274
D.I.S.C. Proc. 9119 283,600, 000 24,091,485 132,512,073
Army Electronics: Oper. 9120 3,020 30,465,974 47,866,707 45,477,900 231,600,041
Army Electronics: Proc. 9121 956,052,222 163,246,229 880,023,238
U.S.M.C. Oper. 9122 2,232 18, 167,122 21,561, 37T 20,118,501 102,238,115
U.S.M.C. Proc. 9123 181,099, 090 14,851,374 82,634,150
A.S.0. Oper. 9124 2,320 20,029,425 26,069,436 19,915,308 102,318,530
A.8.0. Proc. 9125 605,013,172 66,551,449 363,048,811
D.C.A.S.R. 9126 1,446 12,835,355 14,660,589 14,299,942 72, 771621
U.S.N. Sup. Shipbuilding 9128 111 1,210,000 13,975, 000 12,713,275 69,273,781
U.S.N. Facilities Eng. Comd. 9129 180 1,833,k425 23,630,774 14,015,467 86,517,152
Frankford Arsenal 9130 5,809 56,741,000 490,182, oco 91,774,634 Lsh 621,007
Corps. of Engineers 9131 613 4,980,668 31,274,366 19,350,887 105,006, 90k
N.A.E.C. 9132 2,423 19, 909, 063 123,009, 063 65,833,455 341,517,987
N.A.D.C. 9133 2,97 30,306,985 92,945,807 46,241,429 238,415,169
NavPub Form Ctr 9134 159 13,050,934 65,867,084 56,402,407 290,717,127
Military Hospitals 9135 3,369 23,062,088 45,107,585 37,663,465 181,202,015
Naval Air Station: WG 9136 1,033 8,636,801 12,295,963 9,636,501 u9,3_v, g5
Naval Shipyard: Philadelphia 9138 12,194 113,293,000 295,293, 000 206, 059,055 1,009, 058,222
GRAND TOTAL 79,653 657,430,096 6,010,981, 429 1,443,141,969 7,479,173,622
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Sector

9116
gLL7

9118
9119

9120
9121

9122
S125

9125
9126

9128
9129
9130
9131
9132
9133
913k

35

9136
9137

Title

Defense Personnel Support Center

Defense Industrial Supply Center

U.S. Army Electronics Command: Economic Activity

'U.S. Marine Corps Supply Center

Defense Contract Administration Services: Regional

U.S. Naval Supervisor of Shipbuilding
U.S. Naval Facilities Engineering Command, East Central Division
Frankford Arsenal
U.S.A. Corps of Engineers
Naval Air Engineering Center
Naval Air Development Center: Johnsville
Nav Pub Form Cen
Naval Publications and Forms Center (NSD)
Naval Publications and Printing Services Office LND
Naval Air Technical Services Facility
Naval Oceanographic Distribution Center
Military Hospitals
Naval Hospital: Philadelphia
Army Hospital: Valley Forge
U.S. Naval Air Station: Willow Grove

U.S. Naval Shipyard: Philadelphia
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Sector

9101

9102

9103

9104

9105

9106

9107
9108
9109
9110

9111

9112

Title

U.S. Department of Agriculture
ARS, Eastern Utilization Research & Development
Forest Service: NE State & Private
Forest Service: NE Forest Experimental Station
ERS, Natural Resource Economics Division
Soil Conservation Service

U.S. Post Office Department
Regional Post Office
General Post Offices
Postal Inspection Services

Social Security Administration
Social Security Administration Payment Center
Social Security Administration District Office

Internal Revenue Service
Regional Office
District Offices
Mid-Atlantic Service Center

Veterans Administration: Medical Institution
V.A. Hospital: Philadelphia
V.A. Hospital: Coatesville
V.A. Outpatient Clinic: Philadelphia

Veterans Administration: Administrative
V.A. Service Center
V.A. Data Processing Center

U.S. Coast: Gloucester City

U.S. Mint: Philadelphia

Bureau of Customs

U.S. Treasury: Bureau of Accounts

U.S. Department of Housing & Urban Development
Regional Office
Renewal Assistance
Metropolitan Development
Housing Assistance
Federal Housing Administration

National Park Service
Regional Service Center
Independence N.H.P.
Hopewell Village N.H.S.
Bureau of Outdoor Recreation, Regional Office
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THE PHILADELPHIA INVERSE:

A Toy For Regional Scientists

A Tool For Regional Planners

Walter Isard
Thomas W. Langford, Jr.

Department of Regional Science
University of Pennsylvania
Philadelphia, Pennsylvania

8 November 1968
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% CHANGES NO WAR

Sector Employment Local Purchases Total Impact
9101 + 6L.76 + 64.88 + 30,230,636
9102 +  5.00 +  L.76 + 39,640,070
9103 0.0 0.0 0
9104 +  4.98 + 4,98 + 7,865,838
9105 + 14.98 + 15.00 + 14,691,281
9106 - 7.34 - 7.34 - k4,713,653
9107 0.0 0.0 0
9108 0.0 0.0 0
9109 0.0 0.0 0
9110 0.0 0.0 0
9111 + 20.69 + 92.24 + 306,417,375
9112 + 13.35 + 13.35 + 2,770,462
9113 + 28.25 + 28.27 + 21,79%,299
9116 - 33.36 - 33.30 - 75,543,514
9117 = - 65.75 - 375,968, 787
9118 - L1k - L.k - 4,814,772
9119 - - 55.92 - 74,105,827
9120 - 100.00 - 100.00 - 231,660, 041
9121 - - L46.85 - 412,521,674
9122 - Lo.eL4 - 37.56 - 38,408,445
9123 - - 83.66 - 69,091,540
9124 - 13.79 - 15.75 - 16,102,510
9125 - - 21.75 - 78,962,489
9126 - 10.10 - 10.10 - 7,347,622
9128 0.0 0.0 0
9129 - 36.67 - 61.58 - 49,780.681
9130 - 5.3 - 23.39 - 104,875,746
9131 0.0 0.0 0
9132 0.0 - 16.50 - 57,286,095
9133 0.0 0.0 o .
9134 0.0 0.0 0 -
9135 - 3k.70 - 3k4.70 - 62,874,862
9136 - 54.02 - Lh7.220 - - 19,576,430
9138 - 13.89 - 19.54 - 196,305.120

GRAND TOTAL - 10.22 - 19.71 -1,456,529, 847
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U.S. Dept. of Agriculture

U.S. Dept. of Post Office
Social Security Administration
Internal Revenue Service

Vet. Admin: Med. Inst.

Vet. Admin: Administ.

U.S. Coast Guard

U.S. Mint: Philadelphia

Bureau of the Customs

Bureau of Accts: Disburs.

U.S. Dept. Housing & Urban Dev.

National Park Service
General Services Admin.

P . Oper.
P . Proc.
E . Oper
I Proc.
rmy Electronlcs Oper.
rmy Electronics: Proc.

UJCDU)U)
()OOO

M.C. Oper.
M.C+ Proc.
0. Oper.

.0. Proc.

A.S.R.

.N. Sup. Shipbuilding
.N. Facilities Eng. Comd.
Franﬁford Arsenal

Corps. of Engineers

CICiUiDIDCIC:IDIDUUUCj

NavPub Form Ctr

Military Hospitals

Naval Air Station: WG

Naval Shipyard: Philadelphia

GRAND TOTAL

9101
9102
9103
9104
9105
9106
9107
9108
9109
9110
9111
9112
9113

9116
9LLY
9118
9119
9120
9121
9122
9123
9124
9125
9126
9128
9129
9130
9131
9132
9133
913k
9135
9136
9138

1968 ACTUAL ACTIVITIES

Employment

576
20,478
2,480
4,013
1,943
1,690
332
537
218
142
725
337

1,L446
111
180
5,809
613
2,423
2,97
159
3,369
1,033
12,194

79,653

Total Impact

Payroll Output Local Purchases
6,500,667 10,007,001 8,998,655
135,885,336 170,052,953 162,857,707
19,058,659 21,645,659 20,886,909
29,658,579 31,762,717 31,072,1k40
16,577,299 21,794,463 20, 005, 353
12,165,129 12,951,073 12,638,999
749, 063 9%, 978 939,815
L, 748,499 31,337,276 7,907, 92k
2,594,118 2,671,894 2,635,965
920,259 1,570,760 1,322,578
5,250, 944 225,614,152 55,256,729
3,558,384 4,231,797 4,060,151
3,476,250 21,049,918 14, 045,887
41,279,440 48,100,681 LL 89k, 329
2,051,908, 094 104,241,236
20,485,300 25,782,778 23,134,509
283,600, 000 24,091,485
30,465,974 47,866,707 45,477,900
956,052,222 163,246,229
18,167,122 21,561,377 20,118,501
181,099, 090 14,851,374
20,029,425 26,069,436 19,915,308
605,013,172 66,551, 449
12,835,355 14,660, 589 14,299, 9k2
1,210,000 13,975,000 12,713,275
1,833,425 23,630,774 1k,015,467
56,741,000 490,182, 0co 91, 774,63k
4,980,668 31,274,366 19,350,887
19, 909, 063 123,009, 063 65,833,455
30,306,985 92,945,807 k6,241,429
13,050,934 65,867,084 56,402,407
23,062,088 45,107,585 37,663,465
8,636,801 12,295,963 9,636,501
113,293,000 295,293,000 206,059,055
657,430,096 6,010,981,429 1,443,141,969

L6,591,L403
832,436,007
104,830,841
157,828,167

97,942,150

64,189, 148

4,446,023
38,282,075
13,368,824

6,683,114

327,949,158
20, 747,590
77,102,771

226,863,520
569,513,629
116,267,274
132,512,073
231,600, 041
880,023,238
102,238,115
82,634,150
102,318,530
363,048,811
72,771,621
69,273,781
86,517,152
454,621,007
105,006, 904
341,517,987
238,415,169
290,717,127
181,202,015
u9,3::,7x5

1,009, 058,222

7,479,173,622
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Sector

9116
9117

9118
9119

9120
9121

9122
9123

9125
9126

9128
9129
9130
9131
9132
9133
913k

9135

9136
9137

Title

Defense Personnel Support Center

Defense Industrial Supply Center

U.5. Army Electronics Command: Economic Activity

UiSs

Marine Corps Supply Center

Defense Contract Administration Services: Regional

U.S. Naval Supervisor of Shipbuilding

U.sS.

Naval Facilities Engineering Command, East Central Division

Frankford Arsenal

U.S.A. Corps of Engineers

Naval Air Engineering Center

Naval Air Development Center: Johnsville

Nav Pub Form Cen

Naval Publications and Forms Center (NSD)

Naval Publications and Printing Services Office LND
Naval Air Technical Services Facility

Naval Oceanographic Distribution Center

Military Hospitals

Naval Hospital: Philadelphia
Army Hospital: Valley Forge

. Naval Air Station: Willow Grove

. Naval Shipyard: Philadelphia
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Sector

9101

9102

9103

9104

9105

9106

9107
9108
9109
9110

9111

9112

Title

U.S. Department of Agriculture
ARS, Eastern Utilization Research & Development
Forest Service: NE State & Private
Forest Service: NE Forest Experimental Station
ERS, Natural Resource Economics Division
Soil Conservation Service

U.S. Post Office Department
Regional Post Office
General Post Offices
Postal Inspection Services

Social Security Administration
Social Security Administration Payment Center
Social Security Administration District Office

Internal Revenue Service
Regional Office
District Offices
Mid-Atlantic Service Center

Veterans Administration: Medical Institution
V.A. Hospital: Fhiladelphia
V.A. Hospital: Coatesville
V.A. Outpatient Clinic: ©Philadelphia

Veterans Administration: Administrative
V.A. Service Center
V.A. Data Processing Center

U.S. Coast: Gloucester City

U.S. Mint: Philadelphia

Bureau of Customs

U.S. Treasury: Bureau of Accounts

U.S. Department of Housing & Urban Development
Regional Office
Renewal Assistance
Metropolitan Development
Housing Assistance
Federal Housing Administration

National Park Service
Regional Service Center
Independence N.H.P.
Hopewell Village N.H.S.
Bureau of Outdoor Recreation, Regional Office
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Releasing land to commerce is also self-reinforcing, this time con
structively, When land ownership turns over faster and easier, every-
one's hosrding propensity relaxes, As to the waiting and certainty
problem, synchronized assessment increases over whole neighborhoods
give the signal that lets every landowner know the time is nigh, and
lets each one avoid narrow self-sufficiency and orient his improvement
to the immediate prospect of a total interdependent community, complete
with Yellow Pages, rising around him,
IV, How to Tax Rent

We saw earlier that many local taxes are shifted to rent, and are
indirect taxes on rent. So the trick for public policy is not just to
tax rent, it is to tax it in such manner as to exploit the fact that
rent hay be taxed with benefit rather than damage to economic functions.

A, Fiscal leverage vs, fiscal profit sharing

The benefits spring, to repeat, from imposing a regular cash

cost on the landholder, a charge that discourages his ever retaining
land in uses whose service flows fail to cover it, To this, many have
objected that it is too harsh; that land users prefer risk-sharing and
profit-sharing to leverage. They can point to some voluntary contracts
between private lessor and lessee where rent is a share of profit, or
of gross, One could pbint; on tﬁo other hand, to ordinary mortgage
terms, with debt sorvice.in excess of land rent, which apply more lever-
age than mere cash rent ﬁouldi"nut there: are reasons why government
should apply more leverage than a private landlord does to his lessees.

One, government possesses a power to allowlfor exogenous risks, a

power not generally available to private landowner lessors, by its



assessment of land. That is if, through no fault of a landowner, land

on which he had built should suffer a neighborhood decline, a government
taxing rent would share the loss by lowering his land assessment. If
the fault were his, on the other hand, he would suffer it all, for there
would be no general decline of neighborhood values. Likewise, he would
reap all the gain from his superior management.

There are a foy instances of private contracts tying interest or
wage or farm rent poyunt- to some index of market changes. For urban
land, however, there is no device in private contract that ties rent to
an annual assessment: hence recourse to less perfect devices. Govern-
ment alone is in a position to apply maximum incentive leverage while
still sharing exogenous risk. Sharing the latter, it can reasonably be
much firmer about the fommer.

Two, govomunt as representative of the whole community is inter-
ested in fostering cumulative spillover benefits from private invest-
ments. It wants private investors to complement its public works with
matching private works, containing urban sprawl by meeting demand from
good central land. It wants to synchronize interlocking private invest-
ments and minimize mutual uncertainty in developing areas. It wants to
unfreeze the whole 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 that, telling land-
owners when to build and how much they must invest., By charging a
regular rent tax, regardless, it assures that landowners will raise
buildings in good season.
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A complicating question in rent taxation has always been the treat-
ment of increments to value; and the choice of capital value or current
income (realized or "notional'') as the tax base,

As tosthe first, taxation of land value increments obviously lacks
the good incentive effects of taxing rent, It is avoidable by not sell-
ing, and greatly diluted by deferring sale. It puts a hurdle in the way
of sale by investor to builder, and then applies no leverage to the
buyer. It warrants short shzift.

Capital value as a tax base has been often criticized as overtaxing
rising land whose capital value has risen out of proportion to current
cash income., Heilbrun [ , pp. 123-27] has demolished this argument
as it dcacrvos}z The income from rising land includes appreciation, at
the time it accrues. To get at this income, without waiting for sale,

13 To tax current cash income

a simple tax on capital value suffices,
in the lower use is to miss out altogether on taxing the increment.

To tax capital value is to have an increment tax, but one that is not
diluted by deferral until sale, ond does not discourage timely ownership

turnover,

12 For mathematical treatments see Mason Gaffney Tax-Induced Slow

Turnover of CS?ital [ , pp. 308-13 and 321-22; and Masen Gaffney
Land Cost ...

A3 The tax is a fixed percentage of the capital value. S0, in
equilibrium, is the yearly apprefijgation. Therefore the tax is a fixed
percentage of the appreciation.




36

B, Rent, spillovers, and congestion of open facilities
There are two brakes on increasing returns from urban synergism:
internallcongestion; and external markets. Here we treat the first,

Those who fear congoltién of open common space and facilities--
streets, schools, parks, air and 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 as an external
diseconomy from use of private land: where I have stressed synergistic
gains, they'lno net losses. They favor taxes on actively using, rather
than passively holding land, interpreting user taxes on landowners as
user charges for open common land and facilities. They favor compulsory
land-consumption via low density zoning, the better to insulate man from
his neighbor, andﬂubovq all to avoid letting immigrants in cheap housing
dilute the school taxvholo. They do not share the Horace Mann philoso-
phy of payinglouk a social dividend to the poor man'’s children by tax-
ing the rich man's land,

There is no quoition of the premise that congestion and pollution
are bad. What %o do qb;h; it is something else again,

One must concede lopething to each of the points, but not very
much, for they are bqicd'oﬁ a number of confusions,

Confusion number 1 is not to hold population constant in the
analysis. That is, intensive land use is implicitly blamed for the
birthrate, Land economics takes population as given, Its problem is
how tc deploy people, not to sterilize them. Thus, intensive land use
near downtown does not in itself increase street loads, Rather, it lets

a given number of people get downtown by walking or bus-riding a few

blocks rather than driving a few miles and parking all day. Which
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arrangement i.-pénl less burdoﬁ on stro;tl, ‘a:l.t, and open space?
which puts more sprawl between the city and recreation in the open
country?

True, the more efficient city then attracts immigrants. But these
bring added economies of urban scale, The point of urban planning is
to achieve a maximum of such positive interdependencies with a minimum
of negative frictions like congestion. To that end, accommodate effici-
ently each given increment of people, and welcome the next. Those vho
agree with William H, Whyte that '‘open space is not merely the absence
of something bad; it is a positive good' will be pleased to note that
the immigrants to these efficient cities cannot avoid leaving great
realms of empty open space behind them.

Confusion number 2 is to equate intensity of private land use with
congestion of common space, In fact, private buildings transport
people vertically, substituting elevators for horizontal street movement,
If we cut off the marginal twentieth story of an apartment or office,
and relocate the floor space ten miles out at the other margin of the
city (the horizontal one), we would throw a great new load on t;u miles
of common streets. This is no way to decongest them.

Intensive private land use does not mean an absence of park land.
Population around parks justifies the public investment in space, in
landscaping and furnishing it. Putting private land to work meeting
the legitimate space demand for homes, work, and market relieves the
pressure to invade park land, Central city park sites become dearer,
it is true. But if urban sprawl were contained by intensive central
development, fringe lands now iycd by subdividers would revert to low

values and open recreational use.




Confusion number 3 is to overlook the factor of age and quality
of buildings. Taxes on buildings and low density zoning are thought to
screen out marginal buildings and their inhabitants. But they screen
in buildings that become marginal by virtue of senility.

Confusion number 4 is to conceive of congestion in short run terms,
An overloaded sewer, for example, is a sign of short run increasing
costs, but not leng run, It is a signal to replace the mains with
larger ones, achieving in the process great economies of scale. Car-
choked streets manifest increasing social cost of cars, but not of -
transport, They are a signal to tax cars and promote mass transit,
again achieving economies of scale, Crowded schools do not reflect
overpopulation but inadequate schools, and failure to take advantage
of Conant’s Law of increasing returns to scale of school,

There is such a thing as true congestion., There somes a scale of
city so large and central density so high that an absolute space limit
is approached. The "unkcgo sectoxr" of the city (transport and utili-
ties) moves into the stage of long run increasing costs, In this
extrendty the om:inl solution is not to abandon tho principlo of tax-
ing rent, but to cxtmd it to the l.inkag. loctor s which now yields rents,
too, In dm case the object of the c)nrgo is to limit use and space-
consumption in the ltiukngc‘ucgtor, and so it should take the form of a
user charge, ‘3"010 of unfenced open space without tenure protection is
temporary tenure of the space., S0 a '"use" tax on open space is analagous
to a flat tax on the rent of land in formal private tenure. It is not
analogous to a tax on the use of private land, but exactly the reverse.
To tax the use of private land is to untax the non-use of it, This lets
owners hold the space without charge, which is analogous to letting them

‘'use’ public space free,
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The optimal user charge would be selective, hitting and screening
out congesting and polluting uses, reserving limited downtown street
space for higher and less congesting uses. With such a concept in
hand, and someone like Professor William Vickrey or James Nelson to
administer it, there might indeed be no limit on the optimal size of
a city. May we be so lucky as to have a chance to find out soon!
Meantime we already abserve progress in this direction on many fronts,
from parking meters to pollution police.

Confusion number 5 wouid be to think of school congestion as a
space problem. It is a problem of finance and distributive equity.
The sdlution, I am ﬁuro, is to support schools in part by state or
federal aids ’huod on population or attendance. Redistributing wealth
and paying social dividends are not functions we can realisticaily ex-
pect of local government in a mobile age.

C. Intergovernmental relations

The second brake on increasing returns from urban synergism is
the external market., Many cities fear growth because they think their
market is limited.

If a private firm reasoned that way, econcmists would identify it
as a monopoly and evaluate the attitude accordingly. To cities we give
more rope: they represent the public, But what '"public?' Only the
landowners of the city. They are all too happy to exploit other
“publics" in the old Hanseatic tradition documented by Schmoller [ ]
and the German Historical School. :

Central government represents the larger public. Its interest is

to apply more ponitivo leverage to cities than they might apply to




themselves, to counter any monopoly restriction or stodginesa., Oné-

such kind of leverage I have already mentioned, the payment of school
subventions based on population. Legislative reapportionment based on
population affords onothci growth motive, albeit with some unwholesome
pork barrel implications.

A third kind might be a state tax on rent, as now proposed in
Oregon by Dean undhoh. State government finances many of the public
works that generate urban rent. It has a legitimate interest in being
recompensed, It stands toward cities much as they stand toward private
individual landowners, The state spends to give the city opportunities.
Many cities fail to respond with spending on local feeders and network
lines to match the State's trunks. The State needs to apply tax lever-
age.

It has the institutional power. State taxation of real estate is

not dead, merely quiescent. Semsicreative econonmist needs to propose
a specific formula for sharing rents between State and city. The
important thing is the general purpose: collect State-created rents to
prompt cities to spend to generate more rents. In sharing these new
. rents between Statq_und city, both can afford to be generous., Synergism
yields a een!ott_a!.:h;lurplun for the city, As for the State's tax base,
Adam Smith noted 193 years ago that the ""Commerce of the Towns Contribu-
ted to the Inpth of fhd Country." [ , Book III, Chap. IV]

"Land Rent, Tamation, and Public Policy'--the field has lain fallow
too long. This gonoration of economists and regional scientists are
giving it new life. My brief survey only hints at what they are doing;
they are only scratching at what needs doing., Many more hands are welcome:

the spillovers are positive; the returns are increasing synergistically.
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paper you plan to present at the Regional Science Association
meetings to be held in Cambridge, Massachusetts, November 8-10,
1968. Please send final original copy to me by December 31,
1968.

Thank you.
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