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can't afford them.

I don't know what the tax position of Hott's
estate was, but I daresay this house'had very 1limlfted
market value when the university acqﬁired 1., I
don't imagine there was a great demand for it, although
it was more durable than other houses in this town
which have been occupied for a longer period of time,

DR. ROWLANDS: May I Jjust submlt--I have never
yet seen a house collapse, no matter how speculatively
built it was.

DR. CASE: Be careful. I can give you several.

DR, ROWLANDS: I think you can overemphasize
that. The significance of quality of construction is
in the operation or maintenance cost, not in durability.

DR. GAFFNEY: Let me say this. I don't know
whether the houses of the rich or houses of the poor
last longer, but I will say this, though, that a
house can be built to last a longer or shorter time.
The shorter it lasts, the more frequently the site
is renewed, the more employment 1s generated on that
site over a long pull,.

DR. ROWLAND3: No. Okay, go ahead. Pardon nme

for iInterrupting.



DR. GAFFNEY: If the average house lasts twenty
years and there is an old building, no new replacement,
then, what is it, five percent of the sites in the
clty would be renewed every year, whereas 1f the
average house lasted one hundred years, then one
percent would be replaced each year.,. Is that right?

DR. BERKMAN: The problem 1s the physical bullding,
the physical durability, as Arthur Grey was getting
at, and the economic flows through the city.

DR. GREY: I belleve Grebler says that the average
life of a residential dwelling 1s something like
seventy three years, and that most of them have been
demolished-~they burn down, or they are demolished
to make way for another use as a succession process.

Very few are taken down because they are
going to fall down.

Get Fred Case over here to enforce the code
and we'll get a few of them down.

DR. CAFFNEY: I don't say they come down because
they are going to fall down, but only that they come
down for some reason.

DR. GREY: They come déwn for an economic reason

rather than a physical reason.



DR. BERKMAN: * If that argument were so, I think
we are in pretty good shape.

In other words, if 1t was true that houses
are shoddlly put ftogether and they would fall apart
and would somehow require this rebuilding, this would
be marvelous, this would be terrifie, but it doesn't
happen. What happens 1s they keep using them and
using them and using them even though they are not
good construction.

DR. GAFFNEY: I agree with that. I'm not saying
why this happens, I am simply proposing this as a
mathematical trueism.

DR, BERKMAN: Oh, as a mathematical trueism.

DR. ROWLANDS: We will accept that.

DR. GAFFNEY: The labtor input in the dwelling
comes largely at the time of construction, sc¢ the
more frequently the site 1s renewed, the more freﬁuently
labor is applied to the site.

This would be true regardless of whether
the house was well built or poorly bullt at the

beginning.

DR. CASE: There is no analogy between a forest



-

and a building.

DR. GAFFNEY: There 1s no analogy?

DR. ROWLANDS: I wouldn't think so.

DR. BERKMAN: You're not trying to méke one,
are you?

DR. SAUSE: I think you are, aren't you?

DR. GAFPFNEY: Well, I would say that 1n improve-
ments In land ybu have two general kinds, one of
which appreciates and one of which depreciates, and
a nouse represents the one and the forest represents
the other, and there 18 that difference, but there
is also a similafity in that the factor proportions
depend on the frequency of renewal.

DR. GREY: The time period is the relevant thing.
A redwood forest might apprecilate for four thousand
years.,

I think you have got groves of tress on
property--wasn't 1t Joe Heikoff was telling us--and
they are probably not very good; the tree doesn't
live very long, it's blighted, and so on, so 1t
could be a truck crop and the appreciation might go
on for three months.

DR. WOLFE: He 1is talking about a house crop or



a land crop in another seuse.

DR. GREY: Well, anything that grows on the land
we assume appreclates over some kind of cycle, and
then ceases to appreclate and loses value,

You may have to cut the timber at a certain
time in order to realize that vlue.

DR. CASE: Put fruit trees on there, would be
better.

DR. GAFFNEY: 1 have a new system of accounting
whereby actually a house would be treated like a
tree.

PR. CASE: But if a tree produces no income during
igs 1life and a house doeg--

DR. GAFFNEY: That 1s why 1 had to work out a
new system of accounting.

( Laughter)

DR. GAFFNEY: If we graph time along the horilzontal
axis here, and 1 will indicate the market value of
a house by a declining curve, representing depreciation
over time, we could conceive of it as-~lets say it's
a fifty year period»-we ecould conceive of one house
as being fifty houses, which are nested together, and

one of these houses is being consumed each year, and



the fiftieth house not being coﬁsumed until the
fiftieth year, that is the one that 1s deepest inside
the walls, and then we could regard the present value
of the house.as being the summation of the present
values of those fifty future houses, and the present
‘value of the fiftieth house would be an extremely
small value today and 1t would apprecilate over time,
something like a tree, unti; you reach the year,
terminal year in which the value would liquidate, at
whieh time it would not be regarded as an income but
as liguidation.

DR. GREY: It issimpler to take Mike Wolfe's
viewpoint on this, llkening trees to houses. You
know there is nothing like a free, the idea of beauty.

Why is the fiftieth house--why is it the
end of the cycle?

bR. GAFFNEY: I assumed that for simplicity.

I think the time to clear an old site and
renew it is when the interest on the unliguldated
capital, plus the value of tne site, annual value
of the site in its future use, when those, regarded
as the marginal costs of time, are equal to the

marginal revenue 1in the present use. Then you have



reached an equilibrium.

In the case of timber, as time goes by
the tree becomes more valuable and the 1nfterest on
the capital tied up in the ftree becomes a failr amount
factor, and the rent becomes a ratﬁer small facteor,
but in the case of the houses you have the opposite
gltuation, the value of the hpuse becomes negliigibly
small and the rent, representing the vest future use
of the site, becomes the determining factor.

DR. CASE: That's why they are not the same.

DR. GREY: Are they inverse?

DR. GAPFNEY: I agree with you that there is a
difference, but there are also similarities, and 1in
respect to the question that we are dealing with,
namely the application of labor to land, 1 think fthey
are the same, in that the application of labor to the
land is concentrated at the end polnts of the cycle,
30 the shorter the cycles are, the more frequently
labor 1is applied. .

DR. CASE: Is that line physical depreclation?

DR. GAFFNEY: No., That would represent economic
depreciation, value depreciation.

DR. CASE: You can maintain that line by applying



equal units of labor consistently, theh.

DR. GAFFNEY: In effect, then, you would be
rebuilding the house a little at a time,

DR. CASE: Then you don't have your labor
coming in cyeles, you have 1t spread out.

DR. GAFFNEY: In practice we would have to make
some modification for that.

Even if we don't do that, I think we have
to recognizé the inputs other than labor, such as
the contribution of the site and the contrlbution of
the capital are constant.

DR. BERKMAN: The more bullding, the more labor
vou use. The greater number of bullding you put up,
the more labor you use.

DR. CASE: Assuming that there are no alternative
uses for labor.

DR. BERKMAN: Yes.

DR, GAFFNEY: Well, perhaps I am getting a little

bit ahead of my story here.

* ¥ »* »*
DR. GREY: Was that a policy during the depression?
DR. GAFPFNEY: In some cities 1t certalnly was.

I am not sure the policy is guite the right word. That

19



implies positive thinking. It may be more failure
to act vigorously to get this land back into use.

DR. GREY: They created a lot of land, of coﬁrse,
in the subdivision policies of the twenties, and so
on, and land was burdened with special assessment.

You meant they don't do anything to rectify
that so that you would have a lot of scattered develop-
ment,

DR. GAFFNEY: I meant the land which reverted to
the city, came into the possession of the c¢city for
non payment of taxes, and that stayed there for thirty
vyears instead of having the titles vigorously cleared
up and returned to private use as rapilidly as possible.

DR. ROWLANDS: 1Is that because of policy or
lack of market?

DR. GAPFFNEY: The market was weak, but there waé
a gefinite desire to valorize real estate.

DR. ROWLANDS: Marchand made a statement back
in the middle thirties that there was enough land
subdivided in Chicago to take care of 1ts needs fbr
the next thirty five years, with utilifties and all.

DR. GAFENEY: I agree with that. DNow, I am not

saying this policy was wrong, but 1 am merely pointing

L1



out that 1f there was an avowed effort to maintain
the value of real estate, why wasn't this land
thrown on the market--because 1t would depress

the value of real estate.

DR. BERKMAN: Who did that?

I mean, there 1s no, as you say, positive
policy that somebody is deliberately doing this as
a plan to keep 1t down.

DR. GAFPFNEY: Well, I would say that an article
by Walter Bluker of the--what is it--A.3.FP.0. advocated
this, to keep 1t off the market in order to keep the
price up. That was stated in so many words.

Since I am going to come to the opposite
conclusion, I guess I don't need to press this point
anyway.

* * * *

DR. GREY: Of course there 1s a historic reason
in terms of advantage of the city. It's not just
the nature of the state legilslature.

The rural areas were a hinterland for which
a city was a market center and 1t was desireable to
facilitate them.

DR. GAFFNEY: There was some of that, but, as you

1E



say, the state legislatures are set up in such
a way that it has pretty clearly gone beyond that.
—x— S % * * |

DR. BERKMAN: I had always held this same
position. Of course Bob Harvey's position this
morning was kind of interesting in this regard. I
don't know iIf he can build up substantlatlon and
verify this. Milliman 1s the same thing, but I
don't know if there is substantiation fer this, that
actually maybe the timing of the 1nstallatlion, when
it is put iIn, the interest rates as of the time 1t
is put 1in, and a lot of other considerations, may be
such that we don't have so much cost of lateral
expansion.

Now, 1 don't see 1t myselfl at the moment,
but I think we have to ralse 1t.
Do you see 11?2

DR. GREY: Was that the burden of anything that
Jerry s81d?

DR. BERKMAN: No, not directly: mostly Bob.

DR. GREY: His indication was that growth was
expensive, we were underpricing, we weren't considering

the marginal cost.
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DR. BERKMAN: By agreement, depending upon the
time it was done, but Bob Harvey certainly felt--there
was a very strong position there that the contlnuous
extension of the utilities, the lines, wasn't--he even
went so far as to say the pockets may not be too
expensive.

DR, BECKER: I got the other impression, that
he was rvecommending, or suggesting the way to curtall
or stop urban sprawl was to make sure that when new
land was brought into subdivision, that 1t should be,
you might say, fully improved; that there should be
laws requiring all the installations and improvements
to the land be made at the time of bringing it on
the market. This would be another way to eliminate
or reduce your urban sprawl.

DR. GREY: He said the public utllity extensilon
should be an instrument of public pollicy, very
definitely.

DR. BERKMAN: When he discussed the costs of
sprawl, he said he really didn't think we had sufficient
evidence that the costs of sprawl were high.

DRE. BECKER: But the point 1s that then his

conclusion was~--well, 1t was somewhat inconsistent
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wilith that point that you just cited, I think.

DR. BERKMAN: VYes, that's right. Yes.

DR. GAFFNEY: We have a philoscophy that no matter
where a man chooses to locate soclety is obliged to

run a road out to him.

DR. BERKMAN: But suppose that is on the conditions

of, what, depression. I mean, these are all different
kinds of condlitions, different time periods.
He says, depending upon the terrain, and
so forth, that there will be conditions under which
the costs of sprawl are not very great. I don't know,.
I am just raising 1t again.
DR. GREY: Well, I think, Herman--poor Harvey,
unfortunate he ig not with us, but I think he is
the only one who has been loglcally inconsistent.
(Laughter)
* ‘ * * *
DR. CASE: What would hils gefurn be on his
restaurant, two perceﬁt?
DR. GAFFNEY:‘ Presumably his net return, if
everything worked out, would be the same, but 1f you
have got a hundred dollars and you turn it over that

fast, the net return on your hundred dollars ceases
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to be a significant factor.

DR, CASE: That reminds me of the white gueen
in Alice in Wonderland: Sometimes you have to run
awfully hard Jjust to stay in place.

Are you sure you are noet doing that?

DR. GAPFNEY: Well, could you exXpand on that?

DR. CASE: Well, you don't go intobusiness to
turn over your capital. You go into business to
earn return on your capltal.

Maybe I misunderstood what you are turning
over.,

DR. GAFFNEY: Well, the entrepreneur with limilted
capital, and himself to employ, has an additional
motive, to create an outlet for his own labor.

DR. BERKMAN: You know, there was someone who
advocated breaking windows.

DR. GAFFNEY: I am not advocating breaking
windows .

DR. BERKMAN: You are advocating Jjust turning
over capital just to have more labor. You are not
advocating it, but this is what we are getfing Into
here.

DR. BECKER: Couldn't this increase the return to

16



capital, too, if you could turn it into thirty six
thousand, presuming that at least there would be
some differential between the pgross return and costs.
DR. CABE: I think you are thinking of society
in general. |
DR. BECKER: This 18 dulte a big return, whereas
putting it in land would give you nothing, comparatively
speaking.
DR, GREY: I'm not sure. I think there is another
point here, though., Herman,.

The presuﬁed reason that urban renewal was
instituted was for the policy reason of creating
better housing, and the thing that is unsatisfactory
about this 1s the absence of what is better housing.

If you are suggesting here that & rate at
which capital willl waste sway, this could be a
soclally determined fthing and you waid have some
standard against which t0o work when you %talked in
terms of better housing.

You are going to say, in effect, that we
are golng to replace this at a certain rate, as a
matter of public policy, rather than saying we assume

it has a 1ife of such and such.

LT



In other words, you are not letting market
determine 1t, but you are determining 1t for purposes
of social policy, which might be the employment of
labor, if I get anything out of this. I don't know.

DR. BERKMAN: Well, that would make--that would
make some sense Iin the matter of social policy,
but the way it is presenfed, Mason, 1t sounds as
though it's twisted.

DR. GAFFNEY: 1In thls case the labor 1s cheap,
you see, to thig individual.

He, in a sense--there 1s no perfect labor
market. He wants ¢to be an lndependent entrepreneur,
he wants {to employ himself. He has a limited capiltal
and he 1s willing to put up his labor at, perhaps,
less tThan what he could get working for someone else,
which is fakrly typicaluof a small entrepreneur. He
cap do this by turning his cépital ovef rapldly.
Again, this is typical of small entrepreneurs.

DR. BERKMAN: I'm afraid I am missing the point,.

Hiatt's theory is there 1s a capital, 1is
that right?

DR. CAFFNEY: His developed in ths way, [

believe, that although the stock of capital might

18



nave been adequate, 1t was frozen, and it was frozen
because the investments into which it was placed
were too cdurable and it wasn't recovered fast
enough so that the reinvestment process couldp't
take place rapidly enough to employ the entire
labor supply.

DR. BERKMAN: Too durable.,

CR. CASE: Keep the labor supply operating.

DR. CGREY: Well, from a demand standpoint.

Durability, I mean, is deman determined.

DR, GAFFNEY: Lt was frozen, it was all tied up
in monuments, let us say, from which the values were
recovered so slowly that funds fopr reinvestment
PUTrPOSES—m

DR. GREY: You could explain this, though, on
the basis of erffective demand and say 1t was too
durable,

DR. GAFFNEY: He explained this on the basis of
banking policies,

DR. BERKMAN: Right. That's right. In banking
policy there wasn't enough capital, in that sense.

DR. GAFFNEY: As he saild, the interest rates

are too low because of the way banking--the banking
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system works.

Now, the modification I am suggesting is
that this takes place through the mechanism of
urban expansion, or territorial expansion generally,
in which too great a percentage of our limited
cacital stock iIs frozen in forms in which i1t turns
over very slowly.

DR. BERKMAN: You mean we have an inadeguate
amount of capital in the country?

Is this your hypothesis?

DR. GAFFNEY: We have an inadequate amount to
waste indefinitely. I'm sure we have an adequate
amount if we use 1t wisely.

DR. GREY: Are wyou being RHilcardian now?

DR. CASE: TLet me see, I think maybe we are
jumping too fast for what you are arguing, or maybe
I misunderstand your argument.

You are arguing that there is a glven percentage
of unemployment whlch can be accounted for because
there is too much invested in capital which turans
over too slowly and that a given amount of unemployment
could be eliminated if we would take some of our

investment out of this long term capital and put it

20



into shorter term capital, speaking of turn over,

DR. CGAFFNEY: Yes.

DR. CASE: 1Is that your argument?

DR. GAFFNEY: Yes.

DR. CASE: You are not saying the silution to
unemployment is to make capital turn over faster.

DR. GAFFNEY: Well, I suppose you could extend
the thought in this way, that you could produce a
glven output with any mix of factors that you want,
and the way that you enrichen the labor factor in
the mix is by making the capiltal turn over.

DR. BERKMAN: No guestion about that, but what
is the object of all of this, to get more labor used
or to produce more services in society?

DR. GREY: His problem is unemployment.

DR. BERKMAN: Oh, yes, that's right. I see.

Okay, lets keep on turning 1t over.

DR. CASE: Just keep people busy.

DR. BERKMAN: Okay. Jh, yes.

DR. GAFFNEY: I don't think there is any implication
of waste, but it is Jjust the invisible hand of the
free market working out--

DR. BERKMAN: Now, wait. If we do have what you

21



call frozen capital, there is a question as to
whether that capital 1s productive or whether it
ls not productive once it has been sunk into the
fixed investment.

DR. GAFFNEY: That capital wasn't frozen there
by the free market. I would like to emphasize that.
That capital is frozen there 5y public policy
decisions, including, frequently, subsidized low
interest rates,

DR. CASE: 1If you throw in all the limitations-=-

DR. GAFFNEY: You can throw in all the limitations
you want. I am not suggesting that I have a crystalized
model here.

DR, GREY: Are you changing the production
functions, something like the argument that comes
up where In an underdeveloped country you should have
capital intensive industry, or labor intensive
industry?

Are you suggesting the same kind of a
thing?
DR. CASE: That 1s the same argument.
DR. GREY: &S0 you change the production functions

to get this, in effect, by redressing the constraints

22



here on the use of resources.

DR. GAFFNEY: Now, how we do this, I haven't
sald yet.

DR. GREY: Oh, excuse me.

DR. CASE: l see what he is going to say
now, though, don't you?

DR. GAFFNEY: Then there is no point in going
farther, is there?

DR. CASE: Well, for the unenlightened I think
it would be appropriate.

DR. BERKMAN: I would agrée that perhaps the
market is not what is really doing this investing,
although I do think somebody made the point here
vyesterday that contractors and builders--oh, Jderry
Milliman agaln--that water supply systems are being
dragged out, and that this is a matter of political
pressure being put on to extend these utlility lines
to install thﬁ capital.

But there is a kind of market now that
also 1is part of our economy, but even so once the
capital 1ls invested, except for this blighted, vacant,
unimproved land, which 1s another kind of a problem;

pockets, this 1is a supposedly productive social
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capital. In other words, what we have here is
soclal capital which is being employed in more or
less a productive fashilon for the satisfaction of
human wants, but if this 1is not your--I mean, I
cannot deny that if the bridges had not yet been
built, that 1t would be better to bulld the bridges
to create labor, or,ifl the bridges were built, to
bulld more bridges that would also use more labor.

DR. GAPFNEY: I am not argulng that we should
all live on one point and never expand territorially.
It's a gquestion of degree. It's urban sprawl, in
effect.

I am saying that urban sprawl soaks up
a great deal more capital than 1s necessary and
soaks it up in such a way that the value 1is recovered
very slowly.

DR. GREY: Your plan, then, is not the solutlon
is Frank Lloyd Wright's mile high skyscraper, or
something like that.

DR. GAFFNEY: No. No.

DR. BERKMAN: Actually, the concept of marginal
social product of that capital, Mason, whether the

output ig-~-
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DR. GAFFNEY: I am all for marginal effilclency
of capital.

DR. BERKMAN: Marginal social product.

DR. GAFFNEY: COr marginal social product, if
you prefer.

On the cost side, you have the interest
rate that is one constralnt on the issues of capital.
When 1 say capital, I mean time.

The second constralnt is the rent of
land, which again 1s a function of time; higher
rents being the shorter cycles, lower rents meaning
longer cycles.

DR. BERKMAN: I'm lost. Higner rents meaning
shorter cycles--

DR. CASE: For the recovery of capital.

DR. GAFFNEY: We were talking about whn to cut
a tree. The marginal revenue of time 1is the growth
of the tree in the‘last year.

DR. BERKMAN: Marginal revenue of time?

DR. GAFFNEY: Yes, of one year's time, lets say,
is the increment in the value of the tree during
January 1 and December 31.

DR. BERKMAN: Lets go to the house.



DR. GAFFNEY: Well, I am still on the tree.
I haven't gotten to the other side of the tree.

DR. GREY: He hasn't come down out of the
trees yet, you understand.

DR. GAFFNEY: So the marginal cost 1is twofold
now, it is interest on the stumpage value of a tree,
that's ha¥ of 1t, plus the annual value of the site.

You tie up these two resources over a
year, the capital and the land, ang wben.you harvest
the tree you release those resources for future uses.
They have an opportunity thought, in the
one case represented by the rate of interest, and
in the other case represented by site rent, so if
the site rent is higher, you harvest the tree sooner,
and if the interest rate is higher, you harvest the
tree sooner, so both these factors are the kind of
economle gonstraints that cause you to make all
eycles more rapid, and that 1s another way of saying
that they cause you to produce a given basket of
goods with a higher component of labor and a smaller
component of capltal and land.
DR. BERKMAN: If the site rent is higher then what?

DR. GAFFNEY: Then you harvest sooner, or in the

26



case of old bulldings, you demoiish old buildings
sooner and replace them with new ones sooner, if
the site rent is higher.

DR. CABE: Just to keep employment up?

DR. BERKMAN: Wwhat?

DR. CASE: Just to keep employment up.

DR. BERKMAN: We are back to that again.

DR. GAPFNEY: 1 am genuflecting to the free
market, I would assume,.

DR. BERKMAN: Assuming there is a demand schedule.

DR. GAFFNEY: 1In the free market process, whereby
1f labor is redundant, the price of labor will tend
to fall relative to other things and cause labor to
be substituted for capital and land and this, I think,
is the form that it would take.

DR. CASE: We have to go back to the original
assumption that there 1s some purpose for capital
other than keep labor employed.

DR. GAFEFNEY: Well, right, and a higher marginal
efficlency of capital, the higher rate of interest,
lets say, would caugse you to get a hlgher return
on your capital and this would z2lso mean you would

be dilscouraged from investing in an extremely durable.
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apset,

if I may go back to my house there.

DR. BERKMAN: Why would that be?

28



DR. GAFFNEY: Well, because 1f the interest
rate goes up, the effect of the interest prate on
the present value of an asset 1s a function of
the durability of the asset.

DR. BERKMAN: ©Not of course necessarily,
as economic life of the asset, Not the durability
of the asset,

DR, GAFFNEY: If I may go back to my house
here, which consists of a nest of houses.

If this 1s the first house, then if thé
licuidation value of the first house for the
first year is $100, then the present value at five
percent is $95.

And 1f the 1nterest rate goes up to
six percent, the value 1s $94, The change is
very small.

Take the 50th house, on the other hand.
If we increase the rate of interest from five
to six percent, the present value 1s also $50.
That goes down from $14 to $22, or something of
this general magnitude,

The percentage decline, if the present

value for a remote future value were an increase
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in the interest rate, where it is much greater
than the percentage decline in the présent value
of a future value,.

Does that make sense?

DR. CASE: Yes, but if you are going to throw
that in, then you have to do something else. You
have to say that the value of a property is ecgual
to the gross IiIncome minus the expenses,

So if you increase expenses, you auto-
matically lower value, One of the expenses here
is a recovery capital, depreciation.

S0 1f you increase the rate of depre-
clation, you automatically lower the value.

DR, GAFFNEY: Well, I think that follows, if
the rate of 1lnterest goes up.

You are talking about the value of land
now?

DR. CASE: No, value of your investment,
This 1s what you are buying when you 1ntroduce
this concept here, you are buylng income.

But you have a value which represents
the total sum of your investment and the value

is based upon your rate of return on edqulty.
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Your purpose 1in buying 1s to have a
maximum value here, value either in terms of
total sum or reifturn on capital.

Teo do this then, to increase total
value, you have to lower depreciation, you
have to make your recovery of capital a smaller
amount all the time.

So if you want me to invest 1in such
a way as to keep people employed, I will increase
ny depreciation rate. If you want me to invest
in a way that I am going to be guided by
financial considerations, I lower my recovery
of capital.

DR. GREY: It 1s a financlal conslderation,
egually.,

DR, GAFFNEY: I think i1f we followed your
principle to its ultimate conclusion, which
perhaps you don't Iintend, we wouldn't extend
the life span of all elements to perpetulty.

DR. CASE: 1 doh’t have to recover because
it is all there, all the time. I am getting it
by selling in the market place.

I am just saying, if he is golng to
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include the recovery of caplital as a charge,
you want me to have a gulcker recovery value,
so I will put some more back in there,.

DR, GREY: And this 1s the whole basis for
the tax change that was passed.

DR. CASE: But what I am saying 1s, depending
on your investment objective.

DR. GREY: Whose investment?

I think these things are determinents.
You can't do anything about that except respond
in a rational way.

DR. CASE: If I am goling to constantly
reduce individual wealth rapidly, I am reducing
society's wealth rapidly.

DR. GAFPNEY: I would say there 1s a free
market force which causes indivi@uals to invest
thelr money in such a way as to increase the
frequency of turnover in the cilrcumstances
that there is unemployed labor, and that 1=
an increase in the marginal efficlency of
capital.

DR. GREY: I think we could look at the

bond market or in terms of any fixed return
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asset. You get a general change in the interest
rate, in the yileld, and in capital value.

You have got a guestion then of yield
versus market value of the asset,

DR. CASE: I am just argulng that you have
to be pretty careful here what your objective
is in trying to accomplish this,.

I think that his objective of recovery
of capital is at variance with the objective
of maximizing the value of your total sum in-
vested.

DR. GAFFNEY: You wouldn't advise the grocer
to keep the goods on his shelf in perpetuity,
would you?

DR. GREY: Well, --

DR, CASE: 1In Italy this is a perfectly
logical thing to do because that brings people
in. You don't want to sell the goods, you want
to bring more people 1n your store,.

DR. GAFFNEY: All I am saying is that there
is a balance. It seems to me that your argument
leads to the exﬁreme conclusion that you never

want to liguldate your capital.
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DR, CASE: ©No, 1t depends what you are golng

to do with it.

DR. BECKER: Aren't you confusing the two
things? The financial capital and the physical
capital?

If you have a more frequent turnover
of your physical capital, in that sense soclety
is enriching 1tself,

DR, CABE: To recover your capital more
gqulickly you have to reduce your net income,

DR. GAFFNEY: It seems to me you are not
accounting for the course of holding capltal
over a long period of time, In almost all
cases the longer you hold 1t the greater the
dlfference between what you paid for 1t and what
you get out of it.

But there are two costs involved,
interest and rent.

DR. CASE: You have to admit 1t, that
when you lncrease your expenses, you reduce
jour net.

DR. GREY: Go back to the common post-war

complaint of the low social rate of investment.
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DR, CASE: He threw Iln dlscounting here, and
when you throw in discounting, you lower your net
income.

DR, GREY: Of course.

DR, BECKER: If you reinvest,physically you
are 1lmproving yourself,

DR. GREY: What 1s depreclatlon polley except
to shorten the life of capital?

An econony where you had lack of com~
petition, capltal endured too long,-presumably,
and therefore it was not competitive on a world
market.

DR, CASE: I grant all your arguments, but
what 1s wrong with my formula up there?

DR. BECKER: I am disturbed by capitalizing
too long. It sounds llke let's have some wars
and get rid of 1it.

DR. GAFFNEY: There is no recommendation
here that once you have made the 1nitial mlstake
of making your capital too durable, that you
should break it.

DR., BECKER: I don't see the depreclation,

why you 1ncrease the rate of deprecliation,
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unless it is 1ncreased for economlc reasons.
DR. CASE: Let me glve you the answer.

DR. BECKER: You have to increase it.

DR. BERKMAN: ¥You have the same problem here

with the physical facilities,

DR, CASE: Met me answer that. There 1is
a socially desirable rate for the using up of
capital. You are suggesting there has not been
enough attention paid to this, particularly in

the field of land and real estate investment,.

DR., GREY: He 1s saylng there is a soclally

necessary rate in order to maximlze employment.
DR. BECKER: Why don't you go ahead?
DR. GAFFNEY: I think our aesthetlc member
looks tired, we should let him retire.

Perhaps I could make this polnt 1n
this way. Supposing wage rates went down by
one percent, in general. Then on an investiment
that was golng to last for one year, that would
increase the return to thelnvestor from five
percent to slx percent.

But on an investment that was goling

to last for 50 years, a one percent decline in
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the 1nitial cost would have a negligable influence
on increasing the rate of return.

If it was flve percent to begin with,
it would still be almost five percent after there
was a one percent reduction.

DR. BERKMAN: Where do we go from there?

DR, GAFFNEY: If later it becomes cheaper,
we tend to substitute labor for capital by
preferring short term investment to long term
investment.

Thils 1s the mechanlsm, it seems to me,
whereby an lmbalance in factor proportions tends
to create an adjustment in price structure,
which causes all resources to be fully employed.

In this case, 1f labor is superabundant,
labor becomes cheaper, The interest rate goes
up, the wage rate goes down.

DR. BERKMAN: The time durability, the
physical durabllity, I just don't see, This 1s
my problem., What 1s the physical durabllity?

The economic durability I would say yes.
In other words, we are not arguing

for a deliberately accelerated depreciation to
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wlpe out value,
DR. CASE: That is the net result of 1it,
DR. GAFFNEY: Tet me go back to thistimber
case, which‘I like to do because 1t 1s so
simple.

All your imputs concentrated and all
your output at the end. Say the value of a tree
goes along this curve, which I will call "R".

DR, BERKMAN: You mean the revenue product
of the tree?

DR. BECKER: This is the total value,

DR. GAFFNEY: If we cut down a tree and
sell 1t, --

DR. BERKMAN: Market value of the tTree,

DR. GAFFNEY: I am just taking one tree
here. I think we could make the same points
in a continuous harvesting process,

He 1s talking about staggered rotations,
where I plant this acre this year and another acre
the next year.

Just for simplicity, we will say the
input is concentrated in the year zero and the

output in the year of maturity.
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Now, let me call this zero, We will
put this on a log scals.

When we got out here to the year of
maturity, what kind of factor proportions do
we have? The initial labor imput is this amount,
and let'!'s say that labor grows, the initial
investment in labor grows at compound interest,

The curve would be formula C zero,
compounded.

| Then there would be something-left over,
which would be attributable to the site, the
excess of the value of timber over the compounded
value of the initial cost.

Now, here are factor proportions, this 1s
labor. This, which 1s the excess of the com-
pounded value over the initial value would be
capital input.

This up here, actually thls gets a
1ittle complicated, this isn't all rent. You
have to figure that you have got part of your
land input in this year and you have to flgure
compound interest. This would be divided between

rend and interest.
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But I wi1ll just call this the land con-
tribution, and what shall I do? I'll put a guestion
mark there.

But anyway, as we go along here, the
labor imput becomes relatively smaller, the con-
tribution of capital becomes relatively larger,
and the contribution of society becomes relatively
larger.

So the longer we let things last, the
smaller 1s the fraction that labor contributes to
the final value of the product.

DR. CASE: DBut in getting the value of land,
don't we do it by perpetulity assumption?

DR, GAFFNEY: I think that is the way I
do 1it.

DR, CASE: That doesn't 1lncrease the contrl-
bution of land each year, does 1t?

DR. GAFFNEY: The anual amount remalns the
same, but the cumulative value becomes greater,

DR. CASE: 1I see,

DR. BERKMAN: There is a problem here also
of the labor imput, when the wage rates are

charging overtime. So that the relative cost
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of the wage rate 1s changing.

In other words, what I am saylng 1is
that we are changing the labor imput overtime.
Even 1f we were to keep this model as 1t 1s, and
even 1f we were to consider what Fred wants to,
his land factors as includlng something more than
land, there would be a change in the amount of
imputed labor.

And whether that would be more or less
than capltal amounts, would 1t not depend upon
the relative opportunities, marginal revenue
Products of capital to the time period that you
are discussing?

S0 that even on the log you wouldn't
find those proportions being just that way. I
don't know whether this 1s relative to the argument
or not.

DR. GAFFNEY: I think we have oversimpllified
the assunmption hére, I have kept them as elemental
as possible,

Would it change the argument to bring
these things in?

DR, BERKMAN: I don't know how much, and I
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think that 1s one point. What would happen to the
rate of overtime, the alternative cost of labor?

DR. BECKER: Why don't youcome to your con-
clusion before Fred runs off?

DR. GAFFNEY: All right.

-)t-.* * * *

DR. CASE: The highest and best use of a
property under your assumption is that which makxi-
mizes the potential tax return to socliety.

DR. GAFFNEY: Well, i1f that is the case, i%
1s news to ne,.

DR. CASE: Or 1t optimizes the potential
return to society. You object to a building at
less than hlghest and best use because it not
only does not return to society what 1t should
return, but 1t actually impedes the growth of
soclety or the proper use of all the factors in
production society.

DR. GAFFNEY: I see what you mean. That would
sound reasonablelto me,

DR. CASE: I think that was my conclusion when
you started out.

DR. ROWLANDS: Mason, I was just wondering
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about your conclusion in terms of development
of shopping centers in the suburban areas. You
are focuslng attention on the development of the
core area, the central area. |

It seems to me the development of
shopping centers reflects that. I wonder what
you are golng to do about that. |

DR. GAFFNEY: Well, it 1s one pilece of the
whole problem. My Iimpression is 1t is being over-
done.,

DR. ROWLANDS: I agree with you.

DR. GAFFNEY: I have an idea that the half
finished shopbing center may be the orphan sub-
division of the next few years.

DR. BEREMAN: On this subjeect of sprawl,
there 1s a new report called "Spread City Report."

DR. GAFFNEY: The regional plan outfit
came out with a 25 billion dollar estimate a
few years ago, and the last one was more like
50 or 75 billion dollars.

DR, BERKMAN: Yes, There was a meetling of
the ATP at which this was questioned, the extent

of the sprawl which was implied by the RPA state-
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ments.
But even so, the amount of new invest-
ment in community facilities is just fantastic.
DR, BECKER: I think this is an appropriate
time for me to say a word or two, in conclusion.
As you all know, from our communications
prior to this conference, it is the hope of the
Committeerto be able to provide some literature
in these various areas that have taken our atten-
tion in the last few days. |
In this connection I think 1t might be
wise 1f we set some sort of a deadline.
In this case I think, unless we hear
any serious objections, that we ought to try
to set it at least at the present time no later
than the end of the year., That will give us about
six weeks.
| If we can finlish the papers and send
them to me, then we willl want to get at the
reviewing and poasibly the publication of these,
without any delay. We are very anxious to get
this out as soon as possible.

Hearing no objectlon to this suggestion,
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I will® just make one remaining point of thanking
all of you who have come here to participate in
this conference.

I am sure the Committee, and I can
say on behalf of the Committee that we are cer-
tainly most pleased with the way this conference
has gone. I think it has served the functlon and
justifles the existence of the Committee.

If we can contiﬁue this sort of thing
in the future, I think we will be contributing
in a measureful and meaningful way to exploring
some of these ideas,

Present‘opportunities to publish are
constricted, there are certaln fads.

I think we want to invite new 1ldeas.

I believe that this confenrece has moved in that
direction.

30 on behalf of the Committee, and I
am sure Mr, Carter and Mrs, Carter, the Foundation
that has footed the bill for this conference,
yet remains completely aloof in every way in
terms of how 1t would be handled and what might

be taken up, I want to thank you all for having
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been here. I hope we will see you again sometime

300n.

MR. GAFFNEY:

Thank you.
(Whereupon, the Conference
ended at 5:00 o'clock p.nm.,

November 17, 1962.)
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