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PREFACE

The books included in the Land Economics Series are
designed to explore a field of economics that has been
inadequately studied in the past. They may be classified
for the most part in two groups: First, those hooks that
deal with various aspects of land as an economic factor;
and second, those that treat land as a commodity
from different points of view. The present voiume is an
elementary survey of land as an economic factor, and
although it is published second in point of time, it fur-
nishes an introduction to the entire series of books. The
first volume, already published, Principles of Real Estate
Practice, by Ernest M. Fisher, gives a general introduc-
tion to the second group of books, the main purpose of
which is to serve as part of the textbook equipment for
the standard course in real estate established by the
Joint Commission representing the National Association
of Real Estate Boards, the United Y. M. C. A. Schools,
and the Institute for Research in Land Economics and
Public Utilities. At the same time the sponsors of this
great movement in real estate education recognize that
real estate brokers and operators, although chiefly con-
cerned with land as a commodity, can function more effi-
ciently if they also understand the part played by land
as an economic factor. This binds together the two
groups of books into one Land Economics Series. The
present volume, therefore, is intended to accomplish a
double purpose: First, to deal in a scientific but elementary
way with land as an economic factor, as other elementary
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viii PREFACE

books in general economics deal with all economic fac-
tors; and second, to furnish a foundation of economic
principles for the treatment of land as a commodity.

To supplement these first two volumes, other books are
being prepared along the lines indicated above. On the
one hand, a larger work of a general nature which may
be called Advanced Land Economics, is in preparation.
Moreover, each main topic in the treatment of land as an
economic factor may become the subject of a separate
treatise. For example, a book on Urban Land Economics
is being prepared by our associate in the Institute for
Research in Land Economics and Public Utilities, Mr.
Herbert B. Dorau; studies in Farm Ownership and
Tenancy are being made by other associates, Professor
B. H. Hibbard and Dr. George S. Wehrwein; and a com-
prehensive study of Public Utilities, showing the close
relation between land and public utilities, has been under-
taken by Professor Martin (G. Glaeser. On the other
hand, various aspects of land as the commodity of real
estate practice will be dealt with in books on Real Estate
Law by General Nathan William MacChesney, Real
Estate Transfers and Conveyances by Harold L. Reeve,
Real Estate Investments by C. T. Moffeit, Building and
Loan Associations by Frank A, Chase and H. F. Clark.
This list is not exhaustive, even of the books already in
preparation; but it tllustrates the particular field of eco-
nomic activities which is embraced in the term land eco-
nomics.

Land economics, in contrast with the field of money
and banking, of labor, or of business organization, has
been surprisingly neglected. Few people realize ade-
quately the nature and scope of the problems of land
economics. We are familiar in a general way with the
group of questions of the day which are called “land
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problems”—problems of home ownership, forestry, agri-
cultural credit, tenancy. These are among the most fun-
damental of our economic problems; yet people are prone
to accept solutions which are for the most part quack
remedies, because no one has undertaken an adequately
systematic and scientific study of the place of land in our
economic life, of the services rendered by land, or of the
principles governing the use of land.

The senior author has studied land problems from dif-
ferent angles for many years, and he has concluded that
these problems are basic to more economic activities than
it is commonly believed. This conclusion is summed up
in the motto of the Institute, “Under all, the land.” This
is further brought out in the accompanying chart show-
ing the scope of land economics and suggesting the rela-
tion of public and private policies of land utilization to
other economic policies of labor, capital, and manage-
ment. This graphic summary reveals the wide range
of subjects treated in the present volume and in the Land
Economics Series as a whole.

Opening a2 new field of economic inquiry requires pre-
liminary research of a somewhat different character from
that in old and well-tilled fields like physics, chemistry, or
general economics. Research in a new field involves
building from the ground up, collecting the results of the
experience that men have had in utilizing land; analyz-
ing, classifying, testing, and interpreting that experience;
synthesizing it into a consistent and harmonious whole;
and finally publishing the results of the research in as
clear and readable a manner as possible. Many organi-
zations are engaged in gathering these data and some
progress has been made in analysis, testing, and classifica-
tion by organizations like the Bureau of Agricultural
Economics of the United States Department of Agricul-
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ture. The Institute, organized and supported by pri-
vate efforts, endeavors to synthesize the results of the
researches of various unrelated agencies and to conduct
further research where needed and where possible. The
present volume is largely the result of many years of
research of this character.

In addition, the writing of this book has been facili-
tated by the advice and encouragement received at two
conferences on real estate education in Madison, Wis-
consin, attended by representatives of the National Asso-
ciation of Real Estate Boards, the United Y. M. C. A.
schools, the Institute, and a number of colleges and uni-
versities, At these conferences the standard two-year
course in real estate for Y. M. C. A, schools and Real
Estate Boards was discussed and approved, and a four-
year course for colleges and universities was projected. In
these conferences many useful ideas were obtained from
the discussions of Mr. T. H. Nelson of the Educational
Committee of the Y. M. C. A.; Mr. Herbert U. Nelson,
executive secretary of the National Association of Real
Estate Boards; Dean Ralph E. Heilman of the North-
western University School of Commerce; Professor
Edmund E. Day of the University of Michigan; Mr.
E. M. Fisher of the National Association, and Dean H.
G. Atkinson of the Chicago Y. M. C. A. School of Com-
merce. On other occasions also Mr. H. U. Nelson and
Mr. Fisher have made helpful suggestions to the authors.

We are under great obligations to our associates in
the work of the Institute for their very valuable assist-
ance in the preparation and improvement of the book.
Dr. George S. Wehrwein has aided in the preparation of
the entire text and especially of Chapters VII, XII, and
XIII. Dr. Mary L. Shine has read the entire manu-
script in the most painstaking and helpful way, and has
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prepared the summaries at the close of the chapters.
Messrs. B. H. Hibbard, Herbert B. Dorau, Herbert D.
Simpson, M. G. Glaeser, A. J. Mertzke, H. W. Bohl-
man, W. H. Voskuil, and H. O. Walther have been of
assistance in various ways. Professor Hibbard has read
the entire manuscript and has made useful suggestions,
as have Professor Glaeser and Mr. Simpson, who helped
particularly with Chapter XV. Mr. Dorau has worked
especially on Chapters IV, VI, XII, XIII, and XV;
Mr. Bohlman on Chapter X; Mr, Mertzke on Chapter
XII, and Mr. Walther on Chapter XI.

Ricrarp T. ELy,
Epwarp W. MorREHOUSE,
Sterling Hall,
University of Wisconsin,
March 31, 1924,
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CHAPTER I

THE PROBLEMS OF LAND ECONOMICS

Land Utilization—In Cleveland, Ohio, a large labor
union leased a twenty-story office building, installed its
headquarters, and sub-leased office space to business
firms. The venture was such a success that another union
in the same industry decided to duplicate this undertak-
ing and built a tall office building in another part of the
city. The first union has sub-let all its office space and
is planning the construction of a larger building on the
opposite corner, in which a large railway has rented
office space in advance. The second union has not yet
taken down all the “For Rent” signs from its windows.
What is the explanation?

A private investor in the same city built a strong, fire-
proof, five-story office building and then leased for ninety-
nine years the air above the building up to the sky. This
so-called “‘sky-lease’” was taken by an athletic club which
added eight stories to the building, using part of the addi-
tion for the club and the rest for office space. The club
pays $15,000 a yvear rental for its space.’ What is the
reason for this unusual long-time lease?

In going out from the heart of this city along one of
the main streets one passes first ten and twenty-story
office buildings rising from land which sells for 315,000
and $20,000 a front foot. Several blocks out from the

1 Stanley L. McMichael, “Long and Short Term Leascholds,” published by
author, Cleveland, 1922, p. 11,

I
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center of the city on the same street are five-story struc-
tures built on land which sells for $2,000 a front foot.
Farther on are seen combination store and dwelling
buildings on land which sells for $500 a front foot. Still
farther on will be found residences built on land worth
$200a front foot. Then suddenly, at some distance from
the heart of the city, a visitor comes upon grocery stores,
drug stores, dry-goods stores, a branch bank, housed in
five-story buildings, the ground beneath selling for $5,000
a front foot. Why is this?

Why are the hilly sections of a city devoted to fine
residences and the lowlands to factories? Why is it that
a train entering a city like Chicago passes so many fac-
tories and so few residences?

These are not conundrums; they are the subject mat-
ter of land economics. The examples given describe dif-
ferent ways of utilizing urban land, some successful,
some not, There are reasons for both successes and
failures, and these reasons are economic in their nature
since they have to do with property, its characteristics,
its uses, and its values. Take the case of the two unions
venturing into the real estate business. The successful
union saw the economic characteristics of the site and
took advantage of its possibilities. The other union did
not realize what qualities of a site were necessary to make
a tall office building profitable.

Consider the agricultural uses of land. In \:Vyommg
the trains go past grazing herds of cattle and sheep for
mile after mile with hardly a house in sight. In Kansas
the traveler sees nothing but wheat fields for long
stretches. In Iowa corn and hogs bring the largest reve-
nue to the farmers of the State. Scattered through New
England are small towns with many large summer es-
tates surrounding them. In the Connecticut Valley in
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Massachusetts will be found land worth $200 and $300
an acre, growing onions, tobacco, and garden truck; yet
fifteen miles away on the hilltops are many abandoned
farms. What is the explanation of these facts?

Farm mortgages in southeastern Wisconsin bear the
lowest interest rate in the country; in Montana they
bear the highest rate. Farm lands in New England on
the average are worth $19 an acre; in Texas, $28 an
acre; in lowa, $200 an acre. North Dakota had only
fourteen per cent of its farms operated by tenants in
1910; now it has over twenty-five per cent. South
Dakota had twenty-five per cent and now has thirty-five
per cent of its farms occupied by tenants. In the New
England States the number of tenant-operated farms has
declined. ‘

The agricultural towns and villages in central Ger-
many have quite a different appearance from our New
England villages. They are located in the valleys. En-
circling the town are farms pushing halfway up the
surrounding hillsides. The hilltops are crowned with
trees. The reverse is largely true in New England, where
the villages are on bare hilltops, because watershed pro-
tection was not so vital a concern to the early Puritan
colonists as protection from the Indians. There are New
England villages which have not increased in population
for fifty years; and real estate values in those towns have
decreased.

To illustrate the point further: In Australia there is a
little copper-mining town where the visitor may walk
through the city hall, the library, a store building, or any
house and not meet a single human being. All these im-
provements and the ground they stand on can be had for
the asking. Their value is nothing.

These are phenomena related to the use of land for agri~



4 ELEMENTS OF LAND ECONOMICS

culture, forestry, or mining. Some cases are typical, other
cases are unusual, but in every case there are economic
principles involved. The study of land economics uncov-
ers these principles of land utilization. And these eco-
nomic principles will clarify the reasons for the valuation
of the average New England farm at $19 an acre, when
Iowa land is valued at $200. If location were the fun-
damental factor in farm values as it is in urban real estate
values, then the New England farm should have the ad-
vantage because it is nearer the centers of population.
This suggests that the factors determining agricultural
land values are not identical with those determining urban
land values. The analysis of these different factors in
land valuation is a major part of the study of land eco-
nomics.

Another fact which apparently is not fully appreciated
is the relation of agriculture, or forestry, or mining to the
city dweller. The country supplies the town with food,
with lumber for houses, with iron ore for the frames
of buildings and with coal to heat the buildings. In turn
the city industries supply the rural dweller with clothing,
with machinery to run the farm, and with many other
essential manufactured commodities. Town and coun-
try are interdependent, a fact which is strikingly reflected
in the national politics of the past few years. The farm-
ers resent having two price levels, the lower one for their
products, and the higher one for the commodities they
buy. They expressed that resentment in the organization
of a “farm-bloc” in Congress and in the election of rad-
ical legislators to represent several Middle Western States,
Here is a political movement which has its roots in the
economics of land utilization.

Land Policies—A policy is a definite plan of action to
reach desired ends. A discussion of policy, therefore, nec-
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essarily includes a treatment of the principles upon which
the plan of action is based. If we trace the word policy
to its origin, we find that it is the same as polity and sug-
gests plans of public or governmental agencies. Such, for
example, are the policies of the Federal Government for
relieving wheat farmers who complain that they cannot
sell their product at a profitable price, or the taxation pol-
icies of State and loca! governments. The word policy
now has come to refer also to plans of private agencies,
and, desirable as it might be to restrict policy to public
action, it is not now possible to do this. We hear con-
stantly about policies of individuals, using such expres-
sions as my policy, your policy, and also policies of corpo-
rations ; for example, railway policies. In the present book,
in general, an attempt will be made to use policy to denote
the plans of public agencies and to use some other word
to describe the private plans to reach desired ends. Where
necessary, in arder to secure clearness of meaning, adjec-
tives like private and public will be used. Public policies
are the framework within which the individual moves
in the utilization of land; for example, an individual
makes his plans within the limitations laid down by
public policy, such as a zoning policy.

Some policies and plans of land utilization are good,
and some are bad; but all are based on principles which,
as has been previously shown, underlie the use of land.

One of the functions of land economics is the analysis
of these policies and the principles on which they are
based to discover whether they are good plans for reach-
ing the desired ends. In addition, there is the more im-
portant task of determining whether or not the ends in
view are desirable for the general welfare.

On the outskirts of a Middle Western city an observer
will notice land laid out with streets, cement sidewalks,
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sewers, even with saplings growing into the shade trees of
a residence neighborhood. But the homes are few and far
between. They have been there for five or ten years,
Weeds almost cover the sidewalks in some places. Two
years or even five years from now the same number of
houses may be counted as before. Such subdivisions, and
there are many of them, are evidence of wrong policies
or of right principles imperfectly seen and incorrectly ap-
plied. Some of the lots may be owned by individuals who
have paid out more in taxes than the property is now
worth. There is social loss here. Perhaps fertile agri~
cultural land was taken out of use for this subdivision and
made incapable of cultivation—ancther social loss.

In contrast with such subdivisions, pictures are shown
later in this book revealing a successful subdivision policy.
The land was bought at a low figure, graded and platted ;
streets and sewers were laid ; a trollev line was built by the
subdivider and turned over to the traction company; and
homes of pleasing and harmonious architecture were built.
Even the stores in the restricted commercial district of this
subdivision were designed to harmonize with the general
architectural scheme. Property values in this district have
increased from the time the subdivision was started. It
is a land development which has added to the community
not only material wealth but also, which is even more
desirable, satisfied home owners.

" It does not require much discernment to see which de-
velopment is better from the social point of view. How-
ever; it does require a great deal of discernment and scien-
tific analysis to see beforehand whether this or that plan
of land settlement is going to result in social betterment.

But land, in economic terminology, includes more than
the mere surface of the earth; it includes all natural re-
sources—forests, minerals, water. Builders of city homes
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are acutely conscious of the high cost of lumber. They
acted as though they believed that our forests would last
forever; but as a matter of fact, of the original estimated
supply of 5,000 billion board feet of lumber in the United
States, only 1,600 billion board feet remain, plus about
600 billion feet of second growth and culls.® At the pres-
ent time 60 billion board feet of timber are cut each year
and only 15 billion feet replaced by reforestation.” The
centers of lumber production are in the South and Far
West, but the centers of lumber consumption are in the
East and Middle West. Thus the prominent factors in
high lumber costs are the dwindling supply, the cost of
transportation, and the distance from the source of sup-
ply, which, because a larger supply must be carried by
eastern distributors, adds to the overhead expense.

This is the sttuation; now what is done about it? Al-
most four-fifths of the present forest area is owned by
private individuals. They are in business for profit to
themselves. They find forest land taxed under the gen-
eral property tax at the same rate as agricultural land, yet
they harvest a crop only once in from thirty to sixty years.
To be sure, many States assess forest lands at less than
full selling value, thus lowering the aggregate amount of
taxes, and a few States do not tax the timber at all until
it is cut. Even with these aids, private owners often find
themselves paying taxes which will amount to more than
the timber is worth when harvested. They have every
encouragement to cut their timber now to avoid the accu-
mulating costs of taxes. The results are “our vanishing
forests,” and these results called forth the conservation
movement.

These illustrations of land policies might be multiplied,

1W. B. Creeley, and others, “Timber: Mine or Crop?” Yearbook of the
United States Deporiment of Agriculinre, 1922, p. 34,
3 [id. po. 109, 138.
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They point a moral, which is: The welfare of the indi-
vidual and of the community to which the individual be-
longs is bound up with the formulation and accomplish-
ment of scientific policies of land utilization, based on
sound principles tested by experience.

Land Characteristics and Classification.—Any observ-
ant real estate broker may be heard advising a client that
a certain lot is better suited for a store than for a resi-
dence, or for a factory than for a warehouse. There are
also some farm colonizers who furnish the settler with
sotl maps showing the areas best suited for different crops.
What these specialists do is to classify land for its best
and highest use on the basis of its characteristics. This
process of analyzing the characteristics of land and clas-
sifying it is an essential and preliminary step in planning
the use of land. Neglect of this process is responsible for
many misfortunes, while observance of it leads toward
sLICCess.

A few years ago in Chicago the owners of a large man-
ufacturing business built a tali, imposing, and beautiful
office building several blocks away from the heart of the
business and financial district. At the time, everyone
said the owners were crazy, that the building could not
hope to be a financial success, Now this building is being
duplicated by the owners. Two more tall buildings are
being constructed within a block or two of the first. Still
farther up the street a twenty-one-story apartment hotel
is being built, and across the street from this is rising an-
other tall office building. These successive developments
prove the vision of the manufacturers who first moved in
this direction.

Southeast of Ithaca, N. Y., there is a one-hundred-acre
hilltop farm which was bought by a woman for $1,000.
She had worked as a laundress in a city and had put all
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her savings into the farm. After paying for it, she did
not have money enough to get a license for the Ford which
was part of the equipment. When visited in early Au-
gust, 1923, the only crop, outside of garden vegetables for
home use, was corn which was scarcely six inches high.
Taxes amotnted to $47, or aimost five per cent of the
original investment,

The woman was misled, perhaps by some unscrupulous
farm land dealer, into helieving that the soil was fitted for
farming. On the other hand, the men who put up the
office building understood the characteristics of the land
better than the general public, which believed it unfitted
for such use. The characteristics of the farm were not
those of good farm land; it should have been classified as
land suitable for growing white pine timber. The woman
who tried to use, as a farm, land which was not agricul-
tural, was incurring losses. On the other hand, the own-
ers of the office building mentioned above foresaw the
most profitable use of the land, classified it correctly and
jumped in ahead of the crowd. Land classification was
the problem in both cases; in one case it was solved cor-
rectly, in the other incorrectly. In one case there was
large gain, in the other pitiful loss.

Land Economics As a Social Science—Natural re-
sources are what man has worked with in building up the
society in which we now live. So also to-day land is basic
to our current prosperity and present mode of life. In the
complex mechanism of economic life as it now exists,
natural resources are utilized in a great variety of ways
and according to a variety of principles. Men’s relations
to each other with respect to land are as fundamental as
any other economic relations. In view of the importance
of land in relations among men, policies and plans of land
utilization should, if they do not already, converge toward
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one common end. That end is the smprovement of the so-
cial conditions of living. It is a test or standard by which
all principles and policies of land utilization should be
measured. Since land economics is the study of how this
end can be accomplished through arranging the human re-
lationships arising out of land utilization, it is properly
called a social science.

SUMMARY

The reasons for success or failure in the use of land—
urban, agricultural, mineral, forest, etc.—are found in the
principles of land economics. When definite plans are worked
out to secure definite ends in land utilization, these are called
land policies, a term which is applied particularly but not ex-
clusively to the plans of public agencies. One of the most
important preliminaries to the framing of sound land policies
is lond classification; that is, the examination of the charac-
teristics of land with a view to determining for what use it
is best suited. The standard for testing whether or not a land
policy is sound is: Does the policy result in the improvement
of social hving? Land economics is, therefore, a social sci-
ence dealing with the human relationships arising out of land
utilization.



CHAPTER II

THE CHARACTERISTICS OF LAND

Ir the need for analyzing the characteristics of land is
not yet clear, let the reader explain why within a half mile
radius urban land values may range from $12,000 a front
foot to $200 a front foot. Or, why agricultural land
values may vary from $15 an acre to $250 an acre within
a radius of 25 miles in Massachusetts. It is very easy to
say that there are buyers of the urban land at $12,000 be-
cause they can pay the price and still make a profit from
the land. The cheaper land will have more prospective
buyers, but they will pay more than $200 a front foot only
at the risk of losing all net profit. These variations in the
profitableness of land cannot be explained unless the gen-
eral and special characteristics of land which make it val-
uable are understood.

In a single chapter one cannot give all the characteris-
tics which make any particular piece of landed property
worth the price that is paid for it. To do that would
mean compressing the substance of land economics into
one chapter. In lieu of this impossible task, the follow-
ing pages will portray those general characteristics which
distinguish property in land from other forms of prop-
erty, leaving the special characteristics to appear where
most pertinent to the story. These general characteris-
tics are of four general types: legal, physical, economic,
and social.

- Legal Characteristics of Land.—All property is divided

II -
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by legal authorities into two great classes; namely, real
property and personal property. The essential characteris-
tic of real property is immobility or permanency of loca-
tion. All kinds of property which have not this perma-
nency are personal property. But immobility as a legal
concept needs definition. Mohility is really a matter of
degree of movableness, and, as a matter of fact, nearly all
our economic and legal differences and discriminations
are matters of degree. A house may be moved, yet the
house is regarded as part of the land, attached to it, and
having permanency of location. When the land is sold,
the house is sold with it, even if no mention of the house
is made in the deed conveying the property. There are,
however, doubtful cases, such as attachments to the house.
Consequently the law steps in and decides doubtful cases,
and these decisions are not always precisely the same;
what is personal property in one state may be treated as
real property in another. Land as used by the economists
refers to the forces of nature or to natural resources. It
means more than the surface of the earth, because it in-
cludes what is above and below the surface. Water itself
is regarded as land because it is a natural resource. Eco-
nomics under the term, land, emphasizes what nature has
given. This is brought out in the definition of land given
by the English economist Alired Marshall, namely;

“By land is meant the material and forces which
nature gives freely for man’s aid in land and water, in
air, light and heat.”?

The difference between the legal and economic concept
can be well illustrated by contrasting Marshall’s definition
with the definition of land as given in Kent's Commen-
taries:

\ Alfred Marshall, Principles of Ecowomics, 5th Edition, Londen, 1907, Bk,
IV, Ch. I, p. 135,
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“Land according to Lord Coke includes not only the
ground ar soil, but everything which is attached to the
earth, whether by the course of nature as trees, herbage
and water, or by the hand of man, as houses and other
buildings ; and which has an indefinite extent, upward
as well as downward, so as to include everything ter-
restrial, under or over it.”"’

Real estate operators deal in land, but they are not
called land dealers, because they deal not merely with land
in the legal sense but especially with land in the legal sense.
The term real estate is used in economics not simply be-
cause the lawyers use it, but because for so many pur-
poses the land and improvements form a natural economic
and income-producing unit. In most cases real estate
operators consider the legal unit and do not make the eco-
nomic analysis between the land itself and the improve-
ments upon the land. An investor in buying real estate
makes a wise purchase if the return upon the whole prop-
erty is satisfactory. If he makes an analysis in his fore-
casting, he may estimate a depreciation in the value of the
building and an appreciation in the value of the land
itself. The return on the land and on the building are
added together to determine the profitableness of the in-
vestment.

More and more in cities the appraisers make the analy-
sis between land and the separable improvements on the
land. This is a part of the process of determining rentals
in making long-term leases, and it is especially important
that a careful appraisal be made wherever there is a sepa-
ration in ownership temporarily or permanently between
the land and the improvements upon the land.

The term real estate operator 1s the right term because
the legal unit is that which is of special significance to the

I Kent, Commaeniaries, 11I, p. 401,
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operator. It is interesting to notice, however, that we
often speak of farm land dealers. The land in itself
stands out more prominently in the case of the farm than
in the case of city real estate, and unconsciously this is
emphasized when we say real estate operator, referring to
the man engaged in urban transactions and farm land
dealers when we refer to the man engaged as a broker in
buying and selling farm land; but real estate is a proper
term in both cases.

Physical Characteristics of Land.—The outstanding
physical characteristic of economic significance is the
immobility of land. In fact, this is what distinguishes real
estate from other forms of property as was pointed out
previously. A Kansas farm cannot be physically picked
up and tmoved to New England near the centers of con-
sumption, nor can a valuable business location be moved
to a cheaper part of the city. Of course it will be said
that it is physically possible to move some land and im-
provements, but economically this is undesirable and gen-
erally economically impossible, ior the land itself cannot
be moved in large quantities except at prohibitive expense.

A striking illustration of the economic consequence of
immobility is the Australian copper town which is com-
pletely equipped with improvements that have lost all value
because neither the land nor improvements could be moved
when the copper mine ran out. In such cases of decaying
towns land is subject to special losses, just as in the op-
posite tases of hoom towns or cities, it is subject to spe-
cial gains. Around New York harbor the land useful
for waterfront purposes is scarce compared with the de-
mand for it, and hence it commands high prices. If land
could be moved around, like a rug, from places where it
is plentiful to places where it is scarce, these high prices
would not be obtainable.
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The second important physical characteristic is the fact
that land has great gradations in fertility and in odvan-
tages of location. Gradations in fertility apply particu-
larly to agricultural land, but gradations in advantageous
location apply peculiarly to urban land.

Gradations in fertility are due to the presence or ab-
sence of soil elements, to variations in humidity, light,
heat, topography, and to other factors which cause the
earth to give up produce in varying quantities. An excel-
lent example of gradations in fertility is found in the
Connecticut Valley district. Land in the wvalley is
rich and fertile, suitable for highly specialized crops like
garden truck. On the slopes above the river flats, the
soil is less fertile, but well fitted for orchards. On the
hilltops, however, the land is suitable for forests or pas-
turage.

It has been said that such gradations in fertility tend
to disappear, because “bad lands become good by proper
treatment, and poor usage ruins the best land.”* If this
were true, in the course of time all land might become
equally fertile and there would be no reason for paying
more for one kind of land than for another, provided
facilities for marketing were equal. Experience, how-
ever, has shown that with the progress of invention, of
technique of production, and of transportation, gradations
in land become greater rather than less. Early New Eng-
land farmers raised about the same kind of crops whether
their farms were in the valleys or on the hillsides. Land
was of about the same value and was put to the same use.
But machinery and easier transportation made the level
plains more desirable and New England agriculture de-
clined. Instead of raising the poor land up to the level
of the best, the use of farm machinery tends to enhance

18, N. Patten, Premises of Political Ecomomy, J. B- Lippincott, 1885, p. 27.
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the natural differences in grades of soil. Evidence of
this tendency is found in figures showing that good land,
where machinery has been widely used, has increased in
value more rapidly than poor land.

TARLE 1
VaLue oF Laxp?
Percentage
Increase
State 1900 1910 1920 1920 over 1900

Towa ... ... ciiiaens $36.35 $82.58 $100,52 448
Ilinois .............. 46.17 95.02 164.20 255
New Hampshire...... 983 13.70 18.21 25
Vermont ............ 9.70 12.52 19.58 101

Gradations in advantageous situations are primarily
due to nearness to markets, and to transportation facili-
ties. The transportation outlet accounts for the building
of heavy industries along railways. The light industries
can afford to locate farther away from transportation
lines. In appraising farm lands, nearness to good roads
is a factor always taken into account. In the case of resi-
dential land, transportation facilities to retail markets are
important, but favorable location with respect to the
amenities of land adds even more to residential values.
By amenities are wmeant beautiful scemery, a pleasant
neighborhood, cangenial neighbors, and all other induce-
ments which add to the pleasure and comforts of hving.
Particularly in the case of business sites differences in
favorable location are reflected in differences in value.

The disrability of land is the third physical character-
istic of importance. FEarly economists used to say that
the powers of the soil could not be destroyed, but experi-
ence has shown that this is not strictly true. Fertility can
be depleted if proper scientific rotation of crops or fer-
tilizing is not carried out. Depletion, however, occurs

1Figures compiled from 1920 Census,
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only up to a certain point, which may be called the per-
manent level of fertility. Some Texas soils that have
been growing cotton from fifty to seventy years without
rotation of crops, continue to yield cotton. Although
fertility can be increased or decreased within limits, the
texture of the soil, as the agricultural experts say, cannot
be changed. For instance, sandy soil cannot be made over
into a loamy soil. Fire will destroy a crop or a building,
but ordinarily it will not destroy the capacity of the land
to produce another crop or to support another building.’

It is one thing to say that land is durable because it can
be used over and over again; it is another thing to
call it durable because of certain unchangeable factors
affecting land, such as climate, topography, rainfall, etc.
These factors, like climate, cannot be changed or created
at will by the hand of man. They tend to make the uses
of land durable rather than the land itself. As long as
climate and topography do not change {rom vear to year,
landowners may count on certain uses being available.
If one year a piece of land in New England were in the
temperate zone, and the next year in the tropical zone,
there could be no permanence of use.

Economic Characteristics of Land.—Most economists
probably will say that the law of diminishing returns is
primarily a law of the physical world rather than of the
economic world. Fundamentally it does rest upon the ac-
tion of physical forces, but in actual operation it is so pre-
eminently a matter of economic interest that the tendency
to diminishing returns is classified as an economic charac-
teristic.

The law of diminishing returns is not restricted to land
economics, although it was first formulated in connection
with land ; but it operates with peculiar regularity in the

1 Peat and leaf mold are important exceptions.
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case of land. Stated in its simplest form, the law of di-
minishing returns is as follows: As labor and capital are
added to a given piece of land, there comes a time when
the yield is less in proportion to the amount of labor and
capital added. It should be repeated that this principle is
not limited to land wtilization. Manufacturers have no-
ticed that enlarging their plant brings increasing returns
at a falling cost up to a certain point where the increased
production is obtained only at increased cost per unit.
This point is the point of diminishing returns. Agricul-
ture and manufacturing differ in that this point comes
much sooner in agriculture.

The tendency toward decreasing returns beyond a cer-
tain point in development has been observed in the con-
struction of office buildings. One such study in a mid-
western city shows that on a lot (160x172 feet), worth
$1,500,000, a building of five stories will yield 4.36 per
cent on the investment; a building of ten stories, 6.00 per
cent; of fifteen stories, 6.82 per cent; of twenty stories,
7.05 per cent; of twenty-five stories, 6.72 per cent; of '
thirty stories, 5.65 per cent." The point of diminishing
returns for this particular office building was just above
twenty stories. In other words, twenty stories was the
most economic height for this building, because any labor
and capital used in further development would bring pro-
portionally less return.

The law of diminishing returns is of great importance
in the treatment of agricultural production. A study of
cotton land where increased amounts of fertilizer were
added to a given acre gives interesting results.”

1George €, Nimmons, “The Economic Height of Office Buildings,” Notional
Real Estote Journal, Sept. 11, 1922, p. 33.

3 Cornpiled from tables given by A. 5. Smith, "A Farm Management Stady
in Anderson County, South Carolina,” Bulletin 651, United States Department

of Agriculture, p. 14.
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TABLE 11

Yield of Yield due to Cost of
Cont of cotton additional production
fertilizer per acre application per pound
Under $3.00....... 200 pounds .. pounds $0.1142
$£3.00-85.00 ........ 221 pounds 21 pounds 1140
$5.00-$700 ........ 272 pounds 51 pounds 1028
Over $7.00......... 276 pounds 4 pounds 1217

Note in the above table that this piece of land was char-
acterized by increasing returns from each addition of fer-
tilizer until more than $7.00 worth was added. Then
production drops off proportionately, and the cost of pro-
duction rises sharply.

The importance of this law of diminishing returns is
far-reaching. If increasing returns, rather than decreas-
ing returns, were the response of the land to more inten-
sive utilization, only the best lands would be used by farm-
ers, and taller office buildings would be constructed in
cities. There would be no cause for worrying about popu-
lation increases, or about the limited supply of land for
~certain much-desired uses. In short, there would be no
need for economizing our use of land. But since decreas-
ing returns are the rule, there is the problem of utilizing
land sparingly, of finding out where the margin of profit-
ableness is, of discriminating in the choice of uses, of
conserving our natural resources.

The second economic characteristic of land is scarcity.
In using the term scarcity, there is no intention of con-
veying the idea that there is now an absolute scarcity of
natural resources, Probably many generations will pass
before anyone need doubt seriously that the total physical
supply of land will be sufficiently large for our needs.

There does exist to-day a scarcity of the economic sup-
ply of land. By economic scarcity is meant a relative
scarcity of land suitable for the uses which are most in
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demand. It is physically posaible to put up a twenty-story
office butlding in Cheyenne, Wyoming. But if it were
built, there would probably be insufficient demand for its
office space and the investment would be wasted. The
demand, however, for office space in the centers of large
cities justifies the erection of tall buildings. The function
of urban land is to provide standing room {for the city
population. So where population is most dense, there is
a scarcity of standing room in relation to the demand for
it. This relative scarcity of land in urban centers is the
main reason why buildings have become taller and com-
mercial land values have risen. The same relative scarcity
occurs in the case of some kinds of agricultural land.
Land especially suitable for raising burley tobacco, for
example, is so limited in quantity, compared with the
demand for it, that it commands a high price.

This limited economic supply of land would not be so
important, if it were not accentuated by the immobility of
land, its gradations in fertility and in advantageous loca-
tion, and the operation of the law of diminishing returns.
There would be no scarcity, even economic scarcity, if
land could be moved from places where it was plentiful to
where it was scarce, if there were no gradations in de-
sirability, or if the law of increasing returns displaced its
opposite. As it is, the economic scarcity of land is a mat-
ter of costs and the margins of profits. At any given time
there is always some land which might be used were it not
for the costly handicaps of lack of transportation, poor
soils, climatic or topographic conditions, which make the
use of such land unprofitable. Land with such handicaps
may be regarded as economically useless and may be left
out of the available land supply. It is part of that poten-
tial land supply which will be brought into use only when
the values of land products or services are high enough te
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repay with profit the costly improvements necessary to
make it productive.

The third economic characteristic of land is the slow-
ness with which the uses of land can be adapted to changes
in prices. This was brought out by a questionnaire on the
farm land market which was sent to farm land dealers by
the National Association of Real Estate Boards in 1923.
Many answers came back to the following effect: The
market is bad because of the wide discrepancy between
prices of land products and prices of the manufactured
products which the farmer must buy. To put it another
way, agricultural production is not easily and quickly
adjusted to changes in prices. The same tendency is
observable when urban lands are changed from one use
to another.

This inflexibility of agricultural production was well
illustrated during the summer of 1923. Wheat prices
went below one dollar a bushel in the middle of the grow-
ing season. What could the farmer do? He could not
plow under his wheat and sow some other crop. And in
many cases he had no facilities for storing the grain when
harvested until the market was better. He was almost
forced to sell at a low price and take his losses, which
were especially serious where there was no diversified
production. This inflextbility is in part due to the im-
mobility of land and in part to the type of production. If
land could be moved freely from one section of the coun-
try to another, it might avoid some of these price depres-
sions. Also if the growing season were not so long,
farmers might be able to adapt themselves more quickly
to price fluctuations. As it is, the industrial manager can
order half the labor force laid off and production cut in
half, but there is no chance for the farmer to lay off
crops, once they are planted.
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Social Characteristics of Land.—In the pre-Revolution
days of the United States most colonies permitted only
landowners to vote. In other countries, too, notably Eng-
land, landowners had certain political privileges as well as
the social distinction which even to-day goes with land
ownership. Quite recently we have had an example of
that widespread opinion which holds that the landowning
class contributes most to stability of government. Gover-
nor Allen of Kansas was impressed with the spirit of the
French soldiers in the World War, sixty per cent of whom
were landowners, and the following statement made by
him is an interesting comment with some measure of
truth: ‘“In two years socialism, driven by the cleverest
German propaganda, rose and broke three times against
the land titles of France.”* In the Russian revolution of
1917 the slogan “All land to the peasants” was of great
influence in winning the support of the majority of the
population to the change in government.

These diverse illustrations show that great political and
social power attaches to land ownership. It is commonly
said that ownership of land contributes to the stability
and conservatism of citizens. The result of this belief 1s
seen in the political privileges accorded to landowners.
Moreover, the examples given above reveal the great eco~
nomic power which ownership of the land carries with it.
That is why many corporations buy up and control land
used by their employees for dwellings, schools, churches.
When strikes occur, corporations may use their control
of land against the strikers by ejecting them from com-
pany-owned homes, as some coal operators have done.
It is estimated that almost half the total wealth of the
United States, estimated at $294,000,000,000, is in the

1 Heory S. Allen, Konsas Problems, Topeka, 1920, pp. 16, 17,
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form of city and farm real estate. The value of city real
estate is estimated at $84,000,000,000 and of farm real
estate, $60,000,000,000.° These figures are impressive
evidence of the economic power involved in real estate
ownership.

Consciousness of the possession of this power often
leads landowners into abuses of it; and the abuses of
power are often 5o flagrant that some control for the com-
mon welfare is essential. As population has increased, the
need for control has become more apparent, so that now
the use of irrigated lands, the use of mines and water
power, and the use of oil, gas, and mineral resources are
regulated by the government in various ways. The whole
movement for the conservation of natural resources ex-
presses an extension of social control of land. In our
great cities, where land has its most intensive use, social
control through building codes, planning and zoning laws,
sanitary regulations, is growing. This tendency finds ex-
pression in what may be called the principle of social con-
trol: The more intensive the use of land, the more highly
developed must be the social control. In such a complex
society as ours, social control of some forms of land utili-
zation is necessary to achieve the social ends which are
set before each individual.
© Another significant soctal characteristic of land is that
it acts as a sort of savings bank for a great many people.
In some quarters it is said that real estate is in the hands
of the rich. As a matter of fact, the real estate of this
country is owned by millions of persons of moderate
means, with the exception of comparatively few large
family holdings. Man clings to the land; an extreme ex-

1w, I. King, *“Net Volume of Saving in the United States,” Journal of the
American Statistical Assoriation, Sept., 1922, pp. 318, 322.
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ample of this is the French peasant clinging to his soil.
This is partly due to a desire for the social prestige that
accompanies land ownership, but largely it is due to a
feeling of security in Jand as an investment. The land is
visible, tangible; it is not a mere piece of paper like a
stock certificate or bond. Consequently the land is called
the poor man’s investment.

Relation of Land Characteristics to Land Utilization.—
The foregoing general characteristics apply more to
landed property than to other forms of property. These
characteristics, together with the special characteristics
which distinguish various kinds of land from one another,
furnish the key to the best policy of utilization. Analysis
of characteristics facilitates the classification of land for
its highest and most profitable use.

To clarify this relation, it will be helpful to refer again
to some of the illustrations setting forth the problems of
land economics. The owner who made use of the novel
“sky-lease” understood that the qualities of his land were
favorable to a higher building than he was able or willing
to finance out of his own pocket. The union which con-
structed an office building outside the commercial center
did not analyze properly the characteristics of its site.
The partially developed subdivision was based upon char-
acteristics which the site did not possess, whereas the
successful subdivider took account of all the qualities
necessary to make the site a profitable development.
Furthermore the varying values of farm lands in the
Connecticut Valley region reflect the different degrees of
adaptability to agricultural uses. Instances might be
multiplied to reinforce the point that successful utilization
of land is based on knowledge of the characteristics of
land.
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SUMMARY

The general characteristics of land, which distinguish prop-
erty in land from other forms of property, are of {our gen-
eral types: legal, physical, economic, and social. The legal
characteristics of land are based chiefly on the legal distinc-
tion between real property (the essential characteristic of
which is immobility) and personal property. The concept
real property therefore includes other permanent attachments
to land, such as buildings, which the economist would ordi-
narily not include under the term land. The physical charac-
teristics of land are smmobility; gradations in fertility and in
advantages of location; and durability, The economic char-
acteristics of land are its tendency to diminishing returns
when the land is developed beyond a certain point; the scar-
city of the ecomomic supply of land; and the slowness with
which land can be adapted to changes in prices. The social
characteristics of land are the political and soctal power which
attaches fo land ownership; the increasing need for social
control as intensity of use develops; and the tendency of land
ouwnership to develop thrift, since it acts as a savings bank
for many people. These characteristics furnish the key to the
best policy for land utilization.



CHAPTER III

THE CLASSIFICATION OF LAND

THE classification of land is part of a general classifica-
tion movement in many fields of endeavor. Educational
experts have lately begun to classify school children ac-
cording to the mental ability shown in intelligence tests.
Labor experts are beginning to classify employees accord-
ing to industrial tests. The Federal Government has a
classified civil service, has an income classification for the
Federal Income Tax, and is now proposing to classify im-
migrants at the source of emigration. Private busi-
nesses classify their merchandise according to salability.
But the classification of land has generally lagged behind
the rest of the movement.

Need for Classification.—The need for classifying land
is a practical one and has public as well as private aspects.
It makes possible a better utilization of natural resources.
For many years the Federal Government made no attempt
at all adequate to classify the public domain in order to
dispose of it to advantage. The publicly owned land area
was divided into 4o-acre tracts, and during the greater
part of our history these tracts were generally sold in
groups of four, called a “quarter-section.” Each tract
was sold as a unit with little regard to its fitness for agri-
culture, forest culture, ranching or mineral extraction.
Petroleum land was sold on an agricultural basis. Forest
land was sold to private individuals just as if it were land

26
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suitable for growing grain. Ranch land was disposed of
without regard for the requirement of large areas by the
ranching industry, Swamp lands were given to States
for reclamation without an adequate survey. California,
for example, received some “swamp land” without any
water on it. Only in comparatively recent years has the
Federal Government classified its public domain according
to fitness for different uses, and that has been a partial
classification occurring after it had disposed of the larger
part of the public domain. OQur past public policy of land
administration would have brought more wholesome con-
ditions in the present if more adequate classification ac-
cording to the characteristics of the land had preceded
the disposal of it.

Neglect of classification has been not only a fatal de-
fect of public policy but also has doomed to failure many
private ventures in land utilization. During the war a
North Dakota tract was plowed for wheat by 56 tractors
working day and night. This land was quite unsuited for
the profitable cultivation of wheat, a fact which was real-
ized as soon as wheat prices dropped from the abnormally
high war level. Meanwhile the damage was done. It
will take fifty years to replace the turf which the plow de-
stroyed, destroying at the same time the fitness of the land
for grazing, the only suitable use for the area. To guard
against such mistaken ventures, the Canadian province
of Alberta and many of our States publish soil maps show-
ing the qualities of the soil that fit it for different types
of production. A classification of this nature, if heeded,
protects many people from pitfalis such as that enguifing
the users of the North Dakota tract.

A property classification is the basis of a proposed
change in the methods of tax assessment recently sug-
gested by a member of the Cook County (Illinois) Tax
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Board of Review.! He says: “A uniform depth percent-
age, it is not difficult to see, is not proper to be applied to
widely differing classes of land.” Neither is a uniform
percentage of corner influence. “For example,” he ex-
plains, “in an apartment district, it is clear that a corner
fifty-foot lot is considerably more valuable than an inside
fifty-foot lot ; many more rooms in each flat can be givena
street outlook ; probably more flats can be planned. On the
other hand, in a detached residence district, it is equally
clear that a corner fifty-foot lot is but little more valuable
than an inside lot; in each case 2 commodious house can be
built with all outside rooms, and with equal yard. .
Our first conclusion may well be that all valuation of land
for taxation should be on the basis of a defimite system
comprising unit values and formule for computing prop-
erty valuations from these unit values. Our second con-
clusion must be that these formulae for computing prop-
erty valuations from unit values should vary according to
the cluss af property concerned. There should be a dif-
ferent sort of formule, as we have seen, for the fol-
lowing classes of property: Residential, apartment, com-
mercial, manufacturing.” A similar classification is the
basis of zoning laws in many American cities.
Classification of land is also essential in real estate prac-
tice. Real estate operators who hold properties in various
portions of a city classify these properties according to
their highest and most profitable use before undertaking
plans for development. Furthermore, in a growing city,
real estate dealers are constantly confronted with the
choice of tracts of land for subdivisions. If the tracts
available for expansion are not properly classified, the
subdivision is quite likely to be a failure. Take the case

1 E. R. Litsinger, "“Plan for the Valuation of Land,” leaflet privately printed.
2 Italics ours.
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of an undeveloped area of low land just outside the indus-
trial district. To acquire this tract for a high-class subdi-
vision would be absurd. It is probably more suited to
industrial use, or at most to cheap dwellings for those of
small incomes; for the nuisances of an industrial district
will destroy the values of such a subdivision developed
for high-class residences.

Instances might be multiplied showing that classifica-
tion is essential not only to effective real estate practice
but also to effective planning of policies by public
agencies. It should be borne in mind from the out-
set that a comprehensive land policy cannot be formu-
lated unless the different forms of land utilization are
separated and each kind of use is planned with reference
to the available land with qualities needed for this
use.

Requirements of a Good Classification.—A haphazard
classification, based on purely artificial distinctions, is use-
less. The first requirement of a good classification is that
the classes be distinct, well-recognized, and measurable.
A division of land according to square feet or acres an-
swers this description but it does not clearly serve the end
of policy-forming. The second requirement of a good
classification is that it be helpful as a means to the end or
purpose of classification. A third requirement is that the
class differences shall have economic significance. The
late President Van Hise of the University of Wisconsin
pointed out three methods of classifying land: (1)
Areas of crystalline and sedimentary rocks; (2) plains,
plateaus, and mountains; (3) according to the covering
which was originally on the land." These are useful clas-
sifications for certain purposes but not for the purposes

1C. R. Van Hise, The Conservetion of Naiural Resources in the Uniled
States, Macmillan, 1910, p. 266.
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of the economist, because they are geological and not eco-
nomic classifications.

Suggested Classification of Natural Resources.
A. Sub-surface appropriation—oil, gas, minerals, stones, salt, etc.
B. Surface appropriation.

Manufacturing
i Mercantile
a. Urban Residence
Recreaticnal

b. Building sites, non-urban
2. Land for agricultural purposes.
jl. Irrigable

1. Site purposes

fand gimber'
o. Arid lan " razin
2. Non-irrigable Dry Fgrming'
L Desert
1. Natural appropriation
{0) Forest and pasture
(b) Swamps for rice, hay, cran-
». Humid land + berries
Farm
2. Cultivated Garden
\ Forest

3. Land for transportation and communication.

a. Natural parks
4, Recreational land 4% Forest and stream
¢, Highways

C. Water and land connected with it.
1. Shore lands
2. Land under water
3. Riparian land
4. Irrigation water
S. Nawvigation water

D. Super-surface appropriation for the aeroplane and radio.

Other Classifications.—There are many other ways of
classifying land. Land might be grouped according to the
form of ownership,—whether private, public, or common
property. Particularly for agricultural interests it is
important to classify the land according to soil texture
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and the mineral elements it contains. For urban purposes
it is useful to classify land according to density of its
population. It cannot be too strongly emphasized that
there is no one classification which will hold good for all
purposes. Classification is nothing but a tool for plan-
ning the most economic utilization of natural resources.

SUMMARY

Classification is recognized as necessary in many fields of
huifian endeavor. The need for classification of land is
great, whether public or private purposes are under consid-
eration. Neglect of adequate classification of the land in the
public domain has caused losses to the nation and also to
individuals, and a failure to classify landed property for tax-
ation has also had bad results. Land classification is also
important for real estate practice. Good economic classi-
fication of land must satisfy three requirements: (1) it must
divide the land into classes that are distinct, well-recognized,
and measurable; (2) it must be helpful for the purpose to
accomplish which the classification is made; (3) the class
differences must have economic significance. Many different
methods of classification may be used ; the choice depends on
the purpose for which classification is made.



CHAPTER IV

SOME FUNDAMENTAL PRINCIPLES OF ECONOMICS

THis chapter is included at this point to clarify the
treatment of certain principles of land economics in the
following chapters. It should not be forgotten that land
economics is merely a division of general economics, just
as are money and banking, or labor. It is the field of eco-
nomics that is concerned with the economic relations
growing out of the use of natural resources in the produc-
tion of economic goods and services under the institution
of property. Underlying these economic relations are cer-
tain fundamental principles which are not restricted to the
relations arising from the use of land, but are common to
almost all behavior resulting from economic considera-
tions. Moreover these fundamental principles appear
later in various connections, and the same principle is
likely to reappear several times when different aspects of
the problems of land economics are presented. Tt may not
be amiss, therefore, to summarize some of these princi-
ples early in our inquiry in order that the unity of the sub-
ject of land economics will not be lost sight of as it is ap=
proached from different angles in the succeeding chapters.

Economic. activities are concerned primarily with the
production and use of wealth, and we study these activi-
ties from the standpoint of both public and private econ-
omy. In studying the wealth-getting and wealth-using
behavior of men we find that a few facts recur so often
that they come to be regarded as the inescapable realities

3z
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of almost any economic situation. Differences in per-
sonal ability and in the motives of economic activities are
of this nature. Moreover the constant classification,
analysis, and comparison of these activities have brought
to light some general trends or principles of economic
processes. These principles particularly will crop out
repeatedly as different aspects of land utilization, owner-
ship, valuation, and taxation are discussed.

Some Facts That Must Be Reckoned with in Economic
Analyses.—Since we are dealing with human activities,
one of the first things we meet in an economic analysis
is the motive or cause of an act. Generally speaking, the
psychologists tell us that man’s acts are the result of in-
stinct, habit, deliberation, or compulsion, Economic ac-
tivity affords examples of the action of all these causes.
The instinct for self-preservation prompts men to work
for very low wages or steal rather than starve. Custom
or habit is seen at work helping to keep stable the prices
of certain commodities or services while other prices are
fluctuating widely. In deliberating between different ways
of acting, individuals are governed by a variety of in-
ducements. To some people the hope of increasing their
income or their prestige in the community induces them
to buy one farm in preference to another or one home
instead of another in a less fashionable neighborhood.

All these causes of action, or inducements, comprise
what is understood by the term, huwman nature, The
early economists assumed a simple type of human nature,
a type which has been called the “economic man,” largely
because the “economic man” always sought his own ad-
vantage and in so doing was supposed to have promoted
the public advantage. The modern “economic man” has
a much more complex nature than this, since we take
account of his instincts, habits, customs, hopes and fears,
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pains and pleasures, and the whole range of deliberate
choices which have economic significance. Among other
evidences of this changed concept of the “economic man”
is the fact that public agencies definitely recognize that the
desire for private gain does not always induce persons to
act in such a manner as will accomplish the greatest social
good. For that reason it is found desirable sometimes to
control the behavior of private persons for the public
good, '

In this connection must also be considered private prop-
erty, which is the fundamental institution which guaran-
tees to the individual the undisturbed enjoyment of the
fruits of his own efforts. Since natural resources are
in large part private property, the effects of private own-
ership on the utilization of land will have to be considered
from the standpoints of both public and private economy.
When the “economic man” is studied against the back-
ground of these effects of private ownership it will be
seen that the problem of controlling his behavior for the
common good may often be solved by controlling private
property, rather than by transferring private property to
public ownership.

Another fact which must be reckoned with is the price
system. The day has gone past when each individual pro-
duced by himself all the articles that he needed. The mod-
ern economy is characterized by division of labor and pro-
duction of goods and services for sale; and buying and
selling transactions are effected through the medium of
prices. Priges are estimates of the worth of things to an
individual in terms of a common unit of measure, money.
In other words, prices are the common measure of values,
The importance of the price system lies in the fact that
prices guide most activities that have economic signifi-
‘cance. In land economics the prices which the products -



FUNDAMENTAL PRINCIPLES 35

of land obtain in the market determine, mainly, how land
will be used, This relationship between prices or values
and the efficient use of land from both public and private
points of view is in many respects the heart of the prob-
lems of land economics. An adequate understanding of
this relationship depends chiefly on a knowledge of the
principles governing the valuation of land and of the
movements of land values.

A great many problems of land utilization arise from
the fluctuations of prices. In one way or another every
producer and every consumer feel the effect of rising
and falling prices and try to adapt themselves accordingly.
Economists are not agreed entirely as to the causes of
these price cycles, but there is no disagreement as to the
importance of studying them and perhaps of controlling
them. Since fluctuating prices affect all classes in the
community, it is important to forecast price movements
in order to adapt policies of land utilization to changing
conditions. Such forecasting is constantly done in every-
day life by business men of all sorts,—farmers, real estate
operators, bankers, investors,—and by public agencies also.
In recent years certain private agencies have undertaken
to estimate the future movements of prices that are of im-
mediate concern to manufacturing and commercial enter-
prises, which illustrates the importance of forecasting also
the prices of land and of the commodities and services
which land renders.

One reason why business men are so anxious to have a
correct view of future price movements is that an accu-
rate forecast will help them to increase their profits while
a faulty estimate may bring great losses. Those who util-
ize land are very often in the same position. This illus-
trates another real factor in land utilization—namely,
that the inducement to use land is the desire to obtain an
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income. The term, fncome, is here used in its broadest
sense to include not only money income, a part of which
is commonly called profits, but also the income which is
in the form of direct satisfaction or enjoyment. To ob-
tain income requires the outlay of time, effort, and money.
These expenditures are known in economics as costs.
Since the transactions by which incomes are acquired are
made in terms of prices, incomes and costs also are cal-
culated in terms of prices. Hence we have the notions of
money income and outgo, revenues and expenses.

Of all the problems of land utilization those problems
which turn on the relationship between expenses and in-
come are of fundamental importance. Given the prevail-
ing prices of land products or services, the choice of land
to be used and of the degree and form of utilization de-
pends on the relation of expenses to income in such use.
In other words, the prospect of earning a nef income, fig-
ured in dollars and cents, is frequently the determining
factor in land utilization. When the farmer plans his
operations for the year, he estimates what the prices and
yields of his crops will be, balances this gross income
against his expenses in the form of seed, fertilizer, equip-
ment, labor, and other expenses, and makes his plans with
an eye for the spread between his income and his expenses.
Similarly a city landowner in mapping out a building pro-
gram calculates what the cost of construction per square
foot of floor space or per cubic foot is likely to be and
what the receipts from rentals or other sources are likely
to be, and ordinarily decides upon the size and type of
building which in view of these estimates will yield him
the largest net income. These calculations are naturally
not limited to one year, for since the services of land are
durable, calculations must take account of probable ex-
penses and incomes over a number of years. Both public
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and private agencies, particularly the latter, in formulat-
ing policies of utilizing urban, agricultural, forest or min-
eral lands, consider this relationship of expenses to in-
comes and often make it a determining factor in their
plans.

Finally, a general survey of economic activities reveals
the undoubted fact that men differ in ability and in capac-
ity. Some men are better managers than others; some
men are better workers than others. The capacity to save
is characteristic of some people in greater degree than it
is of other people. We are familiar with the fact that
commercial and industrial concerns vary in their capacities
to perform the services for which they are organized, and
we recognize this fact when we speak of the “average”
business man, implying that some are more capable than
others. Ordinarily in a system of private enterprise gov-
erned by prices, differences in personal ability are ex-
pressed as varying capacities to earn 2 net income. Hence
it is said that the best farmer will earn a larger income
than the poor farmer on the same land. Consequently
when land is classified as “marginal” farm land in the
sense of being “no-profit” land, it makes a difference
whether this classification is based on the best farmer, an
average farmer, or a poor farmer. Land on which a poor
farmer may lose money may be profitable in the hands of
a good farmer. If this fact is considered further, it will
be found that the total production of farm products will
be greater or less according to the degree of realization of
the ideal, in which land and men are combined in the
most advantageous manner. Such differences of personal
ability must be borne in mind when policies of developing
agricultural or urban land and of encouraging land
ownership are considered.

Some Fundamental Principles of Economics.—Wher-
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ever the experience of men in any field of economic en-
deavor seems to run along certain fairly well-defined
grooves, economists are inclined to find a principle. The
formulation of economic principles is not an idle, theoreti-
cal study ; it is an intensely practical task. Only as the mass
of information about economic relations is gathered to-
gether and organized into a scientific body of knowledge,
can it be made useful as a practical guide in everyday life.
The relations growing out of the use of land in economic
life have been relatively neglected in comparison with eco-
nomiic relations in other phases of the production, distri-
bution, and consumption of wealth. To put these “land
relations” upon a more scientific footing, some of the eco-
notnic principles already formulated need to be applied to,
and tested by, the experience of utilizing land. In part
this is done in succeeding chapters as a basis for framing
sound policies for using land.

It would be futile, even if it were possible, to compress
into a single chapter an adequate description of the essen-
tial economic principles governing human relationships
arising from the use of land. It is important to note,
however, that the underlying principles of land econom-
ics are generally found in other branches of economics;
and since some of these principles are applied to a number
of different phases of land economics, it may not be out of
place to indicate here a few of the most important and
fundamental of these principles.

(1) The Scarcity Principle—In economic inquiries
we are continually confronted with the question: Why
is land or any other commodity valuable? Why does
it command a price? Economists generally draw a
distinction between free goods and economic goods. Free
goods are those which exist in sufficient quantities to meet
the needs of all; economic goods are those the demand for
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which exceeds the available supply. Hence economic
goods command a price and are economized.

Tet us apply this distinction to land. As long as
some of the earth’s surface is not used, it is apparently
illogical to say that there is an insufficient supply of land.
But if land is thus a free good, how does it happen that
men are willing to part with money for the use of it?
The explanation of this peculiarity becomes clear when
we recall that land has different characteristics, that some
land is more favorably located or has greater fertility than
other areas, and that the demand for land with different
characteristics varies. Thus as soon as the supply of land
with suitable characteristics becomes less than the amount
demanded, such land may be said to be relatively scarce
and worth a price. That 1s the situation with respect to
central Jocations in great cities. And the same situation
prevails in the case of land fertile enough to yield a crop
which can be sold with a profit in the market.

Prices, then, reflect the economic scarcity of land, or,
to express it another way, the scarcity principle is a factor
influencing prices. This principle also affects the pricing
of commodities and services other than those originating
in land, and in the case of land it affects some forms of
utilization more than others. Moreover the scarcity prin-
ciple is significant not only in the valuation of land, but
in policies of utilization ; one aspect of this is touched upon
later in considering the principle of substitution.

(2) The Anticipation Principle—In connection with
the price system, the tendency of human beings to look to
the future was noted. This tendency is so important in
pricing land or any other commodity that it has become
almost an axiom of valuation. To understand fully many
land problems, it is essential to remember constantly that
a quoted price includes an element of anticipation. When
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a sale of land is made, the price includes not only the
present value of the services of land, but also the estimated
value of those services in the future.

Anticipation probably plays a larger part in the val-
uation of land than in the valuation of almost any other
type of economic good, chiefly because the services of land
do not entirely wear out from repeated use and also be-
cause land cannot be reproduced or manufactured at will.
Consequently a large part of the valuation of land and of
planning land utilization is concerned with anticipations
of what the future will be, i.e., future prices, future de-
mand, future substitutes for the services and products of
the land, future expenses, and future incomes.

Furthermore an important aspect of anticipation, com-
meon to all economic activities, is the fact that man values
the present more highly than the future and so the future
is discounted according to the proverb, “A bird in the
hand is worth two in the bush.” Although the anticipation
principle is especially significant in the valvation of land,
it has a bearing on all problems of land utilization because
land is of such a nature that the forms of utilization are
relatively fixed and must be planned many years ahead.

(3) The Capitalization Principle—In everyday speech
capitalization is usually associated with the total par value
of stocks and bonds which a corporation is legally author-
ized to issue. The capitalization principle in economics
refers to something quite different. In the United States
we speak of land as being worth $100 an acre. This
does not mean that an acre of land will yield annually an
income of $ro00. The hundred dollars represents the capi-
tal value of the acre of land which possibly may yield
services bringing a net income of $4, $5, or $6. The capi-
talization principle is the link connecting this net income
and the capital value which expresses the price of land.
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To illustrate by a concrete example: A tract of land
produces services bringing $5 a year to the owner. This
annual income of $5 represents interest on a sum of
money invested in the land. The landowner expects such
an income this year, next year, and for a number of years
ahead. Consequently he attaches to the land a value equal
to a sum of money which would yield him this income as
interest. In other words, the landowner transforms the
series of expected land incomes into a single figure, which
is the capital value of the land. The process of transfer-
ring this flow of incomes into a fund of value is capitali-
zation, and it is a principle of great importance in valua-
tion and derivatively in the many land problems which
depend so much upon valuation. In the following chap-
ters, when we speak in one place of the income from
land and in another place of the value of land, confusion
may be avoided if the capitalization principle is recalled
as the connecting link between income and value.

(4) The Substitution Principle—The average person
frequently uses the principle of substitution in everyday
life. When the price of potatoes is too high, potato con-
sumption is cut down and some other commeodity, like
rice, is substituted. In similar ways oleomargarine is
substituted for butter, and fruits in season displace in our
diet high-priced fruits out of season. Asa general propo-
sition, when two or more commodities yield substantially
the same service or meet needs with about the same com-
pleteness, the low price commodities tend to crowd out
the high price commodities.

This common experience of the household economy is
duplicated in the economy of a business concern. Rising
labor costs induced electric railways to install one-man
cars. For the same reason factories supplant man power
with mechanical power, and farmers buy machines rather
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than hire laborers. Wherever capital in the form of
machinery or some other device has displaced human
labor, the principle of substitution is at work.

The same principle governs the shifting of land from
one use to another. When land becomes too high in
price to use for residences, the tendency is to use it for
commercial purposes. When agricultural land rises in
price, its use tends to shift from grazing to grain crops
and then to garden truck. Generally, it is economically
impossible to grow forests on land that is valued at $25 or
$30 an acre, but if the price were reduced, a forest crop
might be substituted for a grain crop or for the under-
brush which now covers many idle cut-over lands. This
principle of substitution is an important factor to con-
sider in making plans for the utilization of land, in valu-
ing land, and in formulating policies of land develop-
ment and taxation.

(5) The Proportionality Principle—Since land with
desirable qualities, like other economic goods, is not
plentiful enough to satisfy the wants of all people, it
must be economized. What is meant by economy? The
housewife says she is economizing when she substitutes
a lower-priced commodity for a higher-priced one. Most
people overlook the fact that economy is simply propor-
tioning the available resources to accomplish the greatest
result. The household expenditures are distributed
among different articles so as to make the income bring
the greatest satisfaction, health, and general well-being.
In the same way a business man spends part of his in-
come on advertising, part on labor, part on land, and part
on a number of other things, but he changes his expendi-
tures for labor, for capital, for advertising, and so on,
if he anticipates that a different distribution of his income
will bring larger profits. Economy in the use of land

A Y
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means the proportioning of the economically available
supply of land among its sundry uses in such a way that
all demands will be most adequately satisfied.

This principle of economy or proportionality governs
private as well as public policies of utilizing land. Every
year the farmer faces the task of deciding what propor-
tion of his land he will sow in grain, what proportion he
will leave in pasture, and what proportion he will allow
to stay idle. His policy of proportioning is decided with
reference to the market prices of his products, both at
the time of planting and, according to his estimates of
prices, at harvest time. Many circumstances, like the
weather, may disturb his calculations, but the calcula-
tions have to be made unless he is willing to be guided
by custom or precedent. Similarly the owner of an urban
lot having the characteristics of an office building site
faces the problem of the economic height of the build-
ing. Should it be five stories, ten stories, fifteen or twenty
stories, or even higher? That is a problem of economy,
or proportioning expenditures so as to obtain the largest
result. Ordinarily, with a system of private initiative
in business, the best proportioning is that which brings
in the highest net return on the investment.

From the public point of view the problem of economy
is that of proportioning the total natural resources among
different forms of utilization. Can this be done best
under a system of private property or should these re-
sources be transferred to public ownership and admin-
istered by the government? A shortage of timber,
reflected in high lumber costs, shows a need of devoting
more land to the raising of a timber crop. What type
of land and how much of it should be used? Moreover,
can private persons be persuaded to raise a forest crop or
must it be done by the government? These are prob-
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lems of economy and call for the application of the prin-
ciple of proportionality.

The Social Aspects of Economic Life—The drift of
modern times is toward increasing recognition of the
public interest. This tendency was noted early in the
chapter in connection with our changed notion of the
“economic man,” and it is noted again because almost
all human relationships arising from the use of land are
affected by this tendency in one way or another. In the
field of legislation, the growing emphasis on the public
interest is seen in the tnore active part played by govern-
ment in controlling business affairs generally, and not
alone in regulations controlling the use of land, In the
field of private business, evidence of this tendency is
found in higher standards of business conduct and, on
the whole, a greater consideration for public needs.

This “socialization movement” sometimes leads to un-
desirable consequences, undesirable even from the point
of view of the public welfare. Consequently most prob-
lems of land economics need constant re-examination in
order that the destred end of public economy be attained.
The need for this will hecome more apparent as the main
problems of land economics are discussed from various
angles.

SUMMARY

Certain facts and principles exist which are fundamental
in the economic relations between men. Five facts that must
be reckoned with in any economic analysis are: (1) motives
or causes of economtic activity, which are found in instinct,
habit, delibetation, or compulsion; (2) the institution of pri-
vate property; (3) the price system; (4) the distinction be-
tween net income and gross income; (5) the differences in
personal economic ability that exist. Certain fundamental
principles are: (1) the scarcity principle; (2) the anticipation
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principle; (3) the capitalization principle; (4) the substitu-
tion principle, and (5) the proportionality principle. The
modern tendency is toward secialization—that is, public con-
trol of economic relations—a tendency that may sometimes
have undesirable consequences.



CHAPTER V

THE PRESENT AND FUTURE UTILIZATION OF LAND

A CENTURY and a quarter ago when economics was
first called the “dismal” science, an English economist,
Thomas Malthus, stated that population has a tendency
to increase faster than the food supply. The population
has more than doubled since that time; yet there seems to
be no danger of a general food shortage. In 1824 the
great majority of American people lived in the country
districts where food was produced. Now less than half
of the population are country dwellers. And yet during
1923 it was proposed that the United States Government
buy the wheat surplus and find a market for it. That
seems to support the immigrant’s belief that America is
a “land of plenty.” But what of the future? The city
dweller draws his daily bread from the country, lives in
houses that in their original state came from the land,
and heats his home with deposits taken from the earth,
He lives upon the country. More and more of his kind
are making their homes in cities. Will the country be
able to support themn all? The average commuter does
not consider this prospect at all. As long as he finds
food in the market places, he is satisfied that there will
always be plenty for him to eat.

In the main this is true. The food supply alarmist
does not have the support of most economists to-day.
It has been observed that the rate of growth of the popu-
lation is declining. The present population might have

40
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some difficulty in supporting itself if the technique of
agriculture and of mining were what they were one
hundred years ago. But with improvements in technique
increasing and becoming more widespread, and with a
declining rate of population increase, there is no imme-
diate, reasonable fear that the means of subsistence will
be lacking. However, this does not mean that economy
in the use of natural resources can safely be discarded.
The concentration of population in cities creates prob-
lems of marketing and of intensive cultivation which re-
quire scientific planning of land utilization, both now and
in the future.

The Shifting of Land Utilization.— As one surveys the
utilization of natural resources from year to year the
striking fact emerges that there is a continual shifting of
land from one use to another. Some years there is an
increase in land used for raising wheat; in other years
this area grows smaller, and the difference goes to some
other crop or to pasture land, or land goes out of use
altogether. To find the causes of this shiiting one has
to go back to human wants. The wants of individuals
are continually changing in quality and quantity. The
displacement of horse-drawn vehicles by the automobile
is a case in point. These changes in wants produce
changes in market demand, which in turn are reflected in
price changes, and prices are indicators of the profitable
channels of production. Man needs food, clothing,
shelter, recreation, and culture; and the earth will be util-
ized to satisfy these wants. A variety of products can
satisfy a given want: silk, cotton, wool, and furs are all
used for clothing. Fishing, hunting, golf, tennis, motor-
ing, football, and baseball all satisfv recreational wants
and require the use of land to a greater or less extent.
Similarly meat, cereals, vegetables satisfy the primary
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want of hunger. In what proportion these commodities
and services will be used to satisfy wants, depends not
vnly on the need for covering, for recreation, or for
food, but also upon such forces as custom, the standard
of life, habit, religion, and the purchasing power of the
family income. As these determining factors change
human wants, the utilization of the earth’s surface or of
its deposits changes also. The significance of any par-
ticular use of land is the contribution it makes to the satis-
faction of human wants.

The shiiting of land from one use to another especially
involves the price system and the principle of proportion-
ality. Prices are a guide to those who utilize land. Ris-
ing prices encourage an expansion of business enterprise,
which in turn affects the utilization of land. Falling
prices discourage an extension of utilization. During
the war, for example, the price of wheat was fixed at a
level designed to encourage production. This price actn-
ally encouraged farmers to expand the wheat area. It
has been estimated that the United States increased its
wheat production by over 20,000,000 bushels annually.
Then prices slumped, showing a disproportionate produc-
tion. In 1923 wheat prices fell below what was gen-
erally acknowledged to be the average cost of production
for an average farmer. Many wheat farmers, who had
no other source of income, went into bankruptcy and
some of their farms will be devoted to another use or will
be abandoned.’

This over-supply of wheat was due partly to the re-
covery of foreign wheat-producing areas from the

1°The Wisconsin Department of Markets, Market News Letter of Dec. 2, 1923,
quoting from the Secretary of Agriculture of the United States, states that
in 1923 “in 15 wheat and corn producing States an average of 8.5 per cemt of
the farmers lost their farms because of financial troubles and crap failures.”
In addition, more than J5 per cent were actually bankrupt but were banging
on through leniency of creditors,
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ravages of the war and partly to a decline in domestic
wheat consumption. These forces worked through the
system of market prices, and if their effect had been
forecast in time, the utilization of land for wheat might
have been somewhat curtailed. Through the knowledge
of the cycle of prices the farmer is able to tell roughly
how to shift and proportion the uses of his land in order
to obtain the highest net income,

Fundamentally, however, each use of natural resources
depends on the intensity of the human want back of it.
The intensity of that want is recorded with a fair degree
of accuracy in the price offered or paid for that use, and
this price is the signpost that points the way to the best
proportioning of land utilization.

Limitations of Land Utilization—Some resources of
nature are not at all suitable for certain uses. In other
words there are limitations to the range of choice of uses
open to owners of natural resources. The most graphic
way of picturing these limitations is to conceive of all
the possible uses of land competing with each othér for
the land. Viewed from this angle these limitations are
of three general types—physical, economic, and soctal.

(1) Physical Limitations.—Consider the arable land of
the United States situated in that part which has the best
soils and the best climatic and moisture conditions, and
which is suitable for the cultivation of the highest types
of plants. As one moves to the north from the highly
favored areas, crop production is hindered more and
more by the shortness of the growing season and the
danger from frosts. Man has succeeded in pushing this
frontier of utilization farther north by introducing quickly
maturing strains'of corn and other grains; but ultimately
a region is reached where crop growing ceases.

Forests thrive as well as the cultivated crops on the
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favored area of arable land, but they cannot compete
economically with the cultivated and rapidly maturing
plants. Hence trees are removed to make room for agri-
culture. The original forest area of the United States
contained 822,000,000 acres, of which 350,000,000 acres
have been cleared for agriculture, Forests can endure
winter conditions which crops cannot; hence, as one
moves toward the frontier of cold and frosts, forests
gradually take the place of crops. Finally, even forests
give way to the frozen tundra. The same influence causes
crops to be abandoned at an altitude of nine thousand to
ten thousand feet in Colorado, while the timber line is
not reached till an altitude of ten thousand to twelve
thousand feet is attained. Crops aiso have to be aban-
doned on land that has been denuded of trees to such
an extent that the fertile soil has been washed away by
erosion or blown away by winds.

As one moves to the west another frontier is reached
where there is not enough moisture to grow crops.
Drought-resisting plants and dry farming are pushing
this frontier farther away; but uitimately a point is
reached where the land must be used for grazing. Grasses
will grow with six inches of rainfall. Forest trees, on
the other hand, are even more restricted than are crops
by their moisture requirements, so that fully 600,000,000
acres (or one-third of the United States) can be used
only for pasture (unless there are unforeseen changes in
agricultural technique) and will be the grazing area of
the future.

Another frontier is that set by topography; stony,
steep, or rough ground sharply limits crop production,
especially because it limits the use of labor-saving ma-
chinery. Some of this land can be used for pasture, but,
on the whole, such land, as in the New England hills, is
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best suited for forests. Forests should also occupy
swampy, sandy regions, and regions of heavy precipita-
tion,

As far as physical conditions are concerned, some land
can be used only for pasture and some only for forests,
while some could be used for both. However, all crop
fand could be used also for forests and pastures. Dia-
gram (1) on the following page shows the physical limita-
tions and possibilities of the land utilization of the United
States. It shows that there are only 100,000,000 acres
that are fitted by nature exclusively for forest production;
but there are 300,000,000 acres of “pasture-forest” land,
and 700,000,000 acres of “crop-pasture-forest” land that
could, if economic conditions justified it, produce timber.

Recapitulating, the greatest physical limitations of the
use of land are climate, humidity, topography, and fer-
tility of the soil.

(2) Economic Limitations—Even where physical con-
ditions are favorable, natural resources may be unutilized
because of economic limitations. The rate of profit is
the first and foremost economic limitation. That use
which is not expected to yield an adequate profit will gen-
erally be discarded by private individuals. A crop which
will not pay for itself with a fair profit is not worth put-
ting into the ground, and the soil should be put to some
other use which will pay for itself. By the same token
a building which will not pay for itself is not a use to
which a city landowner will deliberately devote his lot.
Thus, the prospect of losing money, or of not getting a
normal return, restrains private individnals, This limita-
tion does not always apply to a public enterprise, where
the social advantage of a particular use may overbalance
the prospect of financial loss.

Tales have been told of farmers who shipped potatoes
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to a customer only to receive later from the consignee a
request for money to cover freight charges which were
more than the price given the farmer for the whole ship-
ment, Nearness to markets is so important a factor in
agricultural land utilization that a general principle may
be stated: Other things being equal, increasing the dis-
tance from the market lessens the number and variety of
uses competing for land, It is well known that garden
truck is perishable and can be profitably grown only in
districts having quick access to markets. The develop-
ment of motor-truck transportation, of good roads, and of
refrigeration for articles transported by railway or by sea,
has helped to increase the area which is economically
suitable for specialized garden production and even to
carry this area to distant territories. Even so, as the
observer travels out of urban territory, the types of agri-
culture change noticeably the farther he goes from the
city. This tendency is reflected in a decrease in land
values and rents as the distance from a city increases.
The table which follows confirms this tendency of de-
creasing values and shows also an increase in the size of
farms. Note also the decrease in the receipts from truck-
ing and the increase of receipts from dairy products with
increasing distance.

TABLE HI?
INFLUENCE OF LOCATION ON AGRICULTURE

Distance Size of Value per Per cent of receipts from

(in miles) farm acre Rents trucking  dairy
8orless........ 102 $313 $11.85 68 19
911 ... ..., 221 110 5.50 35 12
12-14 ... ..., 256 106 5.37 34 20
15 and over..,.. 257 95 4.66 20 27

The histon} of American agriculture is full of illus-
trations of the influence of transportation on types of

1 Bulletin 478, United States Department of Agriculture, *“The Influence of
a City on Farming,” p. 1i.
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AGRICULTURAL REGIONS

Land in Farma | Jwproved Land | Laad in Crope
1920 in Farms 1920 920

Region I.?d Ares cl:'ert é’er Per

creage en ent Cent

Acresge Tand| Acreage [Tyng| Acreage |Land

Area Ares

Subtropical comat............ 61,500,000 12,965,000521 .1 51110001 8 3 3,728,000| 6.1
Cotton belt..... . . . ... ..| 275,760,000/176,213,000163 & | 92 250.000(33.5 | 78,755,000{27 8
Corn and winter wheat region. | 201,057,000/156.712.000(77 9 | %9.239.000(10 4 | 89.438.000(3¢.7
Cornbelt................... 145,987 000(133,572,000192 9 |153,168,000(77. 5 | 89,658 000(61. 4
Hay and pasture region. . .. .. 214,202,000£117.001 000154 1 | 68.168,000(31. 8 | 48,385,000(22 8
Bpring wheatwrea. ... ... ....| 52516,000] 41.459 000[84. 5 7 35,723,000(68 ¢ | 29.019.000|55. 8
Great Plains region, .., . [ ,837,0004193,366 000(€3.4 | 52,285.000(17. 2 | 36.008,000(11.8
Rocky Mouniain region. . 146.101,000| 24159 000}16.5 | 6,930.000( 4 7 | 4465000 3.1
Ard Intermountain Plateau 341,704 000| 56 817.00017.5 | 15760000 4 6 | 9.228.000| 2 7
North Pacific ccast ..........| 71,706000f 12.219.000(17.0 [ 3519000 4 9| 2264000 3.5
South Pacificcopat ... ... 38.032,000| 22,044.000|57.9 | 10.246,000|126.9 | 5 045000(15. 8
Arnsons-Calfornus desert. . . .. 48.717.000| 1,323.000} 2.7 675,000 1.4 552000 1.1
United States. . ..... ..... . 11.903.,2150001955 884 000|502 [503.073 000126 4 1375.432.000{19.7

AGRICULTURAL REGIONS

The United States may be divided into two parts, equal in area, the East and
the West, The East has a humid climate, the West mostly an arid or semi-arid
climate, except the North Pacific coast and the higher meountain altitudes.
Each of these two parts has been subdivided into six agricultural regions, char.
acterized by distinct combinations of crops_or farming, the result largely of
the different climatic conditions, or the dominating infiuence of topography.
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farming. Consider, for instance, what the opening of
the Erie Canal meant to the old Northwest and what the
railways did toward making Western land available for
the farmers. It has been said that the schedules of freight
rates have moved Los Angeles, California, to Kansas
City. Favorable freight rates for California have tended
to equalize the expenses of producing in California and
Missouri, so that producers in each locality compete on
equal terms in Eastern markets. There is no better illus-
tration of the influence of transportation cost on the type
of land utilization. After all, from an economic point of
view, distance is a matter of time and cost of transpor-
tation.

(3) Social Limitations—Another limitation on land
utilization is occasioned by mere numbers of people.
Where population is most dense, land has to be used very
intensively in order to make the area, limited physically
and economically, furnish the immense amount of serv-
ices demanded. In the case of cities this means an office
building or store instead of a residence; in the case of
agricultural land this means garden truck instead of corn,
wheat, or stock-raising. In other words, there is a princi-
ple involved ; namely, that high value uses of land tend to
crowd out the low value uses of land. The high value
use is that use which brings in a large income from a rel-
atively small area. This is expressed in the values
attached to land. An acre of land in the heart of a city
may be worth thousands of dollars, whereas an acre of
agricultural land is worth only tens or hundreds of dol-
lars. In order to make the city acre a paying investment,
it must be utilized in such a way that a large income will
be forthcoming. Compare, for example, the income from
an acre of city land devoted to an office building with
the income from an acre of agricultural land sowed in
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wheat. So, even though the fertility of the city acre is
of the highest, its use is restricted to an intense urban
use by reason of its location amid a dense population
which boosts the value of the land.

Habits or customs of production and consumption are
also influential factors in determining and limiting the
utilization of land. The effect of habits of production is
seen in the case of immigrants in America who have set-
tled on agricultural land. They tend to grow the crops to
which they were accustomed in Europe. The dairy indus-
try in Wisconsin owes its origin in part to this cause. In
this case the climate and economic conditions were right
for this type of agriculture, but in other instances immi-
grants introduced grapes, fruits, and crops that could not
survive. Even among old settlers of native stock, the
type of crops to which they are accustomed by long usage
is very difficult to change, although in many cases agri-
cultural experiments have shown that change would yield
greater profits. Habits of consumption, although indi-
rect in their effects upon land utilization, are also influen-
tial factors. This is seen most clearly where the standard
of living of the immigrant is much lower than the Ameri-
can standard. It is also seen, to a lesser extent perhaps,
in the case of those foreigners who habitually eat less
meat than the average native American. The effect of
reduced consumption of meat is transmitted to the ranch-
ing industry.

The Present Utilization of Lend —The map on the
following pages shows the unimproved pasture in farms in
the United States, and Diagram II shows the size of the
different use areas.” The analysis and interpretation of
the figures are illurninating. Of the total land area of

1 Maps and .diagrams from “A Graphic Summary of American Agriculture,”

by Q. E. Baker, Yearbook of the United States Department of Agriculture, 1921,
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It is possible to increase the area of improved land about

300 million acres, or 60 per
clearing, and dry farming.

cent, by irrigation, drainage,
But until farm products are

higher in price most of this reclamation work would not
prove profitable.  On the other hand, although there are
about 35% million acres of humid land so hilly or sterile as
to be fit only for forests, the price of luraber will probably
warrant the additional use permanently of 100 million acres
of poor potentially arable land for forest instead of crops.
In other words, the present forest and cut-over areca is not
likely to decrease greatly.
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UNIMPROVED PASTURE IN FARMS
This map shows the Tocation of forest and woodland in farms that was pastured in 1909

amounting to 98 million acres, and that of “other unimproved land” used for pasture, which zmuunte(i
to azbout 109 million acres. In the States from Minnesota to Texas and eastward. especially in the
South, forest and woodland pasture is much the larger item; but in the Great Plains Region and
westward "'other unimproved pasture,” which consists almost who]ly of native grasses and herbs, is
the more important. In addition to the unimproved pasture in farms in the West, there is a_ vast

acreage of similar land not in farms, the aggregate of unimproved pasture and range in the West
being about 300 million acres.
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the United States (1,903,000,000 acres} almost half
(863,000,000 acres) is unimproved pasture and range
land. When there is added to the range land the pastur-
age to be found on farms as improved pasture and the for-
est and cut-over lands used for grazing, more than one-
half of the land area of the country is used for grazing.
Forests and cut-over lands occupy 465,000,000 acres, and
improved land 503,000,000 acres.

Another classification of the land can be made on the
basis of land in farms and land not in farms. About
half the total land area of the United States is in farms,
Curiously enough, about the same proportion holds for
Great Britain. The utilization of the land in farms is
shown in Dr, Baker’s figures accompanying Diagram IL.
Naturally, all improved land falls into this category of
land in farms. Besides the improved land, 36 per cent of
all the forest land and one-third of all the range and un-
improved pasture land are already in farms.

Only 72,000,000 acres are not included in the uses
enumerated so far; part of this area is in cities, roads,
and highways, and 40,000,000 acres are absolute desert,

The Potential Utilization of Land.—The second part
of the diagram is a forecast of the potential use of the
land of the United States. Improved land is expected
to increase until it reaches a total of 800,000,000 acres.
Forest and pasture land will be drawn upon to furnish a
part of this land. Irrigation, dry farming, and drainage
will make still other lands available for agriculture. The
fact that much of the potential area for cultivation is
already in farms is important. It means that the tillable
area can be enlarged without encroaching upon forest or
range land now not in farms, or in other words without
increasing the farm land area. Even though the per
capita consumption of forest products should be mate-
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rially reduced, our growing population will demand such
large quantities of timber, fuel, and other wood products,
that the area needed for forests is not likely to decrease
very much. On the other hand, we can expect a constant
increase in the area devoted to urban utilization, to high-
ways, and to railways.

The Trend in Land Utilization.—In considering the
astounding growth of population in the United States,
one’s first reaction is to wonder whether our land supply,
expressed in the number of farms, acres in farms, or in
wmproved acres is growing at a corresponding rate. We
fear a shortage of land, forgetting that area is only one
of the characteristics of land and that the power of land
to produce or render services is to a large extent inde-
pendent of area. Dealers in land who neglect this phase
of land economics are likely to make wrong forecasts
respecting the future demand for land. In many ways
the above principle applies to urban as well as to agricul-
tural land.

A brief survey of the changes in land utilization as
revealed by the Census of 1920 will make this clear. Be-
cause of the World War and its economic effects, the 1910
to 1920 decade is not representative or normal, but in this
case it emphasizes the situation we are discussing. It was
a time when food was in great demand. Moreover, food
was in the consciousness of the American people as
never before, and the agricultural collapse had not made
itself felt at the time the Census was taken.

Keeping in mind this extraordinary demand for sub-
sistance, we would ordinarily expect an increase in the
area of cultivated farm land. Nevertheless, every State
east of the Mississippi, with the exception of Wisconsin,
Michigan, and Florida, showed a decline in the amount
of land in farms. Part of this decline was caused by the -
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encroachment on farm land by cities, highways, land pur-
chased for summer homes, and land used for minerzl and
cil developments. Some farms were abandoned because
of a labor shortage and other temporary causes. Of a
more permanent nature and more significant was the no-
ticeable reversion of farm land to forest and brush all
over the East. It is estimated that the million acres of
cut-over lands cleared annually just about offset the area
of abandoned farm lands that revert to forests every
year.!

The land in farms for the whole country increased by
8.8 per cent during the decade. The area lost in the East
was compensated for by the increase in farms in the
semi-arid States where farms are necessarily large, but
where the amount of improved land per farm is very
small.

Improved land is of more importance than land in
farms. Improved land, according to the United States
Census, includes “all land regularly tilled or mowed, land
in pasture which has been cleared or tilled, land lying fal-
low, land in gardens, orchards, vineyards, and nurseries,
and land occupied by farm buildings.”” The acreage of
improved land increased by 5.1 per cent over IgIo,
largely in the Lake States and the Southern States where
clearing and reclamation are in progress and where new
farms were added. It is again noteworthy that the im-
proved land area of the Corn Belt and of practicaily ail
the East declined in the ten years preceding 19z0.

Woodland in farms in general declined in importance;
it increased only in those States where new farms are
being created.

Besides giving the acreage of the improved land and

tW. B. Greeley, and others, “Timber: Mine ot Crop?” Yearbook of the

United States Deportment of Agricuiture, 1922, p. 88,
2 Fourteenth Censws of the United States, 1920, Vol, VI, Pt."2, p. 14,
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woodland, the Census presents figures on unimproved
land—the lowest form of utilization. As the farmer
brings his farm into a higher and better utilization, the
area of this class of land ought to decrease, as will,
no doubt, also the area in woodland. But in only ten
States of the Union was there a decline in the area
of unimproved land in farms. It naturally increases
wherever there is an increase in new farms, and a
large share of the increase was in the West. In some
of the Eastern States the decline in unimproved land in
farms was a part of the general movement in the direction
of abandoning farms altogether. It is of the greatest
significance that in the twelve States where there was a
decline in farm acreage there was an increase in this, the
lowest form of land use. For the nation as a whole,
unimproved land in farms increased 36 per cent from
1910 to 1920,

In spite of all these changes there was no decrease in
production; in fact, the country is suffering from lack of
a proper balance between agricultural products and other
products right now. More significant than the changes
indicated so far is the fact that crop acreage had increased
everywhere in the United States. Improved pasture and
fallow land were plowed up and put into crops. In other
words, farmers have made more intensive use of their
better lands and a much less intensive use of the poorer
soils. Since the War much of the land has gone back to
its former utilization.

The significant fact to be noted here is that produc-
tion can be increased without increasing the land in
farms. We can draw upon unimproved land and woodland
already in farms to increase the improved land area with-
out adding greatly to the overhead expense, or we can
use the improved area to better advantage. '
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At present the land market is overstocked. Until very
recently there was hardly a State which was not pursuing
a policy of stimulating immigration and of advertising,
at the expense of its taxpayers, the State’s agricultural
lands. In addition there is a multiplicity of advertising
by railway companies, chambers of commerce, land
dealers, and other private concerns that are trying to
induce settlers to take up idle lands everywhere. It is
estimated that there are a million acres of newly drained
land, reclaimed land, and irrigated land prematurely ready
for the plow, to say nothing of the steadily increasing
areas of cut-over land.

Methods of Increasing the Economic Land Supply—
In general there are four ways of augmenting the sup-
ply of land produce: (1) New areas of natural re-
sources can be brought into use. This method is called an
extension of land utilization. (2) Additional labor and
capital can be applied to the area now in use, which
method is called intensifying land utilization. (3) Cer-
tain obstacles to the full use of the present area can be
removed by more efficient planning, This method may be
called economizing land utilization. (4) Finally, there
is the negative method of controlling consumption so that
people will want what the earth can most easily produce.’

(1) There are four great areas of undeveloped natural
resources in the world—the tropics, the temperate zone
outside the range of present transportation, the arctic,
and the sea, The tropics, including about half of the
land surface of the earth, are rich in undeveloped re-
sources. That the tropics are capable of supporting large

1 For a discussion of methods of increasing the cconomic land supply by
better consumption, see the various works of the late Professor Simen N
Patten, especially The Comsumption of Wealth, Publications of the University
of Pennsylvania, 1889, and the first essay in Essays in Ecomamic Theory,
Knopf, 1924,



64 ELEMENTS OF LAND ECONOMICS

populations is shown by Porto Rico, which has 300 peo-
ple per square mile; Cuba, with only 3 per cent of its
land under cultivation, which supports a population of
almost three millions; and Java, a little larger than
Louisiana, which supports 33 millions of people. The
white races, it is true, find it difficult to withstand the
tropical climate and diseases. However, this need not
prevent the development of tropical resources by black,
brown, or yellow races in codperation with the white.

Within the temperate zones there are large areas await-
ing development. Above all, two requirements must be
met before these resources will be utilized profitably. The
first requirement is higher prices of minerals and food.
Most of these undeveloped lands require drainage, irriga-
tion, or clearing before they can be made productive.
The expense of drainage or irrigation is so great that
prices of land products must be higher before the in-
comes from using the larger proportion of such land will
offset the expenses.

Transport facilities are the second requirement. In
western Canada, thirty miles is the practical hauling
limit for the farmers’ horses and wagons, but beyond
that limit 1s land of very great fertility. Another strik-
ing example is the Siberian Railway which makes possible
an agricultural strip across Asia some fifty to one hun-
dred miles in width. The rest of the land is commer-
cially non-existent, though much of it is physically rich.
WWhen the prices of minerals and food are high enough
to repay the development of transport facilities, these un-
developed résources will repay utilization.

Another region of great food possibilities seems to be
the arctic. Instead of a region of “icy mountains” and
frozen wastes, a recent explorer tells us that there is a
great deal of vegetation serving as food for enormous
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herds of reindeer. These and other arctic animals, he
claims, will be a great food resource in the future.

The use of fish as a food product has great opportuni-
ties of development. The sea is scarcely touched, in com-
parison with its available food resources. The work of
the United States Fish Commission and the fish hatch-
eries maintained by various States are steps in the direc-
tion of increasing the supply of sea food, of cuitivating
an appreciation of new varieties of fish and other kinds
of sea food, and of devising new methods of catching
such food.

(2) A second source of more abundant supplies is a
better utilization of the resources now in use, It is esti-
mated that if the average vield of our staple crops were
raised to a standard attainable without violent changes
in the forces involved, the present crops might be grown
on 205 million acres instead of the 2g9 million acres now
required. This necessitates growing crops in soils espe-
cially adapted to them, and requires more rotation, bet-
ter tillage, and proper fertilization. There is tremendous
waste of resources, both agricultural, mineral, and urban.
Not only can agricultural production be increased on the
same area in ways indicated above, but the extraction of
minerals can be made more efficient by proper machinery
and care in conservation. Within the urban areas a great
deal of land goes unused because the owners are waiting
for the cities to grow sufficiently to create a demand for
their Jand. Much of this idle land can be used for gar-
dens as was done during the World War when it was esti-
mated that food products valued at $525,000,000 were
added to the mormal production. These are only a few
illustrations among many which point the way for a more
intensive utilization of resources now tapped. But it can

1Vilhjalmur Stefansson, The Friendly Arctic, Macmillan, 1921,
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be laid down as a general rule that much of the land now
unused within the farm will be put under cultivation, and
the cultivation of used parts will be intensified, as soon as
the values of farm products rise sufficiently to justify the
additional expenses. The same rule applies to the prod-
ucts of mineral lands and to the services of urban
land.

(3) Closely related to the better utilization of existing
area is the removal of obstacles to the full use of that
area. Chief among these obstacles is transportation,
Some productive resources have inadequate transporta-
tion connections with markets. In other instances such
high freight rates prevail that full utilization is unprofit-
able, and hence lands not so well suited for production
but better supplied with transport facilities are used.
Connected with the question of transport is that of the
proper distribution of food products. Production of an
article of food is not complete until it is on the con-
sumer’s table, and any circumstances that delav, waste,
or destroy the product in its path to the consumer have

the same effect as a reduction of the amount of land used
for producing that article. Delays of transportation,
lack of refrigerator cars for perishable products, lack of
market information on the part of the growers are all
defects in the marketing svstem which contribute to the
inefficient distribution of food.

There are also social obstacles to the full utilization
of land. Turkey and the Balkans have large poten-
tialities for land utilization that will be realized with
the establishment of law and order. Even in America
thefts of fruit, vegetables, and fowls near cities
have deterred many farmers and dwellers on the out-
skirts of the city from using their land to the fullest
extent. Ignorance and bad custom, too, are obstacles
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which are gradually being overcome., The improve-
ment in agricultural technique has been made available
by the work of scientists, experiment stations, and agri-
cultural colleges. Soil chemists, inventors of machinery,
and economists have also brought to light many ways of
increasing production or reducing the cost of producing
in the areas now used. To some extent these new ideas
are being spread among producers, but in far toc many
cases these ideas run up against the stone wall of custom.
A surprising number of people cling to the unprogressive
philosophy that “what was good enough for my father
and my grandfather is good enough for me.”

(4) Last of all, natural resources can be increased by
adjusting human consumption to what the earth can best
produce. The scientific study of nutrition in our schools
of domestic science is noteworthy in this connection. The
emphasis on a balanced ration, on the food value of cer-
tain products, and on experiments with new and cheaper
foods is a step in this direction. Habits and customs and
the desire for social prestige are great obstacles to devel-
opment in this field. The persistent hammering of edu-
cation does much to counteract these obstacles, and the
use of the State’s power of taxation can do a great deal
more to control consumption and fo direct it into channels
which will virtually increase the natural resources avail-
able for a growing population.

The Problem of Idle Land.—The great unused land
resources of the United States present a difficult problem
of utilization for the future. Also, there is the problem
of finding the most desirable use for land now in unprofit-
able operation, The land of the United States iz not all
in 100 per cent efficient use. Some of the agricultural
land of the East is reverting to brush and forests, its
proper use. Also some drained, reclaimed, and irri-
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gated land will be in enforced idleness until conditions
are such that men can profitably use it.

But the bulk of idle land is the cut-over land. Com-
mercial lumbering is setting such a pace that this area is
increasing by 5,000,000 acres annually, or 16,600 acres a
day. Some of these lands are potentially rich, but their
settlement proceeds at a comparatively slow rate. Ac-
cording to the best available judgment, agriculture is
already faced with a period of over-production. At the
same time every observer has noted the approaching
famine of timber and forest products. The immediate
problem, which looks so simple but which is seemingly
impossible to carry out, is the reforestation of all lands
especially suitable for forests and unsuitable for higher
utilization and the temporary reforestation of such lands
as are not ready for agricultural purposes. Cut-over Jands
are of various grades; some are of excellent soil and ready
for agricultural purposes as soon as cleared. Others will
not justify clearing, draining, and the “removal of ob-
structions’” until higher prices of agricultural crops war-
rant such expenditures. The exactly proper proportion-
ing of utilization depends upon the relative profitableness
of forest products as contrasted with agricultural
products.

The Problem of Recreational Land.—An increasing
demand for land for recreational purposes has come about
through the growth of cities, the development of the auto-
mobile, and the establishment of higher standards of liv-
ing. Meeting this demand is a possible solution for the
problem of utilizing large stretches of land now idle or
unprofitably used. To some extent this is going on at
the present time.

Many of the abandoned farms of New England, partly
forested in second growth, have been bought for summer
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homes. Throughout New England, in fact, there is a ten-
dency to make over the idie land or the misused land into
a recreational center. Public forest lands, too, are more
and more used for recreational purposes. It is proposed
to make a Federal game preserve out of the Horicon
Marsh in Wisconsin, a tract of 50,000 acres which so far
has defied all efforts to reclaim it, A contrary tendency
is observed in the drainage of the Kankakee River marshes
a few years ago. These marshes were once good hunting
land, but are now producing only inferior crops. Here is
one example of the misuse of land.

The need, however, is for public, rather than private,
recreational land. The city hunters and other recrea-
tionists, invading the country in their automobiles, are
anathema to the farmers, because some of these people
display an utter disregard for property and for the beauty
of the countryside, forcing country people to insist more
strenuously on their property rights. Public recreational
land, however, can be controlled and regulated in the
interest of the public welfare. National, State, and city
parks are examples of this movement,

In cities the demand for recreational land is equally
insistent. Many municipal golf courses, tennis courts,
and outing parks have been established, and most, if not
all, are crowded. Public recreational land brings within
reach of the people of small incomes the satisfaction of
the play instinct and of the desire for outdoor life.

Land Utilization and Public Policy—It is apparent
that a better proportioning of land among its various uses
is a real problem of the future. An economic solution
of the problem would not only increase the values of real
property, and open up more profitable uses for individ-
ual owners, but, also, it would help to achieve those social
ends which justify a particular use of land.



70 ELEMENTS OF LLAND ECONOMICS

SUMMARY

Land shifts from one use to another in response to changes
in human wants that are revealed by price changes These
price changes bring about the proper proportioning of land
uses. The utilization of land is, however, subject to certain
limitations: (1) physical limitations, resulting chiefly from
temperature, rainfall, topography and fertility ; (2) economic
limitations, resulting from differences in the rates of profit
from the various uses of land, and from differences in trans-
portation costs; (3) social limitations, resuiting from density
of population, and from habits or customs of production and
consumption. Maps and diagrams showing the present utili-
zation of land and its potential utilization indicate the pos-
sible shifts in utilization that may be made in order to secure
increased production when this is needed. The economic
land supply can be increased in four ways: (1) by bringing
into use areas previously unused—<chiefly in the tropics, in the
areas of the temperate zone outside the range of present
transportation, in the arctic zones, and in the sea; (2) by
applyving additional capital and laber to land already in use;
(3) by removing obstacles to the full use of the area utilized
at present ; (4} by controlling consumption so that people will
demand the products that the land can best produce. The
choice of a use for land that is now idle is an immediate
problem; a solution in some cases is the use of this land for
recreation purposes, especially for public recreation. The
better proportioning of land among its uses is an economic
problem the solution of which is important for both individual
and social welfare,



CHAPTER VI

" URBAN LAND UTILIZATION

THE average city dweller is inclined to be oblivious to
the land problems at his elbow, until, perhaps, he seeks
parking room for his automobile in order to join the
pedestrian traffic on a shopping trip. Then the discour-
aging attempt to find parking space, and later to find
walking space, convinces the city man that the most acute
land problem is that of providing standing room for a
city population. This conviction is partly correct, but
only partly, because the supporting of a city population
from the products of agricultural, forest, and mineral
lands is an equally important probem. Urban land eco-
notnics is a subject ¢ itself, but not by itself, for the
problems of utilizing urban land cannot be divorced
wholly from the problems of utilizing other kinds of land.

Strangely enough, the economics of urban land has
been relatively neglected by writers on land problems,
due, no doubt, to the tendency to put the different kinds
of land into one class and treat agricuitural land as typical
of the class. If we were to judge the tmportance of urban
land merely from the treatment it received from writers
on economics, it would have a minor place in land eco-
nomics, which would be out of proportion to the real
place of urban land in the medern world.

Importance of Urban Land in Modern Civilization.—
How many of us consider the effect of shifting the
centers of living from the country to the citiecs? When

n
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city inhabitants point proudly to the latest population
records of their city, and when chambers of commerce
encourage further growth by glowing accounts of each
city’s future, do they realize how the difficulties of find-
ing standing room are piling up? Already the United
States has concentrated 54,000,000 people on 10,000,000
acres. In other words, over half the population is crowded
on to a one-hundred-ninetieth part of the total land area.
What does this mean?

For one thing it means that the United States is no
longer a nation predominantly rural in character. The
town has surpassed the country in population, as is seen
in the following table, and its influence in the community
life is correspondingly greater:

TABLE IV?
ComraRATIVE UrBAN AND Rurat, PopuLATION, BY DECADES,
1880-1920

Percentage of total

Urban Rural population which is
Year population population urban rural
1880, . i vusnnans 14,358,167 35,797,616 286 71.4
|21 1 PN 22,208,359 40,649,335 - 354 64.6
1900............ 30,380,433 45,614,142 40.0 60.0
1910........ veo. 42,166,120 49,806,146 458 54,2
1920, ....000nness 54,304,603 51,406,017 51.4 43.6

For another thing it means that immense property
values are concentrated in cities. It has long been a
rough-and-ready rule of land valuation, not always accu-
rate, to be sure, that the highest value will be found
where population is most dense. In the United States
almost half of the total wealth is in the form of city
and farm real estate, The value of city real estate
is estimated at $84,000,000,000 and of farm real estate,

1 Fourteenth Census of the United States, 1920, Vol. I, p. 43, All incor-
porated places (and all towns in Massachusetts, Rhode Island, and New Hamp-
shire) having 2,500 iubabitants or more are treated as urban and the remainder
of the country as rural.
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$60,000,000,000, the total wealth of all kinds being
$204,000,000,000.

Furthermore, cities are manufacturing centers. Since
an increasing proportion of the total effort of the com-
munity is spent in manufacturing, the surplus population
of the rural districts is drawn into the city’s labor supply.
At the same time cities are the centers of financial, com-
mercial, and residential life,

Relation of Urban Land to Agricultural Land.—The
greater population of the town compared with the coun-
try accentuates also the dependence of the city population
upon the produce of agricultural, forest, and mineral land.
This dependence has two aspects. First, the town is the
market for the rural districts. Cities are not self-suffic-
ing; they cannot raise their own food, grow their own
timber, or extract their own minerals. This is the farm-
er’s opportunity. He finds a gradually expanding market
for his produce among city folk. Second, the town’s
dependence on the country for food and raw materials
makes more important the distribution of commodities
and the factor of transportation in that distribution. Cut
off any fairly large city from communication with the
country and within surprisingly few days a shortage of
food accompanied by real physical distress appears.
Snow-bound New York City knows this only too well.
The tendency of farm land values to increase as one ap-
proaches a city reflects the importance of transportation.
The nearer a farmer is to the market, the less will be his
transportation cost and the greater will be his chances,
other things being equal, of making his farm profitable,
Land values are, cursorily considered, capitalized profit-
ableness. Naturally, then, an increase in the profitable-

tW. T, King, “Net Volume of Saving in the United States,” Jowrnal of the
American Statistical Association, Sept., 1922, p. 322
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ness of using certain land through decreased transporta-
tion cost, results in rising values of that land and per-
haps a {fall in the values of other land.

Geographically, as well as economically, urban land
depends on agricultural land. The urban land area is
extended by taking a slice from the agricultural area.
As population becomes more concentrated and cities grow,
the demand for land increases. This increased demand
may be met in two ways, by extending the urban area or
by putting up taller buildings on the same area. A devel-
oping town will first extend its area outward from the
center into the agricultural area. At the same time land
in the center of town becomes more advantageous com-
mercially and hence more valuable. A newcomer at this
stage of development has the choice of paying a high
price for land near the center or paying a lower price and
suffering the inconvenience of distance. There comes a
time when distance is less inconvenient than a high price,
and then the town pushes its lines still farther into the
agricultural area. In successive waves of development
agricultural land emerges into urban uses and the center
of the town is built up with taller structures. Agricultural
land is the potential supply of urban land.

Though complementary in one sense, in another aspect
agricultural and urban uses are competing. In general,
land which is suitable for urban use is not altogether
desirable for agriculture. There are, of course, excep-
tions to this statement. Land on which buildings are
erected is usually fertile enough to produce crops, but the
demand of other uses pushes the price so high that agri-
culture becomes unprofitable. Quite often one will find
within city limits land planted in garden vegetables, but
this can hardly be called a strictly agricultural use unless
the produce is sold commercially for profit. Occasionally
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one will see truck gardens within a city; but in most, if
not every case, these are long-established garden farms
around which the city has grown. Again, there are cases
in which land that has been broken up into city lots in
anticipation of the needs of the community has gone
back to agricultural use when the expected growth was
not realized. By and large it is true that agricultural
and urban uses are competing, for the reason that the
high prices which urban land will command make the
costs of agriculture too great for such a use to be prof-
itable.

Peculiarities of Urban Land. —The first and foremost
peculiarity of urban land is the overwhelming impor-
tance of location. The business man realizes this when
he seeks office space in the business district. To be sure,
location is one of the elements in determining the value
of agricultural land, but it is not an elernent of the first
rank as it is in the case of urban land. Sometimes two
or three miles in one direction or the other make com-
paratively little difference in the value of agricultural
land ; whereas a few hundred feet in the case of urhan
land may make a difference of $500 a front foot. Loca-
tion, in fact, is the key to urban rents and to urban land
values, The corner lot may have twice as many people
passing it as the lot in the center of the block, hence there
are twice as many possible customers for the corner store
as there are for the one in the center. The value rela-
tionship between lots in the center of a block and corner
lots has been worked out in several percentage tables.
According to the Cleveland table, for example, if loca-
tions on the side street are equally valuable with those
on the main street a corner lot is worth 72 per cent more
than an inside lot on the main street.

Advantages of location are reflected in high values
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attached tc urban land. Recently it was reported that a
large downtown hotel in Chicago had acquired a lot
99xgo feet adjoining its present site on a ninety-nine-year
lease. The total rental will be $6,216,000, at an average
of $62,787 per year. Capitalized on a 5 per cent basis
the leasing value of this lot is $1,255,757, or $12,557
a front foot” A front foot of this land in the heart of
the “loop district” is worth 60 acres of average Iowa
farm land.

The first consequence of these high values is that a
highly intensive use of land is made necessary. The
ground acquired by the Chicago hotel could not possibly
yield a profit if used for agricultural, or even for residen-
tial or factory, purposes. A large gross income is neces-
sary to overcome high expenses, and such large incomes
are forthcoming only from concentrated uses such as
office buildings, stores, or hotels.

Seconilly, area is much less of a limiting factor in the
management of urban land than it is in agricultural land.
As a farm increases in size it becomes more difficult to
manage efficiently. Eventually a point is reached where the
great area of the farm is a limiting factor to its man-
agement. This tendency is not found in the case of urban
land, because comparatively smalil areas represent large
money investmtents. It is easier, for example, to manage
property valued at $100,000,000 in New York City than
it would be to manage property in agricultural land
valued at $1,000,000. This is quite obviously due to the
fact that a given amount of money acquires a much
smaller and hence more manageable area of urban land
than of agricultural land.

A third peculiarity of urban land is its dependence on

* Chicage Tribune, Oct. 10, 1923,
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transportation, which not only causes but also relieves
congestion of people. The backbone of New York is a
line of sky-scraping buildings which follow the course of
the first subway. It is even said that a subway will not
be built unless it feeds a multiple dwelling district. As
soon as it is built, taller buildings become profitable. Iere
is a vicious circle, the result of which, when uncon-
trolled, is seen in the financial district of New York City,
where the closing hours of various firms have to be put
at different times in order to avoid the crowding of nar-
row streets by the thousands of people pouring forth at
the close of the day’s work. Studies of the values of city
lots show that distance of three or four blocks from a car
or bus line is a vital factor; the same distance from a car
or motor transport line in the country is of comparatively
little importance,

A fourth peculiarity of urban land is the fixity of
urban land utilization. A modern office building lasts
from forty to sixty years, during which time any change
from the existing utilization of the site which would
destroy the usefulness of the building would be so expen-
sive as to be impracticable. 1t is of course easier and less
expensive to change from a residential to 2 commercial
use, vet even so, one often sees old, well-constructed
houses, having still a good many years of usefulness as
residences, that persist despite the change of the neigh-
borhood all around them. On the other hand the farmer
may change his utilization in two or three years, provided,
of course, that the soil is suitable for the new use and
that the farmer can finance the scrapping of old machin-
ery and the purchase of machinery suitable for the new
purpose. '

A fifth peculiarity is the ease with which the value of
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improvements can be separated from the value of the
land itself. In the case of a farm the value of the build-
ings, fences, and such improvements are included in the
value of the farm. Also fertilizer and other chemicals
added to the soil become so merged with it as to be
inseparable. Without them it is not a farm, but raw
land. In the city, however, the values of the build-
ings and of the ground are often stated separately. This
makes it'easier to isolate the effect of a particular tax, as
will be seen in the chapter on taxation.’

Selection of the Urban Site—The selection of the
urban site is the first act tending to separate urban land
from other uses. A rapid survey of the history of cities
will throw light on the reasons why men located cities
where they are, and these reasons in turn have a bearing
upon present real estate practice.

In very early times protection was the dominant motive
in locating cities, Where groups of men thought they
could best protect themselves from wild beasts or enemy
tribes, a town or city was established. Coming down the
years to the earliest times when we have actual records,
it is found that cities arise around the palaces of kings
and the temples of gods. Undoubtedly protection was a
leading motive, but there were other reasons. The tem-
ples of the gods were centers of religious life, and the
palaces of kings were the centers of social, political, and
economic life,

In the days of early Greece, cities were collections of
merchants who formed communities wherever the advan-
tages of commerce could be obtained most easily. Such
commercial cities were located on the shores of good
harbors or at junction points of the caravan routes going

1 Pgst, Chap. XV, p. 322.
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inland. As the religious and political motives declined, the
commercial motive forged ahead, although the motive of
protection still remained an important factor. Other
cities in this period were located in centers of agricultural
production and may be called agricultural cities to con-
trast them with the commercial cities. Colonization,
too, was responsible for many cities. The medieval
towns also were commercial and protective in their
origin.

American cities have no long historical past like that
of European cities. Consequently the motives influenc-
ing the choice of their sites are not mixed with traditions.
There are two sets of forces in addition to those named
which have caused most of the urban cities to be where
they now are. These forces may be termed (1) com-
mercial, and (2) industrial. In the earlier days of the
" United States the commercial forces were largely opera-
tive, as they were in the Grecian period. Cities were
established at strategic points on the natural routes of
travel or traffic—that is, along streams, at old army posts,
and at junction points between two lines of trafficc. When
the railways came, cities were established at important
points along the road. Chicago, Detroit, Cincinnati, and
St. Louis. were in line with these routes of travel even
before the advent of railways.

The later growth of American cities has been largely
due to industrial factors. Gary, Indiana, is a good exam-
ple of this influence. The site was picked out by steel
manufacturers because it was near the source of raw
materials, the iron of Michigan and Minnesota and the
coal of Ohio, Indiana, and Illinois. The city was built up
by the manufacturers. Apparently there is a growing
tendency for manufacturers fo move out of the larger
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cities into villages or small towns, which, thus encour-
aged, grow to city size. This was particularly noticeable
in the case of the men’s ready-made clothing factories in
New York City after a long six months’ strike by the
union., They moved to the small hamlets of New Jersey
or up the Hudson River, in order to avoid labor difficul-
ties. Labor may be scarce, or it may be high-priced, or
highly unionized and militant; all these influences tend to
push the manufacturer out of the city. High prices for
land and high local taxes also tend to force the migration
of industries to villages which may ultimately grow into
cities. These are but two examples among many that
might be cited to show the influence of industrial factors
in the selection of urban sites and in the growth of cities,

In addition to the commercial and industrial motives,
there are other inducements to founding cities, such as
political reasons. Since the United States extended itself
from coast to coast, protection has become less important,
and commerce, industry, agriculture, and politics have
become more important influences.

Urban Growth As Affected by Manufacturing.—Since
manufacturing is the major influence in the growth of
modern American cities, it will not be amiss to indicate
several characteristics of cities which attract manufactur-
ing enterprises. Theseare: (1) the possibility of assem-
bling materials at a low cost; (2) the availability of a
large supply of labor; (3) the possibility of obtaining
power at reasonable cost; (4) an elastic supply of credit
to tide the concern over seasonal as well as permanent
needs; (5) fair cost of land and reasonable taxes;
(6) good transport facilities for the distribution of prod-
ucts. These factors influence not only the selection of
the general district, as, for example, the New England
States or the Middle Western States, but also the selec-
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tion of the particular factory site within any given city.
Good and cheap transportation is on the whole the most
desirable quality, but low cost of land and low taxes are
becoming increasingly important, as is shown by the
growing tendency to locate new factories just outside the
large cities or in the small towns.

It has also been noticed that cities tend to specialize in
certain lines of manufacturing for various reasons. For
instance, tradition or early start is responsible for the
textile centers of New England; special labor conditions
caused the silk centers of New Jersey and Pennsylvania
to be where they are; nearness of raw materials influ-
enced the location of packing centers in the middle West;
easy access to a large consuming population, including
facilities for export, accounts for the industrial character
of Eastern cities generally. All these reasons help the
growth of the modern industrial city of America.

Classification of Urban Land —A classification of
urban land is essential to the planning of its utilization.
Classification, in fact, is the core of zoning laws; and the
private owner or real estate dealer makes his plans within
the limits laid down in those ordinances. Similarly clas-
sification underlies the buying and selling functions of the
dealer. The general public is apt to think only of three
classes of land, commercial, manufacturing, and residen-
tial, overlooking the public utilization of land and the
water area within city limits. A suggested classification
which i1s more comprehensive than those used by city
planning officials is here presented:

I. Utilized area.
1. Land area.
a. Public utilization.
(1) Recreation,
(2) Transportation.
(3) Municipal utilities.
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b. Quasi-public utilization, i.e., schools, churches, pri-
vately owned street railways, hospitals, etc.

¢. Private utilization.
(1) Commerce.
(a) Wholesale district.
(b} Retail district.
(2) Manufacturing.
(a) Heavy industries.
(b) Light industries.

{3} Residence.
(a) Single-family dwellings.
{b) Duplex dwellings.
(c) Apartments.
{d) Apartment hotels,
(e} Flats.

2. Water area. -
a. Public utilization—parks, harbors, etc,
b. Private utilization—water power,

II. Unutilized area.
1. Publicly owned.
2. Privately owned.

QOther classifications are sometimes useful. Very often
land is spoken of as being urban and suburban (or subdi-
vision} land. This classification, however, is especially
suitable only for the larger cities, and it includes a further
subclassification of the distinctly urban area. Often, too,
land is mentioned as being in the automobile district, the
theater district, or the financial district. Such a classi-
fication has its use in an economic analysis, and may be
added, if needed, as a subclassification of the commercial
area.

Distribution of Urban Area Among Different Uses.—
Comparatively few cities are aware of the facts that
would be brought out by a survey of their urban land
resources. This singular lack of curiosity among public
officials and private citizens about the ways in which their
community uses its area can be explained only by a fail-
ure to appreciate the significance of such a survey. With
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the advent of zoning ordinances and city planning the
importance of such surveys was recognized more than
before. Even now, however, the basic facts in the utili-
zation of urban land have been gathered in only few
instances, although most of the larger cities have been
planned or zoned. Very few of the seventy largest cities,
for example, are able to report in any detail the amount
of unutilized land to the Institute for Research in Land
Economics and Public Utilities which recently sent out a
questionnaire on urban land utilization.

The results of surveys in Minneapolis, San Francisco,
and Portland, Oregon, are given below, more as an indi-
cation of what needs to be done before zoning and plan-
ning the city than as a general statement of urban utili-
zation,

TABLE V
Urean Lanp Utization v Sax Frawcisco, 1922
Percent of
Class Area in acres total area
Total land area ....vveeasas 27,000 100.00
Publicly utilized ....... cees 9,470 35.07
Strects and alleys...,..... 6,020 22.29
Parks ...... ... 00uann 1,660 6.15
Other publicly used...... 1,790 6.63
Privately utilized and owned 17,530 64.93
Unimproved ............. 7,200 26.67
Improved.. . ..coovvvnsnres 10,330 38.26
Residential ,,....0v.ne. 3830 32.70
Commercial ........... 900 333
Industrial ..........ee. 600 2.23

This table does not show the urban water area, which
in some cases is of great importance.

1 Returns from questionnaire sent out by the Institwie for Research in Lond
Economics and Public Utslities.
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TARBLE VI

Uzean Lanp UriLizaTioN 1N PortLAND, Org., 1923*
Total Percent of

Class Areain acres acres total area
Total city area............. 42,617.60 100.00
Land area .............. 40,441.60 949
Water area ............. 2,176.00 5.1
Publicly utilized land area.. 10,16694 2380
Streets and alleys ....... £400.84 19.71
Parks ..c.oiiiiiiiiinnn. 1,119.81 2.60
Water department........ 164.75 386
City of Portland . ........ 20.14 047
County of Multnomah.... 5.73 013
Public docks ........... 189.00 443
Public schools .......... 266.67 625
Privately utilized land..... 3245066 76.1
Unimptroved ............. 9,735.20 228
Improved ................ 2271546 53.3
Residential ............... 17,036.60 40.0
Commercial .............. 2,271.54 53
Industrial .........cccu.ns 3,407.32 8.0

The city planning commission of Minneapolis, Minn.,
reports the city area is proportioned as follows: .

TABLE VII
Ursa~ Lanp UriLizaTion 1N Minnearporis, MiNny,, 192372
Areain acres Percent of
Class Class Total total area

Total area ........ccvvunes 34,106 100.00
Publicly utilized land...... 10,995 37.3
Schools .oo.veviinn, vene 368 - 11
Parks ...cciiiiiiiiiinn. 3,715 109
Streets and alleys....... 6,912 20.3
Privately utilized land. ... .. 15,314 45.9
Residential ............. 12,395 30.2
Singte family ......... 11,593 339
Duplex «..cvvurennean- 524 15
4-flats ...oeiiiaa 151 0.43
Apartment ... ...l 127 0.37
Commercial ............. 491 1.0
Industrial ............... 2,428 71
Light industry ........ 478 1.4
Heavy industry ..... ‘e 1,950 5.7
Unutilized land . 7,797 228
Vacant area 6,077 17.8
Open area .......... vree 1,720 5.0

1 Ibid.
30p. cib, . 95,



URBAN LAND UTILIZATION 8s

Of course the proportioning of total area will vary
from ecity to city, and until more surveys are made any
general staternents about urban land utilization are incom-
plete. However, it is significant to note in the three tables
above that the urban area in streets is very close to 20
per cent. These percentages are only approximate and
may change with additional information. Many cities
have as much as one-third of their area publicly owned.
Little can be said as yet about the relation between the
residential area and the combined commercial and indus-
trial area, In Portland, Oregon, the commercial and
industrial areas are one-third of the residential area; in
Minneapolis, less than one-fourth; and in San Francisco,
one-sixth, - Naturally this relationship will vary according
to the proportion of the population which is housed in
single-family dwellings as opposed to duplex or apartment
houses.

Natural Zoning.—As cities have grown up without
zoning laws or comprehensive city planning, a tendency is
observed for certain districts to specialize in certain uses.
This process is called natural zoning to distinguish it
from zoning which is controlled by public officials accord-
ing to a definite public policy. For example, hilly sections
of a city generally attract residences, whereas the low-
lands attract factories. Good transport facilities lure
factories to one section of the city. Commercial enter-
prises spring up where traffic routes come together.
Wholesale houses tend to group themselves according to
the commodities dealt in, for convenience of buyers.

This natural grouping of certain uses in one or more
sections of a city is entirely a matter of private initiative,
Public officials, lacking the authority conveyed by a zon-
ing or city planning ordinance, exert a negligible influence
in this development. Natural zoning may be influenced
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to some extent by the plans of real estate dealers for the
development of their properties or by the decisions of
railways to place street car lines or freight yards in one
locality rather than another. Undoubtedly there are other
influential factors, but on the whole this zoning is brought
about without any unifying or comprehensive social
control.

Social Control of Urban Land Utilization.—The evil
results of allowing a city to develop “naturally” is the best
evidence of the need of social control of urban land utili-
zation. The unregulated desire for profits from owner-
ship of private property often leads to a short-sighted
view. Owners of city lots, for instance, may seek to use
their space up to the limit prescribed in the building law,
only to find 15 or 20 years later that they have not allowed
enough space for light and air. In the long run it does
not pay to crowd buildings onto a lot when your neighbor
is doing the same thing. The result is crowded districts
like those of New York City. Small parks are now being
introduced into these New York districts, but they are
enormously expensive and the work proceeds slowly.

Another striking illustration of the results of natural
development is afforded by the direction of the growth
of factory production. How often do we see fine, old
residences blackened by the smoke of encroaching fac-
tories! In many rapidly growing factory towns houses
that used to be the aristocratic and high-priced residences
" of the founders of the town are now low-priced and are
surrounded by cheap dwellings or factories. No one
would reasonably wish that such development had been
wholly climinated, for the sacrifice of some districts was
probably inevitable if the town was to progress at all; but
some of these losses in value might have been avoided if
the development of the city had been controlled. In the
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long run it does not pay to leave development unregulated
in the hands of profit-seeking individuals, for the temp-
tation is very great to plan for large profits in early years,
which tends in later years to cause a more rapid decline
in values than is necessary.

The remedy for these undesirable results of natural
zoning is in some form of social control of land utiliza-
tion. In some German cities this social control takes the
form of development of new city areas by the municipal
government itself. In the United States reliance is placed
on private initiative regulated by a city planning law
accompanied by a zoning ordinance. In other words, the
American policy of social control is to place limits on
private utilization according to a preconceived plan of
developing the whole urban area,

The zoning of a city is accomplished by pressure of
putlic opinion operating through private and legislative
channels. It has been said that the “destiny and growth
of your town is largely affected by the foresight of the
man who subdivides the land.”* The real estate dealer
who plans, builds, and operates a subdivision can increase
the amenities of land and stabilize values through restric-
tions on property if in no other way. In fact, the mem-
bers of the real estate profession are in a most advan-
tageous position to accomplish zoning by private efforts.
Notwithstanding this potential, and in some cases actual,
influence of the real estate men, private owners are not
bound by the professional standards of dealers. For this
reason, among others, the future development of the city
should not be left entirely to private individuals, but
should be entrusted to a commission of city planning
experts, backed by zoning ordinances and by an active,

1], C. Nichols, “Real Estate Subdivisions,” Amesican Civic Association,
Series II, No. 5. p. 6
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supporting public opinion expressed through the real
estate operators. More and more cities are coming to
realize that such social control of urban land utilization
is the wise policy.

Controlied Zoning—Controlled zoning is the restric-
tion by public authority of the different uses of land to
certain sections of a city following a preconceived city
plan. When a city ordains that factories shall be built
only in certain districts or that apartment houses may not
be built in certain residence districts, we have what may
be called controlled zoning. Such zoning requires in the
first place a classification of the several uses to which
urban land may be put and a grading of those uses so
that non-harmonious uses will be prevented from conflict-
ing. In the second place, zoning requires a comprehen-
sive plan of the city, designed to secure the most economi-
cal use of the urban area and a rational development
which will stabilize land values as much as possible.

One of the main factors in the stabilizing of land
values is the protection of the amenities of land by proper
zoning. By amenities are meant beautiful scenery, a
pleasant neighborhood, congenial neighbors, and all other
inducenents which add to the pleasure and comforts of
lizing. Home owners are willing to pay for these ameni-
ties. In the case of farm land, scenery is an item in the
value when the farm is regarded as a home as well as a
productive unit, But the economic significance of such
amenities in agricultural land values is of small account
in comparison with their significance in connection with
urban values. These amenities can be reduced to almost
nothing by improper zoning of a city, which allows, for
example, the nuisances of a factory district to be present
in 4 residence district. The encroachment of smoke, noise,
and dirt is a primary cause of the rapid decline of resi-
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Commercial buildings need not be an “eyesore.” These combination “store and dwelling” buildings in the Country
Club District of Kansas City do not sacrifice harmonious architecture to utility nor utility to architecture, :
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dential land values. It is, therefore, something to be
guarded against in zoning, since the chief function of
zoning is to stabilize values.

Principles of City Planning.—Zoning which is not
based on a comprehensive city plan is bound to be unsuc-
cessful.  The first principle and the primary object of
city planning is o achieve unity in the construction of the
city. Unity of construction is attained by building fac-
tories in the most convenient and desirable places, by
offices and stores in the most profitable districts, and resi-
dences in scenically beautiful districts. All this is implied
in zoning, which also takes care of the locating of public
buildings and of public utilities, and which places parks
and squares where they will be most accessible and useful,
and where the need for recreation grounds, light and air
is most urgent. In short, unity of construction means
efficient, useful, and attractive urban land utilization,

It will not pay, however, to ride roughshod over the
rights of private individuals in order to attain unity of
city construction. In fact, the courts will not sanction a
zoning ordinance which is retroactive or which invades
too far the rights of private property owners. This sug-
gests the second principle of city planning, namely:
Where a city has developed well-defined use districts
before city planning is installed, those districts should be
retained. In other words, where several factories have
been built in a certain district, they may not be required
to move elsewhere in order to conform strictly to the
zoning plan,

A tiurd principle is that city planming should not enter
the field of city comstruction. 1f public development of
urban land is thought desirable, the actual construction of
buildings or the preparaticn of the land for building sites
would ordinarily be in the hands of some public agency



Q0 ELEMENTS OF LAND ECONOMICS

other than the city planning commission. It is no
part of the duties of a planning commission to enter into
contracts for construction, grading, or laying sewers.
Its duties are limited simply to drawing up a plan and
recommending such regulations as will msure the reali-
zation of the plan, The details of building construction
are also properly left to the building code administra-
tors and private enterprise. The farthest that a good city
plan will go in regulating construction is to limit the
height of buildings, to limit the area of a lot which may
be covered by a building, or to place a minimum on the
value of improvements. However, the planning commis-
sion does exercise indirect control over construction
through its proper power of zoning the uses of land.

The fourth principle is that city planning must slways
be ahead of the actual utilization of land. The dangers
of allowing a city to develop before any plan is thought
of are all too apparent on every side. Even after a city
has decided to start planning for the future, the plan is
only partial, applying perhaps to municipal parks, play-
grounds, and public buildings, which leaves the largest
part of the urban area open to the unrestrained designs
of private owners. It is not too much to say that a city
plan ought to visualize the city from thirty to fifty years
ahead. This need not require detailed planning of dis-
tricts which at the time of planning are several miles out
in the agricultural area. But at least the main thorough-
fares and the restricted use districts should be on the
paper plan, though they need not be plotted on the ground
for ten or twenty years.

This fourth principle raises the question of the scope
of city planning. One expert on the subject puts it this
way: “In order to secure unity, planning should include
and harmonize as many as possible of these factors. pub-
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lic, semi-public, and private, such as the systems of streets
with their building lines or set-backs, the waterfront and
its improvements, the parks and other public open spaces,
the public and semi-public buildings and their sites, the
transportation systems, both local and long distance, with
their respective freight and passenger stations and ter-
minals, the gas, water, electric, and similar public utility
systems, the subdivision of building land and the regula-
tion of the height, area with relation to the size of the iot,
and use of structures on it.”"*

The principles enumerated above are not so much tech-
nical principles of city planning as they are economic
principles, Neither do the four economic principles laid
down exhaust that subject. The object in view is the
most efficient and least wasteful utilization of the urban
area, Included in efficiency of utilization is due care to
cultivate the amenities of land. The four principles set
forth above are therefore in the nature of standards for
judging whether or not a city plan is good from the point
of view of the most economical utilization of land. _

Expansion of the Urban Area.—The subject of use
zoning and city planning clearly involves the problem of
how and when to expand the area devoted to urban ses,
It is often assumed that after an adequate city plan has
been made, the problem of expansion takes care, more or
less, of itself. On the contrary, many of the larger
cities, like Milwaukee, find expansion very difficult to
control because the areas suitable for development are
under the control of some other independent political
unit. Villages and towns grow up just outside the city
limits. The utilization of land within these villages and
towns cannot be controlled by a city plan because these

tF. B. Williams, The Law of City Planning and Zoning, Macmillan, 1923,
p. 27.



92 ELEMENTS OF LAND ECONOMICS

villages are independently administered. Checks are thus
imposed on the expansion of the urban area along the
harmonious lines laid down in the city plan. One way
of obviating this dithculty is for the city to obtain political
control of a large area in advance of its present needs. A
more complete control is obtatned by purchases of land
for urban extensions by cities themselves, a method for-
merly used by Savannah, Georgia, and still by Ulm, Ger-
many. Much can be said in favor of public action in
cases of this kind, particularly as a means of planning
land utilization more effectively.

At the present time, however, we rely on private enter-
prise in expanding the urban area, and certainly we can-
not dispense with private ownership and private effort.
Nevertheless, it cannot be denied that private initiative
sometimes leads to unwise expansion.

Popular prejudice tends to look with disapproval on
most subdivisions as speculative in character because
there is large risk in putting money into something whose
value is not certain and proved. This impression has
gained ground in some quarters, due to the display ad-
vertising and prize auction sales of some “get-rich-quick”
real estate dealers. In other quarters this current preju-
dice is giving way to a more correct view of speculation,
a view which distinguishes between good and bad specu-
lation, or between speculation which is in the nature of
investment and speculation which is mere gambling for
private enrichment. The professional ideals of the real
estate business as practiced by dealers, and the legal stand-
ards embodied in laws regulating the real estate business,
are powerful forces undermining the current “speculation
complex.”

Speculation is a much confused term in popular
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thought. It is usually associated with the ideas of large
risks, danger of unusual loss, and hope of large gain.
When we, perchance, speak of investment in land as
socially desirable, while warning men, and especially
women, against speculation in land, we have in mind just
these ideas. A few years ago a leading New York banker
said: “Investment is buying stocks after the value is
proved. Speculation consists in trying to guess what the
value will be.” Putting money into a new subdivision
always involves some guesswork about future values, and
in so far as it is a mere guess, not based on scientific
analysis of the trends of the community, it is bad specu-
lation. An addition to a city, whether it is made by pri-
vate or public agencies, cannot at once be covered with
houses. It is always desirable that there shall be some
unoccupied land, and if this is not excessive, those who
own and plan and contrive to bring the land into its
appropriate use at the right time are rendering a service.
Very often it happens that a man is not in a financial
position to buy and hold a vacant lot until the time is
ripe for utilizing it. Another man with surplus funds
may hold the lot without improvements until the first
man is ready to use it. Here is speculation, we may say,
but is it good or bad speculation? If the speculator gets
in ahead of the utilizer, and simply appropriates a part of
the value that would otherwise go to the utilizer, he is
not doing a social service, but a disservice; for it is in
general socially better that the values should accrue to
the utilizer, 1.e., the farmer and home owner. In the
above illustration, which is quite common in urban devel-
opments, if the speculator who held the land unimproved

1 A, Barton Hepburn, *Don’t Speculate and Don’t Listen to ‘Tips’ an Stocks,”
American Magarine, Nov,, 1919,
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asked of the utilizer a price so high that the income-
yielding possibilities of the site were destroyed, then we
would call him a bad speculator or one who rendered no
service to the community or to legitimate investors. On
the other hand we would call this man a good speculator
or more properly, an investor, if he asked a price which
still left to the utilizer a reasonable prospect of getting a
profit from developing and using the lot. In other words,
bad speculation is something more than taking large risks
or guessing at future values; it is the taking of profit in
the buying and selling of land or any other economic good
without counter service. To put it another way, bad
speculation is associated with large risks, gains or losses,
pure guesswork, and no service to the community or to
other individuals. Good speculation, or investment, a
necessary part of an economic system based on free pur-
chase and sale, is associated with reasonable risks, rea-
sonable gains or losses, scientific forecasting, and the
rendition of service to others.

Expansion of the urban area is legitimate when it is
in response to a real need for additional homes, factories,
or business sites. There is always an element of uncer-
tainty in such expansion due to the fallibility of human
judgment and the lack of information in regard to the
community’s development. But this element of uncer-
tainty can be and is being reduced by more careful analysis
of the growth and movement of population, and of the
trend of values which reveals the condition of the market
for home, factory, or business sites. In so far as real
estate dealers and owners seek and take advantage of
more complete information of this character, their fore-
casts of the needs of the community will become more
accurate, and urban developments based on these fore-
casts will become investments rather than bad speculation.
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Ripening Uses of Land and Ripening Costs in Land
Utilization—Land which is taken out of agricultural use
and held without direct use until purchased for a home or
factory site is said to be ripening into use, just as a crop
ripens until it is harvested. Theoretically defined, a ripen-
ing use is the holding of land out of present utilization
‘until it is profitable to use it in some higher form. It
may yield a present return in agriculture, but the prob-
abilities are it will yield a higher return in urban use. It
takes time and waiting to convert an agricultural area
into an urban subdivision. This waiting or ripening
period is socially necessary if the subdivision itself is
socially necessary.

An important circumstance in connection with this
ripening period is the popular misconception of it and
the neglect by investors to consider the costs of waiting.
The popular view is that any piece of land that is not
physically occupied and used is not really used and is
held merely for speculative purposes. Undoubtedly
some land to-day is being held for an unserviceable specu-
~ lative return. But if there is a real or reasonably demon-
strated need for the higher use of such land, the waiting
period is a legitimate and normal stage in the develop-
ment of the urban area. [t is, moreover, the ripening
period of the investment, comparable to that period in
the development of new businesses when the surplus is
put back into the business instead of into dividends. We
have in these observations summed up real cosfs and we
have described briefly what we shall call the LAW OF
THE RIPENING COSTS IN LAND UTILIZA-
TION.

Too many investors come to grief because they under-
estimate the costs of waiting. They put their money into
land that is ripening into a higher and more profitable
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use and expect to get back their money in a short time
with interest and profit. There is an optimistic tendency
to underestimate the accumulating costs of taxes, special
assessments, and interest that might have been earned in
some other investment. Very often the final balance
sheet shows a loss instead of a profit, giving rise to a
feeling that all such investments are pure speculation.
This feeling would have less foundation if there was
adequate realization that the costs of carrying land
through a RIPENING PERIOD are so great that a sound
financial position as well as foresight are necessary in
order to make this particular economic use a profitable
use. ‘
SUMMARY

With the rapid growth of cities, urban land is increasingly
important in modern life, but it cannot be considered apart
from other classes of land, from . which are taken its increases
in area and the food and raw muatertals needed by the city
population. Urban land is peculiar inrthat (1) location is so
important in determining its yalue: (2) very high values
attach to it (with great intensity bf use on relatively small
areas); (3) it depends so largely on transportation; (4) it
shows considerable fixity in utilization ; (5) its value can be
easily separated from the value of improvements upon it
Sites of cities have been chosen for various reasons, such as
protection, commercial advantages, and industrial advantages.
Industrial advantages have been most important in deter-
mining the sites of cities in modern times, Within the city
urban land must be classified to secure its best use. Natural
zoning occurs through a tendency of certain districts to spe-
cialize in certain uses; controlfled zoning brings about better
results, if based on a comprehensive city plan worked out on
sound principles. Interference with the expansion of large
cities by lesser muhicipalities that stand in its way may be
obviated by securing political control of large areas in advance



URBAN LAND UTILIZATION o7

of the city’s needs or by public purchase of land for exten-
sion. Private enterprise must, however, be the chief reliance
in city expansion. While most subdivisions are speculative in
character this speculation is not evil if there is a service given
in return for the profits received.



CHAPTER VII

AGRICULTURAL LAND UTILIZATION

To a great many people land problems mean almost
entirely agricultural problems. This is just as untrue as
the idea that all land problems are urban. It is unques-
tionable, however, that agriculture requires a larger land
area than any other use, and that in value of product it is
the largest industry in the United States. Important as
these facts are, they are neither so important nor so sig-
nificant in our national life as the fact that agricultural
land furnishes the food on which the city population lives.

A writer in the Country Gentleman recently com-
mented on this fact as follows: “Between 1896 and 1913
farm product prices gained 65 per cent, whereas the gen-
eral price level gained only 35 per cent. That was what
brought increased income to the farms, and the cause was
an increase of urban population to nearly half the 96,000,-
ooo total of 1913. . . . To-day, more than half our popu-
lation lives in cities and large towns. More strictly in-
terpreted than the census does it, we probably have
75,000,000 people to be fed and clad by the 35,000,000 on
farms. It is the greatest aggregation of consumers any-
where on earth. It is the wealthiest. The latest figures
show some 15,000,000 employees in manufacture, paid
annually round $10,000,000,000. During the past dec-
ade the farmer, with no increase in numbers, has ex-
panded production sufficiently to feed 14,000,000 more

' 98
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people at home, besides increasing its exportable surplus
by 7,000,000 to 10,000,000 tons. In other words, our
same farm man power is feeding here and abroad a total
of about 25,000,000 more mouths than before the war.”*
A century ago when Malthus announced his “law of pop-
ulation”—that population, if unchecked, tends to in-
crease faster than the food supply—he recognized the
vital place of agriculture in the economy of a nation and
of the world. But he did not foresee the great improve-
ments in agricultural land utilization which have made
possible the support of the enormous population increase
since that time.

A wholesome balance between the city population and
the food supply is essential to a stable and progressive
national economy. At the present time certain groups
of our rural population are in economic distress, and
political orators are making much of the slogan, “a na-
tion cannot exist half prosperous and half distressed.”
To the understanding of this fundamental national prob-
lem the following pages contribute an outline of the main
features of agricultural land utilization.

Nature of Agriculture as an Indusfry.—The observer
of the agricultural industry notices first the many dif-
ferent kinds of land which all come under the term,
“agricultural land.” There are crop land and range land,
irrigated and drained land, improved and unimproved
land, and cut-over land and wood lots. A given farm
area may have within its confines a sample of each class
of agricultural land, as well as the sites of farm buildings
and homes. This diversity of agricultural land gives ris¢ .
to complexities of utilization that do not arise in the same
degree in the case of urban land, which is primarily use-

1 William Johnson, “Farmers’ Share of the City Pay Roll,” Country Gentls-
wan, Jan. 5, 1924,
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ful for building sites. On the one hand, taking the nation
as a whole, we have the problem of proportioning the
respective areas of crop land, pasture land, cut-over land,
and wood lots, right down through the list, to one another
and to the market demand for their products and services.
This proportioning in turn is based on the proportioning
by the individual farmer of the various classes of land
within his own farm. Thus, the diversity of agricultural
land complicates the problems of public and private
economy.

(1) Agriculture Is a Relatively Small-Scale Industry.
—-In 1920 there were about six and one-hali million farms
in the United States. Nearly every farm is an industrial
unit managed by the farmer and his family, for only a
little over one per cent of the farms are operated by hired
managers on a ‘‘capitalistic” or “factory” basis. Less
than half of the farms reported any expenditure for labor
in this year; the average amount expended by those em-
ploying labor was $46¢ for a whole year. This is a small

sum and shows that the “family farm” is the unit for
the industry; a fact which obtains not only in the United
States but in the whole world. Most urban industries
present a striking contrast to this state of affairs, with
their enormous plants, numerous employees, and far
different methods of business organization.

For the whole United States the average farm property
represents a value of about $12,000. In some of the
Southern States $4,500 will buy an average farm with
equipment and livestock, whereas in lowa the average
farm property is valued at almost $40,000." The farmer
who owns his farm is therefore a capitalist as well as
worker and manager.

2 Fourteenth Census of the United States, 1920, Agriculture, Summary, p. 23,
See Table IX, Appendix.
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(2) The Home and the Farm are One in Agriculture.
—“Own your home” to the farmer means the ownership
of his business also. The farm and home are so closely
associated that farming has been called a “mode of life”{
instead of an occupation. This is not the situation in the
city, where the laborer who works in an undesirable fac-
tory may still live in a comfortable home in a good en-
vironment or vice versa. On the other hand, country
life offers many attractions that draw people to agricul-
ture in preference to some other occupation, sometimes
despite the prospect of earning more in other occupations.
Real estate dealers make use of this fact. The up-to-date
colonization companies try to make the farmsteads as
attractive and homelike as possible in order to induce the
more capable settlers to buy.

Few industries afford the opportunity that agriculture
does of becoming the owner, manager, and operator of an
independent business with such relatively small capital.
The independence from political and economic pressure
is an attractive part of farm life, although this independ-
ence is often over-rated. A tenant farmer or one heavily
mortgaged loses much of the freedom of action which
the owner-operator enjoys,

The farmer usually produces and uses in the farm
home many “side lines” such as fuel, fruits, vegetables,
milk, and other food, which the city dweller, on the
contrary, has to buy at the end of a long route from
producer to consumer. For this reason the farmer as a
rule is able to stand the shock of industrial depression
better than the city worker, to whom the loss of a job
means complete cessation of income. However, the “one-
crop” or highly specialized farmer is in a position Very
much like that of the city dweller, and in the crisis from
which we are just emerging the man who does diversified
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farming has weathered the storm much better than the
one-crop farmer, especially the wheat farmer.

Agriculture, on the average, offers a steady income,
a home, and a fair living to the capable men who engage
in it. On the other hand it does not offer opportunities
for large fortunes and great enterprise, and it does not
furnish equal scope for unusual abilitiess. No names
stand out in agriculture as do those of “Jim” Hill, Rocke-
feller, or Marshall Field in industry and commerce;
although our early history records the names of great
statesmen who were proud to be farmers—e.g., George
Washington, Madison, Monroe.

It is true that there are large farms and ranches ap-
proaching industrial establishments in amount of capital
and labor invested, but they are very few and in many
cases are not paying concerns. Many rich men have in-
vested in large estates, have put up magnificent buildings
upon them, and have equipped these places with fine
machinery and pure-bred stock. But these are often “play
farms” which cannot stand on their own feet. They are
supported by money made in other industries. Occa-
sionally some are found which can show a profit, but as
far as the production of agricultural products for the
nation is concerned, these farms are negligible,

(3) Farm Life Is an Isolated Existence.—In many
foreign countries farmers live in villages while the
farms lie about the town, often miles away from home.
American farm homes are located on individual farms
and very rarely are close together. To the city dweller
who buys a farm this isolation is often intolerable,
especially to the women and children; and colonizers
realize that very often a promising settler goes back to the
city because the family cannot stand the loneliness of
rural life.
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The fact that farm homes are scattered is more or -
less responsible also for the lack of those conveniences
which city people generally take for granted. Accord-
ing to the 1920 Census, less than 40 per cent of the Ameri-
can farm homes have telephones, only 10 per cent have
water piped into the home, and only 7 per cent reported
gas or electric light.

This isolation makes it difficult, if not impossible, for
Larmers to act as a unit. In Europe the village life has
undoubtedly been a factor in promoting cobperative
action ; in America the isolation of the farmer has tended
to make him an individualist. Better communication by
means of the telephone, rural free delivery, good roads,
and the automobile has helped to bring farmers together
for united action. Codperative marketing has been mak-
ing marked headway during the past few decades.

(4) Another Characteristic of Agriculture Is that the
Farmer has so Little Control over Production.—He does
not produce “to order.” The farmer may select the crops
to be grown, determine the acreage to be sown to such
crops, cultivate and care for them to the best of his knowl-
edge and ability; yet the harvest is an unknown quantity
until the crops are in the barns or granaries of the
farmer. The “one-crop” farmer, such as the cotton or
wheat farmer, often has very little control over the
crops he would like to raise. The nature of the soil and
the climate may be such that the only safe crop to grow
is the one crop he is used to growing. Weather or insects
may cut down the yield from 10 per cent to 5o or 100 per
cent for a particular farmer. On the other hand, a gen-
eral good season may bring a bumper crop, a fact that is
heralded by the metropolitan press as a sign of the prosper-
ity of the farmer and of the nation. As a matter of
fact, a bumper crop usually brings ruinously low prices;
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and if a particular farmer has had a bad yield, he is hit
twice—by a bad crop and by a low price. These features
make agriculture a risky business, and farmers who de-
pend upon perishable crops are even more exposed to
such risks than is the grower of staples. For example,
the market for tomatoes for a certain Texas district de-
pends upon the state of demand during a few weeks in
the year. No other region is able to supply tomatoes
at this particular time under normal conditions. But if
this region is too early or too late in bringing its crop to
the market, it comes into competition with other tomato
sections, and the market for all the competing districts
is likely to be ruined.

The man who does diversified farming has more lati-
tude in his choice of crops. He does not have all his “‘eggs
in one basket,” and is more likely to make “some money
all the time’’; on the other hand, he is not in a position
to make a large profit in some lucky year when “eggs”
are sky-high in price. THe attempts to forecast prices.
If it seems to him that barley will be high in the fall he
may sow barley instead of oats or wheat. Too often the

" farmer is inclined to forecast the future by the price at
planting time. If potatoes are expensive in spring, there
is a tendency for everybody who can grow potatoes to
enlarge his potato acreage—and with a good season there
ts bound to be over-production. The specialized potato
grower suffers the most in such a case, because he has
few other crops to level up his losses. The next year is
likely to be a year of under-production because of the
slump in prices of the year before. Orchard crops, cat-
tle, and dairy products are not subject to so much yearly
fluctuation, but the same forces are at work to produce
cycles of over-production and under-production over
longer periods of time,
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A period of low prices will usually induce a manufac-
turer to curtail production, The farmer may do exactly
the opposite by trying to make up in guantity of the crop
the loss in price per bushel. Of course, he cannot sue-
ceed in this over a long period of time.

This psychology explains the failure of acreage re-
duction campaigns. Every farmer expects his neighbors
to reduce their acreage, but he hopes to take advantage of
the increased price by having a large crop to sell. Usually
QO to 100 per cent of the farmers raising a certain crop
will reason alike and another year of over-production and
low prices results. The 10 per cent who actually reduce
their acreage are penalized by a low price in addition to
a short crop.

For the city man who wants to go into farming these
facts are of great significance. He will find it hard to
adjnst himself to a condition where there is no regular
pay check at the end of the week or month. Instead,
there is often a long period of uncertain waiting with
crops looking promising until near harvest time; then, a
sudden hail storm may reduce a grain field to a mass of
tangled straw; or a bounteous crop may have to be sold
for less than the cost of production. Agriculture is a
contest with the forces of nature, and the contest has
tended to make the farmer conservative in his methods;
he does not like to change from tried practices, and there-
fore is slow to take up “new-fangled” crops and breeds.
The city man does not understand him and feels that the
farmer is slow and a “mossback.” The farmer, on the
other hand, finding his price ruinously low, fails to under-
stand the economic forces that are responsible for low
prices and blames the city people for the situation. He
hates and distrusts the speculator, the middleman, the
monopolist, and Wall Street; whereas the business man is
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inclined to consider high or low prices a part of the
game, to be taken at the flood to lead to fortune, or
to be endured without whining or complaining. Co-
operative marketing has taught much to those farmers
who have become members of organizations for that
purpose.

The farm land dealer, acting as middleman between
the country and city, can be of service in helping each
side to understand the other fellow and his problems.

(5) Agriculture is a Highly Competitive Industry.—
Another feature of agriculture as an industry, which is
usually forgotten by the city dweller and is not always
recognized by some farmers, is the fact that ogriculture
is a competitive tndustry, just as is the retail grocery
business or any other, Even those farmers who market
cooperatively are competitors as producers. The associa-
tions have never kept any one from growing prunes or
apples, let us say, and have never kept a grower from
joining their group. The difficulty has rather been to
get the growers to join, Restriction of acreage or output
is therefore extremely difficult, if not impossible ; a larger
acreage and crop merely throw more work upon the
marketing machinery, which must keep pace with the
growing supply. Through advertising, salesmanship, and
efficiency, marketing associations have in some cases
stimulated demand so as to keep ahead of supply, thereby
keeping prices up for a time. The test comes when the
world does not want to “eat more’” cranberries and when
it does not care for “more iron” in the form of raisins—
but that is another story.

The point is that producers of farm products are in
competition with each other, whether organized or not;
and if they are not organized for marketing, they com-
pete even more. Where the produce enters a world
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market, as do wheat, cotton, wool, meat, or other staples,
the farmer of America has as his competitors the farmers
of India, Russia, France, Australia, Canada, and Argen-
tina. Where there is a substitute or near substitute,
competition may take another form; the producers of
tropical oils and fats are real competitors of the dairy-
men and hog farmers of the United States.

On the other hand, farmers in one section of the coun-
try are consumers of farm products of other sections.
The wheat farmer uses cotton, and as a consumer he
wants cheap cotton just as much as the city consumer
does. The cotton farmer wants cheap flour, bacon, and
meat, while the cattle feeder wants cheap corn, hay, and
other cattle feeds. Therefore, the interests of farmers
in widely scattered areas are antagonistic rather than
identical—another factor making monopolistic control of
agriculture impossible.

The modern farmer is aware of the competitive nature
of his business. There is less complaint by farmers about
the boys leaving the farm for the city than in former
years, and the growth of cities is not considered such an
evil as it once was. The larger the urban population the
better the market for the man who remains on the farm;:
the greater the number of people leaving the farms, the
fewer competitors he will have and the more consumers
there will be clamoring for his products. It is true that
he may regret to see the most intelligent boys go to the
city, and he may experience a shortage of labor, but in
time this difficulty can be adjusted by a change in crops
or methods.

No one has a more vital interest in the question of
opening new lands for settlement than the farmer; yet he
is never consulted when new settlements are proposed.
It is self-evident that the use of more new land means
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more farmers and more farm products. No one realized
this better than the Fastern farmers who protested
against the suggestion of Secretary Lane to divert the
returned soldiers to the reclamation of new lands and
the making of more farms. The farm press every now
and then voices the feeling of farmers, asking why this
demand for “agriculturizing” the cut-over lands is
stressed, when cut-over land ought to be growing timber
and thus be helping to reduce the ever-mounting prices for
lumber and building materials.

The policy of our government has not been consistent.
Tariffs have been put on agricultural products in order
to protect our farmers from foreign competitors, while
at the same time another branch of the government has
opened up new lands, irrigated them, and promoted set-
tlement, and is proposing to put immigrants on land,
thereby raising up competitors for farmers on the
improved land within our own boundaries.

The above discussion must not lead the reader to be-
lieve that the farmer has used means, legal or extra-legal,
to reduce competition. Being unorganized, he is the most
helpless member of our economic system (except per-
haps the so-called “middle class’”). On the contrary, he
has often helped to create competitors for himself by try-
ing to keep the boys on the farm, by helping to bring
more people on to the land, and by gladly assisting his
neighbors to become more efficient through his support
of Farmers’ Institutes, agricultural schools, and the like.
It is significant, however, that farmers are insisting that
too much has been said and taught about large production
and not enough about balanced production—proper prices,
marketing, and distribution.

(6) The Farmer Is Looking for the Highest Net Profits.
~—The farmer is actuated by the same economic motives
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as any other business man. Like the business man he is
looking for the largest net profits. The cultivator does
not cultivate to produce crops so that consumers may
have something to eat or so that the manufacturer may
have raw materials for his factory. The farmer, par-
ticularly as he becomes more and more a part of the
commercial system, is looking not for crops but for a
living and a profit to be made from those crops. There-
fore, he is interested in price more than in the quantily
of crops. The inducement for the farmer to grow crops
is price, and he adjusts his production to prices as much
as he can.
The Size of the Agricultural Unit

(1) Production per Man vs. Production per Acre.—
In order to produce the largest profit and a living for
himself the farmer will utilize the largest possible area
to make that income, He is less concerned with the
greatest production per acre than with the greatest pro-
duction per man. The American farmer has utilized
machinery to the utmost, and therefore has been able to
operate a large area, producing a large surplus over and
above his own living. It is this surplus that interests the
city dweller. The larger the surplus over the farmer’s
own needs, the larger the city population can become.

“This vast agricultural production of the United
States requires the labor of about one-quarter of our
gainfully employed population, whereas 85 per cent of
the population of Russia is classed as agricultural, and
probably three-fourths of the people of China and of
India derive their support from agricultural pursuits
Six and a half million farmers in the United States, as-
sisted by a somewhat smaller number of farm laborers,
probably less than 4 per cent of the farmers and farm
laborers of the world, produce nearly 70 per cent of the

-
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world’s corn, 60 per cent of the world’s cotton, 50 per
cent of the world’s tobacco, about 25 per cent of the
world's oats and hay, 20 per cent of the world’s wheat
and flaxseed, 13 per cent of the world’s barley, 7 per cent
of the world’s potatoes, and 5 per cent of the world’s
sugar, but only about 2 per cent of the world’s rye and
rice. Totaling the cereals on the basis of tons, and esti-
mating the production of China as somewhat larger than
that of India, it appears that the United States produces
about one-fourth of the world’s cereal crops. The aver-
age production of cereals per person engaged in agricul-
ture in the United States is 12 tons, while for the rest
of the world it is only about 1.4 tons.”*

The American farmer has at least five times, if not
twenty times, as much surplus to send to the city as has
the Russian peasant after the latter has satisfled a much
simpler style of living. “In our better agricultural regions
almost every farmer has an automobile, but there is hardly
one peasant in all Eastern Europe who owns even the
most rudimentary flivver.”

(2) The Influence of Machinery.—Machinery has en-
abled the American farmer to operate larger and larger
areas, especially after the pioneers began to break the
level prairies. Recently, the tractor has enabled some
“Corn Belt” farmers to enlarge their farms by 25 to 35
per cent. On the other hand, the Eastern farmers, with
their farms on hillsides, in small fields, and on rough
ground, could not so well use the mower, the self-binder,
and other horse-power machinery, and found themselves
outstripped in competition with the West. :

Nevertheless the tendency has been toward larger farms

1 (), E, Baker, "A Graphic Summary of American Agriculture,” Yeorbook of
the United States Department of Agrculiure, 1921, pp. 407-408.

*E. Dana Durand. “Agriculture in Fastern Europe,” Quarterly Jourmal of
Economics, Feh,, 1922, p. 175.
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in all parts of the country where machinery can be used.
There has been a combination of smaller farms to make
larger farms in some sections of the country, and a ten-
dency to reduce over-sized farms to the normal size, show-
ing a gradual readjustment to new conditions.

(3) The Type of Agriculture—The size of the ideal
farm will vary with the type of agriculture, In every
method of farming there is a peak load in farm opera-
tions which determines the size of the enterprise. For
instance, in cotton farming the critical operation is pick-
ing. One man can easily prepare and cultivate the soil
and “chop” (that is, hoe and thin) the cotton which it will
take three men to pick. Hence, the area actually planted
depends upon the labor force which the farmer can put
in the field at picking time. There has been a tendency
for cotton farms to decrease in size in parts of the South,
Where there is an exodus of negro labor, or where the
boll weevil has made cotton unprofitable, other crops are
taking its place and farms are becoming larger. If a
machine could be perfected to pick cotton successfully, the
entire system of cotton production would be revolution-
ized.

Other types of agriculture can be used as examples,
In the wheat section of Minnesota the proper-sized farm
tends to be the one just large enough to utilize one com-
plete set of farm implements. In the dairy industry the
critical point is milking, and the milking machine has
made possible larger herds and larger farms per operator.

Within the limits of the type of agriculture, the farm
tends to adjust itself also to the ability of the owner
and the size of his working family or the labor easily
available at the time of the peak load.

(4) Fallacy of the “Small Farm Well Tilled.”"—A
few years ago many books and articles appeared glorify-
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ing the “small farm well tilled” with “Three Acres and
Liberty” and similar catchy slogans. Experience has
shown that the small farm is suitable only for the regions
where highly intensive agriculture is carried on. The
success of such farming depends upon markets. The
Northern local truck grower is in competition with truck
growers in the South and West. His market is easily
flooded ; specialized growers of all kinds must increase.
production only in direct proportion to the increase in
their markets, or there is danger of over-production.
Stories of food rotting on the ground and vegetables
being plowed under, which are headlined in the metro-
politan press, suggest the results of such over-production.
The picture of the small farm with its vine-covered
cottage, and the rest of the glories portraved by the word-
painter, has frequently been used by the real estate man
to induce city people to take up farming. Tco often it
has proved to be a false picture. The real estate man
dealing in agricultural land can perform a great service
to his customers if he studies the nature of agricultural
production and types of agriculture before advising his
clients. Modern private colonization companies, as well
as State colonization agencies, offer some excellent sug-
gestions on the subject of the proper size of farms.
(5) Concentration in Agriculture —On the other hand,
there is a belief in some quarters that there is a concen-
tration in ownership of agricultural lands, and that there
are “corporation” farms and large land holdings. The
truth is that we have some corporation farms and a few
large land holdings, but in the agricultural industry as a
whole they are not significant. In 1920 only 1 per cent
of the farms in the United States were over 1000 acres
in size, the average for all farms being 148.2 acres.
Socialists have claimed that agriculture would follow
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industry in its trend toward centralization and concen-
tration, and during the period of “bonanza farms” they
seemed to have reason for their belief. However, the
“bonanza farms” have been divided and the family-sized
farms have more generally taken their places.

(6) Effect of the Increase in Size of Farms—Where
agriculture has absorbed all of the arable land area and no
new farms are being added out of cut-over or other poten-
tial farm land areas, an increase in the size of farms must
be accompanied by a decrease in the number of farms,
and usually by a decline in rural population. This popu-
lation movement has been pictured in alarming colors by
some writers, but in the light of what has been said it
will be seen that it is perfectly natural and that it does
not depress agricultural production. In fact, agricultural
production has increased in spite of a decline both in
acres in farms, and m the number of farmers,

The Problem of Proportioning the Rural to the City
Population.— (1) Nations on the whole are inclined to
look with favor on a large rural population, becatse it is
a stabilizing element n society. Governments see in the
rural people a conservative class favorable to property and
individualism. Particularly if this large rural population
owns the land upon which it lives will it be the back-bone
of political society.

“Not only the form of political organization but its
stability as well is affected by the agrarian situation,
particularly in an agricultural country, The proprietor
is by nature a conservator of law and order. His inter-
ests are all with established institutions. His home and
land, his crops and domestic stock are exposed in every
outbreak of violence. He not only will seldom start
revolution, but he can be counted on to oppose it. He
needs peace for the security of his property. The prop-
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ertyless individual, on the contrary, recks little of political
turmoil or the overturn of established systems. Individ-
ually he has nothing to lose. He may even gain by a
completely new deal. This attitude is recognized in the
industrial classes of our large cities, who have no perma-
nent interests tied up in the plants in which they work.
It is equally true of landless agricultural laborers. Ten-
ants or serfs are usually little loath to see constituted
authority weakened or overthrown. Hence a nation com-
posed largely of such elements is in perpetual peril, while
one with a great body of independent landholders pos-
sesses at least one excellent guarantee of internal peace.” *

Living in the country is popularly supposed to develop
a sturdy physique, although recent statistics indicate that
freedom from disease of urban people is greater than
that of rural dwellers. One reason for the agrarian
policy of Germany was the belief that the best soldiers
came from the country. “Agriculture must provide the
soldiers and industry pay for them,” said von Bilow. A
writer of India sarcastically puts it this way: “There is
the idea present in hooks, if not anywhere else, that the
land is a breeding ground for a fine race of men, who
are to go and do whatever fighting may be necessary;
while the weaker townsman can stay at home and make
large profits from his business.”*

“Connected with this,” this writer continues, “is the
idea that the land must be well peopled in order that
there may be a sufficient supply of men and women to
maintain the towns,” There is a constant and real mi-
gration. of young people into the towns in all countries.
In the United States the urban population numbers over
54 million people; the rural about 51 million. Yet of the

1G. McC. McBride, The Lond Svstems of Mexico, American Geographical

Society, 1923, pp. 34,
3 H. Calvert, The Wealth and Welfare of the Punjob, Lahore, 1922, p. 41,
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54 millions of urban people abor, +g millions are below
20 years of age, whereas of the 51 millions of rural peo-
ple almost 24 millions are below that age. C. J. Galpin
recently stated this fact in slightly different terms. The
farm community as a whole, he says, is carrying 2,000,000
more children 10 years of age and younger than the city
community of equal population. These children are not
producers, and the farms are carrying the burden of rear-
ing and educating these children. ‘At the producing age
this human product is turned over to city industry, ready-
made, finished, educated.”’

National and Urban Leadership Comes from the
Country—That the education has been efficient is evi-
denced by the number of country boys who have become
leaders in urban and national life. Rural children grow
up with elemental things. Urban distractions are kept
from them until a foundation for character is laid. How-
ever, the proverbial superiority of country-bred boys must
be analyzed and discounted. 1f one remembers that the
United States was largely a rural nation before 1860 it
becomes self-evident that if the country merely furnished
its quota of leaders it would furnish 75 to 835 per cent of
all the great men. Since the Civil War, cities have prob-
ably furnished more than their share of noted men. This
is partly due to the fact that the city facilities for educa-
tion and health have become superior to those of the
counfry.

A large and stable rural population is therefore desired
for various reasons. A real estate man recently said:
“The farmer-owner is the backbone of the nation’s pros-
perity. The economic stability of America rests with
its farms. OQut of the farm come bread and meat and the

1C. J. Galpin, A Disparity Between Farm and City,” The Agricultural Situs-
tion, United States Deparbment of Agricuiture, Nov. 1, 1923,
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clothes on our backs—and something more. Out of it
come thrift, hard work, efficiency, integrity, love of home
and stalwart respect for the institutions that have lifted
this nation out of the mire of Old World living stand-
ards.”*

(2) Inducing a Large Rural Population.—Agricul-
ture and rural life therefore make basic contributions to
the state, but men will not go into an industry unless their
contributions to society are rewarded. The principle of
inducement operates in agriculture as in industry. 1f the
hodcarrier without invested capital can earn more money
than an intelligent farmer with $23,000 in his business,
men will be inclined to leave the farms to become hod-
carriers.’ Any business that is losing money, whether
a farm, grocery store, or garage, will sooner or later dis-
appear, and under these circumstances it is of no use to
argue that boys should stay on the farm, that the country
is the place to bring up children, or that the farmer has
a duty to stay on his farm. If the nation wants farmers,
it must pay for their services. It is often said that Eng-
land has treated its agriculture as of secondary importance
and that people have flocked to the cities. When the war
broke out England found that its chances of producing
food were gone. The fact is that the people of England
could obtain greater wealth by becoming manufacturers
for the world and buying cheaply the food, raw materials,
and fibers raised on the productive lands of the Americas,
Australia, and Africa. Any individual would have done
the same, all things considered. If a mason can make
more money by laying bricks and purchasing his garden
stuff, he would be unwise to spend his time raising vege-
tables, That a dependence on foreign nations is deplor-

*M. J. Murphy, before New York Convention of Real Estate Boards, Oct.
19= 11;%3, privately printed.
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able when a war threatens may also be true; but no nation
can expect to induce certain of its citizens to be farmers
when it is patriotic to do so, and allow all the economic
advantages to go to those citizens who prefer commerce
and manufacturing.

Farmers of the United States will respond to the in-
ducement of price. Any other inducement that artificially
brings people to the land—salesmanship, advertising, or
public opinion—is diverting people from occupations
offering a larger income than agriculture.

The people of the United States are still under the
spell of the free land era when “Uncle Sam™ was con-
sidered “rich enough to give us all a farm.” Reclamation
has been looked upon as the opportunity “for the creation
of the small self-supporting farm home-—the back-bone of
the nation.”* Therefore, reclamation was considered to
be of great importance from the national point of view,
and the government expenditures were considered justi-
fiable.

In our thinking about agriculture we are continually
putting new wine into old bottles. What was considered
highly desirable under a self-sufficing system of agricul-
ture is not necessarily desirable in our present commercial-
ized agriculture, A bumper crop to the self-sufhcing
farmer meant well-filled barns, cellars, and storehouses,
and abundant reason for thanksgiving. More farmers
merely meant more neighbors, a larger community, and
more taxpayers to help support the government. Locally
considered this is still true, and it is one of the reasons
why settlers in a new country are as anxious as the land
dealers, bankers, or merchants, to welcome newcomners to
their community.

However, self-sufficing agriculture is a relic of the

1F. H. Newell, “Reclamation—What Is It?” The Field, Aug., 1922.
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past that can be found only in out-of-the-way corners of
America. The farmers on reclamation projects are not
self-sufficing, but feel the pulsation of the markets as well
as any other producers of agricultural products. Let it
be repeated—agriculture is a competitive industry among
farmers as producers, and it also competes for labor and
capital with other industries.

Let us see where the arguments of those who want
a continuing migration of men to the land will lead us.
(1) As long as there is potential agricultural land, addi-
tional farmers will carve out new farms from this land,
and compete with old farmers. This is desirable only in
so far as increase in population and increased need for
food justify it. (2) If this potentially agricultural land
is sub-marginal under given prices (as much of it is at
the present time) the new farmers will bring such land
into use at a sacrifice of their families and their re-
sources. Their only hope is that future prices of their
products and the increase in the price of land will be
sufficient to reimburse them for present sacrifices.

(3) In a country where the agricultural area cammot
be expanded, the placing of additional men on the land
will mean the sacrificing of the ideal of the highest pro-
duction per man. Farms will have to be divided to make
smaller farms, and more work must be put upon each
acre to produce a sufficient income. This is the situation
in many countries of Europe. There are so many people
in proportion to the land that the area per man is limited,
and the labor, fertilizer, and other costs per acre are
increased. Therefore, the land looks very well tilled.
The casual traveler is impressed by “wheat as thick as
hair on a dog’s back,” by the well-kept fields with every
square foot producing. He contrasts it with the “waste”
of land on American farms. His conclusion is that the



AGRICULTURAL LAND UTILIZATION 119

American farmer “does not know how to farm,” when
as a matter of fact he knows exactly how to farm under
a condition where land is cheap and labor and cagital are
relatively expensive. Therefore, the American farmer
welcomes and utilizes farm machinery, whereas the
European farmer in many cases or the Japanese peasant
have such small farms that machinery cannot be used
economically. In fact, in some cases it is almost physi-
cally impossible to use American machinery on very small
farms; for example, on farms averaging but two and one-
half acres, such as the Japanese peasants till.

If two farmers grow crops where only one produced
crops before, the product per farmer in the long run
must decrease. For a time the total product that can be
sold for city consumption will increase—but if the process
is carried farther, the personal needs of the farmer will
require more and more of the diminishing production per
farm, leaving a smaller and smaller surplus for city con-
sumption. The United States and Russia may be taken
as examples. Taking all bread grains together (except
oats) the United States in 1919 harvested 1,889 pounds
per capita of total population; Russia, before the war,
804 pounds. Based on rural population the farms of the
United States produced 3,885 pounds per capita, the Rus-
sian farmers only 937 pounds.” These figures tell the
story. A large urban population is impossible when the
production per man in agriculture is but little more than
what the cultivator needs for his own sustenance.

Up to the present time we have had a substantial move-
ment of people to the land; or rather we have retained
a sufficiently large number of people on the farms to
supply us with the necessary food and fiber and leave a

tE. D. Durand, “Agriculture in Eastern Europe.” Quarterly Journal of
Ecanomics, Feb,, 1922, p. 173.
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good margin for export. Free land was such a great
inducement that men spent practically a lifetime creat-
ing farms, and feeding the world with 50 cent wheat, hogs
at 2 to 5 cents a pound, and corn literally cheap enough to
burn. Population and demand had just about stabilized
agriculture when the World War came, but its after
effects have again plunged the farmer into a cycle of de-
pression. Again there is an over-supply of land, farmers,
and crops in relation to other industries. How long this
will continue it is impossible to predict accurately.

There is danger that the pendulum may swing in the
other direction. FFarmers now on the land are bound by
their investments which they cannot liquidate, and they
will continue to produce in order to prevent a complete
loss. But whether the next generation will stay is an-
other question. The boys and girls now on the farms are
growing up in an atmosphere of unrest and discontent.
They see friends make as much in an hour repairing an
automobile as the farmer can make in a day or perhaps
a week, and no one can blame them for going to the
cities. It has been estimated that 1,200,000 people have
left the country during the last two years. The loss of
farm acreage in the best agricultural regions revealed
by the last Census can be explained, at least in part, by this
phenomenon ; and unless relative prices change, there will
be a continuing migration to the cities until economic ad-
vantages are balanced.” Any artificial devices which tend
to stop or reverse this migration before the balance is
established will be contrary to sound economic policies.

(3). Income, the Inducement of the Rural Population.
—It goes without saying that not only the money income,
but all other advantages of urban life or rural life must

1 A survey made by the National Association of Real Estate Boards, October,

1923, shows that in about 75 per cent of the country the migration was still
going on.,
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be weighed in choosing one or the other type of industry.
But when such advantages are compared, rural life suffers
by the contrast in certain particulars. Educational insti-
tutions, health facilities, churches, entertainment—all the
various characteristics of a civilized society—are found in
abundance in the city. “Read every ancient writer you
like—you will find that life, really civilized life, was a
city life. They did not think of themselves as living
outside and not in close connection with the city. You
have some idyllic tendencies, people looking toward the
country, but these were few in Greek and Roman times,
But life in the country is not life. Life and the city
are identical.”*

While things have changed in this respect, still more
change is desirable. The nation to whom go the benefits
of having a virile and proportionately large rural popu-
lation must even up the advantages of life in the country
with life in the city. “How are you going to keep them
down on the farm?” is a question with more truth than
poetry in it, and the word down expresses exactly the
mental attitude toward the farm of many country-bred
city people.

The United States Government has begun to alleviate
the situation by helping rural education, by the placing
of county agents and county nurses in the country, and
by other means; but it is still a long cry from the
city with its wonderful school plants, cathedrals, hospi-
tals and clinics, art galleries, theaters, and operas, to the
one-room country school, the abandoned country church,
the country doctors and ministers joining the exodus to
the towns, and the general lack of entertainment and in so
many cases the dullness of rural existence.

1 Michael I. Rostovtzeff, ““Cities in the Ancient World,” in Urban Land Eco-
womics, by R. T. Ely, and others, Edwards Bros,, Ann Arbor, Mich,, 1922, p. 19,
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This is stating the case in its strongest possible terms,
but a land policy must recognize both the monetary and
psychic inducements which, in a competitive society, will
insure to a nation a properly balanced population of rural
and city dwellers. At present the city offers such great
opportunities that one writer on colonization asserts that
the new lands of America will not be brought under the
plow except by immigrants with European standards of
living.

Colonization companies, public and private, are
recognizing the psychic and cultural needs of rural life
and are consciously making provision for attractive
homes, schools, community centers, and wholesome enter-
tainment.

Ownership of Agricultural Land.—Whether or not
agricultural land will give forth a food supply sufficient
to support a growing city population depends in part
upon the system of ownership under which land is utilized.
The kind of land tenure also affects the size and char-
acter of the rural population. We cannot avoid con-
sidering the effect of systems of property ownership
upon land utilization, but for clarity of treatment the dis-
cussion of this subject is postponed to Chapter X.

SUMMARY

Agriculture requires a greater land area than any other
use—an area that must be properly proportioned among the
different sorts of agricultural production. Agriculture is a
small-scale industry which in the United States is conducted
in connection with the farm home and in relative isolation,
The individual farmer has little control over production in
agriculture, which is a highly competitive business. The
farmer, like others, is looking for the highest net income,
and the size of his farm is determined largely by the desire

1P, A. Speek, A Stake in the Lond, Harper's, 1921, p, 8.
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to secure maximum production per man rather than maxi-
mum production per acre. The size of farms is also influ-
enced by the use of machinery, and by the type of agricul-
ture. The “small farm well tilled” is not the economic ideal
in agriculture. The rural population can be kept in proper
proportion to the urban population only if the inducements to
enter agriculture are sufficient. These inducements, how-
ever, are not confined to monetary profits,



CHAPTER VIII

FOREST AND MINERAL LAND

THE man who builds his own home is convinced that
a lumber famine approaches when he receives his bill for
building materials. The real estate dealer and the build-
ing contractor who build homes for others realize their
dependence on building materials irom forest and mines,
Home owners face two alternatives in obtaining their
winter fuel supply: (1) Either they must pay the high
prices of anthracite coal, or (2) they may endure the
smoke nuisance by burning lower-priced bituminous coal.
This seems ominous for the future; but the outlook for
the future need not be dark if proper conservation
measures are applied to the utilization of forest and
mineral lands.

Part 1
Forest Land

Our Vanishing Forests—When we see the increased
amount of concrete, brick, stone, and stucco building
construction all around us, it is easy to get the impres-
ston that wood is decreasing in importance in modern
economic life. So says a newspaper writer on economic
problems, but he proceeds to correct this impression by .
citing many articles of everyday use whose forest origin
is little suspected—moving-picture films, varnish, carpets,
clothes, gas mantles, hair brushes, boxes, newspapers,
and the like, And he concludes, “we will have to regrow
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Qur timber supply, in reality probably far greater originally than the 5,200 billion feet shown in this
This map does not show the experience of the various
States. Michigan, for example, exported out of the State almost 100 billion hoard feet hetween 1850 and 1912,
Nebraska, on the other hand, never had a large forest

figure, is now reduced to about 2.200 billion feet.

but in 1920, the State imported 1 billion board feet,

Yearbook of the United States Depariment of Agriculture, iger
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area and has had to import most of the lumber used.
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our vanished forests or drop back several degrees in civ-
ilization.”*

Originally the United States had a timber supply of
5,200 billion board feet. Only 2,200 billion board feet
remain. The remaining timber covers 460,000,000 acres,
compared with the original 822,000,000 acres of virgin
forest. Of the virgin forest only 138,000,000 acres are left.
The rest consists of 250,000,000 acres which are culled
or partially stocked with smaller growth, and 81,000,000
acres are devastated and waste. Wood consumption is
at the rate of 26,000,000,000 cubic feet a year, and only
6,000,000,000 cubic feet, less than one-fourth, is replaced
by reforestation.’ The lumber industry has 49,000 plants
employing over goo,000 men. The logging and milling
employees constitute 1014 per cent of all wage earners in
manufacturing industries. These figures show that our
forests are not of diminishing importance, but they are
diminishing in supply. If this rate of production is kept
up, the years of our forest resources are numbered, un-
less steps are taken to replace the wood which is con-
sumed. In fact, even if all the idle cut-over lands were
reforested to-day, before the young trees grew to mer-
chantable size, our virgin timber supply in the United
States would be used up at the present rate of exploita-
tion.

Here is a situation which makes necessary careful and
scientific utilization of forest land. The first task is to
study the forest resources of the world and, on the basis
of such a survey, to formulate an economic forest policy.
The forest service of the United States Department of
Agriculture has made the survey,’ and its conclusions are

1 Article by "Scrutator,” Chicage Tribune, July 18, 1923,

? Yearbook of the United Stotes Depariment of Agriculiure, 1922, pp. 84, 91,
See map on page 125,

? Raphael Zon and William N. Sparhawk, Forest Resowrces of the [Vorld,
McGraw-Hill, 1923,
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worth repeating: ‘“The United States uses more wood
than any other country in the world, and more than three-
fourths as much as all the other countries combined. It
uses half of all the saw-timber consumed by the world,
and one-third of all the fuel wood. . . . It is obvious
that the present situation cannot continue indefinitely,
with production so much in excess of growth and no pro-
vision whatever for subsequent timber crops on the greater
part of the cut-over lands. More adequate measures
must be adopted to increase the amount of growing tim-
ber, the rate of consumption must be cut down to a small
fraction of the present rate, or the United States will
have to import enormous amounts of wood.”* The atti-
tude of many lumber producers and of the public gen-
erally toward forests needs to be changed. Instead of
looking on forests as something to be exploited, like min-
erals, forests should be regarded as a crop, similar to
other agricultural crops, but differing from them mainly
in the length of the growing period.

Development of Lumbering in the United States.—
Lumbering has been, or is at the present time, a phase of
industrial life in every section of the United States. Its
early development along the Atlantic seaboard was that
of a local industry. Mills were established along the
rivers, which served to transport the logs and lumber as
well as to furnish the water power. Canals extended the
local markets, but the railways revolutionized the indus-
try. The building of railways allowed long distance trans-
portation, large scale production, and concentration of
the ownership of timber lands in the hands of corpora-
tions and “lumber kings.” This development was great-
est in the Lake States. When the timber was depleted
there, the centers of lumber production shifted to the

1 Ibid., pp. 539, 550.



FOREST AND MINERAL LAND 129

South and West. The Far West is now beginning to be
the most productive center of the industry. The following
table shows the shift in lumber production from one sec-
tion of the country to the other:

TABLE VIII.
Per Cent oF ToraL Lumser CuT By Sections, 1850-19141

North-

Eastern Lake Southern Pacific
Year States States States States
1830, ... evvvvr s 54.5 6.4 13.8 39
1860. . .......oevnnt. 36.2 13.6 16.5 6.2
1870. . covveiinnn 368 244 9.4 36
1880, . .. ieenenn 248 334 119 3.5
1890, . cvvvvnin et 184 36.3 15.9 7.3
1900, . i iiinin e 16.0 27.4 25.2 9.6
1914, . covviniannnns 9.4 10.5 47.7 19.3

The Future of the Lumbering Industry.—The shift in
the centers of lumber production has removed the area of
production from the centers of population and consump-
tion. In 1850 New York was the leading lumbering
State in the Union, now she produces only one-tenth of
her own demand for wood. The hardwood centers have
migrated from the Appalachians and the Lake States to
the southern Mississippi valley. The pulpwood areas of
the Northern and Eastern States are practically depleted.
In New England the forests on the higher slopes of the
White Mountains are being cut, and pressure is being
brought on the State of New York to open the Adiron-
dack State Preserve to relieve pulpwood shortage. Amer-
ican paper manufacturers are buying forests in Canada;
it is reported that twenty-eight new mills were built there
with American capital within the last ten years. At pres-
ent the Northwest has almost one-half of the timber of
the United States, and its lumber has invaded all the mar-

LW, B. Greeley, Some Public and Economic Aspects of the Lumber Industry,

United States Department of Agriculture, office of the secretary, Report No. 114,
1917, p. 6.
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kets of the country, even those of New England. Wis-
consin, once the first lumbering State in the Union, now
gets 23 per cent of her lumber from the West, 13 per cent
from the South, and 64 per cent from her own forests.
The Northwest may be expected to dominate the lumber
industry for some years to come. When the timber in
those sections approaches the point of depletion, foreign
sources will be sought. Although at present the United
States exports to other countries more lumber than it im-
ports, the time is not far distant, in the opinion of for-
estry experts, when the United States will import more
wood than it exports. The chief sources of lumber im-
ports will then be tropical America, Africa, and Asia for
the hardwoods, and Canada, Central America, and Mexico
for the softwoods.

The shift in the centers of lumber production has
brought with it some important consequences. In the
first place it has increased the cost of transportation be-
cause of the longer haul to the market. It is estimated
that in 1850 the average transportation cost for every
thousand board feet of lumber was about $3; to-day it is
about $10; and in a decade it is estimated it will be $15.*
Secondly, as one section of the country after another is
eliminated, competition is reduced. These two factors
of increasing costs and decreasing competition account
for the constantly rising prices of lumber. Building ma-
terials for a six-room frame house were bought by con-
tractors in January, 1924, at prices 104 per cent higher
than in 1913.

Development of Forest Conservation Movement.—
The possibility of the vanishing of our forests was per-

1W,. B. Greeley, Timber Depletion and the Answer, United States Department
of Agriculture, Department Cérewlar 11z, 1920, p. 5. See also map on page 131,

2 Survey of Current Business, United States Department of Commerce, Ne. 30,
Feb,, 1924, p, 97,
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This map portrays the distribution of our present timber supply. Most of
our standing timber is in the South and West. The Middle Western and North-
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timber have plenty of forest land on which to regrow the *“vanishing forests,””
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ceived in the 1870's and 1880's by certain forward-
looking foresters and economists, About the time that
the Northeastern States gave way to the Lake Slates as
the center of lumbering, Dr. B. E. Fernow began utter-
ing a warning that our wood supply would have to be con-
served, During these years economists were concerning
themselves with the same problem. The first Arbor Day
was observed in Nebraska in 1872, and other States estab-
lished Arbor Day later; but the effects, while on the whole
beneficial, were in some respects detrimental, as the mis-
taken idea was conveyed to many that miscellaneous tree
planting is a real conservation measure. The Division of
Forestry in the United States Department of Agricul-
ture was created in 1882 this became the Forest Service
in 1908,

However, up to the first decade of the present century
the conservation movement was of interest only to scien-
tists. The popular conservation movement dates from
the administration of President Roosevelt, who, aided by
Gifford Pinchot and the late President Charles R. Van
Hise of the University of Wisconsin, brought the need of
conservation clearly before the. business men and politi-
cians of the country. Since then, some private corpora-
tions have voluntarily undertaken to reforest areas which
had been cut and to search for wood substitutes. But, as
a recent government report states, “in the future, just as
at present, substitutes will keep down the rate of increase
in the consumption of wood by taking its place where
wood 1s less suitable or less economical. On the other
hand, new uses of wood that are constantly arising with
the industrial development of the country will tend to
increase its consumption.”® Despite the conservation

1 Report of the United States Forest Service, reported in New York Times,
July 8, 1923
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movement 75 per cent of our forest crop is not being
replaced.

Private Property in Forest Land.—This ominous sit-
wation with respect to our wood supply is a result of the
combination of three factors: (1) Private ownership of
forests; (2) the length of time required to produce a
forest crop; (3) excessive taxation of forest land. All
three factors must be considered in forming an economic
policy for the utilization of forest land.

Private interests own four-fifths of the timber in the
United States at the present time. The present privately
owned forest lands were at one time part of the public
domain, but then were rapidly disposed of, and became
private property in much the same way that agricultural
lands passed into the hands of private owners. Many in-
fluences were responsible for this quick transfer of natural
resources from public to private ownership. The desire
for speedy development of the new Western States and
for speculation, which characterizes every new region;
the push of the lumber industry, railways, and other com-
mercial interests; the “land hunger” of the frontier set-
tlers—all these and other forces combined to make the
politicians act. The result was defective land legislation
and loose administration of the public lands. Most of
the early laws pertaining to forestry were based on the
fallacy that timber can be produced on small units like
farm lands. Being far from transportation facilities and
lumber markets, the Western forests, like the Western
ranges, required large areas for practical operation. The
result was the same as in the case of ranch land; fraud
and evasion were often used to get from the government
the proper size of forest holding.

In the East timber holdings have always been com-
paratively small; they are conservatively capitalized and
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have been cut over several times. Taxes in general and
fire hazards are relatively small. The situation in the
West is quite different. Quick profits made in the Lake
States and the example of lumber millionaires stimulated
many to buy larger tracts of Western timber land than
were required for practical use. Between 1900 and 1908
speculation drove the price of timber land to 10 to 20
times the government price of land, a movement which
was hastened by the creation of national forests. As a
result these lands were overcapitalized; more money was
put into them than they are worth or will be worth when
operated.

Now these forest investments must be carried until the
time is ripe for utilizing the timber. As they were bought
at a high figure and are subject to high taxes, the cost of
carrying the forests increases as time goes on. The
prospect is that, if the private owner waits until his tim-
ber is ripe for cutting, he will have lost far more in
taxes and interest on his investment than he will if he
utilizes the timber at present. Being in business for
profit and not for philanthropy, private owners in this
situation will operate their timber holdings in the pres-
ent; and, in view of the high cost of holding timber land,
they will not be desirous of reforesting because they stand
to lose if they do. By “cashing in” on the investment
now the private owner avoids paying in the future timber
taxes and high interest rates on the money which he
borrowed to make the investment.

Public Versus Private Qunership of Forest Lands.—
“Broadly speaking, lumbering in the United States under
private land ownership has consisted in using up timber,
not producing it.””" The manner in which private own-
ers have been forced to this position has been described.

Y Op. Cit,, Greeley, Report No. 114, p. B5.
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What is needed is a change in the point of view. Depleted
forests, forest fires wasting thousands of acres annually,
wasteful lumbering, the accumulation of cut-over lands
of doubtful agricultural value, are the results of the past
policy. The problem of the future is production.

The time required for the production of a forest crop
is a factor in favor of public ownership. Private owners
cannot afford to wait 50 to 100 or 150 years to get re-
turns on their investments, especially if interest charges
and taxes are high. The average person is accustomed to
look ahead about 20 years in making present plans; forest
growers must look ahead at least 50 years; but a govern-
ment views an indefinitely extended future. It takes
from 30 to 150 years to raise a forest. The government,
therefore, is in the best position to carry forests until they
are ripe for use. The government is under no pressure to
cut timber because of heavy carrying costs, since taxation
does not enter into its ¢ost, and interest rates are lower for
the government than for private individuals; and it is
also in a position to regulate the cutting of timber in an
orderly and conservative manner and to reforest cut-over
lands.

Public ownership, however, does not guarantee ade-
quate care of this resource. In Turkey, Greece, and Bul-
garia, the percentage of public forests is greater than in
France or Germany, but the management is deplorable.
In a few countries, it has been said by reputable anthority,
that economic conditions are so favorable to permanent
forestry that government ownership is unnecessary.'

Two-thirds of the world’s forests are publicly owned
at the present time, but the largest proportion of these is
to be found in the newer countries, such as tropical
Africa, America, Asia, and Australia, and northern North

3 Op, cit., Zon and Sparbawk, Forest Resources of the World, pp. 19 to 37,
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America and Asia. The danger here lies in the fact that
these countries are in the stage in which development is
being stimulated and the forests are likely to be depleted
just as they were in older countries which passed
through the same stage, whether the forests were
in public or in private ownership. Only 10 or 15 per
cent of the world’s timber land is being treated as a crop
area, and the greater part of this is in public ownership.
A little over one-fifth of the timber supply of the
United States, or about 679 billion feet of timber, is pub-
licly owned. Five hundred and forty-five billion feet are
in national forests, 14 billion on unreserved public lands,
about 5o billion in national parks, Indian and military
reservations, and some 7o billion feet are in the holdings
of various States. A wise economic policy would pro-
vide for enlarging the area under public ownership to
include one-half the timber supply. Such a policy would
take account of holdings by States, municipalities, and
private individuals, and would lay down a plan of admin-
istering all forest lands as a single unit and according to
common standards. Fire protection, reforestation, con-
trol of diseases and insects, can then be joint enterprises.
Here again it is seen that as the natural resources become
more scarce, it becomes increasingly necessary to subject
private property to some form of social control,
Taxation of Forest Lands—Taxing forest lands un-
der the general property tax is harmful because it tends
to force the owners into premature cutting of the timber.
“Annual taxation of growing timber compels the same
crop to pay taxes many times. Where assessments equal
or approach actual values timber production is discour-
aged.”" Annual taxation of timber overlooks the fact

1 “Timber: Mine or Crop?” Yearbook of United Sictes Department of Agri-
culture, 1922, p. 165,

>
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that forest land is not like agricultural land, which pro-
duces a regular annua! income. Forests produce a har-
vest but once in 30 to 50 years if low forest culture is
practiced, or onge in 150 years, if high forest culture is
the method adopted. In the latter case taxes are paid 150
times for each harvest of timber products.

Excessive taxation of forests does not exist in all local-
ities. In some places, in fact, taxation does not appear
to be a great factor as yet, but there is danger that it will
in the future provide a great inducement to premature
cutting. Private lumber companies cannot afford to hold
timber land until it is ripe for cutting and to pay high
taxes during that time. In the West, for example, lumber
companies select for immediate operation those parcels
of their lands which lie in counties where taxes are high-
est. Unwise taxation thereby forces the uneconomic de-
struction of taxable property and results in a loss to the
community by wiping out its principal taxable resource.’

Present taxation methods also tend to prevent the
reforesting of cut-over land. There is no incentive to
private owners to plant a new forest when they must begin
paying taxes on it as soon as it is planted and continue to
pay for 5o to 150 years before they can get any adequate
return. Yet to transform private forests into public for-
ests would greatly reduce the tax revenues of both States
and counties, and this is always a cause of friction and
discontent, because it means an increase in taxes on other
kinds of property.

In order to avoid these undesirable results some States
have modified their methods of forest taxation. Bounties
in the form of undervalued assessments of timber or tim-
ber land have been tried in 29 States. Ten States have
what is known as the “yield tax,” which is calculated to

10p, cit, Greeley, in Report No. 114, pp. 16 and 86.
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encourage conservation under private ownership. The
“yield tax” taxes the land annually, but does not tax the
timber until it is cut. Furthermore, some of the States
having the “yield tax” use also the inducement feature of
the bounty system by placing low valuations on the land.

Although the “yield tax” will do much to foster con-
servation under private ownership, it alone cannot be
depended upon to achieve this result. All factors consid-
ered, the best forest policy provides for enlarging the area
of publicly owned tiruber land, especially of land suitable
for high forest culture, and for administering that area
in codperation with private lumber interests in such a
manner that standards of conservation, rather than of
exploitation, will be set up in the industry.

Part IT
Mineral Land

Distinctive Nature of Mining Industry.— Mineral lands
differ fundamentally from both agricultural and forest
fands because there is no possibility of replacing the ma-
terials taken from the earth. Mining is a continual har-
vest: it is purely extractive. Even forests reproduce and
replace themselves if given long enough time, but this is
not true of minerals. Consequently the income yielded
by mineral lands differs from that from other kinds of
land, and this fact should be recognized when a policy for
utilizing mineral lands is formulated.

Furthermore, mineral treasures are generally hidden.
They are usually discovered through accident or through
arduous prospecting—that is, digging and drilling in
many places before ore or oil is discovered. There is
always the chance to make a fortune by some lucky find,
and mining investments reflect this feature of the indus-
try. Even when investments are made in fully developed
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mines where there is a more or less definite quantity of
ore in sight, there is still the prospect of uncovering yet
more rich resources by extending the depth of the mine.
In the words of Herbert Hoover, this “creates a call for
the venturesome, the untrained, ill-advised public to the
business, together with a mob of camp followers whose
object is to exploit the ignorant by preying on their gam-
bling instincts.” * The speculative nature of many mineral
investments is notorious in the financial world.

While there is a chance element for the individual and
great gains for somme investors, there is no more than the
usual rate of profit for the industry as a whole. Within
a coal mining section, for example, there are mines yield-
ing a high profit because of the thickness of the coal seam,
the ease of aperation, good situation, or other reasons, but
other mines in the same section which are not so favored
are just on the margin or below the margin of profitable-
ness. In this respect mining is not different from other
industries.

Unlike agriculture, mmmg calls for large-scale opera-
tions. There are, of course, small coal mines and other
small mining industrics, but the larger enterprises call
for heavy machinery, deep shafts, large buildings, and
expensive equipment. This requires a great amount of
money to be invested in the business. So necessary to
efficient production are such large-scale operations and
financing that it has been proposed to remove all restric-
tions on the concentrating of ownership of mineral re-
sources in a few large corporations.

Another distinctive feature of mining is the peculiar
labor situation that develops in connection with the indus-
try. This is because so much unskilled labor is required
in isolated mines. Exclusively mining villages develop,

1 Herbert FHoover, Principles of Mining, 1909, pp. 180, 184,
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very often built by the owners of the mine, who also con-
trol stores, amusement places, and formerly the saloons—
in fact, the whole life of their employees. It is impossible
for the worker to get away from the environment of his
job unless he quits the industry altogether. In this
respect the life of the miner is quite different from that
of the worker in a city factory.

Importance of Mineral Products—Mineral land is a
broad term, for such land is the source of a great variety
of products. It yields not only metals, such as gold, sil-
ver, iron, but also coal, natural gas, oil, and building
stones, valuable earths, such as fuller’s earth, lime and
sand, the use of which requires the removal of part of
the earth itself. The importance of these products to
civilized life is so great that historians have often referred
to certain periods as the Coal Age, the Iron Age, the
Bronze Age. At present we seem to be passing from the
Coal Age to the Oil Age. Oil-burning house furnaces
have been introduced on the market. Oil-burning ocean
steamers are becoming common.

The increasing importance of minerals is shown by the
fact that since 1890 more minerals have been taken out of
the ground than in all the centuries before that date,
especially coal, oil, and gas. This is such an unexampled
development that we have no sufficient precedent to guide
us in determining the proper policy for the treatment of
land yielding these mineral treasures. This adds to the
complexity of the problem.

Mineral resources are also of great importance in inter-
national relations. Abundance or lack of minerals is fre-
quently an underlying cause of war, and a large part of
the diplomacy of nations is centered on securing adequate
supplies of these resources. This is the background of
the present international rivalry to secure control of the
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Mesopotamian oil fields; coal and iron are very obviously
the economic bone of contention between Germany and
France in the occupation of the Ruhr district; and for
some vears the oil interests of American capitalists in
Mexico have been a source of friction between that coun-
try and the United States. These and other international
complications arise from the fact that minerals are so
unequally distributed among nations. Some nations have
a virtual monopoly of the supply of certain minerals.
Every .country must import some minerals, and most
countries have an excess of some other mineral. There-
fore, tariffs, duties, and embargoes are set up to control
each nation’s interest in mineral resources.

The Fuel Problem~—One of the important problems
connected with the utilization of mineral resources is that’
of obtaining a desirable fuel supply. just as the deple-
tion of forests is now being acutely felt in building trades
in 2 high cost of constructive materials, so also is the fuel
situation becoming acute, not because of an actnal short-
age of coal and oil, but because of the dearth of a fuel
ideally suited for house heating purposes. Such a fuel
must be clean and smokeless, must have a high heating
value, and must not be a source of danger to the inmates.
A number of fuels answer this purpose: Anthracite coal,
oil, coke, and gas.

Since the beginning of coal utilization and up to very
recent times anthracite coal has been the dominant domes-
tic fuel in the United States. However, the reserves of
anthracite coal are limted; it is estimated that there
are 190 tons per capita of this material unmined as op-
posed to 28 tons mined to date. Compare this with bitu-
minous coal, of which there are 15,000 tons per capita
under ground as compared with 92 tons per capita ex-
tracted. This undue dependence on the small and wan-
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“ing anthracite reserve may be relieved by the use of a
“suitable by-product of bituminous coal.

Anthracite coal, because of its geological history, con-
tains practically no by-products. Bituminous coal, on the
other hand, can be split up into five products and by-
products: Coke, gas, ammonia, benzol, and tar. At the
present time coke that is manufactured for the iron in-
dustry is produced from bituminous ceal distilled at high
temperatures. Coke made by this process has some
objectionable features as a domestic fuel, but already
steps are being taken to develop a low distillation coke
which will be more suitable for domestic use.

It is useless for city councils to pass ordinances requir-
ing the use of anthracite coal in the homes when this

" material has become a luxury. The home, independently
of its wishes in the matter, must turn to bituminous coeal
for an adequate and satisfactory fuel at reasonable cost.
In a few limited localities near coke manufacturing plants,
and in the natural gas fields, there is a possibility of se-
curing gas for domestic fuel. Oil also is a good domestic
fuel, although its cost as compared with coal has not yet
been worked out satisfactorily. But from the social point
of view it is desirable ta conserve oil since it is at present
the only source of lubricants.

The change from anthracite to bituminous coal for
domestic use has already begun even in the Eastern States,
The war helped to accelerate the change; the future de-
mands it more completely. The advantages of bitumi-
nous coal are well known—its relative cheapness, its wide
distribution, its ample reserves, the possibility of im-
proved utilization. But there is one grave objection, its
dirtiness. This is a valid objection. Burned in the raw
condition, it gives off dense black smoke which dirties the
home and the neighbor’s washing. It pollutes the atmos-
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phere, and becomes the enemy of civic betterment as well
as a menace to the health of the city dweller.

Such a result cannot be permitted; nor is it necessary.
An anthracite equivalent can be obtained from bttumi-
nous coal. The accomplishment merely depends upon
establishing a process which will isolate the solid fuel por-
tion of bituminous coal in the form of an artificial anthra-
cite and produce from the remainder a number of prod-
ucts whose value could possibly be made to carry more
than the actual expense of operation. There has been, as
yet, little organized research directed to the solution of
the problem. In reality it is more a problem of econom-
ics than of technology. When the need of artificial an-
thracite is generally appreciated, a suitable process for its
manufacture will be forthcoming.

Wasteful Utilization Under Private Ownership.—Qur
present policy with respect to the utilization of mineral
resources is based on the effictency of private ownership
and operation. But private ownership without regula-
tion often leads to waste in operation. This can be illus-
trated best in the case of petroleum. Petroleum is a
migratory mineral and moves in the direction of decreased
pressure, The owner of a small tract, or even the lessee,
can drain away the resources of a whole geological field.
Every other owner must drill at once or lose all the value
of his oil property. Even if an operator should desire to
postpone production or to restrict his output, he cannot do
s0 because a rival operator with a neighboring well will
drain the ¢il from under his feet. Operators will also put
their wells as close to the boundaries of their holdings as
possible, in order to drain the oil irom surrounding prop-
erty. This characteristic of petroleum prompts a fever-
ish scramble to drill as many wells as possible in every
region where oil is discovered or thought to be present.
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The result is seen in the extraordinary development of
the California oil fields, which flooded the market in
excess of the demand for oil and was a primary cause of
the drop in crude oil prices in 1923.

The migratory nature of oil is not the only reason for
the tendency to over-expansion under private ownership.
Two other causes may be listed, First, the prevailing
system of property rights regards ownership of the sur-
face as including ownership indefinitely downward to the
center of the earth and indefnitely upward into the air.
(O1i], coal, and other minerals exist in horizontal, and not
vertical, strata. Anything that an operator can draw
from under another’s surface land to a position under
his own surface land becomes his property. Vertical
ownership has given way in certain circumstances to
ownership of horizontal strata of the earth. What is
needed is legal recognition of property in subsurface lands
as separate from the surface which is useful for agricul-
ture. This has been done in connection with mining land
at Butte, Montana. Mineral rights are reserved also in
the sale of lands in northern Wisconsin, Michigan, east
Texas, and Canada. In various parts of the country dif-
ferent coal strata are at present owned by separate com-
panies. Late recognition of the horizontal direction of
mineral rights is partly due to the policy of the govern-
ment in disposing of its public domain. Sales were made
to private individuals in small tracts without any consid-
eration of the layvers of minerals below the surface. The
smallness of the tracts sold was evidently due to the idea
that the existence of many private owners would inevit-
ably make for competition in industry; but this neglects
entirely the fact that efficient mining requires large-scale
operations and large areas.

The second cause of over-expansion in mining is the
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great expense of carrying mineral property until it is ripe
for utilization. There are three elements in this expense.
The first element is interest on the investment. Anthra-
cite coal land was first patented at $2 and $4 an acre; by
the middle of the last century the value had risen to $30
an acre; in 1875 it was $500 an acre and at the present
time some such land has sold for $3,000 an acre. The
payment of interest alone on the sum represented by pri-
vate investments in minerals at $3,000 an acre amounts
to many hundred millions of dollars. The second element
is royalties, which of course occur only when the operat-
ing company leases from the owners. One such lease
calls for a royalty of 27 per cent of the selling price of
coal at the breaker. This means that one dollar of the
retail price per ton is the tribute paid to private owner-
ship. Of course this is unusual, but if all royalties were
added together the sum would be very large. The third
element of great expense is taxation. Taxes based on
the full selling value of all the mineral deposits, mined
and unmined, amount to a large sum. These charges
must be paid whether the minerals are extracted or not.
Consequently operating companies seek some income to
pay these expenses by immediate operations, whether the
market is really able to absorb the products or not.
Taxation of Mineral Lands—Mineral lands seem to be
especially fitted for heavy taxation. Mineral resources
are made by nature, they have fallen into private hands
often through accident, and according to popular belief
they yield high profits. What is more natural than the
conviction that the public should share in these high
profits? As a matter of fact, the industry as a whole makes
no more than average profits, so that heavy taxation
means either higher prices or wasteful operating methods,
A common form of mineral tax is the ad valorem tax.
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This is a tax based on the estimated value of all the min-
eral resources owned by the individval, whether these
resources are seen or unseen, being mined or unmined.
The effect of such a tax is to increase the carrying
charges. Operators do not want to tell about all their
mineral resources, for that would mean that some min-
erals which they cannot possibly extract for twenty years
or more would be taxed just the same. Where such a
tax is imposed, operators bend every effort to extract the
minerals which are easiest to get, and they do this by
the quickest, rather than the most economical, methods.
The object is to get the supply on the market as soon as
possible in order to reduce the reserves on which their
taxes are based. This process is noticeably similar to
that of lumbermen whose timber is too heavily taxed.

On the other hand, the absence of a tax on the esti-
mated value tends to encourage the holding of large min-
eral resources in reserve, until the shortage of minerals
enables owners to charge a high price. This is exploita-
tion of the public, not exploitation of minerals. The kind
of tax very often suggested to meet this situation is a
tonnage tax on the product after it is mined. While this
tax possibly promotes desirable conservation, it often
does not meet the need of the local community for a steady
revenue, because in times of business depression and low
production little would be mined and tax receipts would
fall off. The local community would then have to tax
other forms of property more heavily in order to main-
tain its customary revenues.

The difficulties in the way of wise taxation of mineral
lands point to the need for examining the subject very
carefully. What is wanted is a combination of taxes
which will bring about three results: (1) The encour-
agement of economical methods of extracting minerals;
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(2) the maintenance of a wise balance between present
and future needs for minerals; (3} the ytelding of a
steady revenue to the local political units in which the
mines are situated.

A Public Policy of Utilizing Forest and Mineral Re-
sources—So great is the city dweller’s dependence on
construction materials originating in forest or mine that
indifference to the problems suggested above is contrary
to its own best interests as well as those of the commu-
nity in.which he lives. Yet the problems are so large
that the initiative of private individuals only is inadequate
to bring about their solution. Federal, State, or munici-
pal action is called for. As a citizen, each city dweller
has some power, uniting with others, to urge a compre-
hensive public policy of utilizing forest and mineral lands.
Such a public policy will place great emphasis on research
in the economic problems of utilizing forest and mineral
land, on the necessity of a policy of conservation of these
resources, and on public ownership as a means of accom-
plishing this aim.

SUMMARY

The increasing costs of forest and mineral products indi-
cate the need for wise polictes for utilization of these classes
of land. Our forests are rapidly vanishing and are being
replaced only to a small extent. Though there is a place for
private ownership of forests, especially where the rapidly
maturing woods are concerned, the movement for conserva-
tion cannot make adequate and satisfactory progress under
general private ownership because of the great cost of hold-
ing the forests uncut. Public ownership of forest land, par-
ticularly for high forest culture, if accomparied by good
administration, brings better results because the government
has no taxes to pay and it can borrow money at low rates
and can thus afford to hold the forests for future use.
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Present taxation systems often defeat rather than promote
conservation measures ; and reforms in forest taxation should
be made. Mineral lands differ from agricultural and forest
lands in that their products are entirely irreplaceable, and
in the fact that the minerals are usually hidden. Alinerals are
increasingly important in modern life, especially the fuels.
Under private ownership there has been much wasteful
utilization, owing partly to the high cost of carrying mineral
land unused, part of which high cost is the result of faulty
taxation policies.

A wise policy for forest and mineral Jands will emphasize:
(1) research on economic problems involved in utilizing
them; (2) conservation; and, (3) public ownership as a
means of accomplishing this aim.



CHAPTER IX
PROPERTY RIGHTS IN WATER

In economics land includes all natural resources and
therefore water; so that the subject of water rights has
a clear place in land economics. Historically, “Property
in water,” Robertson Smith points out, “is older and
more important than property in land,” and the digging
of a well, without which the flocks could not be pastured,
brings with it the right of possession.” But this inclusion
of water rights in land economics has more than a mere
theoretical justification; the use of water rights has a
very practical and very definite effect upon the productive
use of land. The Chicago drainage canal is only one of
many illustrations of this fact.

When the Chicago drainage canal was decided upon
in the 1880’s, it was not dreamed that the present national
and international complications would develop. The
canal has been in operation since 1goo, diverting water
from Lake Michigan to the canal which carries the city’s
sewage to the Desplaines, Illinois, and Mississippi rivers
and thence to the Gulf of Mexico. The diversion of lake
water amounts to some 8,000 cubic feet a second, and it
is this diverston which is protested by the States of Mich-
igan, Wisconsin, and New York, the provinces of Ontario
and Quebec, and the Federal governments of the Domin-
ion of Canada and the United States, because of the
alleged great damage to various property interests.

15, A, Cook, The Lawe of Moser and the Code of Hommurabi, Adam and
Charles Black, 1903 p. 180.
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Canada protests that the diversion of water lowers the
level of the Great Lakes so as to injure navigation, and
also that 500,000 horse power, the equivalent of 5,000,000
tons of coal per annum, valued at $35,000,000, is lost in
the falls of the Niagara and St. Lawrence rivers. Michi-
gan and Wisconsin claim that the diversion of water low-
ers the lake levels by nearly six inches, causing damage
to inner harbors of approximately $12,000,000 and reduc-
ing the carrying capacity of lake vessels, a loss of $3,000,-
000 annually, It is also claimed that the strong current
caused by the diversion is harmful to the river commerce
of Chicago and to the maintenance of an inner harbor
at Chicago, and has caused damaging overflows of West-
ern river Jands. Regardless of the accuracy of these dam-
age claims, it is apparent that the use of water for the
Chicago drainage canal has a profound effect upon the
use and values of contiguous property as well as upon
the value of water-power sites as far away as New York
and Ontario.

Consider also the effect of a lack of humidity on land
utilization. If the rainfall is no greater than six inches,
as in the semi-arid West, the land will be restricted to
grazing only. However, water rights do not exist in
rainfall, but in the surface and underground waters.
Where humidity is lacking, surface and underground
waters become limiting factors and are hence subjected
to property ownership.

Use of Water—Water is needed (1) for purposes of
consumption, such as drinking water, domestic use, in
manufacturing; (2) for navigation; (3) for water
power; (4) for irrigation; (5) for the food products and
resources it may contain such as fish, clams, oysters, kelp.
These uses tmay be so important as to give value to the
adjoining land far out of proportion to the usual value
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of land. ILands used for docks and wharves are often
of very great value because of the access they give to
navigable waters at strategic points.

Sometimes water rights have no value at all because
water is plentiful enough to supply everybody's needs of
whatever kind. But where water is so scarce as to fail to
meet any one or all of the above needs, the right to con-
trol and use water becomes valuable and commands a
price. In such cases water becomes property, and laws
and institutions are created to protect property rights in
water. Rights to water and the price of those rights are
made more important by the conflict among the uses of
water. Utilization of water in one way prevents use in
another. For example, the development of water power
often requires a dam which hinders or prevents naviga-
tion. Water desired for irrigation is taken from the
streams and only partly returned. Consequently some of
the lower channels of rivers whose waters are being
diverted by irrigation ditches have dried up. Thus navi-
gation and water power are often practically eliminated
as possible uses when irrigation projects are completed.

Where water is very scarce the above uses may even
destroy the use for the ordinary purposes of life, so that
laws are passed establishing “preferred uses” of water.
Wryoming has such a law which includes in “preferred
uses,” the following: (1) Water for drinking purposes,
man and beast; (2) municipal purposes; (3) steam en-
gine and general railway use; (4) culinary, laundry, bath-
ing uses, ice manufacturing. Irrigation is considered a
higher use than water power.’

Peculigrities of Property Rights in Water~The first
distinctive characteristic of property rights in water is

1 “Wyoming Complete Statutes,” 1910, par. 275, quoted in R. H. Hess, “Arid
Land Water Rights in the United States,” Columbia Low Review, June, 1916
p. 482,
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that they are rights to control and use an unstable, mov-
ing thing. In the case of running streams, water is used
as it passes, and it can only be partially consumed in this
way. Only limited quantities of water can be stored for
future use, as in the case of drinking water. Where
water travels great distances, it is impossible to restrict its
use to the person who owns the property rights. On the
whole this characteristic of movableness makes property
rights in water very complex.

In the second place water is peculiarly subject to mo-
nopoly control. The owner of a spring, water hole, or
river bank in the ranch country may control all the land
dependent upon the water supply. Similarly the one who
controls irrigation water controls the land, for land is
valueless without water. Water power is developed in
connection with flowing streams, and the person who
controls this use may exclude other commercial uses.
More than this, experience in the United States shows
that the use of water for the development of power may
be almost completely monopolized by great combinations
of capitalists.

This tendency to monopolistic control makes necessary
a strict control of water rights in the public interest.
Such a policy is essential to the full protection of private
property and individual enterprise in the use of those
resources which require water for efficient utilization.
In the United States two methods of controlling property
rights are practiced: (1) Control of the use of property
by government commissions while ownership remains
with private individuals—illustrated by railway and pub-
lic utility regulation; (2) control through public owner-
ship with either public or private operation. IExperience
has shown that public ownership of water rights is rela-
tively easy and simple. It requires no employment of
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large numbers of men, and the technical side of water
utilization is not difficult or complicated. On the other
hand, when control is vested in commissions. while private
ownership is retained, it is extremely difficult to assure
equal opportunity to all users of water. Therefore, the
general principle may be laid down that water should be
either a free good (no ownership at all) or publicly
owned, with private operation so controlled as to secure
the most socially beneficial nse.

Property Rights in Water Used for Consumption.—
Where people are gathered together into villages, towns,
and cities, there is little question about the advisability of
rigid public ownership and control of the water supply
because it is impracticable for each individual to furnish
his own drinking water. It is impracticable not only
from the point of view of the physical impossibility of
allowing a well for each individual, but also from the
point of view of community health. Consequently the
water supply of the majority of urban centers is publicly
owned and operated. In sparsely settled districts it is still
possible and practical for each individual to drill his own
well and thereby establish a private water supply. Pub-
lic ownership does not become a problem until people
form closely settled communities. Then an adequate
supply of drinking water is so clearly for the public ben-
efit that the advantages of public control seem undeniable.

Property Rights in Oceans and Their Shores—By
common consent the nations of the world regard the great
oceans as free. No one nation has any right to claim
ownership of them, although some nations, like England
with Gibraltar and the Suez Canal, and the United States
with the Panama Canal, control strategic points of oceatf
traffic which they might use to their own advantage: ' "But,
by and large, these nations have not abused their power
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and this has contributed largely to making the freedom
of the seas a reality.

There is, however, one limitation on the freedom of
the seas which affects property relations. It is generally
recognized in international law that a nation may control
the ocean and all property in it, within three miles of its
coast line. Within that three-mile limit foreign vessels
are subject to the laws of the nation controlling those
waters. Qutside the three-mile limit a foreign vessel is
subject to the laws of the nation under whose flag it sails.
As a result of this rule and of the prohibition amendment
tn the United States, travelers on a British transatlantic
liner may purchase intoxicating liquor on board ship until
the three-mile zone is reached. Because of difficulties in
enforcing the prohibition amendment against smugglers,
the United States Government recently asked the govern-
ment of Great Britain to agree to seizure and search for
liquor within twelves miles of American shores. The
American government relied on a forty-year-old statute
which allowed search for goods liable to custom duties
within twelve miles of the coast. (Great Britain has ac-
cepted the principle which has been incorporated in a
treaty. By this treaty the United States extends its juris-
diction over certain propertv on the ocean from three
miles to twelve. The freedom of the seas will be cut
down by so much.

A different situation is met in considering ocean shore
lands. The constitution and laws of the various States
determine whether private owners' rights extend to the
ocean. In Rhode Island, for example, private individuals
owning shore land do not have the right to keep the pub-
lic from walking on the shore, but in Massachusetts these
owners’ rights extend to low-water mark. Sometimes,
however, public rights are conveyed by restrictions
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attached to private property in its transfer from one
owner to another.

Property Rights in Lakes and Their Shores.—The
controversy over the use of water for the Chicago drain-
age canal illustrates the importance of property rights in
lake water. The legal aspects of these property rights are
complex. The title to the soil below the water of a navi-
gable lake is in the State and not in the owner of abutting
soil. The water itself is public property and anybody
may use it, so long as the public rights of navigation are
not interfered with. When the State uses the water, it
may not destroy private riparian rights without the own-
er’'s consent or due process of law, nor can the State
authorize the drainage of such a lake without the consent
of riparian owners, This latter principle is the law of
Wisconsin, but not of Illinots, where no such case has
arisen. On the basis of this principle the diversion of
water by the sanitary district of Chicago is illegal accord-
ing to Wisconsin law because it does not have the con-
sent of shore owners in Wisconsin. Still it may be true,
as the advocates of the drainage canal contend, that regu-
lating and compensating works constructed in the Niag-
ara River would raise the lake vessels to their former
position. In that event Wisconsin shore owners would
have no ground for complaint.

The property rights of owners of navigable lake shores
do not extend beyond the low-water mark. Consequently
it is illegal 1n most States for an owner to extend his
lines out into the lake in an attempt to keep bathers or
fishermen away. The shore owner’s property ends where
the lake begins. Sometimes, as in the case of a certain
subdivision near Lake Erie, the right of access to the
shore is given to owners of interior lots contiguous to
shore lots. This is what the lawyers call an easement of
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access to shore property, and is in the form of a restric-
tion on the full property rights of the shore owners.

In the case of non-navigable lakes the law of each State
determines who has title to the bed of the lake. Court
decisions in New York, Michigan, New Jersey, Indiana,
and South Dakota have established private ownership of
the beds of such lakes. It is important to note that when
a non-navigable lake is privately owned, neither the pub-
lic nor an adjacent landowner has a right to boat upon
it or to fish in its waters. [Failure to remember this fact
may cause trouble for some city dwellers who seek
to establish summer homes on the shores of a small
lake.

Property Rights in Navigable Streams—To deter-
mine the most efficient utilization of land along streams
or of the water itself, it is necessary first to find out the
extent of private rights in running water. This in turn
depends on whether the stream is navigable or not. Tumn-
mg at once to the question of navigability, there is no lit-
tle confusion about the exact standard of a navigable
stream. Water subject to tidal flow alone used to be con-
sidered navigable in earlier times in England. Later this
notion was enlarged to include the zreater mon-tidal
streams. In the United States, the presence of large riv-
ers and lakes necessitated a further enlargement of the
term. In general at the present time a stream is consid-
ered navigable when it has “sufficient capacity to float the
products of the mines, the forests, or the tillage of the
country through which it flows to market,” or to float
vessels, boats, rafts, or logs.” Thus a stream is naviga-
ble when it is commercially useful for transportation.

The reason for defining so carefully what is a navigable
stream is that such streams are public highways, and pri-

1 Bouvier's Law Dictionary, 8th ed., 3rd revision, “"Navigable Waters,” p. 2301,
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vate persons have no right to use the stream or their adja-
cent land in such a manner as to hinder the right of pas-
sage. No impassible obstructions, such. as dams or
bridges, can be placed in a navigable stream by private
persons without the permission of governmental authori-
ties. In other words, the use of a navigable stream as
a public highway takes precedence over any other use of
the stream or adjacent land. Thus owners of land along
the shore of a navigable stream are restricted in the utili-
zation of their property to some use which will not inter-
fere with the public highway function of the stream.
They cannot build a water-power plant, for example, on
their shore property, if it will require a dam interfering
with navigation. FEven the State cannot interfere with
the right of the public to navigate, to take ice, to fish,
except by a reasonable regulation,

Control of navigable streams is exercised by either
the Federal or the State governments. If a river is a
highway connecting two or more States, it is under the
control of the Federal Government. Also, if a river,
although entirely within one State, is capable of carrying
commerce of substantial size, it is controlled by the
United States. However, when the United States does
not exercise control over streams that properly come
under its jurisdiction, the State may do so, if the river
lies entirely within its borders.

Streams that are not navigable present an entirely dif-
ferent set of property regulations. Non-navigable
streams are the private property of the owner of the
banks; that is, the riparian owner. Fishing rights in such
streams are private property, so the owner may keep
away the fishing public from his stream if he so desires.
The owner of one bank also has property rights in the
land beneath the water up to the middle of the stream
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bed. When the bed of the stream and the stream itself
are privately owned, no one else may take away the rights
to the stream without paying the owner for them.

It will be seen that public rights over water for pur-
poses of navigation are very extensive. Only very small
streams and bodies of water can become private prop-
erty, and in flowing streams these water rights are re-
stricted by the rights of others, since the flow of water
may not be stopped to the injury of others. A small pond
entirely in the land of the owner, not fed by, or emptying
into, streams flowing over the land of another may be
entirely private property.

Property Rights in Water Power.—In the United
States the banks of streams are private property, which
entitles the owner to make various uses of the bank and
the stream. He has, of course, the right of access to the
stream, as well as the right to build wharves and piers,
to take ice, to fish, and the right to all the deposits that
the river may bring to his land. But the most valuable
of these rights is that of using the stream to develop
water power. This right is especially important because
it often involves making the stream unfit for any other
use.

The right of a riparian owner to develop water power
may be exercised only under certain reasonable restric-
tions. Among these restrictions are: (1) the flow of
water must not be decreased unreasonably, nor the level
of the stream unreasonably changed; (2) navigation must
not be unreasonably obstructed, nor the stream polluted ;
(3) the water fall created must lie within the limit of
one's land. A reasonable obstruction, pollution, or use of
the stream is allowed. The courts of the various States
are responsible for defining what is reasonable, and these
courts do not always agree. Therefore, a water power
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project in one State may be perfectly legal, though in a
neighboring State it would be illegal.

Other difficulties are encountered when a dam is built
to develop water power. Very often the dam holds the
water back so as to flood the farm land above it. One
man refusing to sell land to be flooded can hold up the
whole water power project, To remedy this, some States
have passed what are known as “Mill Acts,” putting the
power of the State back of the taking of land for flood-
ing. This means that the use of streams for water power
development was viewed as a public use and hence more
important than the private rights of farmers to keep their
land and obstruct the plans of other riparian owners,
The owners whose land was thus flooded were compen-
sated for the damage done to their property. The diffi-
cuities in the way of using riparian land for water power
projects show the need for strict control by the public of
water rights, either through public ownership or through
regulation by commissions.

Property Rights in Water Used for Irrigation.

A. Complearty of Irrigation Water Rights.—Here is
one of the most complex phases of property rights. The
complexities arise from the fact that rights of individuals
differ so much from State to State, and from the fact
that the rights of States, of the national government,
and of the individuals who obtained land from the
national government are conflicting. Another compli-
cating feature is the fact that the people who came into
the West irom humid areas did not appreciate the changed
conditions of life. In the humid regions water was plen-
tiful, almost a.free good, and riparian rights were devel-
oped with this in view. When the settlers came into the
arid West they found that water was no longer plentiful;
it had to be economized and recognized as a form of



PROPERTY RIGHTS IN WATER 161

property. In fact, to these settlers water became another
factor in production.

B. Development of Irrigation.—Irrigation is an old
institution. Individual rights in the use of water for
irrigation were defined in the code of Hammurabi seven
hundred years before Moses. The Indians of Peru, Mex-
ico, and New Mexico and the Spaniards developed irri-
gation laws much like those developed by the English
under the same conditions. Despite the age of the institu-
tion, such laws as now exist are the result of “hard
knocks” and experience in the physical environment of
the semi-arid West.

The first attempts at irrigation in the West were ditches
which the individual dug to lead the water on to his own
land. With the growth of population, ditches were en-
larged and became partnership affairs or association proj-
ects. Then it was necessary to have written agreements
as to the share of the work and the water, or shares in the
project. A great many mistakes were made in the early
days, not only from the point of view of engineering but,
far more, from the point of view of suitable property
relations.

Failures in individual or codperative effort led to the
second phase of irrigation, when canals were built by
corporations which sold the water to farmers. Where
before water rights were attached to the land, now water
rights were attached to the ditch, and the ditch owner
had control over the disposition and sale of the water.
This caused considerable trouble because certain individ-
uals bought more water than they used for their own
farms and could sell to others less fortunate at exorbi-
tant prices.’ Many private irrigation companies were
bankrupted by speculators who acquired public lands
under the Homestead Act wherever a new ditch was being

1 Elwood Mead, Irrigation Institutions, Macmillan, 1903, pp. 82-87.
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built. These speculators had no intention of settling the
land; they merely intended to hold it until the irrigation
project was finished and then sell at high prices. Mean-
while there was no sale for the water. The company’s
ditches deteriorated, interest charges piled up, and in a
short time the company became bankrupt because of the
lack of actual settlers and water users to buy its services.
' The last phase of irrigation may be called the period
of large-scale operations. The more easily developed
sections were already taken up. The newer works re-
quired the construction of great dams and expensive
canals and ditches, the cost of which was too great for
private enterprise. To encourage irrigation the Federal
Government has furnished funds and in some cases has
even built the irrigation equipment, under authority
of the Reclamation Act of 1902.

C. Systems of Property Rights in Irrigation Water.—
Rights of property owners in irrigation water have
been assigned in three different ways or systems, which
are based on (1) the doctrine of appropriation; (2) the
doctrine of modified riparian rights; (3) the Civil Law
doctrine. These systems of property rights will be treated
in some defail, because a full understanding of them gives
a clue to the possibilities of using land in the arid areas.
If, as might easily happen under either the riparian or
appropriation systems, one person obtained control of
the water supply, all others in his neighborhood would be
at his mercy, because water is a vital necessity in arid
regions. The most economical use of land requires con-
trol of water in order to assure to each person his due
share. "The necessity of control, as well as of public devel-
opment of irrigation on a large scale, makes the Wyoming
and Colorado systems (Civil Law theory) very desirable
from the point of view of formulating land policies.



ROOSEVELT DAM, ARIZONA

The Rooscvelt Dam is the first and one of the largest government irrigation projects,
water to over 200,000 acres which formerly were quite unpreductive but which now yield crops valued

It furnishes

at many millions of dollars. In 1916, when the dam was started, the assessed value of the region was

about $5.000,000. In 1916 the taxable property values were $72,000,000, and to-day they are more than
that. However, when the utilization of agricultural land is considered as a whole, it is a moot guestion
whether it is economically desirable to spend morc funds for irrigation projects.
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(1) The doctrine of appropriation came from the early
mining practice of California. According to this doc-
trine the man who first turned the water from stream or
lake and applied it to “beneficial and continuing use” had
first claim to the water. In other words, first in time is
first in right to irrigation water, provided the water is con-
tinually used. As soon as the prior claimant stops using
the water, the right is forfeited. The one who has prior
claim is entitled to water even though it flows by the
farms of every other man in the area. This is sometimes
difficult for an individual to enforce because the man
nearest the source of the stream can turn all the water
to his own use even though he is the last one to build his
ditch. To enforce the claim of the one who first appro-
priated the water, the State steps in and by law establishes
the right, as was done before 1851 by the State of Cali- -
fornia. In 1866 the doctrine was recognized by the
United States in the act authorizing the sale of mineral
lands, and Colorado put the doctrine into its constitution
of 1876, The United States modified this doctrine in
the Reclamation Act which limited the amount of water
delivered to each farmer according to his acreage, and
in case of shortage of water the user was entitled only to
his share of the quantity available.

{2) The modified riparian rights doctrine is an attempt
to apply the doctrine of riparian rights, suitable to a
humid environment, to irrigation in a semi-arid country,
The accompanying table and diagram contrast this sys-
tem and the appropriation system. For instance, under the
riparian doctrine only those landowners whose land is ac-
tually located on the stream may legally use the water.
The farmer locating at A in Diagram III is therefore not
entitled to water for irrigation; but in those States adopt-
ing the modified system courts have held that the provi-
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sion can be modified. Even lands in another watershed
have been declared riparian to a particular stream in order
to permit irrigation. Under the riparian doctrine water
has to be returned to the stream undiminished in volume,
but the courts have said that “reasonable” detention and
utilization are permissable. In others ways also modifica~
tions are made in the riparian doctrine to suit irrigation.
California in the case of Lux v. Haggin* in 1884 adopted
the system, although the appropriation doctrine had its
origin in this State.

TABLE IX

RIPARIAN
Water is incident to the soil
through which it flows,
Private owner entitled to
exclusive use of water.

Right to water does not depend
upon use; non-use does not
forfeit rights.

Riparian owner lives on bank

of stream; anyone not on the
bank has no riparian rights,

Riparian ownership obligates
the user

(1) To return the water
substantially wndimin-
ished in volume.

(2) Navigation may not
be obstructed.

(3) No pollution of stream.

1 Lux v. Haggin, 69 Cal,, 255.

APPROPRIATION
Water is property of the public.
Water is dedicated to the
people or the State subject

to appropriation.

If not used, rights are forfeited.

Owner does not have to live on
bank of the stream.
(1) He may divert and
carry the water any-
where he pleases.

{2) Does not have to re-
turn all or any of
water.

(3) May change the place
of diversion if he de-
sires.

(4) May change the place
of utilization from one
farm to another,

(5) May sell water to an-
other user. W ater is
separate from the lond.
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(3) The Civil Law doctrine holds that property in
water has a dual nature: it is a necessity for the individ-
ual, and, because of its scarcity in an arid region, it is
also essential for the welfare of all. Following this idea,
Colorado, which was the first State to adopt it, declared
in its present constitution that the water in every stream
not heretofore appropriated was public property. It is,
therefore, the property of all the individuals in the State
and each one has the right to appropriate for his own use
according to rules laid downm by the State government,
largely according to the appropriation doctrine. Public
control of water is thus more complete than in any other
system of property rights in irrigation water. This doc-
trine has now been adopted by Colorado, Idaho, Nevada,
Utah, Wyoming, Arizona, and New Mexico.

The Wyoming system of irrigation water rights is
slightly different from that of Colorado, but it is essen-
tially in the samie class because water is not the property
of any individual. In Wyoming water is the property
of the State, an idea derived from the old European the-
ory that water belongs to the crown. Being State prop-
erty, individuals acquire use of water by grant from the
State and this grant defines the individual user’s rights.
This system differs from that of Colorado in the follow-
ing way: Any individual may appropriate water under
State regulation in Colorado, but his exact riphts are not
settled until a controversy has arisen and been judged by
the courts ; in Wyoming the individual’s rights are defined
in the original grant. The Wyoming doctrine has been
adopted by Idaho, Nevada, and Texas.

D. Economic Aspects of Irrigation—In its raw unir-
rigated state the land which has been irrigated was sub-
marginal for agricultural use. To bring this Iand into
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productive utilization the United States Governmeént has
expended a total of $181,000,000 in irrigation projects
up to June 30, 1923. Including private as well as public
irrigation, the 1920 Census reports 231,541 farms with an
irrigated acreage of 19,191,716 acres, and there aré in
addition over 30,000,000 acres capable of being irri-
gated. The aggregate American crops for the enumer-
ated year had an estimated worth of over $17,000,000,-
000, of which the irrigated farms produced $760,000,000.

The purposes of the government in expending this
money were not only the increase of production, but
also, as one writer says, “the creation of the small,
self-supporting farm home — the backbone of the
nation.! '

Judging the success of irrigation from these two points
of view we may question whether the expenditure has
been justified. In October, 1923, a commission was ap-
pointed by the Secretary of the Interior to formulate a
new reclamation policy. In opening the business of this
committee the Secretary said that of the $181,000,G00
government investment in irrigation, only $46,000,000
has been repaid, leaving $135,000,000 unpaid. He is
reported to have said: ‘“The complaints received include
charges that in many of the projects the original esti-
mates under which settlers were induced to go upon the
projects were from fifty to one hundred per cent too low,
and that the actual cost has been so great that it is impos-
sible for the farmers to pay out within the time and
manner fixed by law. . . . Reclamation of arid lands
by irrigation from government funds, as heretofore
practiced, is failing on a majority of projects as a
business venture and must be promptly readjusted as to
. 1F. H. Newell, “Reclamation, What Is It?” The Field, Aug., 1922.
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methods of reimbursement for funds appropriated and
for the purpose of securing to the settler a permanent
home.”*

When the situation of the irrigating farmers is exam-
ined more closely, it is not surprising that they are unable
to pay back the advances of the government. Farmers
of irrigated land have not only water charges to pay, but
construction and maintenance charges, in addition to the
ordinary expenses of operation, such as taxes, payments
for fertilizers, and the like. When the irrigation expenses
add up to $50 and $100 an acre, it is apparent that these
farms are still sub-marginal, despite the sums spent in
irrigation. Nowadays many irrigation farmers are seek-
ing some other use of their land than crop raising. In
most, if not all, of the Western States the immigration
departments are not encouraging new settlers to take up
lands. It would have been a better policy to intensify
culture on the better grades of unirrigated lands than
to extend the frontier of utilization by irrigation, The
mistaken irrigation policy was due in part to fluctuations
in market prices of agricultural products and in part to
the attempt to make supermarginal land out of sub-
marginal land, neglecting the expenses of accomplishing
this. In other words, the principle of net income was
not applied.

Property Rights in Land Beneath the Water.—Two
kinds of land beneath water must be distinguished when
property rights are considered. The beds of navigable
streams and lakes in the United States are generally pub-
lic property, and such land may not be sold, although it
may be leased to private individuals. The beds of oceans
are common property.

1 Reclamation Record, published monthly by the Bureau of Reclamation,
Department of Interior, Oct., 1923, pp. 295-2%6.
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Illustrating common property in land beneath water is
the oyster Jand under Chesapeake Bay, where any one
who has a boat and the proper tools, may gather oysters.
The advantages of primitive communism of this type is
that it is easy for a man to become a catcher and seller of
oysters—in brief, a capitalist in a small way. The disad-
vantage is that there is no incentive to conserve a valuable
natural resource. With no one having the responsibility
of ownership, each oysterman will take as much as he can,
which means stripping the oyster beds. To restock the
beds, planting of old shells, or bushy tops of trees is neces-
sary in order to catch the floating oyster spawn. But no
one cares to go to such trouble if a thief can carry off the
product on any dark night.

What the oyster industry needs is a different system
of property rights. At first sight it seems as though
full private property would remedy this uneconomical
exploitation of oyster resources. But a system of leasing
would on the whole be better. Public ownership with
leases to private individuals not only would give a chance
for adequate control, but also would encourage private
initiative if the leases ran for twenty or forty years.
Such leases can be regulated so as to protect the public
against monopoly and against wasteful operation of
oyster beds.

Public Intercst tn Water Rights—Throughout this
chapter it is apparent that property in water offers a
veritable patchwork of rights. Yet water is so essential
to the proper use of land, particularly in arid regions
requiring irrigation, that it seems necessary to introduce
some orderly system. The most practical standard for
policy-makers to work for is a large degree of public
owmership, or at least public control, administered to
assure equal opportunity to all private individuals and
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to furnish an inducement to the most productive combina-
tion of land and water.

SUMMARY

In economics, land includes all natural resources, and,
therefore, water; water rights also affect the productive use
of land. TUses of water are: (1) consumption; (2) naviga-
tion; (3) power; (4) irrigation; (5) provision of food and
other materials (fish, kelp, etc.). These uses compete when
the supply of water is limited. When there is not enough
water to satisfy all needs, property in water arises, This
is peculiarly subject to monopoly control, and, therefore,
must be regulated in the public interest. Property in water
for domestic consumption should be public. Navigable
waters are usually either free goods or public property. The
oceans are free. Navigable lakes and streams are public
property; non-navigable lakes and streams are usually the
praperty of owners of adjacent land. Rights of riparian
owners on navigable streams to develop water power are
restricted in the public interest. Property in irrigation water
has been assigned according to three different systems, based
on: (1) the doctrine of appropriation; (2) the doctrine of
modified riparian rights; (3) the civil law doctrine ; of these
the third gives the most effective public control. Property in
land under navigable water is public ; but often, as in the case
of oyster beds, leasing of this land to individuals will bring
more efficient use. Policies with respect to water should
provide for a larger degree of public ownership, administered
50 as to secure equal opportunity to individuals and so as to
encoirage production,



CHAPTER X

OWNERSHIP OF LAND

THE ownership of land raises problems which are
fundamental to the efficient use of land. Throughout the
development of the United States as a nation it has had
to face the problem of what should be dore with the
public domain. The original policy was to transfer this
land from public to private ownership as fast as possible
in order to stimulate the development of the country.
For this purpose the Federal Government issued land
grants to States and to private railways and enacted pre-
emption and homestead laws,

Although under this policy the United States pro-
gressed rapidly in material ways, difficulties soon ap-
peared. It was discovered that under private ownership
forests were cut down but not grown, and that coal and
oil and other minerals were taken from the land in such
quantities that the national defense was endangered.
Accordingly, during President Roosevelt’s administra-
tion, the popular conservation movement forced a modi-
fication of this policy of exploitation, to the extent of
keeping in public ownership certain tracts of forest land
and certain mineral rights. National forests, and reserves
of oil-bearing and coal land, for the most part date from
this period. So far as agricultural land was concerned,
the policy of transferring to private owners continued
substantially unchanged.

While this process was going on, the growth of cities

171
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gave rise to problems of a different nature. The inten-
sive use of urban land in the largest cities brought about
congested traffic and living conditions which menaced
life, limb, and health. At the same time increasing land
values, taxes, and other costs of owning and using home
sites created a large class of urban tenants and a housing
problem.

These two lines of development illustrate the general
problem involved in the relationship between the owner-
ship of land and its utilization, Whenever a rapid
development of land has seemed desirable, we have put
it in the hands of private individuals. On the other
hand, when it has seemed necessary to withhold land from
exploitation, that is, to conserve the services of land,
we have, in some instances, transferred it to public own-
ership. In this way the sphere of public property has first
been contracted and later extended, which amounts to the
same thing as extending the sphere of private property
and then contracting it.

But the transferring of titles from the public to private
individuals, or from private persons to the public, is not
the only way of regulating the use of land. While
retaining public property, it is possible to lease land to
private owners for operation under suitable restrictions;
or the use of privately owned land may be regulated by
governmental agencies without any change in ownership.
The latter method is called the “social control of private
property.”

Varietiecs of Land Tenure.—Land tenure is not so
. simple a matter as the sharp division between public and
private property would seem to indicate. Under private
ownership, for example, land may be utilized by the
owner, by a tenant under lease from the owner, or by a
number of individuals in cooperative ownership. More-
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over, the rights of some landowners are more intensive
than the rights of others. The owner of an urban lot
in a city which has been zoned is not free to put up any
kind of building he chooses, but is restricted in his use
of the land by the provisions of the zoning law ; whereas
the owner of a lot in a city which has not been zoned is
not so limited in his freedom to use land as he sees fit.
Thus, the landowner in an #nconed city has more inten-
sive property rights than the landowner who must con-
form to a zoning law. A similar shading of property
rights applies to land that is leased. The man who con-
trols land under a lease has not the same freedom to use
it that the landlord has. But the man who operates his
own farm has greater freedom to use his land as he
wishes than the city man has to use his lot. So we find
a gradual tightening of the restrictions on private prop-
erty rights from those of the man who has widest scope
to those of the man whose land or whose business is
strictly regulated because it is “affected with a public
interest.”

Public ownership of land does not have quite the
same varieties of tenure. Nevertheless, under public
ownership, land may be operated by a public agency, as
parks, streets, highways, and national forests are, or by
private individuals under lease from a public agency. In
these cases the title to land rests with the public, In the
case of public utilities which use land for various pur-
poses the title to the land rests with private persons sub-
ject to regulations by the public. In these two illustra-
tions a distinction should be drawn between full public
property and public or social control of private property.

Commeon property exists in a few isolated instances,
and is a survival of former times. In most cases, prop-
erty that is owned in common is passing over to public
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ownership. An example of common property in land is
the town common of old New England. Such land was
owned jointly by all the inhabitants of the town, and
every inhabitant was free to use it to the extent of his
landholdings elsewhere. An outsider coming to the
town had no property rights in the common. Each
inhabitant owned a part of the common and could allow
an outsider to use that portion, but the common as a
whole could not be bartered away without the consent of
all. This is the origin of the Boston Common, The
land owned by Indian tribes is still largely common prop-
erty that is administered by the Federal Government in
trust for the Indians.

Nature of Property.—When the man on the street uses
the term property, he applies it to physical things, This
is not correct. In law and in the daily dealings among
men property consists not of physical things but of exclu-
sive rights to things. By leasing land you relinquish for
the time being, that is, for the life of the contract, your
right to personal use of it. But you still have the right,
recognized in the law, to regain the land for your personal
use if the contract is not fulfilled or when it expires.
Consequently, property has been called a bundle of rights.
When 2 landowner is subjected to some form of social
control, as he is under a zoning law, the number of sticks
in his bundle of rights is decreased. This is a convenient
way of thinking of the social side of private property.

Property, therefore, means an exclusive right to con-
trol an economic good. Private property means the exclu-
sive rights of a private person to control an economic
good. " Public property means the exclusive rights of a
political unit (city, state, or nation) to control an economic
good. Common property means the exclusive rights of
some kind of community to control an economic good.
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Extent of Private and Public Land Ownership.—The
Federal Government is the largest single landowner in
the United States. This is usually forgotten by those
who declaim against a tendency toward the formation of
large private landholdings and who advocate an extension
of the sphere of public property. Moreover, this holds
true despite the strenuous efforts of the government in
the past to transfer land to private owners.

Altogether the Federal Government holds title to 376,-
693,619 acres of land (excluding Alaska), which is about
19 per cent of the total land area. Approximately
182,000,000 acres of this land is the unreserved and
unappropriated part of the original public domain; the
same number of acres is included in nationai forests,
while almost &,000,000 acres are devoted to national
parks and monuments and 4,500,000 acres are
power site reserves. To this acreage may be added
378,165,760 acres in Alaska, several million acres under
the administration of the national army, and 27,660,316
acres in Indian reservations which the government admin-
isters in trust for the Indians. Add to these figures the
31,049,956 acres owned by the States and probably
3,000,000 acres more owned by cities, and we find that
approximately 870,000,000 acres of land in the United
States and Alaska are publicly owned. This is about 38
per cent of the total land area of the United States and
Alaska. The other 62 per cent of our land area is dis-
tributed among the millions of private citizens.

Ouwmnership of Urban Land.-——The greater part of the
urban area is privately owned. No one doubts very
seriously that the incentive of private ownership has
resulted in a rapid growth of cities or that the public has
profited greatly from the immense amount of services
obtained from land through private initiative. At the
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same time one must recognize that much of the poor plan-
ning, unattractiveness, and unhealthful and congested
conditions of cities is due to the impulse of unrestrained
profit-seeking. Hence, the community no longer allows
itself to be led passively by private individuals whose
vision is that of profit. Meastires of control are applied
in cases where the public interest outweighs the private
interests.

Still the private ownership of urban land has some
unquestioned advantages. It stimulates care of property;
it brings improvements which otherwise might be delayed;
it induces a rapid development of urban land to meet
the needs of a growing city population; and it tends to
ehcourage good citizenship. '

From the public point of view, the first outstanding
problem of urban land ownership is to keep these advan-
tages and to avoid the bad results of allowing private
owners to use their land as they see fit regardless of the
rest of the community. I‘or this reason the “social side
of private property’” has been developed by slow changes
which have tended to circumscribe the private rights to
land. In some cases the public control of the use of Jand
has taken the form of transferring privately owned land
to public ownership. We shall return later to this aspect
of the ownership problem.

(1) Home Ouwnership.—One way of helping to develop
a social point of view in the use of property is to encourage
ownership of the home. The desirability of home owner-
ship is an article of faith of most governments as well as
of real estate companies. It is well pointed out that owner-
ship of the home gives to the owners a sense of security, of
stability, and of permanence in the community. Such
owners are more ready, therefore, to take an active part in
the government and improvement of the community. In
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short, home ownership stimulates good citizenship. A
well-developed sense of civic responsibility is after all the
best single formula summing up the motives which lead
to the betterment of the community.

It is somewhat startling then to learn that in 1920
less than half of the homes, other than farm homes, were
occupied by the owners,” and further to learn that only a
fourth of all the homes, not on farms, are owned out-
right, i.e., with titles unencumbered by mortgages.” Some
encouragement may be had from the fact that the per-
centage of home ownership increased more during the
decade ending in 1920 than in the previous two decades,
although, on the other hand, the percentage of free to
mortgaged homes declined more during the last decade
than previously.”

When the data by districts and by cities are analyzed,
we find that a high degree of urbanization, combined with
a rapid rate of urban development, usually coincides with
a low percentage of home ownership and a high percent-
are of mortgaged homes. The explanations of this ten-
dency will vary with the peculiar conditions existing in
cach locality. But the common experience of practically
all large cities has been that the great increase in popula-
tion could not be housed on the economically available
land area except in multiple-family dwellings, and that
the greatly increased costs of building and owning a
single-family home have induced many people to prefer
living in apartments.

By way of illustration, take the situation of a new-
comer to a large and rapidly growing city. If he desires
a single-family home, he has to locate at some distance
from the business center of the city and must lose time

1 Table IV, Appendix.

2 Table ¥V, Appendix,
* "Tables IV and V, Appendix.
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and money in traveling from his home to his place of
business. Added to this inconvenience, he finds that
building materials are expensive and land values and taxes
are high, so that considerable capital is necessary to estab-
lish his home. If he has not sufficient capital in hand and
wishes to borrow, he quite often finds that the supply
of capital for building is limited. Weighing these disad-
vantages against the advantages of living near the center
of the city, it is easy to see why the newcomer so often
joins the urban tenant class and pays the landlord for
assuming the financial burdens and other responsibilities
of ownership. The demand of new arrivals in cities for
rented apartments is swelled by the demand of many
older inhabitants who find the ownership and operation
of separate homes too expensive or too inconvenient to
continue,

The future apparently does not hold such bright pros-
pects for the would-be owner of a single-family residence
as could be desired. The cost of building materials seems
destined to increase rather than decrease, since the timber
supply is dwindling and insufficient steps are being taken
to grow new forests. The cost of labor is already high,
and the building trades unions are apparently strong
enough to keep wages at substantially the same high
level. With the expenditures of local governments
increasing, there is small likelthood of reduced taxes on
real estate unless the tax burden is more widely diffused.
Moreover, land values are already high in the largest
cities and do not seem destined to fall generally.

(a) Private Efforts to Encourage Home Ownership,—
The first thing that private individuvals can do and are
doing is to make economically available a larger urban
land area for home-building sites. However, a wholesale
development of subdivisions would be suicidal. The mar-
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ket for homes is essentially local, and local conditions are
decisive factors. In some cities a new subdivision would
be doomed to failure from the start because the city is
already over-expanded. But where there is a large demand
for home sites and no land area is economically available,
private efforts can make land available by cheapening
transportation and by increasing its efficiency. The
automobile has been a great factor in encouraging home
building on land which used to be considered “way out
in the country.” Electric railways, too, have great possi-
bilities in this direction, provided they are not stifled by
an unwise and inflexible public policy of regulation or
ruined by the competition of unregulated and “publicly
subsidized” motor-bus transportation. However, electric
railways are limited by the necessity of large initial capi-
tal expenditures and ordinarily have to wait upon the
development of an urban area. In some circumstances,
private persons will find it profitable to open up a new
area by building their own electric railway and subsidiz-
ing for a time its operation by the railway company, All
these means of cheapening transportation or making it
more efficient are within the reach of private individuals
and serve to make a larger land area available for home
building.

Private efforts can accomplish most in stimulating
home ownership by increasing the facilities for financing
prospective home builders. Undoubtedly the develop-
ment of the real estate mortgage market aided the
increase of home ownership between 1910 and 1920,
although this development was made possible by larger
earnings and savings during this period, and ignorance
or distrust of other ways of investing surplus funds. The
various agencies which extend credit to owners of homes
have it in their power to give even greater service in the
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future than in the past. Building and loan associations,
for example, are more exclusively devoted to the inter-
ests of home owners than any other single credit agency.
Few people realize that the total assets of all these asso-
ciations amount to more than the capital of all national
banks. Here is a great source of funds available to
people who must borrow in order to acquire their homes,
as well as a great opportunity for saving for that express
purpose. There is no reason why these associations
should' not increase their services to the community if
they are properly manned and regulated and sufficiently
advertised to attract the savings of people. But it would
be useless for building and loan associations to advertise
if there were no desire to own a home. To stimulate
this desire, the legitimate advertising of reliable real
estate dealers in “own your home™ campaigns is a worth-
while contribution to the community.

The cost of building homes can be greatly reduced by
private efforts as well as by the aid of the government.
Concrete, brick, and other substitutes for wood are more
and more used for construction. This saving in wood
consumption, however, is offset by man’s ingenuity in
finding new uses for wood : for example, water pipe made
from wood fiber. Constant search {for new and cheaper
wood substitutes, together with the utmost economy in
using wood, is necessary, and the government is helping
by undertaking the scientific search for substitutes. To
reduce labor costs in building we need to make arrange-
ments to prevent the necessity of paying that portion of
high wage rates which is now paid to tide workers over
periods of seasonal unemployment. If building operations
were regularized, wage rates might be decreased without
cutting yearly earnings, because more days during the
year would be worked. This can be done by dovetailing
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- seasonal occupations, and if private efforts are unavailing
to accomplish this, the application of some stimulus by
public agencies may be necessary.

(b) Public Efforts to Encourage Home Ouwnership.—
The public policy of regulating transportation agencies
bears upon the problem of making economically available
a larger land area. Regulation of electric railways has
gone so far in many cases that railway companies have
been handicapped in attracting to the industry the capital
necessary to finance extensions, especially in the face of
the competition of tax-exempt securities. In a few cases,
notably New York City, the price of electric railway serv-
ice has been held down for political reasons, so that the
companies with difficulty maintain the existing plant and
equipment, to say nothing of making extensions. When
this is the case, and extensions of electric railway service
become extremely urgent, they have to be paid for out
of public funds, raised from taxation or a bond issue—
which is only “robbing Peter to pay Paul.”

Another factor in the transportation situation is that
“motor-bus” companties are pushing to the fore. To the
extent that they furnish cheaper and more adequate serv-
ice to out-lying districts of the city, they help to make
a larger area available for home building. But the com-
petition with electric railways, not only as to service
charges but in other ways, should not continue unchecked.
At present “‘motor-bus’” compantes are practically sub-
sidized by the public in that they do not pay taxes or
franchise fees comparable with those paid by electric rail-
ways. The public policies of regulating these transporta-
tion agencies need revision in these particulars.

There is something to be said for public ownership
of undeveloped land for home building purposes, provided
the homes and the sites are transferred to private owners
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after being developed by public agencies® Not only
could undeveloped land be carried by local governments
at less cost than by private real estate companies or pri-
vate owners, but, when ripe for development, the utiliza-
tion of the land in harmony with the development of the
whole community could be perfectly controlled. How-
ever, would the home owner take the same pride in a
“ready-made” home received from a public agency as in
a home of his own planning? Again, public administra-
tion in this country does not command as much confidence
as, for example, in German cities, where public develop-
ment is carried on. There 1s also ground for doubting
whether the initiative of public agencies is great enough
to develop land with sufficient rapidity to meet the de-
mand. Nevertheless, a policy of public development of
urban land is worthy of consideration.

Public policies can contribute something to encourage
home ownership in reducing the costs of acquiring and
holding a single-family home. To reduce the costs of
building materials, a more active policy of reforestation
on the part of the government will at least lay the basis
for holding lumber costs down in the distant future.”
Various departments of the Federal Government are
already working on possible substitutes for wood in
building construction. The problem of cutting labor costs
in building, from the point of view of public administra-
tion, is mainly the elimination of seasonal unemploy-
ment. Public employment exchanges help the workers to
some extent, but the relief of seasonal unemployment is
largely in the hands of private employers. Since the dis-
advantages of public unemplovment insurance are so
great, a legislative program of this character seems inad-

1 Bruce Bliven, "Do Workingmen Deserve Homes?"' New Republic, March
5, 1924
¥ Post, pp. 232-4, also Ch. VIII.
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visable at the present time. But this need not prevent
those engaged in industry from attempting to regularize
production by a private “insurance by industry” scheme,
provided it is on a sound actuarial basis. Such a scheme
is being worked out in some industries, notably the Chi-
cago men’s clothing industry and the Cleveland ladies’
garment industry. Finally a change in our policies of
taxation, so as to take some of the heavy burden off real
estate, would help to stimulate the desire for home own-
ership.

(¢} The Prospects for Home Ownership.—Despite all
that public or private enterprise may do to stimulate and
increase home ownership, tenancy in our largest cities is
destined to increase. The congestion of population and
the limitation of land area available for building, whether
due to lack of street space or lack of transportation
facilities, necessitates more intensive use of land in the
form of taller buildings of the apartment-house variety.
There is no escaping the fact that apartment buildings
are bound to increase in number in large, congested cities,
and that we are going to have a large class of permanent
urban tenants. Just as in the case of agricultural land,
tenancy is not wholly undesirable. Many people are in
occupations which necessitate moving often from one
city to another. Young people especially do not usually
settle permanently in one place, and they often need a
dwelling which would not tie them to one spot as might
the ownership of a home. Furthermore, in small or mod-
erate-sized cities, tenancy is often looked upon as a tem-
porary stopping place on the road to ownership of a de-
tached residence. For this large group of temporary and
shifting tenants, apartment houses furnish a much-needed
service, particularly in view of the expense nowadays of
acquiring a home outright, an expense which most young
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pecple cannot meet at the beginning of their careers.
But what of the permanent inhabitants? Are they to be
condemned to apartment house life? It is a pressing
problem to reconcile this inevitable growth of apartment
dwellings and permanent tenancy with the social henefits
that flow from ownership of single-family residences.
One answer to this problem may be found in codperative
ownership of apartment buildings.

(d) Cooperative Ownership.—When codperative own-
ership of apartment buildings is discussed, two varieties
of ownership should be careiully separated. The variety
known as “group ownership” is simply the incorporation
of the several owners of an apartment building, each
one’s ownership being limited by the amount of stock
held. The owners may or may not occupy the building.
The variety known as “tenant ownership” means that
each tenant is part owner to the extent of the space he
occupies. In this case the owners ordinarily occupy the
building. When they move away, the tenant-owners have
to dispose of their shares of ownership. Cooperative ten-
ant ownership is a halfway station between tenancy and
full ownership. The tenant-owner eliminates some of the
disadvantages of owning a detached dwelling, but retains
a “stake in the land.” At the same time he takes upon
himself the disagreeable features of apartment house life
and the complications necessitated by the overhead fea-
tures of joint ownership.

Cooperative ownership of dwellings is not a new idea.
It has been in use in England, France, and Italy for cen-
turies.” In the United States it has been used in New
York for thirty years and in Chicago for ten years. In
the former city one concern alone has sold over one hun-

*A. W. Swayne, “Codperative Apartment Buildings,” National Real Estoie
Josurngl, July 2, 1923, p. 4).



OWNERSHIP OF LAND 185

dred apartment buildings on this plan,’ a plan which seems
to be gaining in popularity in other large cities.

Advocates of this method of ownership justify it on the
ground of economy, since it “‘cuts the cost of a desirable
place to live by almost one-half,” The savings are due to
the Tact that tenant ownership of an apartment building
eliminates the following: (1) Losses from vacant apart-
ments; (2) losses from uncollectable rents; (3) expense
of management and advertising; (4) cost of excessive
decorating and repairs demanded by tenants; (5) cost of
repairs necessitated by frequent shifting of tenants; (6)
the profit which an owner of a rented building would make
on his investment ; * this results in a 20-40 per cent saving
in rent, it is said. In addition, this cooperatively owned
apartment offers an opportunity for investing small sav-
ings in a home, which otherwise mght not be available.

The defects of coOperative tenant ownership have been
largely administrative. It is often difficult to get each
“tenant-owner’ to do his share of the work, and, through
lack of experience in property management, an inadequate
allowance for depreciation and maintenance may be made.
One difficulty inherent in the system itself is the difficulty
of regaining money that has once been invested. Perhaps
it is because codperative ownership is not fully under-
stood, since it is still comparatively new in this country,
that the “marketability” of these codperative shares is
admittedly “‘somewhat less than that of other types of
investment,” although “possibly greater than that of pri-
vate residence property.”’ Defects of management and
investment may perhaps be overcome as cooperative own-
ership comes into wider use. In its present form tenant

1 Report of Mortgage and Finance Divisien, National Association of Real
Es’tal\rtbe'_d.Boards. Nov,, 1923,

* Douglas L, Elliman, Coedperative Qwnership, Pamphlet published by Douglas
L. Elliman & Co., New York, 1923, p. 13.
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ownership of this type is not invariably successful or de-
sirable, but it is worth experimenting with as an attempt
to work out a suitable system,

(¢) Leasing—l.easing is the only alternative to co-
operative ownership where conditions prevent the owning
of detached homes. Many people, particularly landlords,
advocate long-term leases, but this is not an unmixed
good. For those who expect to be permanently located
in one community, a properly drawn long-term lease has
some merits. On the other hand, those tenants who an-
ticipate a frequent change of residence or who look for-
ward to owning their home, do not want to be bound by
a long-term lease. They want to be free to move when
they wish.

The private ground lease system has sometimes been
advocated as a means of encouraging home ownership.
Ground leases of this character are chiefly long-term
leases. Baltimore, Washington, and Philadelphia have
used the private leasehold system extensively for residen-
tial land. In Baltimore, however, the type of home built
on leased land was found to be generally inferior in qual-
ity, because a man has not the same interest in the build-
ings when the land is not his own.

This objection does not hold with equal force in the
case of commercial property, and hence we find that an
* increasing amount of land in business and industrial dis-
tricts is being developed under the private leasehold sys-
tem. The business property in the “loop” district of
Chicago, for instance, has been built up largely on land
leased from private owners for a long term of years. The
advantage of the private leasehold in such cases is that an
owner who finds himself unable for lack of capital to
utilize the land to the fullest extent may lease to others
having the necessary capital the right to develop the land
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intensively, Conversely, individuals who have enough
capital to put up a tall office building may not have enough
to do that in addition to buying the land owright. By
paying a fixed rental under a leasing arrangement for a
period of years they are able to make better use of their
capital. These are the principal reasons why the utiliza-
tion of urban land for commercial purposes has been based
so extensively on the private leasehold system.

Moreover, private leaseholds have proved moderately
successful for semi-public institutions, like universities,
which desire to retain ownership of the fee while allowing
the land to be utilized until the school needs it for future
expansion.

The University of Washington is reported to have
made good use of ground leases. The university’s policy
was based on a desire to capitalize its value-creating
power in the community, while at the same time it con-
trolled the land in the interest of future university expan-
sion. The fears of opponents of the leasehold, that set-
tlement would be attracted first to the frechold lands,
were not realized in this case. The success of the private
leasehold system in this instance was due in large meas-
ure to revaluations of property and readjustments of rent-
als at intervals not less frequent than ten or fifteen years.
Furthermore, through its control of the leasing terms,
the university was able to restrict apartment houses and
commercial buildings, to segregate fraternities and sorori-
ties, to set aside land for primary and secondary schools,
and to prevent speculations and political interference. On
the other hand, some other universities using the lease-
hold system have not had the same success, probably due
in great measure to Jess careful administration.

(2) Private Ownership of Other Kinds of Urban Land.
—The congestion of population is fully as serious as the
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problem of tenancy and home ownership. Realizing the
menace to life, limb, and health of too great congestion,
numerous regulations have been imposed upon private
property, and many other schemes are proposed to solve
the problem. Most of these new schemes would only
aggravate the present conditions. In New York City,
for example, it has been suggested that “three-deck”_
streets for pedestrians, street railways, and automobiles,
be i_m;talled,1 that more bridges be built across the Har-
lem and Hudson rivers, that more tunnels be placed under
the rivers, and that new avenues be cut through or present
streets widened. The experience of Manhattan Island
after the subways were built should teach the lesson that
these proposed measures are not permanent solutions of
the problem. They would simply make it easier for a
time for the existing population to move around. Sooner
or later numbers are likely to increase and the congestion
become as bad or worse than before.

The plan which at the present time seemns most likely
to afford permanent relief is the limitation of the height
of buildings. If buildings over a certain height were
prohibited, business centers would have to spread out,
and sub-centers would probably increase in number and
in importance. Many cities are working along this line
already, by “butk zoning” and ‘“‘set-back” regulations.’
Much remains to be done, however, in limiting the height
of buildings to the point which will materially affect the
congestion resulting from intensive utilization of land.
The movement of many factories to small towns or subur-
banm areas also contributes to the relief of this congestion
in large cities.’

I New York Times, Aug. 19, 1923,

* Frank B. Williams, The Law of City Plonning and Zoning, Macmillan, 1923,

Part III, Ch. V; Part IV, Ch. IIL
2 8ilas Bent, “Factories in the Country,” World's Work, March, 1924,
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(3) Public Control of Private Property Rights tn
Land.—These regulations of privately owned land used
for commercial purposes illustrate the fact that in between
full public ownership and exclusive private rights to land
there is a “twilight zone” of public control of private
rights. This is the “firing line” of most controversies
concerning public or private policies of utilizing land. As
was said earlier in this chapter, from the point of view
of the private landowner, this regulated sphere of private
rights constitutes the social or public side of private
property. From the point of view of the public these
regulations safeguard the public against misuse of private
rights to use land. Under some circumstances public
control may be an opening wedge which might possibly
lead to complete public ownership, as was the case with
the Detroit street railways a few years ago.

The justification of the restrictions imposed by legisla-
tures and courts upon the private rights to use land is
found in the public nature of the interests protected. The
protection of health which building codes are intended
to promote is without doubt a legitimate basis for restrain-
ing private rights. The protection of public safety em-
bodied in limitations of the height of buildings is very
evident when we consider the danger to life and limb in
congested streets and also the difficulty of fighting fires
in buildings more than 150 feet in height. Zoning laws
are usually accepted as valid since they accomplish an
object which has been called the ‘“‘conservation of eco-
nomic values,” in the sense that land values are stabilized
and preserved by a rational, orderly development of a city.
Real estate license laws affect land utilization indirectly,
of course, but they have been sustained on the ground
that they serve to protect the public from fraud and de-
ception. Reasonable regulations of private rights, to se-
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cure the above objects, will meet with comparatively little
objection.

The extreme limit to which we have gone in regulat-
ing private rights in land utilization is found in rent regu-
lating laws and laws regulating street railways. The
avowed purpose of these laws is to protect the public
against economic coercion—that is to say, to protect the
users of necessary services from possible extortionate
charges for those services, Regulation in both instances
involves fixing the price of the services, which in part are
rendered by the land. The street railways, since we have
granted them monopoly privileges in the form of exclusive
franchises, can hardly object if public agencies see to it
that the public is not exploited by exorbitant street car
fares. But street railway owners may legitimately remon-
strate if public regulation is carried so far and pushes
fares so low that it amounts to public exploitation of pri-
vate property. Where to draw the line between high
service charges (private exploitation of the public) and
low service charges (public exploitation of private prop-
erty) is a complicated problem into which we need not
enter,

The wisdom of rent regulation acts of New York,
the District of Columbia, and other States, although
admittedly only emergency measures, may fairly be ques-
tioned. Consideration of these acts raises the question:
Is it reasonable to limit the rents which may be charged
for dwelling space? The answer of the courts in pass-
ing upon the validity of these laws was: Yes, as an
emergency measure, when an acute housing shortage like
that of 1920 makes it possible for unscrupulous land-
lords to charge exorbitant rents for such a necessary
service as shelter. The economic coercion which these
laws sought to remedy was of this nature: A tenant, at
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the expiration of his lease, had either to pay what the
landlord asked or be evicted. The housing shortage was
so acute that, if he were evicted, there was no other
place for him to obtain similar shelter at less than the
new charge. Hence, he had to stay and pay the price or
go without suitable shelter. To protect the tenant, the
government stepped in and said that the landlord may
not evict for non-payment of a higher rent. In effect,
the government said to the landlord: “You must continue
to render the same service at the same price to the same
people.” Thus the landlord is deprived of the right of
regaining the use of his land when his terants’ leases
expire.” According to present standards, this is certainly
an extreme invasion of private rights, even for an emer-
gency; since it essentially transformed the utilization of
land for residential purposes into a public utility, and
regulated it as such. Almost all of these emergency
measures have been repealed or have automatically ex-
pired, but they serve as illustrations of the degree of
public control of land utilization to which we might go,
whether wisely or not, if the congestion of population
and shortage of homes should call for such drastic action.

(4) Public Ownership of Urban Land.—In consider-
ing the problems of urban land ownership we must reckon
also with the publicly owned area. Information about
public land ownership has been obtained from a limited
number of cities by the Institute for Research in Land
Economics and Public Utilities and is tabulated in the
appendix.” The figures to date show that a little less than
30 per cent of the total land area of thirty cities is pub-

1Block v, Hirsch, 41 Sup. Ct. 458 (1921), The present (1924) law in
Germany goes even further in prahibiting the eviction of a tenant for non-
payment of rent. England bas similar legislation, mare drastic than in the
United States, but less extreme than in Germany.

3 Table IIT, Appendix.



192 ELEMENTS OF LAND ECONOMICS

licly owned. Of this publicly utilized area considerably
more than half is used for streets and alleys, and the re-
mainder for parks, municipal buildings, and other pur-
poses.”

It is quite likely that public ownership of urban land
will necessarily be extended somewhat in the future. In-
creasing use of automobiles has intensified the demand
for areas useful for traffic and parking. Also the area
used for public parks will undoubtedly become larger with
the growing recognition of the importance of light and
air to the health of a congested community. But so far
as public ownership for the purpose of developing land
for private use is concerned, this had better wait upon
such an improvement in public administration as will
assure a rational and sufficiently rapid development.
There are other ways of controlling the development of
urban land to safeguard public interests which are at
present better than the method of transferring land from
private to public ownership. We may be obliged to come
to public development in time, but not immediately.

As soon as public property is established, the great
problem of public ownership is, whether the land should
be used by public agencies or should be leased to private
mdividuals for utilization. Experience has shown that
the well-recognized public services, such as streets, parks,
and schools, should be administered by public agencies.
Some services which are just on the verge of being recog-
nized as public are performed by private corporations
operating under a franchise or lease granted by public
agency with suitable restrictions. This is the status of
most electric railway systems, Great care should be exer-
cised in granting these franchises to use public land, lest
their terms be so restrictive as to hamper the electric rail-

1Table 1, Appendix.
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way in extending its services to meet the community’s
needs. In some cities also the public owns a vacant area
which might profitably be leased to private individuals for
short terms with suitable restrictions, so that the public
may regain exclusive control when the area is needed for
some public use.

Enough has been said, no doubt, to show the nature of
the problems which arise from the ownership of urban
land and its effect upon land utilization, and the means of
solving those problems. On the whole, property rights
" of urban landowners are more restricted by some means
of public control than almost any other class of property
rights. At the same titme we have gone further and de-
clared that certain services of land are so important to the
public that the land which provides the services should he
publicly owned. On the other hand, private ownership
of urban land is, as a general rule, the best inducement to
the rapid development of land for relieving the housing
shortage and to the encouragement of home ownership
for establishing desirable standards of citizenship.

The Ownership of Agricultural Land.—One of the ob-
jectives of a land policy is to secure a large production of
agricultural products while keeping a sound proportion
to other forms of production. Some writers believe that
our present syvstemn of land ownership impedes production
and that we shall not get the best production until the
land is naticnalized and becomes public property. Social-
ists have brought forth schemes for the public ownership
and operation of land, but the experience of the world
indicates that private property in agricultural land offers
the best inducerient o prodiiction. This is so because
the nature of agriculture makes it so. The owner-opera-
tor is his own employer. Every hour he puts into intelli-
gent labor brings its reward; hence the discussion of an
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makers to work toward, it is not intended to deny that
there is some place for public ownership and operation
of agricultural land. There is scmething to be said for
the ownership of a lmited amount of agricultural land
by the government, for colonization purposes while such
ownership for “agricultural experiment stations is taken
for granted.” The diffusion of knowledge gained from
public agricultural experiments will do much to raise the
standards of the agricultural industry. Moreover, Cali-
fornia has shown that public colonization of land, if prop-
erly administered, can be successful. Notwithstanding
these useful functions, the interests of individuals and
of society are best served by a system of private owner-
operation, and this should be the end which these who
formulate utilization policies should strive to reach.

(2) Farm Tenancy—It has been pointed out that
owner-operation makes for stability of national life.
The owner has a stake in the land. The propertyless in-
dividual thinks he has nothing to lose by a change and
may expect to gain by a “new deal.” This is true of
both city and rural laborers and tenants, and a nation with
a large number of these is in perpetual peril. Mexico is
an example. From the standpoint of a stable agriculture,
the highest production over a long period of time and the
best social conditions are generally obtained by as much
owner-operation and as little tenancy as are consistent
with the circumstances of each country, A land policy
must therefore include this important problem of keeping
farm tenancy at a normal and healthy minimum.

For the past thirty years in the United States farm
tenancy has been increasing. In 1880 25.56 per cent of
all farms were occupied by tenants. This figure was in-
creased to 28.4 per cent in 1890, to 35.3 per cent in 1600,
to 37.0 per cent in 1910, and to 38.1 per cent in 1920.
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The declining rate of increase may be taken as a prom-
ising tendency. In some States, Maine, for example, the
percentage of farms occupied by tenants is less than five;
in other States the percentage is very high, as, for ex-
ample, in most Southern States, where over half of the
farms are occupied by tenants’ However, these figures
for tenant farms do not give a complete picture of the
situation. For the United States as a whole 42 per cent
of all improved land in farms was rented in 1g20. In
the tier of States running north from Texas to North
Dakaota about half the improved land is rented.’

The two sets of figures, taken together, give some in-
sight into the real purpose of tenancy as a form of land
tenure. The Northeastern States, which have a declining
percentage of tenant farmers, have also a low percentage
of rented improved land. The Middle Western States
have had a climbing percentage of tenant farmers and a
large percentage of rented improved land. New Eng-
land’s loss of agricultural supremacy in competition with
the more fertile regions of the Middle West has brought
with it abandoned farms and declining land values, mak-
ing it easier for tenants to become owners and, instead of
renting, to purchase at $20 to $30 an acre all the land
that they can use. In the region known as the “bread
basket of the nation” agriculture has boomed, land values
have risen, and the young man starting in the industry
has had to serve an apprenticeship as a tenant in order to
accumulate the funds with which to purchase enough
land at $100 to $200 an acre to “make a go” of his farm.
Similarly many owners, who, with the aid of new ma-
chinery, find themselves able to handle larger farms than
they are able to buy, rent improved land for a time before

2 Table VII, Appendix.
1 Table VIII, Appendix.
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purchasing it, because the land values are so high that
considerable capital is necessary in order to buy land out-
right. Tenancy is, in fact, as these figures are inter-
preted, a “rung on the agricultural ladder.”” And it is an
increasingly used “rung” in regions where high land
values have made necessary capital investments of $15,000
or $20,000 to start a farm. For a large number of aspir-
ing young farmers a tenant period is simply a stage in
the accumulation of experience and funds, by means of
which the full stature of an owner-operator is attained.

Viewed in this light, farm tenancy is not altogether
undesirable. But not all tenancy is of this character,
Some tenants are not and never will be sufficiently com-
petent to manage a farm on their own account. If they
are poor workers as well, they are a hability rather than
an asset to the industry and may profitably be weeded out
and diverted to some other occupation more suited to their
capacities; but there are other tenants who will never be
capable of managing a farm, although they are excellent
workers when adequately supervised and directed. To
this class belong most of the “cropper” tenants of the
South, largely negroes and “poor whites,” who, left to
themselves, are inefficient workers and are easily imposed
on by others. However, it is the young farmers using
tenancy as a path to ownership whom we should protect
and encourage along the road.

Hardly anything has been done to improve the landlord
and tenant relations on the farms of this country. Cer-
tain things need to be done. For one thing, because ten-
ant contracts are usually for short periods, the tenant
receives no encouragement to improve the property, since
he realizes that the benefits of improvements may go to
someone else at the expiration of his lease. Undoubtedly
short-time leases are more desirable than long-term con-
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tracts, since the short lease is much more flexible and
adaptable to price changes. But under a short lease, if
the landlord does not make improvements, the tenant
certainly will not make improvements, since they would
probably benefit someone else more than himself. Hence
the farm stands still. In order to encourage tenants to
make improvements under short-term leases, some method
of paying him for unexhausted improvements is needed.
England has a law compelling the landlord to pay the out-
going tenant the value, as determined by appraisers of any
improvements made but not worn out by him. The Eng-
lish example is worthy of emulation. As suggested also
by Dr. L. C. Gray, tenant contracts should be scientifically
drawn up instead of being made by rough-and-ready meth-
ods; educational efforts to stir the tenant to make im-
provements and farm more efficiently should be redoubled ;
and the development by education and example of a cus-
tom of good landlordism would serve to reduce the most
severe forms of oppression and exploitation practiced by
some Southern landlords on their ignorant and helpless

“cropper” tenants." In short, the defects of farm ten-

‘ancy are more often the defects of its application than
defects inherent in the system. A properly controlled
system of tenancy has a place in a desirable system of
farm land tenure, chiefly, let it be noted, as a stepping-
stone to ownership.

(3) Colonization and Rural Credits.—QOther means
which will help men to own farms must also be em-
ployed. Among these are colonization and a proper sys-
tem of rural credit; and a policy of land ownership will
also include these.

In framing colonization policies it must be remembered

L. C. Gray, Introduction fo Agriceltursl Ecomomics, Macmillan, 1924, op,
207-311.
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that the ownership of land, and especially of agricultural
land, is very important from the standpoint of national
unity. Where a colony of non-Americans is located in a
compact settlement they are likely to retain their Old
World customs, languages, and traditions even to the sec-
ond and third generation. This is true, of course, for
cities as well as for the country; but the ownership of a
compact area of agricultural land by an alien group gives
to them complete control over the government and the
institutions of that area. Town and county governments,
schools, and churches are entirely under their control;
and American ideals, language, and traditions penetrate
such a group very slowly. ‘

Colonization companies which make a specialty of set-
tling foreign groups are trying to solve this problem.
To place a Polish farmer in a region settled entirely by
American farmers is undesirable, The contrast is too
great, and the newcomer misses the contact with friends
who can understand and sympathize with his problems.
On the other hand, a close settlement of Poles, Germans,
or any other nationality is undesirable for the reasons just
mentioned. A praper distribution of foreign groups
among other foreign groups and among Americans is
the end for which colonizers should consciously strive.
Then, by the influence of proper community centers, by
neighborhood entertainments, by schools, libraries, and
other educational institutions, these {foreign-speaking
groups can gradually become Americanized.

Where there are great differences in the standard of
living, one group will often push out another group. We
may as well take it for granted that certain racial and
national groups will not intermix and intermarry, and
will not even mingle socially in churches or in schools.
In such cases the purchase of land by the lower standard
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groups is likely to mean that the upper standard group is
pushed out. Where such a change is in progress, land
values drop and the institutional life of the area is broken
up. This can be seen in its most acute form on the
Pacific coast, where Orientals obtained a foothold on the
agricultural lands. California and Washington have
passed laws prohibiting the ownership of lands by Ori-
entals and the leasing of land to them for more than three
years. The Supreme Court of the United States recently
decided that such laws are constitutional.’ This may
seem a harsh measure, but every English-speaking nation
on the Pacific has similar laws, and Japan herself has
measures restricting the ownership and use of land by
foreigners.

(4) Alien Qumership.—Alien ownership of land is
not consistent with the idea that the landowner is the
backbone of the nation's stability. Such stability can be
expected only where the owners are citizens. It may not
be desirable to forbid alien ownership entirely, because
our citizens are allowed to own land in foreign countries.
But alien ownership is likely to lead to misunderstand-
ings, especially if the landowner is also an absentee land-
lord.

(5) Land Titles and Registration.—The last factor to
be mentioned in connection with the encouragement of
private ownership of land is improvement in the system
of land titles and land registration. If transfers of land
can be effected with ease and certainty, the desire for land
is more likely to be satisfied. Landed property is conse-
quently becoming more fluid. It is easier in this way to
get a proper distribution of men upon the land, thereby
permitting the most efficient use of man and land power.

3 Porterfield v, Webb, 44 Sup, Ct. 21 (1923); Terrace v. Thompson, 44 Sup,
Ct. 15 {1923).
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Enough has been said to show the close and important
relation between the system of land tenure and the effi-
cient use of agricultural land. FElsewhere we have noted
how dependent the city population is upon the food sup-
ply furnished by agriculture. If agriculture fails to do
its part or to function properly, the city population must
reduce its standard of living, starve, or go back to the
farm. We are continually being confronted with plans
for helping the agricultural industry to become more effi-
cient, Some of these plans, and the evils they would cor-
rect, arise out of the nature of the industry, as we saw in
Chapter VII. Many proposals are made to improve social
conditions in the country and to keep a wholesome bal-
ance between the rural and city populations. But it will
be noted that rarely, if at all, do any of these plans, or
proposals, or policies suggest that the mixed system of
tenancy and owner-operation, the latter predominating,
should be fundamentally changed. In other words, owner-
operation of agricultural land, supplemented by a certain
amount of tenancy, is on the whole the best means of
inducing farmers efficiently to play their role in the econ-
omy of a nation and of the world.

Ownership of Forest and Mincral Lond —Heretofore
we have stated that the public need of further devel-
opment or more efficient production in the case of urban
and agricultural land can best be met by a system of pri-
vate ownership of the land, with some phases of owner-
ship under public control. Quite a different situation
must be dealt with in the case of forest land. The ex-
treme consequences of allowing a policy of exploitation
under private ownership to run its course are seen in the
present wood famine. Repeatedly we have emphasized
that less than one-fourth of our yearly production of tim-
ber is being replaced by reforestation. Our problem is,
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therefore: ‘What system of ownership will best supply
adequate incentives to conservation and reforestation?

From past experience we know that private ownership
does not meet this test of public need. The fault lies not
so much with private owners as with the system of own-
ership and the peculiarities of the timber crop. Tt takes
years to grow a forest, and during those years the land
must be carried by private owners, who are naturally
looking for a profit. When they do not see a profit, they
will not grow trees to replace the timber that they cut.
And it should be clear that no profit is in sight, with the
carrying costs, including taxes, as high as they are now.
~To be sure, some private efforts at reforestation are bear-
ing fruit; the paper industry is the leader in this work.
But the total amount of reforestation falls far short of
the amount needed to maintain an adequate supply of
wood and timber products in the future.

If under private ownership there is insufficient induce-
ment to plant a forest crop, there is no other alternative
than public ownership. Public contro! of private forest
owners may help to conserve the existing supply, but it
cannot very well compel the production of a new supply.
Tax reforms are helping to prevent the cutting of trees
now standing, but the reduction of carrying costs and
tax reforms have not gone far enough to stimulate much
reforestation. The pulp and paper industries are grow-
ing some quickly maturing inferior grades of trees for
their own use, but only the government is in a position
to carry forest land until a high-grade forest crop matures
in 75, 100, or even 150 years. Hence a change in the poli-
cies of ownership of forest land is dictated by the public
need of conservation. The public interest can best be
served by bringing into public ownership large tracts of
land suitable for the growing of forests, and this will
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involve transfers of privately owned cut-over and other
land to public ownership. :
The urgency of applying conservation meastres to min-
eral land exploitation is not so great as it is in the case
of forest land, because we are not sure that all the min-
eral deposits have been discovered. But the nature of
mineral production is such that it must be carefully
guarded. A policy of replenishing our timber supply may
be carried out, but new supplies of minerals cannot be
grown. Once taken from the earth they cannot be re-
placed, and the only way of increasing the available sup-
ply is to discover new mineral deposits. The oil industry
is an outstanding illustration of the great need for guard-
ing strictly the public interest in conservation. In some
cases it may be desirable to have operation of public land
by public agencies; in other cases private operation under
lease from the public is more desirable. Whether min-
eral land is privately or publicly owned, a substantial de-
gree of control is essential to protect the public interests.
Ownership of Water Rights.—Water rights in the
semi-arid West fall, for the most part, in the same class
as rights to forest and mineral land. However, this is
not because the supply of water is dwindling and cannot
be replenished. Public ownership of water rights is gen-
erally desirable because the supply of water is scarce In
relation to the demand, and because public control of a re-
source which is vital to a great many people cannot be
made as effective in other ways. As we saw in Chapter IX,
private ownership of water rights with private exploita-
tion has been tried, public control of private exploitation
is being tried, and also public ownership with properly
regulated private appropriation. Of the three systems
there is little doubt that when water is so necessary and
so scarce as it is in some of our Western States, the urgent
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need for conservation is best met by public ownership of
water with private beneficial use. However, when a dif-
ferent system has been evolved through a long period of
years, certain vested rights appear; and it is often difficult
and undesirable to extinguish these vested rights by a
change to a system of public ownership.

The Social Side of Private Property.—It is very diffi-
cult, even if it were desirable, to lay down hard-and-fast
rules governing the public or private ownership of land.
The problem is primarily one of providing the best induce-
ments to release or conserve the services of land. In
general, the more necessary the services and the greater
the need for conserving them, the more weight should
be attached to public ownership. Short of a complete
transfer to public ownership, the public interests can be
protected adequately only by proper measures control-
ling privates rights. If all landowners had the idea that
private property was a social trust and that private rights
to the use of land were an opportunity to give social
service, measures of control would be quite largely un-
necessary. Since many people do not of their own accord
recognize the social side of private property, we must
expect that, to an increasing degree in the future, they
will be forced to recognize public interests. This, at any
rate, seems to be the present tendency expressed in a
growing number of regulations, embraced collectively un-
der what is called the police power, of the private use of
land, -

SUMMARY

The ownership of land affects the efficiency of its use
and the conservation of natural resources. Property in land
is {1) public, {2) private, or {3) commmon. Property is not
a thing but the rights over a thing; and public regulation
modifies greatly the content of the “bundle” of rights that
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constitutes private property in land. Urban land is mostly
privately owned, and this is desirable because of the social
advantages connected with home ownership and because pri-
vate initiative brings about efficient utilization of land used
for purposes other than homes; but the use of privately
owned urban land is increasingly controlled in the public
interest, and the publicly owned areas in cities will probably
be extended very considerably in the future. Agricultural
land is most efficiently used under private ownership; and
owner-operation generally produces the best social and eco-
nomie results, though farm tenancy has a place in a desirable
system of land tenure, chiefly as a stepping-stone to owner-
ship, Wise colonization schemes and rural credit systems
will aid in bringing about a proper proportion between
ownership and tenancy. An improvement in the system of
fand titles and registration is also desirable, More public
ownership of forest land is needed to bring about conserva-
tion: and in the case of mineral lands attention must be
given to measures designed to lessen waste of natural re-
sources. Public ownership of water with private beneficial
use seems best to meet the needs of the arid regions, although
other systems of ownership of water rights which have been
developed by hard experience have some advantages that
should be carefully considered. The social side of private
property is recognized to an increasing degree, and is ex-
pressed through regulations embraced under the police power
of the State,



CHAPTER XI

LAND CREDIT

BusiNgss is run on credit in our modern economy.
The great bulk of transactions,—millions of them take
place daily between business men of all sorts,—are credit
transactions. The transactions arising out of the utiliza-
tion of land are no exception to this statement. Consider
the fact that 41 per cent of the farms occupied by owners
in 1920 reported a mortgage indebtedness, which
amounted in the aggregate to over four billion dollars.
There are no published statistics of the indebtedness of
tenant farmers. Of the owned homes not on farms
almost 40 per cent had mortgage indebtedness, which
aggregated over six billion dollars in 1920. These fig-
ures give an idea of the magnitude of only a part of the
credit operations involving land.

The importance of credit operations in the economic
life of a country is well illustrated by the depression of
1920. Many farmers claim, with some justice, that the
bottom dropped out of the market for farm products
because the Federal Reserve Board issued orders to mem-
ber banks to curtail the issuance of credit, and advanced
the rediscount rates to accomplish this curtailment. The
reasons why the Federal Reserve Board did not act socner
in checking credit inflation form too long a story for us
to enter upon here. It will suffice to say that the success-
ful financing of the last war loan depended, in the opinion
of treasury officials, upon keeping the rediscount rate low.

207
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The important point to notice for our purposes is that the
course of prices, production, business enterprise, and land
utilization was substantially changed partially as a result
of changes in the credit policies of the banking institu-
tions of the country.

We still hear the farmers’ cry, “Give us more credit.”
Several bills are pending before Congress asking for agri-
cultural credits in one form or another. These requests
have been for credit in addition to credit already granted;
and notable results are the revival of the War Finance
Corporation authorizing loans to the total of $300,-
000,000, and the intermediate farm credit bill, known as
the “Capper’ bill, passed in 1923. Farmers want credit
to enable them to export their surplus production. At the
same time those who are building homes want credit to
enable them to make up a shortage of homes, and are
asking that banks be allowed to lend more than so per
cent of the value of real estate.

Relation of Credit to Land Utilization.—Special credit
instrumentalities are necessary for the utilization of land
because it takes a long time to produce the commodities
and services which land renders. A farmer who puts in
a crop in the spring has to wait four, five, or six months
before he can harvest the crop and get any return for it.
Similarly the man who puts up a building on a city lot
has to wait until the building is finished before he gets
any income from the services of the land. Moreover, the
services of the land as a building site (or as a farm)
are durable, so that the investor finds his returns from
capital applied to land are spread over a long period of
vears. This long period of production, which is especially
characteristic of land, necessitates some sort of financing
of the investor until his returns come in. If the community
had to wait until the farmer had accumnlated enough cap-
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ital to buy his farm outright, to pay for seed, fertilizer,
equipment, and labor, and to provide his own upkeep
while the crop is maturing, starvation might be the fate
of most of those dependent upon the farmer’s crops. In
the same way many city dwellers would be shelterless if
they had to wait until they or some landlord had amassed
enough capital to construct and equip a building without
asking credit of someone. In short, the demand for an
immense amount of commodities and services which land
alone can produce, coupled with the length of time nec-
essary to produce those services, makes credit indispen-
sable for an adequate utilization of land. ILand utilization
waits upon credit. We venture to say that if credit had
not been made available for the users of land, we should
still be'in an age of feudalism,

Nature of Credit—The word “credit” has many mean-
ings and shades of meaning, since it is one of those terms
which economics has borrowed from the frequently inex-
act language of everyday life. One of the commonest
of these meanings is indicated when we say that a man's
credit is good or that he has good credit, by which we
mean that he has the reputation of paying his debts
promptly and has the ability to do so, and that therefore
other men are willing to sell goods to him or advance
funds to him and wait for their pay until a future date. .
Another important meaning of the word refers to the
character, not of the man, but of the transaction itself.
The transfer of goods or funds with the expectation of
future payment or return is a credit transaction. This
is the idea embodied in the word credif in the science
of economics. Credit may be defined therefore as fol-
lows: A credit transaction is a transfer of goods or funds
for a promise of a future equivalent.

First, it should be noticed that the transaction is partly
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present and partly future, or, in other words, (1) credit
contains an element of time. In the second place, it is to
be remarked that (2) the transaction involves confidence
(a) in the character and resources of the borrower, and
(b) in the sufficiency and security of goods which he
may have pledged for the fulfillment of his promise. A
third factor frequently present is (3) a written evidence
of indebtedness, given by the borrower to the lender,
which constitutes the tnstrument of credit.

The Foundation of Credit.—Credit rests on savings,
just as land utilization rests on credit. To appreciate this
we need only look around at the institutions which fur-
nish credit. They are the banks, insurance companies,
building and loan associations, and other agencies which
handle the savings of people. But savings, and credit
which is based on savings, do not consist of paper but
of actual goods or funds (purchasing power) over and
above what is necessary for current needs. When credit
is based on paper only, conditions develop like those dis-
tressing Russia and Germany and, to a less extent, France
to-day. But when credit is based upon actual and increas-
ing wealth, the first condition of a sound enlargement of
credit is established. Confidence in the future repayment
of the loan is so large an element of credit that it is impor-
tant that the basis of credit in wealth shall be stable and
secure. This means that the second condition that makes
credit possible is a sound currency and a strong and stable
government to enforce rights of persons, property, and
contract. The credit rating of Russia is low because of
lack of confidence in the stability and security of its
wealth and of the government which protects that wealth,

By itself credit cannot be said to increase wealth, but it
does act as a lubricant in the processes which do create
wealth. When a bank lends money to the owner of a
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city lot, the loan does not mean an increase in wealth
until it is used for developing the lot. When we regard
credit in its most general sense as a transfer of purchas-
ing power from one person to another, it is apparent that
the mere act of transfer is not an addition to wealth, but
it may be the means of adding to wealth in the form of
some commodity or service.

When the foundations of credit rest upon actual, stable,
secure, saved wealth, the additional requisites of personal
credit are what are colloquially called the “Three C's™;
namely, Character, Capital, and Capacity. There is no
invariable order of importance of these requisites, for the
one which seems at first sight to be the most important
may in some cases be the least important. To most peo-
ple the capital back of a credit transaction might appear
to be most important, but the late J. Pierpont Morgan
once made the statement, which has often heen quoted,
that he had granted a loan of a million dollars simply
upon the basis of the character of the man to whom the
loan was made. On the other hand, a man without char-
acter is at a disadvantage in obtaining credit, for although
he may have ample capital and capacity to repay the loan,
he may dissipate his capital and leave his creditors help-
less. Capacity is considered along with character when
it is not regarded as a part of character. Capacity in
the economic world means earning power; and earning
power will produce the wealth necessary for repayment,
while character gives confidence that the obligations of
credit will be met when the earning power has borne fruit.

Land As a Basis for Credit—For centuries land has
been a basis for credit. Indeed, land has some very ob-
vious advantages over other securities for credit. Land
is indestructible, it cannot be moved away, and its serv-
ices are durable. Moreover, we can see land, we can walk
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on it or build a home on it, or raise food products to keep
from starving. For all these reasons land is a good
security for credit, since it is universally useful and widely
desired. However, land has one disadvantage—the
fixity of investments in land. It is difficult to withdraw
capital which has been put into improvements of the land.
Consequently land (or real estate) does not have the same
degree of marketability that other more liquid invest-
ments have,

Classification of Types of Credit.—A classification of
the tvpes of credit is as important as the classification of
the land itself. By hard experience it has been learned
that credit does not perform its functions most advanta-
geously unless the facilities for credit are established with
reference to the needs of the various economic classes in
the community. There may be ample credit for some
purposes and at the same time a dearth of credit to sup-
port other equally necessary activities, One often reads
in farm journals that manufactures and commerce are
plentifully supplied with credit while many farmers are
going bankrupt for lack of it. For this reason we need a
credit classification which is related to the needs of the
several groups engaged in production.

Upon examination it will be found that the needs for
credit can be grouped best according to the length of
time for which credit is required. Farmers, for example,
very often need three kinds of credit, which vary in the
time element. First, they may need credit for a short
period, up to six or nine months. To denote the purpose
we will call this “marketing credit.” It enables the farmer
to keep his enterprise going while the crop is maturing,
until it is harvested and sold on the market, The money
received from crop sales is the means of repaying the
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loan. Second, many farmers need credit covering a
period of one to three years—middle term or “interme-
diate” credit—to finance additions to their equipment or
livestock. Finally, there is need for long-time credit for
periods longer than three or five years. This may be
called “investment” credit, because such loans are used
mainly for adding permanent improvements to a farm,
for increasing the farm acreage, or perhaps for buying a
farm. The returns from these improvements are usually
a long time in coming back to the farmer, who conse-
quently needs a long time in which to repay the advances
of credit.

Similar credit requirements occur in the utilization of
urban land. A small fire with loss of rentals for a short
period may give rise to a demand for short-time credit
to tide the owner over a tight place. A home owner may
decide to build a garage or add a wing to his house and
expects to be able to repay the loan within two or three
years. Finally, those who desire to put up office build-
ings or build homes need credit for periods of ten, twenty,
or more years.

For the institution of credit to perform its full service
in the community, an adequate supply of short-time, inter-
mediate, and long-time credit is needed.

Instruments of Credit.—Short-time credit is ordinarily
regarded as commercial credit, since it is commonly used
in commercial transactions. Commercial credit really
stands by itself because it is based upon deposits in banks
subject to repayment on demand or upon transactions
which begin and end within short periods. Three months
is considered a standard length of time for commercial
credit, although many loans run for only 10, 30, or 6o
days. The standard period, however, is sometimes
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stretched to nine months, and the Federal Reserve System
is especially authorized to grant credit to meet the needs
of agriculture for a period of nine months.

The instruments of commercial credit are several in
number, but since they are of relatively small importance
in the long-time transactions involving land, we shall do
no more than give their names. The simplest and most
extensively used commercial credit instrument is the
check upon a bank. The element of time plays a very
small part in this case as it does with the instrument
known as a bank draft, which is simply a check drawn
by one banker upon another. A third instrument is the
bill of exchange, sometimes also called a draft. The bill
of exchange is most often used in merchandising, and fre-
quently involves a time period of 30 days. A fourth form
of credit instrument is the promissory sofe. Here the
time element is important, as is indicated by the fact that
interest is generally paid on such instruments. Finally,
book credit (or book accounts) is a form of short-time
credit extensively used, in retail trade especially. Of
these five kinds of short-time credit instruments the
promissory note is probably the one most often used by
those needing short-time credit to aid in the utilization of
land.

Intermediate and long-time credit transactions generally
use different instruments from those enumerated above.
The promissory note alone often covers credit advances
for middle-term periods, but for the most part long-term
loans on a promissory note are made with the security of
a mortgage, a real estate mortgage bond, or a land con-
tract.

In addition to being the most widely used instrument
for long-term credits, the mortgage is our oldest credit
instrument. Tt dates back forty-one centuries or more,
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The oldest existing mortgage carries the date 430 B.C.,
and has practically all the essentials of a modern mort-
gage.

A mortgage is a conveyance of property, real or per-
sonal, for the purpose of securing the payment of a debt.
Under the common law the legal title to the property
passes with the mortgage to the mortgagee (the one who
loans the money) and the mortgagor (the one who bor-
rows the money) does not regain the title to his property
until the debt is paid. Under the so-called lien theory,
which is prevalent in Wisconsin, New York, and a few
other States, by the language of the mortgage the title is
conveyed, but in practice the courts construe the instru-
ment as though it did #of convey the title, but simply con-
stituted a lien on the property. Under this interpretation
the legal title to the property passes to the mortgagee only
if the borrower does not live up to the terms of the instru-
ment. The latter “rule of equity” makes the mortgage
simply a security for the loan, which is the average man’s
interpretation of a mortgage; whereas the “rule of law”
interprets the mortgage as an actual conveyance of
property.

There are several kinds of mortgages which may be
mentioned in passing. There are first, second, or third
mortgages, according to the priority of the claim or lien
on the property mortgaged. There is the guaranteed
mortgage, in which a person other than the mortgagor
underwrites or guarantees the payment of the debt to the
mortgagee. There is finally the chattel mortgage, which
is a mortgage of personal property as distinguished from
real estate. The essentials of all these different kinds of
mortgages are the same.

The real estate mortgage bond is a mortgage cut up
into small parts. As a credit instrument it arose about
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twenty-five years ago to meet the requirements of an
intensive use of urban land. The construction of large
office buildings required a capital of millions of dollars,
and only the exceptional individual can afford to venture
a fortune in accepting one mortgage on a valuable piece
of real estate, To draw together the small savings of a
great number of investors, bonds in small denormnations
of $100, $500, or $1,000 were issued for the total amount
of the mortgage and sold to the public by some investment
house. The mortgage itself under this scheme of financ-
ing is conveyed by a trust deed to a trustee who holds the
mortgage for the benefit of the purchasers of bonds. It
may well be said that the real estate mortgage bond made
possible the “skyline’” of New York City and other large
cities.

The land contract is a credit instrument usually preced-
ing the mortgage in transactions involving the sale of
land. A landowner who sells real estate on a land con-
tract receives a small part of the total price paid down
and agrees with the buyer on a land contract covering the
payment of the remainder., The terms of the land con-
tract generally provide that when the principal has been
reduced to approximately 40 per cent of the total purchase
price the owner will deliver to the seller a warranty deed
subject to a mortgage for the remaining sums to be paid.
Practically, therefore, the landowner advances credit to
the purchaser on a land contract up to the time when the
warranty deed and mortgage replace the contract. The
use of this credit instrument is not at all uniform in the
United States. In some localities it is very popular and
id others it is used very little, depending a good deal on
the way the courts treat the parties to the contract in case
of default.

These three types of credit instruments—mortgage,
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real estate mortgage bond, and land contract—the mort-
gage being accompanied by a promissory note, are almost
entirely used for intermediate or long-term credits.

Agencies or Sources of Credit—FEarly in the chapter
it was stated that mortgages of city and farm real estate
in 1920 amounted to more than ten billion dollars. Of
course this figure does not represent all the credit that
has been advanced on land or real estate as a security.
For one thing, loans made on land contracts are not in-
cluded. As a preliminary to the discussion of general
policies of land credit it will be instructive to survey
briefly the sources of this large supply of mortgage
credit, as well as the sources of other forms of credit.

The agencies which make a business of extending credit
are listed as follows: (1) Individuals; (2) commercial
banks; (3) mortgage bankers and investment bankers;
(4) second mortgage bankers; (5) building and loan
associations; (6) codperative credit unions; (7) insurance
companies; (8) trust companies; (9) Federal Farm Loan
System; (10) the War Finance Corporation; (11) pub-
lic fund commissions; (12) the public treasury.

No one can tell exactly how much credit has been
granted by individuals, but it is certain that a large
amount comes from this source. Considering only inter-
mediate or long-term credits affecting land, individuals
generally advance credit in two ways., First, and perhaps
the most important, when individuals sell property, they
may accept a mortgage, a note, or a land contract in part
payment of the full purchase price. This is so common
a practice that it is almost taken for granted. Second,
individuals having savings to invest may on their own
account lend money with real estate as security, Thisisa
more personal transaction than that involved in borrow-
ing from a mortgage or bond house. Individuals who
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thus make personal loans on real estate usually lend chiefly
in their own community or neighborhood, because they
are personally familiar with the degree of risk which they
assume. One explanation of the comparatively low inter-
est rates on farm mortgages in southeastern Wisconsin
is that the lenders live in the neighborhood, are personally
acquainted with borrowers, and know the property offered
as security. Consequently they are disposed to extend
credit on more favorable terms than if they made loans
through some middleman, such as a bank or insurance
company.

Commercial banks are the great sources of short-time
credits; but by law and by the nature of their business
they are strictly limited in the amount of long-time credit
which they may advance on real estate security., Com-
mercial banks in the Federal Reserve System may lend
working capital for go days, or for nine months in the
case of agriculture. State banks which are not in the
Federal Reserve System and which usually operate under
less strict State banking laws may and do lend large
sums for longer periods, but they do so at their peril.
A commercial bank must have assets that can be quickly
liquidated, because at any time it may be called upon
with short notice to meet its obligations to depositors.
The market for long-time real estate credits is rela-
tively narrow, as many insolvent banks in the northwest-
ern grain States rediscovered when they tried to seil the
real estate securities in which their credits were “frozen.”
Scund banking practice, as well as banking laws, limits
the helpfulness of commercial banks in land utiliza-
tion to transactions involving credit for short periods,
certainly not longer than nine months, despite the serious
proposals during 1923 to make the commercial banks
sources of intermediate credits.
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Mortgage and investment bankers are middlemen whose
services in financing land utilization have become increas-
ingly important, as larger credits for expensive apart-
ments, hotels, and office buildings have become necessary.
Without their services in bringing lenders and borrowers
together the very intensive utilization of land in our large
cities would have been accomplished with difficulty. This
applies particularly to the investment bankers, who do
business usually on a larger scale than the ordinary mort-
gage banker. Both types of bankers, however, adhere as
a rule to conservative banking policies, in that credit is
not advanced for more than approximately 60 per cent of
a conservative value of the property. Commercial banks
are restricted by law to loans equal to 50 per cent of the
value of the property.

Second mortgage bankers extend credit to those who
have already mortgaged their properties. Very often the
credit extended on second mortgage, added to that on
first mortgage, amounts to go per cent of the value of the
property. Obviously the risk in a second mortgage is
greater, and the charges for credit are apt to be much
higher.

Building and loan associations in the United States
have probably extended more credit to home owners of
small means in recent years than any other credit agency.
There are more than 10,000 local associations, with assets
exceeding $3,300,000,000 and some seven million mem-
bers. Most associations of this character are run on a
codperative basis. To become a member, one buys stock
on the installment plan, receiving usually 5 per cent or 6
per cent interest. To become a borrower, one gives a
mortgage (generally a first mortgage, rarely a second
mortgage) on one’s property, paving interest at a rate of
1 per cent to 2 per cent higher than that paid to stock-
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holders. The advance of credit is repayable on the in-
stallment plan. Since credit is advanced only to members
on security of well-known local real estate, and since in
many States the associations are under State banking
laws, they are unusually stable sources of credit, and
failures are infrequent. Credits usually average about
two-thirds of the value of the property securing them.

Very similar to the building and loan associations are
the credit unions, which, however, are primarily concerned
with short-time credits. In 1921 ten States had enacted
laws providing for credit unions, but only in four States,
—Massachusetts, New York, North Carolina, and Rhode
Island—uwere such “credit unions” developed to any great
extent. In North Carolina the thirty-three credit unions
existing in 1921 were strictly rural in character, lending
only to farmers. Historically, codperative credit unions
of the tvpe mentioned are traceable back to the Raiffeisen
credit association established in Germany in 1849."

In 1921 $2,845,049,199 was lent on mortgage security
by 198 insurance companies.” This great source of real
estate credit is tapped only under a fairly rigorous policy
of repayment, since the insurance companies must protect
their policy holders and must have some resources in
order to meet benefit payments. The Prudential Life In-
surance Company, for example, usually requires that a
certain amount in addition to the interest be paid regularly
to amortize the loan. Although the number of insurance
companies decreasing their mortgage investments during
the years 1915-1921 was greater than the number increas-
ing such investment, four of the largest life insurance

1.I.. C. Gray, Imtroduction to Agriculfural Economics, p. 340.

* “Real Estate Mortgages as Investnents for Life Insurance Companpjes,”

Bulletin of National Association of Real Estate Boards, June 20, 1923, prepared
by Institute for Research in Land Economics and Public Utilities,
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companies increased their mortgage investments in 19z2."
According to the business statement of December 31,
1923, of the Metropolitan Life Insurance Company, the
policyholders of this company owned $606,000,000 in
real estate mortgages, which was almost twice as much as
was invested in any other type of security. This shows
the confidence reposed in the security of real estate.

Trust companies are another source of real estate
credit on a long-time basis; but the supply irom this
source is limited, because such companies are necessarily
very conservative on account of their trustee relationship
with their clients. In granting credit on real estate trust
companies accept only first mortgages and advance credit
for not more than 50 per cent of the value of the security.

The credit agencies which have been described so briefly
thus far are private agencies. In recent years several
public agencies have been established, primarily to help
the agricultural industry.” The first in time was the Fed-
eral Farm Loan System, established in 1916. This sys-
tem provides long-term credits to farmers. The law
authorizes two methods of advancing these credits, one
under public auspices, the other under private auspices.
According to the first method twelve Federal Land Banks
have been created to advance credit to local farm loan
codperative associations composed of not less than ten
farmers who wish to become borrowers. The banks are
authorized to issue bonds up to twenty times their capital
stock in order to collect funds to lend to farmers. These
bonds are exempt from Federal income taxation. Loans
are made on first mortgage security and are not to exceed
fifty per cent of the value of the land and twenty per cent

* Ibid.
2 Table X, Appendix.,
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of the value of the improvements. Under the amortiza-
tion principle loans are ordinarily to be paid off in about
34 years. According to the second method joint-stock
land banks are organized as private institutions to lend
anywhere in the State in which they are located and in
one adjoining State. They, too, may issue tax-exempt
bonds,. but only up to fifteen times the amount of their
capital stock. Credits are advanced under arrangements
similar to those governing the Federal Land Banks.

This system improves agricultural credit conditions in
that it provides longer periods of repayment and lower
rates of interest. The Farm Loan Banks make about 5
per cent of all the loans to farmers. Moreover, only about
13 per cent of all the loans made were for the purpose of
buying land, and about one-third of these loans were
made to tenants.

The War Finance Corporation was created in 1918 to
assist in financing war industries. It went out of exist-
ence for a time and then was revived in 1921 and empow-
ered to make loans upon the security of exportable agri-
cultural products, including livestock. Mainly these
loans are made to banks in agricultural districts and to
cooperative marketing associations. Since the loans are
primarily to aid the marketing of products, the field of
service of the War Finance Corporation is comparatively
narrow.

To supplement the long-term credits of the Federal
Land’ Banks, a system of Federal Intermediate Credit
Banks was created in 1923 to make loans on agricultural
paper maturing in periods from six months to three years.
At the same time Federal Reserve Banks were authorized
to accept agricultural paper maturing in nine months. It

11, C. Gray, “Helping Landless Farmers Own Farms.” Yearbook of the
United States Department of Agriculture, 1920, p. 279,
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should be noted in the case of these intermediate credits
that the security consists of market transactions already
made, or of chattel mortgages on livestock.

In addition to the above public agencies, some State
governments have public funds from which loans are
made. In Oklahoma, for example, a considerable fund
was obtained from the sale of certain school lands granted
to the State from the public domain. A public fund com-
mission is authorized to make farm loans on first mort-
gage security for a period up to five years, renewable if
the borrower remains a resident of the State and if other
conditions of the property are satisfactory. Similarly
Wisconsin makes real estate loans from the teachers’
insurance fund. TFinally, there is always the public
treasury from which appropriations may be made by
legislative bodies to extend credits to certain classes of
citizens. At the time of writing, Congress has before
it several bills providing for the use of public funds for
credits to farmers.

Dangers of Credit.—Credit has its dangers; and, un-
wisely used, it results in loss. Too much or too easy
credit often causes more waste than has been caused by
too little credit. This is as true of land utilization as it
is of commercial enterprises. In both cases over-expan-
sion or over-development is usually the result of too much
credit, and in the reaction which follows the losses are
often very great. To realize this one need only examine
the bankruptcy statistics and the reasons for bankruptcy.
The list of half-developed subdivisions, foreclosed farm
mortgages, and farmers who are just hanging on through
the leniency of creditors, bears witness in many instances
to the losses sustained because of too easy credit.

Agricultural Credit Policies—The nature of the agri-
cultural industry makes it necessary for the farmer to have
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access to all three types of credit—short-time, interme-
diate, and long-time.

For the most part the needs of farmers for short-time
credit are fairly well supplied through the existing sources
of supply. The better class of farmers are usually able
to obtain bank credit in sufficient quantities to tide them
over their normal short-time needs. The poorer class of
farmers are generally not situated so fortunately, Com-
mercial banks do not advance money unless the chances
are good that it will be repaid promptly. The 1923
amendment to the Federal Reserve Act, which permits
Federal Reserve Banks to handle nine-months agricultural
paper, opens the way to more liberal advances of bank
credit. With the backing of the Federal Reserve System
it may be that some banks will be tempted to lend too
heavily on this kind of paper and thus endanger their
deposits. Since the amendment was passed so recently,
its effect upon the financial soundness of commercial
banks cannot be determined positively. It is common
knowledge, however, that the recent State bank failures in
some of the Northwestern States are attributable largely
to less strict State banking laws, which allowed these
banks to put a relatively large proportion of their loan-
able funds in credit advances which turned out to be
“frozen.” If a choice has to be made between meeting
the needs of creditors and protecting depositor’s money,
sound commercial banking practice dictates that the pro-
tectiony of depositors should be the first consideration.

Since the needs of less prosperous farmers for short-
time credit may not be adequately met by commercial
bank credit, there is room for the development of codp-
erative credit union. The advantage of such unions is
that they may provide for supervision of the expenditures
of farmers; for carelessness in spending is an important
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factor in the less prosperous position of many farmers.
There is an added advantage in credit unions of the type
developed in North Carolina, in that loans are made only
to local farmers whose character, capacity, and capital
are well known to the managers of the union. The fur-
ther development of these unions is probably desirable,
particularly in the South, provided they are carefully
directed by some responsible public or private agency and
provided they are administered with adequate supervision
of the borrower’s expenditures to encourage and perhaps
to compel thrift.

Until the Intermediate Credit Banks were authorized in
1923, farmers sometimes felt a shortage of this form of
credit. Many commercial banks, particularly country
banks, lent on this basis with mortgage security and
found themselves later in an embarrassing position. Yet
the needs of farmers for middle-term credit are often very
urgent. Loans obtained for this period are usually
devoted to purchases of cattle and of machinery and other
equipment, which have greatly increased the efficiency of
agriculture. Under the 1923 law, commercial banks are
relieved to a great extent from making intermediate
loans, which are placed in the hands of the Federal FFarm
Loan Banks and certain special private banking corpo-
rations organized for that specific purpose. While it
is too early to come to final conclusions as to the effect
of this legislation, there is little doubt that the credit
facilities available to farmers have been improved.

The Federal IFarm Loan System fills a vital need of
the farmers for long-term credits, which are useful par-
ticularly for making permanent improvements and for
buying land. For the most part, however, credits from
the Federal L.and Banks have been used to pay off old
indebtedness and to make improvements. These banks
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are wisely and necessarily conservative in the mortgage
security which they accept, although they have filled a
great need by providing longer periods of repayment
on the amortization plan and lower rates of interest. The
system has been criticized because it does not go further
in helping the tenant farmer to achieve the status of
owner. This criticism does not seem justified, because if
credit is too easily obtained by tenant farmers, many who
are unfit for owner-operation or who have insufficient
capital to “make a go of it"” are likely to become owners
and subsequently fail. While it may be true that the
Federal Land Banks meet the needs of a narrow group of
farmers, there seems to be no good reason for discarding
conservative banking simply to increase the supply of
long-time farm credit. In the older and more stabilized
agricultural regions the encouragement of tenants on the
road to ownership will be accomplished more wisely on
the whole by developing a system of second mortgage
credits.

It is especially important that emphasis be put on the
dangers of credit in discussions of land settlement and
farm purchases. New agricultural regions are usually
short of credit. In part this is due to the greater demand
for credit in these localities, where initial costs of bring-
ing the land to the point of productiveness are great. In
part also a supply of credit is not attracted to these dis-
tricts because land values are based more on anticipated
productiveness than on actual yields, and land is con-
sequently less desirable as security. In this situation
farmers who are just starting in a new region are par-
ticularly desirous of obtaining a liberal supply of credit.

As a general proposition, it is not desirable from the
social or individual point of view for a man to start a
business—and farming is a business—unless he has
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already accumulated some money. The capacity to earn
and to accumulate is necessary to the successful opera-
tion of a farm or any other business. Consequently, it is
considered good policy by both public and private coloni-
zation agencies not to extend credit to new settlers who
have not accumulated a certain minimum amount of capi-
tal. “Every settler should have enough capital to pro-
tect the State against loss which might come from lack
of thrift or experience on his part and to protect him by
a reserve of credit in case he should be unable from any
cause to meet his payments. The minimum should not
be less than 10 per cent of the cost on the improved
farm.”*

At the present time, farm settlers obtain credit from
both public and private sources. In California, on the
two public colonization schemes, the State furnishes long-
time credit at comparatively low cost to the settler. On
the irrigation projects of the Federal Government settlers
were granted relatively easy terms of repayment, but in
many cases this reclamation land was saddled with a debt
of $70 or $75, or even $90 an acre, which the ordinary
settler could not pay, no matter how liberal the terms of
repayment.’” On private land settlement projects the col-
onization company furnishes the largest part of the
credit. However, where private colonization companies
demand payment within four or five years, the settler is
apt to be in a hopeless position, whether or not he started
with some capital of his own. The experience of new
settlers in recent years shows, with hardly an exception,
that the success of the venture depends not only on
the possession of a certain amount of capital to start with
and on long-term credit at low cost, but also, in the

1 Flwood Mead, Helping Men Ouwn Forms, Macmillan, 1920, p. 185.

(G K, Stratton, “Busted by Reclamation,” Coumtry Gentieman, March 15,
1924
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case of irrigated land, on reasonableness of overhead
charges,

Another problem of long-time credit is raised by the
exemption of certain securities from taxation, At the
present time there is an antagonism between the Federal
Land Banks and other agencies supplying credit on farm
mortgages, due especially to the fact that Federal Farm
Loan bonds are free from taxation, This is felt to be
a discrimination, and many real friends of the farmers
believe that it injures the farmer. It is stated that
the Federal Land Banks have supplied only 5 per cent of
the entire amount of the loans to farmers from 1916 to
1922, The remaining 95 per cent was lent by private
individuals, loan companies, and insurance companies.’
Many investors who formerly placed their money with
the private farm loan agencies now prefer tax-exempt
bonds—not only the Federal Farm Loan bonds, but the
local, city, and State tax-exempt bonds as well. In this
way money is diverted from agriculture, and the only way
it can be induced to return is by raising the mortgage
rate of interest, which means a higher rate to farmers.

It has been proposed to exempt from Federal taxation
to a certain extent the income from loans made upon the
security of real estate. In the long run such a proposal
would only aggravate the conditions of real estate credit
and real estate taxation. FExemptions reduce the amount
of taxable property (and real estate is now suffering from
this) . and create difficulties of assessment. Without
going into a detailed analysis, the disadvantages of tax
exemption outweigh the possible gain of a temporary in-
crease in the amount of capital for real estate operations.

Laying aside all considerations but those of the gen-

i Hear:ngg before the Committee on Ways and Means of the House of Repre-

sentatives, on Tax Exempt Securities, Jan. 16, 18, 19, and March 7, 1922,
Bp. 60-61, 62-63.
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eral welfare, tax exemptions of this character are gen-
erally contrary to sound public policy. Certainly no new
exemptions should be considered without conclusive proof
of their desirability, and many existing exemptions
should be eliminated as soon as possible. The credit
facilities of the farmer as well as those of the utilizer of
urban land would be considerably improved if exemptions
of certain securities from taxation were discarded.

Urban Land Credit Policiecs.—The credit needs of
urban landowners are primarily met by long-time loans,
and it is in connection with home building that the great-
est need is manifested at the present time. For people of
large wealth and valuable land holdings the insurance
companies frequently furnish all the credits needed, and
do so at a low rate of interest. In great cities private
individuals also can often be found who will furnish
credit. A large part of the credit needed for putting up
great office buildings has been furnished in recent years
through the sale of real estate mortgage bonds. '

Relatively high land values and taxes, and increased:
building costs have tended to intensify the demand of:
prospective home owners for long-term credit. A consid-
erable part of this credit is furnished by landowners on
a land contract. Builders and real estate subdividers also
provide credit in large amounts, taking a mortgage on
the property, which they may sell to some private individ-
ual. But on the whole the building and loan associations
are the largest single source of the six billion dollar mort-
gage indebtedness on urban homes.

A mortgage is not necessarily an evil and undesirable
thing, although many people consider it so. To be sure,
it is security for indebtedness, but that does not mean
always that it is a sign of impoverishment. We have to
consider the circumstances surrounding the fmortgage.
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In many cases—perhaps in most cases—a mortgage indi-
cates that people are getting ahead. This is particularly
true when the funds lent on mortgage security are being
used to create additional wealth, and when payments of
interest and of a part of the principal are regularly made;
for under such circumstances the mortgage is a device
for saving money. It is generally a good policy of mort-
gage credit to include some reascnable and moderate pro-
visions for amortizing the loan. If these are lived up to,
the mortgage is a sign of prosperity and a means of
creating more wealth. .

For the construction of homes, building and loan asso-
ciations are probably the most desirable source of mort-
gage credit. These associations are coOperative institu-
tions usually operating under articles of incorporation
issued by the State. The members (of whom there are
seven million in the United States) are either saving
members or borrowing members. The former use the
associations as a savings bank for the small sums set
aside from wages, salary, or other income. The borrow-
ing members may receive credit for buying, building, or
repairing a home, or for any other useful purpose, and
they repay their loans systematically with their savings.
The time it takes to pay off a loan on the installment
plan varies according to the amount one pays weekly or
monthly, but ordinarily the period of amortization is
from eight to twelve years. Many associations pay 6 per
cent, on savings of investors, and in the case of associa-
tions corresponding to the true mutual type, such income
up to $300 is free {rom the Federal income tax. Accord-
ing to the present law, the exemption does not last beyond
1927 but it may be safely said that if any income tax-
exemption is warranted, it is this very modest one, limited
to an income of $300 and encouraging investments for
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the construction of homes. This should be the last
exemption to go.”

As credit institutions these associations are unexecelled,
for the reason that while they furnish credit they encour-
age the accumulation of wealth, which is the basis of
credit; for, as we said early in this chapter, credit finds
its limitations in actually existing wealth, For this rea-
son general participation in these associations is desirable,
and it should not be limited to those who contemplate
the use of funds for building. Savers and investors are
important, as well as savers and borrowers.

If the splendid returns, coupled with the maximum
of safety, were known to the public, the investment in
building and loan associations would scon be doubled,
which would double the amount now available for homes
—an amount sadly inadequate in most places to meet the
demands of would-be home owners. The legislation cov-
ering these associations in many of the States is satisfac-
tory ; for example, that of New York and Wisconsin, by
which building and loan associations are placed under the
supervision of the Banking Department. In some other
States legislation is defective, and the task is to bring
the backward States up to the level of the best. Stan-
dardization in practice and procedure is now needed.

Supplementing the building and loan associations, the
formation of second mortgage credit associations would
probably be a desirable part of urban land credit policies.
In many cases the credit advanced on a first mortgage 1s
insufficient to complete the building of homes. But at
the present time the high rate of interest on second mort-
gages tends to discourage the use of this credit instrument
where it would often be desirable to employ it. A group

1R. T. Ely, “The Building and Loan Association,” The Review of Reviews,
of Reviews, Dec., 1923,
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of business men in Niagara Falls, New York, have
solved this problem by organizing a “Manufacturers and
Emplovees Mortgage Corporation” to handle second
mortgages on the homes of their employees and others
at lower rates of interest than the prevailing market rates
on this type of mortgage., They now charge only six
per cent and losses have been negligible, This represents
a desirable step in the direction of more adequate credit
facilities for would-be home owners and deserves imita-
tion, This is helping self-help and is good business as
well as altruism and patriotism. But, naturally, the risk
of second mortgages is often very great, and associations
formed to handle them must be carefully administered.
Otherwise the purpose of the mortgage, which is to facili-
tate the creation of wealth, will be endangered.

SUMMARY

Land utifization, Iike other forms of business, involves
credit transactions, but it needs a special form of credit
because of the length of time that elapses between the in-
vestment in land and the securing of a return on that invest-
ment. A credit transaction is a transfer of goods or serv-
ices for a promise of a future equivalent. It involves
(1) a time element, (2) confidence in the borrower and in-
the security he offers, (3) a credit instrument; that is, a
written evidence of indebtedness. The foundation of credit
is saved wealth, Wealth in the form of land is a good secur-
ity for credit, but it has one disadvantage—the fixity of in-
vestments in land. Three kinds of land credit are needed:
short-time credit, intermediate credit, and long-time credit.
The credit instrument used for short-time credit is usually
the promissory note, and this, alone, 1s often used for iuter-
mediate credit also, although for intermediate credit the
promissory note is sometimes secured by mortgage; for
long-time credit three instruments are used, (1) the promis-
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sory note secured by mortgage, (2) real estate mortgage
bonds, (3) the land contract. These various forms of credit
are granted by a number of different agencies—individuals,
commercial banks, mortgage and investment bankers, second
mortgage bankers, building and loan associations, codperative
credit unions, insurance compantes, trust companies, the Fed-
eral Farm Loan System, the War Finance Corporation, pub-
lic fund commissions, and the public treasury. Credit has its
dangers; if it is too easy, it may result in losses ; this should
be remembered in the framing of land credit policies. Both
agricultural and urban land credit policies should aim to
provide each of the several different tvpes of credit needed;
institutions are being developed to meet these needs more
adequately, but further progress is possible,



CHAPTER XII

LAND VALUES AND VALUATIONS

TrE function of land values is to furnish a guide for
the utilization of land. Prices in general, which are
values expressed in terms of a common monetary unit,
function as regulators of consumption and production in
our modern economy. The consumer who has a limited
income with which to buy want-satisfying goods or serv-
ices is guided in his purchases by the prices he has to
pay. Thus he satisfies what he regards as necessary
wants first, and if the prices of these necessary commod-
ities or services are so high that most of his income is
used up, the remaining wants are unsatisfied. The pro-
ducer, too, adjusts his purchases of the means of produc-
tion according to the prices he has to pay and according
to the prices he expects to get for the finished products,
In some such fashion as this, the supply of, and demand
for, commodities and services are brought into equilib-
rium by means of our system of prices.

That the uses of land, like any other commodity or
service, are regulated by this same pricing process will
be more apparent after one or two concrete examples are
given. What is the economic significance of a price of
$15,000 a front foot for an urban site? For all urban
sites a number of uses compete. An urban site may be
used for a residence, a factory, a store, an office building,
a garage. Normally, a price of $15,000 a front foot will
narrowly restrict utilization to large mercantile, financial,

234



LAND VALUES AND VALUATIONS 235

or office-building uses, because it will not pay to
use the site for a residence or a factory. Moreover, the
number of people demanding store or office-building sites
decreases as the price rises, because comparatively few
people can pay 315,000 a front foot and still derive a
net income from using the land. Reduce the price and
the demand for the site increases. If the price is reduced
enough, say to $3c0 a front foot, demanders of residence
sites may compete with the others.

Now let us assume that there are six commercial sites
of substantially the same characteristics and desirable-
ness. This constitutes the available supply of these sites.
If no price were attached to these sites, there would be
a large number of people seeking them. Thus we say
the supply of commercial sites of the given quality is
scarce in relation to the demand. As soon as a price is
put upon these six sites, some prospective buyers or uti-
lizers drop out of the market. By increasing the price
up to 15,000 a front foot, all purchasers except six, one
for each site, theoretically will cease to be active and all
the sites will be sold.

This is a hypothetical and greatly simplified illustration.
It does not conform strictly to reality, for in practice
the pricing or valuing of land is much more complex,
as we shall presently see. However, this hypothetical
case shows the function of a price, that is to say, a value,
which is to restrict demand in order to bring it in con-
formity with the available supply and to put each piece
of land to its highest use. The illustration might be
carried further to show how land is restricted to certain
uses by reason of the prices asked for the different kinds
of land. This inevitably follows from the function of a
price—namely, bringing demand into equilibrium with
supply.
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Significance of Land Values—Although prices per-
form a definite function in modern economy, that is only
part of their significance in land economics. Consider all
that a value placed on a particular piece of land signi-
fies. It expresses the worth of the land to prospective
or actual buyers and sellers, it expresses the money invest-
ment in the land, it indicates the security back of a mort-
gage on the property, it is the capitalized earning power
of the land, and it is the basis of taxation. To the econo-
mist, land values reflect the state of the market as well as
furnish a key to the most economical utilization of land.
To the legislator, land values are a source of government
revenue and a guide to public policies with respect to
land. To the city planner, values are indicators of proper
use zoning, and something to be preserved and stabilized
by wise planning. To the banker, land values are security
for many loans, as they are also security to many inves-
tors. The real estate dealer is probably more exclusively
concerned with land values than other single group of
people, for he is a merchandiser and appraiser of values.

At the outset let it be understood that the subject of
land valuation is little explored. Economists and real
estate appraisers are still feeling their way toward guid-
ing principles. There are certain elements of value and
trends of values which are fairly well established, but
to what extent these will be true at other times and places
will be revealed by further study of the history, basis,
and movements of values.

Values of Urban Realty and Farm Realty Compared
With Total IV ealth of United States.—It is estimated that
in 1919 urban and farm real estate combined constituted
52 per cent of the total internal physical wealth of the
United States. Of this 52 per cent, approximately 3I
per cent was urban real estate. Moreover, urban real



LAND VALUES AND VALUATIONS 237

estate is valued at a greater figure than any other class
of wealth, with farm realty in second place, and manufac-
tured products, other than machinery and tools, in third
place. The relative importance and development of urban
real estate values is shown in the following table:

TABLE X'

Estimated value at the beginning of the year of the total internal
wealth of urban realty and farm realty and the proportion which
each class of wealth shown bears to the total physical wealth,
measured in prices current in the specified years.

{Millicns of Dollars.)
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A K K ey
g : s g s
3 £ e s 5%
3 'ﬁ,n ?‘» ™ 3
%5 3 53 3. 2 €5
- b v U o
[ i Bt BT
i g §3 i i

=] = = 5 = ]
1909 $04,432 $33,849 $164,241 39.2 20.6 9.8
1910 65,096 34,801 173,822 38.0 200 58.0
1911 73274 35,289 185,701 394 19.0 384
1912 * 74,644 36,032 187,739 39.7 192 589
1913 77,010 38,092 197,077 32.0 i94 584
1914 80,011 39,095 203,208 393 19.3 586
1915 81,845 40,530 204,420 40.0 19.8 59.8
1916 82,726 44823 218,233 379 20.5 584
1917 84,447 48,347 243,684 346 19.8 544
1918 86,649 52,950 266,783 324 19.9 523
1919 87.801 59,500 284,498 30.8 211 319

* Figures for this year are taken from United States Census of Wealth, Debe,
and Taxation.

Although these figures are not entirely suited to our
purpose, they are the best obtainable at the present time.
Dr. King made his estimates on the basis of census statis-
tics of the assessed value of real estate and the ratio of
assessed value to true value, Direct city reports are avail-

1w, I. King, "The Net Volume of Saving in the United States,” Jowrnal
of the American Statistical Association, Sept., 1922, p, 322,
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able from the largest cities, which dominate the totals;
and where obtainable, these were substituted for the Cen-
sus figures. It should be remembered that these figures
are only approximations, indicative of the trend of values.

The Value of Land is Due to Its Services and Com-
modities—Land is desired because it yields services and
commodities useful in the satisfaction of human wants.
These wants are generally of two kinds: (1) The wants
of direct consumption as in the case of a home; and (2)
the wants of production (indirect consumption) as in the
case of a factory. Sometimes a given piece of land,
like a farm, will satisfy both wants simultaneously. But
in cities these uses of land—to gain a livelihood and to
enjoy living—are more frequently separate. We may
say, therefore, that individuals desire land for enjoyment
and for earning an income.

The degree of enjoyment-desirability which a pur-
chaser or owner attaches to an urban residence lot or a
farm depends upon a great number of factors, all of
which the real estate appraiser should take into account.
These factors may be grouped as follows: (1) Character-
istics of the land, such as elevation, view, size of lot,
neighborhood, nearness to transportation; (2) character-
istics of the improvements such as architecture, conven-
ience, color; (3) the strength of the appeal which these
characteristics have for individuals; and (4) the size
and proportion of the income which the individual is
able'or is willing to use for this form of enjoyment. En-
joyment-desirability is largely psychological and varies
from community to community and from individual to
individual. Hence, it is difficult to lay down hard-and-
fast rules or principles for the valuation of these factors.
But as a whole, this psychological enjoyment forms a
substantial part of the income from land useful for resi-
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dential purposes. Even in the case of farm land, which
ordinarily is regarded chiefly as a productive unit, this
form of desirability is much stressed.’

The desirability of land as a means of carning an
income is more and more looked upon as the chief basis
of land walues from the point of view of demand. The
destrability of commercial, industrial, forest, and min-
eral land s certainly a matter of its earning power, while
the desirability of agricultural land is largely due to its
money-income  yielding possibilities. All the factors
which affect either the size of the money income of the
land or its “enjoyment-desirability’” affect its value.

The income of land is the basis for arriving at its
value. A few words must be said about land income
even though the subject is complicated and involves the
profoundest economic theory.” The theory of rent or of
land income was first considered in connection with agri-
cultural land and perhaps it is well to use this type of
land to illustrate the theory because of its simplicity.
Agricultural land yields physical products—bushels of
wheat, tons of hay, or pounds of vegetables, whereas
urban land generally yields services which are to a
greater extent of an intangible kind. Suppose an acre
of land yields 30 bushels of wheat with an expenditure
of $15 for labor and capital (tools, equipment, fertilizers,
etc.). If wheat is 50 cents a bushel, the gross income
per acre will just cover the labor and capital costs, and
nothing is left for the land; hence, we say, there is

1In a recent bulletin on “Farm Land Appraisal Practice,” by Ernest M.
Fisher, of the National Association of Real Estate Boards, prepared from a
questionnaire sent out by the Farm Lands Division of the National Associa-
tion, this conclusion is reached: . . . The total value of a farm is certainly
as much afected by its homs value as by its value as a production plant, if not
more. There is no system of accounting that can show the weight of this
factor, for no set of books can be kept on the value of a home.”

#See R. T. Elv, Costr ond Income in Land Utilization, Edwards Brothers,
Ann Arber, Michigan, 1922.
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no rent. The term “marginal land” is applied to such
land. If wheat rises to 60 cents a bushel, the gross
income per acre will be $18, from which the labor and
capital costs are subtracted, leaving a surplus of $3, or
a rent of three dollars.

The determination of the rent of a city lot is made in
the same way. From a known income are subtracted such
charges as interest on the investment in the building,
depreciation, obsolescence, and other charges. What is
left is the income from the land itself.’

The above discussion assumes a given product, but this
product may be increased if more labor and capital are
employed. In agriculture this means more labor, more
fertilizer, or more equipment per acre; in urban land
higher or more expensive buildings. In either case there
is a limit to the product, under given prices for products
or services, because of the law of diminishing returns.
We assume, therefore, that the proper combination of
land, labor, and capital has been made in all cases.

The determination of land income is, therefore, a mat-
ter of bookkeeping. From a gross income we subtract
certain costs, and it is just these costs that are very
often neglected in discussing land income, The labor and
capital costs involved in producing the crop or the build-
ing are obvious enough. What is neglected is the fact
that there are costs chargeable against the land itself.
The clearing, improving, fencing, and draining of agri-
cultural land are among such costs. An urban lot is not
ready for use unless it is surveyed, laid out, provided with
streets and public utilities, and in some cases graded, filled,
or levelled, as the case may be.

Among such land costs are also taxes, If an acre of
land yields a rent of $5 and taxes are $1 per acre, the net

1E. M. Fisher, The Principles of Real Estote Practice, pp. 116-125.
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disposable income of the land is but $4, just as if the
bushels per acre had been reduced by that proportion.
The purchaser of the land will pay for it on the basis of
the $4 rent and not on the basis of the gross income
of $s.

In some drainage projects there is an annual pumping
charge. Such an annual expense will reduce the net
income in the same manner as taxation and the land is
less valuable than if the owner did not have to pay for
drainage. For this reason many drained lands produc-
ing heavy crops are on the margin or even below the
margin from the economic standpoint.

If the owner of land lets his property to another he
charges the tenant for the use of the land, or, in other
words, for the privilege of obtaining the land income
which previously went to the owner. A contract is made
between the two fixing a price for the use of the land.
This “contract rent” may be for a sum greater or smaller
than the “‘economic rent” as we have described it, but
it will tend to be near this figure. A tenant pays for the
use of the land and the landlord receives the rent for a
definite lenmgth of time, a month, a year, even perhaps
ninety-nine years. A purchaser of the land bargains for
the right to the use of the land or for the right to receive
the land income, not for one year, but forever. Land
being a durable, permanent, and potentially inexhaustible
source of income is, therefore, capable of yielding a suc-
cession of annual incomes in perpetuity. This is one of
the characteristics of land which differentiate it from
capital goods.

Converting Income Into Value.—The series of ex-
pected annual incomes is capitalized into a fund of value,
which is called in economics the capital value of land, and
in popular terminology the selling price of land. The
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capital value of land represents a sum of money invested
at a certain rate of interest. Note that the capital value
does not determine income, but the income determines
capital value. It is very often assumed that because land
sells for a certain price per front foot, square foot, or
acre, it ought to yield a certain income which represents
a fair return on the investment. This is far from true.
The price to be paid for land depends on what it will yield
or is expected to yield, not on what it ought to yield.
And what land will yield in income depends in turn upon
the prices which can be obtained for the commodities and
services of land.

This process of capitalizing land income into a capital
value is the heart of the problem of land valuation. The
process itself has been aptly described as the transference
of a flow of income into a fund of value. That is to say,
the expected series of annual incomes is summarized in
one figure or symbol which represents the present value
of the succession of incomes.

(1) The Process of Capitahizing ¢ Constant Income
Into a Capital Velue—How much will be paid for the
right to receive a series of annual incomes stretching into
infinity? If the income of a certain piece of land is
assumed to be 35 per year and the annual incomes of
the piece of land be added together for an infinite number
of years the sum would be infinitely large,.evidently an
impossible price to pay for land. As a matter of fact,
these future incomes are less desirable than a present
income and the further they are in the future the less they
are desired. Men are so constituted that they are im-
patient for income. They so prefer income in the pres-
ent to incorne in the future that they are willing to dis-
count the future income in order to have it now. The
rate of discount or rate of impatience for the community
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Future land incomes are discounted at the prevailing rate of interest. The
sum of such discounted futore incomes equals the capualized value of the land.
The sum of the forty discounted futurc incomes shown in the above diagram
is $85.79, anly about fourteen dollars less than if an infinite number of annual

a
incomes had been discounted, or if the formula vy = — had been used.
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DIAGRAM vV

VALUE OF LAND WITH A CONSTANT, RiSING AND FALLING ANNUAL
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As in diagram IV the value of the land is indicated by the area below the
curves. The sum of the discounted future incomes for forty years, increasing
at the rate of ten cents annually, is $108,74; for an infinite number of years
it is $160. The land therefore sells for $160 an acre, even though it yields
but five dellars a year now. Is the value inflated? ‘What is the ratio of
incomes to land value?

Where the future incomes are expected to decrease at the rate used in the
diagram the selling wvalue is but $40 (the sum of the discounted incomes for
an infinite number of years), and the sum of the discounted incomes repre-
sented in the diagram is $62.83.
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is the prevailing rate of interest” However, the rate of
impatience varies with practically every individual.

Let us apply this to the piece of land whose assumed
income is $5 a year and assume 5 per cent as the prevail-
ing interest rate. Five dollars available a year from now,
discounted at 5 per cent, represents a present value of
$4.76+. Stated in another way, $4.76 put on interest at
5 per cent will amount to $35 in a year, a principle that is
used in figuring the interest on the thrift stamps and
United States Treasury certificates.

An income of $3 available after two years of waiting
is worth only $4.53+ to-day at a compound interest rate
of 5 per cent. By discounting all the future incomes of
land at 5§ per cent and adding the figures so obtained we
arrive at the present valve of that land.

Diagram IV on the preceding page shows the present
value of each $5 income up to 40 vears; the part of the
diagram represented by the bars represents the present
value of the land.

The above computation presents the theory back of
the calculation converting land income into Jand values.
The method usually employed is to divide the annual
income ($5) by the rate of discount or prevailing rate of
interest (5 per cent), the quotient being $100, the value
of the land.’

The sum of the present values of the 40 anticipated

1 Far an explanation of the rate of interest and its influence on the value
of commaodities see Irving Fisher, Elementory Principles of Econoemics, pp. 354-
432,

*See H. C. Taylor, Agricultural Economirs, Macmillan, 1919, pp. 204.207;
for the mathematics invelved in the calculation. It is here shown by algebraic
formulz and proved that this succession of expected incomes, discounted to
present value and added, equals the value of the land; also that this complex

a
formula can be reduced to V— where V is the value of the land, a is annual
r
income, and r is the rate of interest. The two methods are in fact identical.

See alsa L. C. Gray, Inmtroduction to Agriculturadl Economics, Macmillan, 1924,
pp. 250-254,
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incomes shown in the diagram is $835.75 which is about
$14 short of the sum of the present value of an infinite
number of incomes. This shows that incomes beyond 40
or 50 years have little influence on the present evaluation
of the land. In most cases the value of the land is sel-
dom more than 2o to 25 times the value of the rent.

The British usually express value of land in terms of
annual rents, called “purchase.” They say that a certain
piece of land is sold for “20 years’ purchase” or “24 years’
purchase.” This expression shows the intimate relation
between rents and value. Inthe United States land values
often have so little relation to earning power that we are
likely to think in other value terms. Nevertheless, if we
did think more in terms of earning power, it might have a
sobering effect on those why buy land at prices all out of
proportion to the income from the soil.

(2) Variables in the Capitalization Process—Having
laid down the principle underlying land values we are
ready to depart from it! We have assumed several fig-
ures and regarded them as fired, whereas in reality they
are highly variable in time and place.

In the first place the rent is not going to be $5 every
year nor will it fluctuate around $5 as a norm; it may be
constantly increasing, or in other cases, gradually de-
creasing year by year. The $5 a year rent was obtained
by subtracting labor and capital costs (which may vary)
from gross income, which also may vary from year to
yedr with the amount of products per acre and the price
of the product. The charges against the land may in-
crease, as taxes have increased during the past few years,
and as they increase the amount to be capitalized into
value shrinks in proportion.

The first method of capitalization is applicable to an
increasing or a decreasing annual income, If land income
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should increase by 10 cents a year and such income be
discounted at § per cent interest the present value of each
income would not drop as rapidly as before. Diagram
V shows this second curve superimposed on Diagram IV.
A third curve shows the value of land if there is a decline
in the annual income of the land.’

Another variable is the interest rate. The mortgage
rate of interest in the United States varied from 4.6 per
cent in Wisconsin to over ¢ per cent in the Western States
according to the 1920 census. It makes a great deal of
difference which figure is chosen as the rate of capitaliza-
tion. This is shown by the following table:

TABLE XI

VALUE oF LAND YieLping A CoNSTANT RENT AT VARYING RATES
OF CAPITALIZATION

Rent Interest Rate Value of the Land
$500. ... .. i 2% $250.00
$5.00............ herrearaenn 3% 166.66
$300. i 4% 125.00
500, e e en 5% 100.00
$5.00. .. ciiieiiriiiee e . 6% 83.33
$5.00. i e, 8% 62.50
$5.00....... P eresansarinnnas . 10% 50.00

The interest rate is not going to be stationary in the
future and there is no way of predicting just what it will
be.

Furthermore, we assume a rate of discount of 5 per cent
cent for all time. Are we justified in assuming that the

1The formula for capitalizing an income increasing at a constant arithmetical
Tate is:
5.00

v+l Eev + 22— 514000
r *t £ 05 (05)?

V = value of lznd; a— anpual met income; i=increase in net income; r —
rate of capitalization.

G, C. Haas, “Sale Prices as a Basis for Farm Land Appraisal,” Minnesota,
Technical Bulletin No. 9, pp. 5-7.

J. D. Black, “The Division of Farm Income Between Landlord and Tenant,”
in Proceedings of American Association for Agricultural Legislation, 1919,
p. 145,
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individual will have the same rate of discount the second
ten years as the first? How much ought we discount
the future income 40 or 6o years from now, a span of
time beyond the active life of the individual?

(3) Elements in Land Value Not Found tn the Capi-
talization Process—Present market values of land tend
to be higher than is justified by the rates of return on
other investments because elements of value which are
flargely personal in character are introduced in the reck-
oning. By way of illustration, the pride of ownership will
induce many people to accept a comparatively low rate of
return upon land investment. This is the same as saying
that they value land at a higher figure than if it were an
income-producing investment like a bond. FFarm land val-
ues, for example, include an element of “home-value.”
Also in the case of farmers a lower rate of return (or a
higher value) is accepted because they do not consider
any alternative investments which might yield a larger
income. .

In new and rapidly devclopmg reglons llke the Mis-
sissippi Valley in the nineteenth century and in fast grow-
ing cities, tmarket values of land often vary considerably
from the values found by the capitalization of net income
method. In these localities, when all other factors are
taken into account, the most important single explanationt
of the low rate of return from land (or high market
values) is that men expect a substantial increase in the
price of the services of land or of the price of land, which
amounts to the same thing. In other words, a high val-
uation is put upon land in the present because an incre-
ment in value is expected in the future. This is done the
more willingly since the services of land are durable and
‘cannot be duplicated at will.

Summarizing we may say that the valuation of land in
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the present is subject to the following uncertainties: (1)
A change in the rate of capitalization, which represents
a change in the premium put on the present over the
future; (2) a change in the net incomes from land in
the future; (3) the introduction of other more or less
intangible factors which are largely psychological or per-
sonal in nature. The presence of so many uncertainties
gives a speculative character to the buying of land. At
the present moment there is great need of careful in-
vestigation and analysis of all these uncertainties in order
to divest land investments of the taint of bad speculation.
Such research will at the same time reduce the uncer-
tainties although they cannot be wholly eliminated. The
various rules used in appraising the value of real estate
represent a step in this direction. But these rules apply
to the area of city lots, to corner influence, or to the
physical and economic depreciation of buildings, and not
specifically and adequately to the underlying economic
factors of land valuation,

Forces Which Affect Land Income and Land Values.—
In our discussion so far we have assumed that men are
operating under perfect competition—buying, selling, and
renting with the idea of profit. But there are other forces
at work which modify such an assumed situation. Cus-
tom, monopoly, and public authority modify metheods of
land tenure, and “contract” rent under such conditions
may be a very different figure from the economic rent.

" In early and primitive society payments for the use of
land were based upon custom. Under the “metayer” or
share-renting system, for example, the landlord received
from all tenants alike a fixed proportion of the produce
{usually one-half and sometimes two-thirds in the meta-
yer system) and there was no question of raising or low-
ering rents. Share-renting was gradually displaced by a
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cash-renting system, based primarily on competition rather
than custom, although the share-renting system still per-
sists in some localities, particularly in the United States.
After cash-renting became well established, certain cus-
toms affecting payments for the use of land grew up
and tended to grow stronger as the country became older
and more stabilized. In one locality of Scotland a well-
informed gentleman said in 1913 that he knew of
only one case in that locality in which, during the past
forty years, the rent of land had been raised, outside of
cases where it was a payment for actual outlay of capital
by the landowner—ifor example, in the erection of build-
ings. Besides determining directly the amount to be
paid for the use of land, custom affects the income from
land indirectly in cases where the landowner traditionally
feels obliged to contribute certain sums of money for the
community welfare, that is for charity, for community
improvements, and the like. The incomes of English land-
owners have been especially reduced, sometimes to the
point of becoming deficits, in this manner through the
force of custom. Elsewhere we have related how cus-
toms of production or of consumption tend to restrict
land utilization to familiar forms even though a change
of custom would increase the income. Many customs
affect, directly or indirectly, incomes from land, although
in a “new” country like the United States their effects
are slight compared with those in older countries. The
general tendency of these customs is to stabilize condi-
tions and to smooth the irregular movements of land in-
comes.

Competition tends to accentuate and widen the fluc-
_tuations of land incomes over a period of time. Since
the time when custom gave way to competition as

1 Supra., p. 56.
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a ruling force in economic life, the fluctuations have
increased. One explanation of this effect is that com-
petition is based on unrestricted enterprise and free trans-
fer of land from one person to another, so that the pros-
pect of a small advantage is usually seized promptly and
magnified. It is a principle of human nature that when
some lead others follow, particularly when no restrictions
hold them back. To this principle should be added the com-
panion principle that men tend to over-estimate the pros-
pect of future gains and under-estimate the losses. This
too roseate view of the future, set free by competition,
played a large part in the inflated values of agricultural
land in many parts of the United States a few years ago.
Certainly our present proportioning of production and
consumption is based upon the theory of competition or
iree purchase and sale. In practice we depart from
the competitive principle in many instances and have
departed from it to an increasing extent in recent
years. Nevertheless a substantial degree of competi-
tion prevails and may be expected to prevail in the
future. From the long-time view of land incomes, a
strengthening of the force of competition will not only
accentuate the fluctuations in the landlord’s income over
a period of time but also will accentuate the differences
in income between one locality and another and between
different grades of land. A lessening of competition
would tend to have a stabilizing effect.

In general, monopoly is a force which tends to stabilize
income curves, although not in the same degree nor on
the same level as is the case with custom. However, we
may fairly disregard the force of monopoly in the case
of land incomes, because the supply of land is ill adapted
to unified control, except possibly in rare instances like
anthracite coal deposits or water power, where there is a
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great scarcity without great possibilities of almost equally-
suitable substitution. ‘

The effect of public authority on the long—tlme move-
ment of incomes depends on the way it is exercised, In
emergency rent-regulation acts, such as we have in two or
three States, and in zoning laws, the tendency is for in-:
comes to become fixed much as they are by custom. Rent:
regulation in this country is simply an emergency meas-;
ure and doubtless in many cases has prevented real hard--
ships resulting from rapidly rising rents. But before in--
troducing such measures of public authority, their effects
should be carefully considered. If they prevent the flow
of capital into home building by holding down rents, they
may make a bad situation worse. When public authority
is exercised through the taxing power, the effect upon land .
incomes may likewise be transferred to the utilization of,
land sometimes with undesirable results. Some taxes, as
the general property tax on forests, tend to encourage a.
policy ot exploitation which may end in high scarcity-
prices. Other taxes may take such a large portion of the
land tncome that Jand utilization is discouraged and values
are depressed. We will see later that this is one result of.
the present high taxes upon farm lands.! 5

The importance of consndermg these forces in forecast-
ing land incomes is chiefly in their effect upon long-time
movements of prices. Custom and competition largely.
affect the rapidity and nof the direction of movements of
land incomes. Monopoly is of slight, if any, effect. The
effect of public authority is generally to limit incomes,
but in particular cases it determines the direction, either
up or down, of land income movements.

Forecasting Land Values.—Prophecy is a dangerous
business in the present state of our economic information ;

1 Chap. XV,
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yet every investor and every business man prophesies
daily and acts accordingly. We cannot escape the fact
that the productive process is continuous, ‘waits for no
man,”’ and that man looks to the trends of value in the
future for guidance in present valuations. An explana-
tion of values at a particular moment of time is incom-
plete if it does not include the dynamic aspects of the
problem.

Forecasting means looking to the future. In primitive
times forecasting was bound up with religious prac-
tices and superstitions of every kind and description.
We do not believe any longer in magic and incantations,
although certain almanacs which influence men with re-
spect to their future still seem to have a surprising vogue,
especially among farmers. Until quite recently forecast-
ing has generally been an individual operation and has
been largely guesswork. It has been based for the most
part on present prices, and as it has been individual, and
as each individual makes the same sort of guess, the re-
sult has been that mistakes have been made, one extreme
following another. One farmer thinks the time has come
to raise sheep; but the same motives which led him to
make this conjecture, being very general, lead to excessive
production of mutton and wool. The United States De-
partment of Agriculture now gathers agricultural statistics
m an attempt to afford guidance so as to avoid relative
over-production and relative under-production of particu-
lar crops or animals,

Forecasting may be either for short-time periods or
for long-time periods. Forecasting the near future is the
object of such business services as those furnished by the
Harvard Committee of Economic Research, Brookmire,
Babson, and others. Short-time estimates are adequate
for commercial and industrial enterprises which can be
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adjusted quickly to changing conditions, but the necessity
for long-time forecasting of incomes is greater in the
case of land than in the case of other forms of wealth.

The factors whose effects upon land values are of rel-
atively short duration generally make themselves felt in
one or a few localities but not usually over a large terri-
tory like the United States. A real estate boom, spon-
sored by real estate dealers, private speculators, chambers
of commerce, or private corporations, may inflate values
in one restricted locality. Buyers of Iowa farm lands
during such a boom also know how the collapse of booms
brings down land values almost over night. These local
disturbances rising suddenly from the general movement
‘of land values and as suddenly subsiding are also due in
large measure to fluctuations of the business cycle. When
business conditions are generally good, the optimism of
a few leaders induces others to follow in what often
amounts to a temporary and local inflation of values,
However, these short-time, local increases or decreases
in land values do not have very great effect upon the gen-
eral long-time movement of values with which we are
chiefly concerned; in fact they are in many cases quite
independent of the land values in other communities.

Forecasting for long periods of time must concern
itself with those factors which will increase or decrease
the supply or demand for land. Supply and demand are
like the two blades of a pair of shears; we can hold one
of them stationary and move the other, or reverse the
process, or move both simultaneously. If both move in
the same direction, the movement of one blade may so
counteract that of the other that the shears will not cut.
-On the other hand such a double movement may accel-
erate the cutting.

Nature of the Demand for Land—The demand for
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land comes through a demand for the services of land.
Land yields the materials for food, clothing, shelter, com-
forts, and luxuries. The demand for a new luxury pro-
duces a demand for land in many direct and indirect ways.
The craving of the public for grape fruit has induced
men to utilize thousands of acres of Florida land to pro-
duce this fruit, But this is just the first step in the de-
mand for the services of land. After the fruit is grown
it must be boxed, shipped, transported, distributed, and
delivered to the table of the consumer. One’s imagination
pictures thousands of men at work to carry out this sim-
ple process, every step of which increases the demand for
land for production, transportation, or site purposes.

Growth of population, therefore, is the first factor in
creating a demand for land and its services, A recent
writer makes the statement that it takes 214 acres to sup-
port an individual at European agricultural efficiency and
therefore the world’s population will reach a maximum
of five billion people with the agricultural efficiency of the
present age.” All such arbitrary assumptions leave out of
consideration the fact that a given population does not
necessarily mean a given and definite pressure upon land.
There is always the possibility of changing our diet as
well as of making more efficient use of land.

The demand for the services of urban land must be
considered more specifically. Probably the four most
important factors, producing an upward tendency of
urban land values, are: (a) The development of indus-
try and commerce; (b) the development of communica-
tion and transportation; (c¢) the gquantity and quality of
public improvements; (d) a restriction of the area avail-
able for use, in the face of a growing population.

The development of industry and commerce attracts a

LE, M. Eaxt, Mankind ot the Crossroads, Scribner, 1923, p. 69.
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larger population to a city and generally increases the
community’s purchasing power. The development of
communication and transportation through improved
roads and railroads and wider use of the automobile gen-
erally operates in the same way. A restriction of a city
area for topographical or political reasons tends to cause
rising values as the growing population approaches a
complete occupation of the limited area. The effect of a
c1ty $ EXpenmtures for public 1mprovements such as
streets and parks, is to strengthen a rising movement of
land values established by other causes. Independently
of other factors, public improvements ordinarily do not
cause increased values, but when joined with other influ-
ences they have an effect in that direction. However, the
additional value increments produced by public improves
ments must be offset by deductions for the special assess-
ments or increased taxes covering these expenditures.
Unwise public expenditures of this kind have been known
to decrease instead of increasing land values, because the
burdens exceeded the benefits conferred.

A great deal depends upon the size of the unit selected
for study. Obviously if only a small section of a city
is studied, the development of industry may depress values
in that section, although an increase in values is noted else-
where in the city. Land values on Manhattan Island,
New York City, have increased, although the population
living on the island has decreased. Naturally a wrong
conclusion might be reached if Manhattan Island alone
were studied. In the case of our larger cities it is neces-~
sary to take the entire metropolitan area as the unit.

Many other factors undoubtedly contribute to an up-
ward trend of incomes or values in certain localities.
Sometimes a reduction of freight rates to or from one
city and not applicable to other cities will boost land
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values. Another interesting study could be made of the
effect on land values of a growing university located in a
city. Other influences, more peculiar to a few localities
than common to a great many localities, may occur to the
reader or will be brought to light when additional studies
are undertaken.

A downward trend of values in some localities is
brought about (1) by over-expansion of a city’s area, (2)
by the decay of industries, (3) by the movement of in-
dustries to more favorable localities, and (4) by other
factors less common in occurrence, Superior, Wiscon-
sin, is an excellent illustration of what over-expansion
will do to land values. The city was laid out for a pop-
ulation of over a million, because it was anticipated that
the city would become a great inland port, surpassing
Duluth, Minnesota. This expectation was not realized,
and the city finds itself burdened with a great reserve area
of idle, unimproved land which tends to depress the prices
that can be asked for improved land. Some towns are
built up by a population whose sole income is derived from
working in a mine or a forest. When the mine is closed or
the forest is cut down, people drift away and land values
dwindle to nothing, or almost nothing. In Chapter I
a decadent copper-mining town of this nature in Australia
was mentioned, illustrating how land and improvements,
though serviceable, can lose all value for lack of people
to use them. In the United States, also, there are mining
and lumbering towns which have the same history. The
movement of industries to more favorable localities has
an effect on land values similar to that of decaying indus-
tries.

Influence of Purchasing Power and Standard of Liv-
ing.— Although mere numbers of people are a determin-
ing factor in the movement of land values, the purchasing
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power and standard of living of the population are of
more immediate and concrete significance. Some of the
Chinese and Indian cities have great density of population
but very low prices compared with the level of prices of
land in the United States. The scarcity of land may be
as great, but the prices are much lower, partly because
the purchasing power in those Oriental cities is relatively
low, partly because all values in those countries are low
compared with our standards.

Foreigners are astounded at the high rents paid for
business corners in American cities or for urban residen-
tial property. This is largely explained by the high gen-
eral average of economic well-being, by the readiness with
which wealth is generally expended, and by the willing-
ness of the American to pay for the prestige of fashion-
able location,

The advertiser is aware of the necessity of creating the
“intensity of customary use” for his article. He appeals
to the public by the “exclusiveness” of his goods and cre-
ates in their minds the idea of the desirability of fashion-
able and exclusive dress, automobiles, suburbs, or resi-
dence sections. If a certain section of a city once has the
distinction of being for the select, rentals and prices will
be paid all out of proportion to physical or tangible factors
that ordinarily determine value. “The very cracks and
crannies of fashionable districts, narrow side streets and
dark back rooms, when touched by this potent charm,
command high rentals, notwithstanding their intrinsic
unattractiveness,” *

In the business districts fashion likewise explains the
high rentals and high land values of certain shopping dis-
tricts, The high average well-being of Amerlcans makes
them careless of small savings, “Time is money” is the

1F, W, Taussig, Principles of Ecomomics, Macmillan, 1911, Vel. II, p. 80.
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excuse. The restaurant or drug store on a crowded cor-
ner has a large advantage over another similar establish-
ment just around the corner because the average Ameri-
can is unwilling to go a few steps to save a dime. This
trait has become hardened into custom and fashion until
the American is far less free than the European to eat,
shop, or amuse himself regardless of surroundings. The
influence on rentals and land values is obvious.

Rural lands suitable for country estates, ranches and
orchards of wealthy men who made their money in other
industries and who become “farmers” because of fashion
or whims also acquire a value far out of proportion to
their productive value, In such cases the “home” value or
psychic value is the main factor in the price of land.
Farms in the hands of “dirt” farmers near such *“play”
farms soon reflect the value of the latter.

The effect of a high standard of living on land values
should not be interpreted too broadly, for a demand for
goods and services of a better quality does not invariably
mean that more land will be required. Fashion may dic-
tate that residences have spacious grounds ; that, of course,
necessitates the use of more land. But when fashion de-
crees that house furnishings be more expensive and of bet-
ter quality, the effect upon the use of land and upon land
values is negligible. In the case of agricultural products
greater expenditures of wealth may give rise to a demand
for a better quality of eggs or fruit, but no more land is
required to furnish the better quality products, although
more labor and capital may be necessary. There is a
limit, therefore, to the influence exerted on land values
by high standards of living.

The purchasing power of peoples, however, has a larger
significance, The United States has been the source of
stupply for much of the meats and breadstuffs of Europe.
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The purchasing power of Europe has been seriously
diminished by the war; they are buying less of our prod-
ucts, and with the lessened demand, prices fell. If this
market is again restored to us, prices of agricultural prod-
ucts will tend to go up, and with this movement will
come an upward turn in agricultural land values, other
things being equal.

We know also that the countries of Europe are making
an effort to become more nearly self-sufficing with respect
to agricultural products. To the extent that they buy at
home and do not buy from the United States, this cannot
fail to affect the purchase of American products by those
countries. Already a decline in the amount of their pur-
chases is noted, although this is due more to unsettled
currencies and political and economic conditions generally
than to greater self-sufficiency. The effect of this decline
has been to enlarge the unmarketable surplus of American
export grains, which, being thrown back on the domestic
market to be absorbed at a lower figure, if at all, has
tended to depress agricultural prices and land values.
This experience shows how important it is to consider
among other things the trend of events in distressed
parts of the world and especially in Germany, which, if
prosperity returns, may become a large purchaser of
American farm products.

On the other hand the number of customers of the
American farmer is increasing within our own borders,
since the cities increase in population faster than the
country districts. Futhermore, this growing city popu-
lation is probably the ‘“‘wealthiest aggregation of con-
sumers anywhere on earth " as one writer has prev1ously
‘been quoted as saying.'

The forecaster of land values must, therefore, note not

30p. cit., see pp. 99-100.
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only the growth in population but purchasing power, pur-
chasing habits, customs and fashions of buyers of the
products and services of land.

The Supply of Land.—The other blade of the shears
is the supply of land. The scarcity of land is a funda-
mental condition of its value. If the supply of land were
abundant enough to satisiy the wants of all, land would
command no price,—that is to say, would have no value.
With an abundant supply no one could be asked to pay
for the use of land, because, if he were, he could avoid
doing so by appropriating land elsewhere,

What is the nature of this fundamental scarcity? Ob-
viously it is not a physical shortage of land, for there is
always more land that can be used for building sites or
farms. It is incorrect, therefore, to speak of a scarce
supply of land in the physical sense. Scarcity is an eco-
nomic term. In a previous chapter attention was called
to the fact that land is of various grades with respect to
fertility or advantageous location. Some farms produce
more per acre than others; some sites are better suited
for office buildings than others. These differences give a
clue to the meaning of the term scarcity in land economics.
For every use of land there is a scarcity of land best
adapted to that use. Even this statement requires further
explanation. It is theoretically conceivable that the sup-
ply of a particular grade of land suitable for only one wuse
is more than sufficient to satisfy all the demand for it.
In that event there is no scarcity of that grade of land,
and it commands no price on the market. Such a situ-
ation does not conform to reality. Actually the growth
of population has given rise to demands for certain uses
of land in excess of the supply of land best adapted to
those uses. Hence we say that scarcity refers to the
dearth of supply in relation to the demand. We find,
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therefore, (1) that scarcity is a fundamental cause of
value, (2) that scarcity is not a physical shortage, and
(3) that scarcity is a shortage of particular grades of
land in relation to the demand for those grades of land.

Two essential phases of scarcity are characteristics of
the land itself: (1) its gradations in fertility and in ad-
vantageous location, {2) its immobility. If all land were
equally suitable for all uses, there could be no scarcity
as long as some portions of the earth’s surface were
unutilized, Similarly, if land could be freely moved from
place to place or freely reproduced, the scarcity of one
grade of land in one locality could be made up from the
plenty of another locality.

In the chapter on the “Present and Potential Supply
of Land” the question of the possibility of increasing
our economtic land supply is discussed. It is necessary to
emphasize the fact that area is no measure of the supply
of land whether it be urban, agricultural, or forest land.
Certain kinds of natural resources are fixed in quantity.
There is probably a definite amount of coal, petroleum,
natural gas, gold, iron, and other minerals, and the prob-
lem in connection with lands yielding such products is
one of conservation. The same holds for irrigation
water, water power, and, to some extent, also of forests.
But in agricultural land, forest land, and forms of utiliza-
tion depending on site, the products or services of land
can be increased. As stated before, such increase, while
physically unlimited, may be economically impossible be-
cause under a given technique the law of diminishing re-
turns will fix the economic limit. This law is always
based on a given technique and a given level of prices,
Ancient Rome had its “skyscrapers,” but their height was
fixed by human endurance in climbing stairs. The eleva-
tor, together with modern steel frame construction, has
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made 30-story buildings practicable. If Ford can supply
the world with a cheap fertilizer, we may see a revolution
in agricultural production which may upset land values
tremendously. A practical cotton picker may do the
same for the South. A new cheap explosive for blasting
stumps probably changed the whole land-clearing situation
in the Lake States and helped to stabilize land values dur-
ing the present depression. The automobile and good
roads have helped to shift land vahies in both rural and
urban communities. Space does not permit further illus-
trations ; we can only suggest that the technique of land
utilization, transportation, and kindred factors must be
closely watched by the economist and appraiser who at-
tempts to forecast land values. Changes like these have
shifted and altered peaks of land values from one section
of the country to another and even from one continent
to another.

The increase in the efficiency of utilizing land may be
accomplished in a number of ways. In the past the
efficiency of utilizing urban land was immensely increased
by the development of building with structural steel, so
that a given area of Jand could supply a much larger de-
mand for office and store space. Normally we would
expect this great increase in the available services of land
to depress prices. This, however, is based upon the
premise of a stationary or slowly growing population
with a relatively small change in demand., As a matter
of fact, the use of structural steel, electric and motor
transportation, and other technical improvements made
possible and supported a great concentration of popula-
tion in cities. Thus the normal effect of increasing
efficiency of land utilization was lost and more than
offset by the increased population, so that an increase
in values, rather than a decrease, resulted. In the case
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of farm land, it is safe to say that ‘'much higher land
values would have resulted from the growth of population
in the last 100 years if the development of farm ma-
chinery and agncultural technique generally had not
tended to hold down prices.

The effect of increased efficiency becomes more appar-
ent if we consider a case in which the population and its
purchasing power are stationary. Increased efficiency then
makes possible the satisfaction of the given, stable demand
with the utilization of the existing or a smaller supply of
land at a lower cost and lower prices. Because popula-
tion has increased in every major country this tendency
is generally overlooked. Studies of certzin cities which
have stationary or slowly growing populations are now
being made, however, and results so far seem to substan-
tiate this conclusion, as far as the local effects are con-
cerned.’ Furthermore, in the United States we know
that our rate of population increase is a declining rate,
although in aggregate numbers population is increasing.
As this rate of population increase declines still further,
in other words, as we approach a stationary population,
the effect of improvements in land utilization will become
more apparent. The relation between these factors may
be stated as a law of the movement of land values: Other
things remaining equal, in @ progressive society with in-
creasing wedalth and stationary population, land values
will decline, We need further investigations into the
‘growth of population in order to determine accurately
what rate of growth counterbalances the tendency of land
values to decline as land utilization becomes more efficient.

The farmer looking at the land situation from his own
standpoint must consider also the increasing supply of

1 Results of these studies will be found in a doctoral dissertation hy Mi‘
Arthur J. Merwuzke, University of Wisconsin, 1924,
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land yielding identical and competing products. Assum-
ing no increase in demand for his products the dairy
farmer of Wisconsin has reason to fear the development
of dairying in the West or the South. Fortunately the
past few years have witnessed a rapid growth in the de-
mand for such products, so that the increased supply from
Western and Southern dairy farmers has not depressed
the prices of dairy products. But the tropical fats and
oils are offering real competition, which is being
fought by legislation. The com and hog farmers are
also interested in the competition of these vegetable oils
from the South and the tropics. The rate of development
of new lands in Siberia, Australia, South America must
be considered by the forecaster who is concerned with the
trend of land values in the United States.

The urban subdivider has a similar problem. What
is the saturation point of the settled area of the city before
it is wise to plan a new subdivision? If he is not the only
one to discover this point, he may find a dozen new
projects competing with his own and depressing values
in all of them,

Up to this point we have been discussing factors which
have to do with the size of the income from land. But
even if the size of the income remains constant, a rise in
the rate of capitalization tends to depress land values,
This will happen in the same way that values will rise
when the rate of capitalization falls, a process which has
already been sufficiently explained. Capitalization at a
higher rate of interest coincides approximately with a
rise in the interest rates, more particularly with the inter-
est rates on farm mortgages.

There are innumerable other factors tending to raise
or lower land incomes or values generally over a compar-
atively long period of time. Some of them, of course,
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are more important than others. Among the most impor=~
tant, perhaps of equal rank with those discussed above,
are the quantity, quality, and efficiency of labor, the rates
of wages, the influence of taxes and of public improve~
ments. But in order to gauge accurately the force of
these influences we need far more data than we now have.

The general impression conveyed by an analysis of
groups of necessary forecasting data and by an inter-
pretation of their probable influences on agricultural
land values of the United States and their relation-
ship to one another, does not lead one to anticipate
any general upward movement of land values in
the near future. Indeed, a downward trend of land
values during the next ten years is not improbable. But
a sober view, based on carefully gathered and carefully
interpreted data, is in the long run more wholesome than
- a false optimism. The merchandiser of land knows only
too well that faulty forecasting of an optimistic nature
makes customers more dissatisfied than satisfied. It is,
therefore, to his own interest, despite a possible imme-
diate advantage in a contrary policy, to correct optimism
by the facts.” The farmer, too, is vitally concerned with
scientific forecasting. He knows, or ought to know, the
disastrous consequences of valuing farms at high figures
when prices are falling below the point where they will
yield him an adequate return on the investment. It is
advantageous to the farmer in the long run to keep cap-
italized values and prices in a correct and sound relation
to each other. A sound relationship between farm values
and agricultural prices cannot be maintained very well
without forecasting. Not only to these groups of people,
" but to people generally, it will be distinctly beneficial to
base expectations of the future on scientific forecasting
rather than on mere guesswork.



LAND VALUES AND VALUATIONS 267

SUMMARY

Land values furnish a guide for the utilization of land.
The prices of the services or products of land tend to effect
a restriction of the demand in order to bring it into con-
formity with the available supply. Through the price sys-
tem those who utilize land are guided in selecting the best
use for each piece of land. Land prices have significance
in many other relations also. The value of land is derived
from the value of the services and commadities that it yields,
either directly, for consumption, or indirectly, when it is
used for earning an income. The latter is more and more
fooked upen as the chief basis of land values in so far as
they are affected by the demand. Therefore, the income of
land is the basis for the determination of its capital value.
The process of determining capital value when income is
known is called copitalization. Capitalization of land in-
come is done by getting the present worth of all the ex-
pected future incomes discounted at the current rate of
interest. Market values of land often differ from the figures
obtained by capitalizing the income, One reason for this
in new and rapidly developing countries is because a higher
present valuation is put on the land, owing to an expected
future increment in value. Another reason is that land
income is not constant but changing; its rate and amount
of change are affected by the economic forces of custom,
competition, monopoly, and public authority. Forecasting
‘of land values for long periods of time must concern itself
with those factors which increase or decrease the supply of
or the demand for land, The growth of population is the
chief factor in creating a demand for the services of land.
The demand for the services of urban land are especially
affected by the development of industry and commerce, by
the development of transportation and communication, by
the quantity and quality of public improvements, and by a
restriction of the area available for use, in the face of a
growing population. The purchasing power of the people
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and their standard of living also greatly affect the demand
for land. The supply of land in general is not less than
the demand for it, but there is scarcity in the supply of
particular grades of land in relation to the demand for those
grades of land. This scarcity is due (1} to gradations
in fertility and in advantage of location, (2) to the im-
mobility of the land. Area, however, is not a measure of
the economic supply of land, since with the same area the
economic supply of the services of land can be increased
by improving the efficiency of utilization. Other factors
also influence the value of land, such as the quantity and
efficiency of labor, rates of wages, taxes, and public im-
provements. The scientific forecasting of values will pro-
mote the interests of all who have to do with land, even if
it sometimes corrects a false optimism with regard to land
values,



CHAPTER XIII

THE SOCIAL ENDS OF LAND UTILIZATION

TaE foregoing chapters form a basis for the study of
the objectives of land utilization. If the use of land in
certain ways leads to undesirable social consequences, it
is an undesirable use and should be changed. For exam-
ple, if owner operation with a healthy minimum of
tenancy (chiefly as an aid to ownership) tends to bring
better methods of production and higher standards of liv-
ing, it should be encouraged. If zoning urban land helps
to stabilize real estate values and preserve the amenities of
living, the selfish interests of a few individuals seeking pri-
vate enrichment should not be allowed to stand in the way.
These matters are in the realm of policy, and after all it
is policies which the legislator, the real estate man, the
investor, the economist are all seeking, to guide them in
their daily transactions which involve natural resources.
A land policy, it should be repeated, means planning the
utilization of natural resources to reach desired ends.
These aims of a land policy form a yard-stick by which
to measure the wisdom and efficiency of any particular
form of utilization.

The Individual Ends of Land Utilization——Profits are
universally regarded as the mainspring of private enter-
prise in our present economic system. But it should be
borne in mind that the prize is not gross profits, but net
profits or net income over and above costs. This incen-
tive to private initiative in the use of land will occur to

269
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everyone. What is not so evident is the nature of the
home owner’s net income, He gets no money income
from his home. In place of that, however, he gets an
income in the form of shelter and the psychic satisfaction
derived from the amenities of his residence. From the
seller’s point of view the amenities are the equivalent of
money income, since a buyer is willing to pay for their
possession and use,

If the wishes of the private individual alone were con-
sidered, that use of land which yielded the highest net
income would be the most desirable. This in fact was
the theory and practice of business enterprise a century
ago. It was based on the belief that what was best for
the individual was also best for the community.

This view is not so widely held at the present time.
During the last fifty or sixty years it has come to be rec-
ognized that the individual is not a unit by himself, but a
unit of a society, and that the interests of the individual
and of the community do not always coincide. Evidence
of this change in attitude is found in the increasing num-
ber of limitations and restrictions which governments
have placed on business enterprise. e now have on
our statute books the Sherman and Clayton anti-trust
laws, a series of laws regulating railways, a great body
of labor legislation, and a multitude of other regulations
affecting business relations. Of special importance for
land problems are the homestead exemption laws, the
real estate brokers’ license laws, city planning and zon-
ing laws, rent regulation laws, and the like. Some of
these laws have proved beneficial to the real estate busi-
ness, but that was not the central objective of the legisla-
tors; laws designed to benefit one relatively small group
of people fall within the category of unconstitutional
class legislation. The purpose of these laws was the
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codrdination and harmonizing of conflicting private in-
terests and the protection of the public interest from the
results of unrestrained profit-seeking. In other words,
the legislators contemplated certain public ends which
are more important than the enrichment of some private
individuals.

The Social Ends of Land Utilization.—The social ends
of land utilization are: (1) A balanced production and
distribution of wealth; (2) the conservation of natural
resources; and, (3) the increase of the amenities of living
so far as they are dependent upon the use of land. What
do we mean by these aims and how are they to be accom-
plished? In practice the two problems of ends and means
are inseparable, but for purposes of analysis they are dis-
cussed separately,

The best production of wealth, from an economic point
of view, is not necessarily the largest production of any
one commodity. It is a common fallacy to look upon the
largest production as the aim of all economic enterprise,
because it is felt that then each person’s share of wealth
will be larger. This error is at the bottom of many of
our sa-called economic ills or maladjustments te-day, and
it rests on a misconception of our economic system, since
it neglects the fact that production and exchange are based
upen a delicately adjusted price system. What we need
is not the largest possible production of wealth, but a
balanced production—neither too much nor too little coal,
wheat, houses, or any other commodity or service. In
other words, a balanced production occurs when the sup-
ply of commodities is in equilibrium with the demand for
them or when production and consumption are adjusted.
Again we turn to the wheat market for illustration, be-
cause its history brings out so excellently the fallacy of
the idea of largest production. During the war every
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effort was bent toward getting the largest possible wheat
supply. Now it is estimated that we have about 10,000,-
o0oo acres too much land in wheat, and prices are low.
The loss to society in bankrupt farmers, in lost savings
through the failure of banks in the wheat districts, and
in many other ways, is very great. The point is that this
loss might have been considerably lessened if a balanced
production, rather than the largest possible production,
had been the aim. The oil market during 1923, the potato
market, the corn and hog markets, all reveal the same
confusion of the largest production with a balanced pro-
duction.

It is rarely possible to obtain a system of production
which is completely in equilibrium; our present system
is always in the process of becoming balanced. From
the point of view of the demand for products, this is pri-
marily due to the shifting of population and of its needs.
From the point of view of the supply of commodities, our
unbalanced production is chiefly due to the lack of knowl-
edge of price movements and to inability to forecast accu-
rately the trend of costs and incomes in the future,
although in the case of agricultural production these short-
comings are complicated by the unpredictable whims of
nature, such as unexpected variations in weather. Not-
withstanding our apparent inability to attain it, a bal-
anced production is a desirable end to work toward, be-
cause it will yield the minimum waste and maximum
benefit to the community.

Just as the largest possible production is not always the
most desirable socially, so a distribution of wealth which
gives each person an equal share is not most desir-
able. The distribution of wealth is used in two senses.
Economists are accustomed to speak of production as the
creation of a fund of wealth, and the distribution of
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wealth is the parceling out of that fund among those who
contributed to its creation. It is traditional in economics
to regard wealth as the product of labor, capital, natural
resources, combined into working units by management,
and to consider the product as distributed in wages, inter-
est, land income (rent), and profits among the laborers,
capitalists, landowners, and managers respectively, in’
proportion to their services in production. This is a
factoral distribution of wealth and should be distin-
guished from the personal distribution, which refers to
the size of each individual's income, regardless of whether
he is laborer, capitalist, landowner, or manager. We are
using the term ““distribution of wealth” in this latter
sense.

Two things are important in the ideal distribution of
wealth. First, the size of each individual’s share of the
national income should be sufficient to maintain an ade-
quate standard of living. Second, the shares of this
total fund of wealth should be proportioned so as to
bring forth just that supply of productive effort necessary
to achieve a balanced production. The maintenance of a
standard of living well above the poverty line is obviously
desirable in the distribution of wealth. The second point,
however, needs further elucidation.

For the past few years there has been a movement of
farm workers to city industries. They are attracted
mainly by high wages, which are greater than can be
earned in agriculture. This population movement indi-
cates that the returns to labor and land are not properly
proportioned. Apparently there is not enough factory
labor to satisfy the demand, and rather too much land
in agriculture to give to all agricultural workers a liveli-
hood equal to that in many other occupations. In time
it may be expected that the reward to agricultural labor
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will compare favorably enough with factory wages to
lessen this movement greatly. In some such fashion as
this the balancing of production is accomplished through
balancing the distribution of wealth by the mechanism of
private initiative. Does society or can society aid in
balancing production and distribution by appropriate
action? This question will be considered presently.

Conservation of natural resources is the second great
end of wise land policies. The depletion of our forests
is growing more apparent every day. In the case of min-
erals, the danger of depletion is not so immediate or
striking, except perhaps in the case of the naval oil sup-
ply; but it is none the less urgent when the long-time
point of view is taken. In the arid West water is a com-
modity of great value because it is so scarce, and steps
have been taken to conserve it. Even though the supplies
of many natural resources are sufficient to meet the needs
of two or three generations, it is often “penny wise and
pound foolish” to burden future generations with a short-
age which can be eliminated or postponed by present
economies,

As forest products become more scarce, it will be nec-
essary to curtail our consumption to make the supply go.
around. Although we may never reach the point of abso-
lute depletion, we must accept a greatly reduced standard
of living so far as dependence upon forest preducts is
concerned. This tendency of consumption to decline as
shortage increases is usunally forgotten when it is esti-
mated that our forests will last only 40 or 50 years. If
the present rate of cutting and of consumption were con-
tinued, this prophecy might be fulfilled, but cutting and
consumption will not continue at the same rate, because
the increasing scarcity of wood will tend to raise prices
and thereby induce a decline in its consumption. Still,
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no one looks forward with eagerness to the time when
wood, coal, oil, or any other natural resource will be so
high in price, because of scarcity, that consumption must
be cut down sharply, Hence it is an unquestioned part of
a comprehensive land policy to consider ways and means
of avoiding this situation in the future.

The third great aim of land utilization is the increase
of the amenities of living. There should be no confusion
about the meaning of the term amenities. As already
defined, amenities are such things as beautiful scenery,
a congenial environment, pleasant neighbors, a healthful
neighborhood, attractive homes. These yield primarily
psychical forms of income, but they are a part of income
because their presence will be paid for and their absence
will be discounted. Most people spend a large part of
their lives in their homes. That is why the amenities of
land are so important, especially in the case of residential
property. Their increase is not only a benefit to the
individual but to the community as well.

In recent years the amenities of city life have increased
more rapidly than the amenities of life in the country.
This tendency partly explains the concentration of popu-
lation in cities, If city life continues to be so much more
attractive than country life, it is not inconceivable that
some time in the future a shortage of man power in agri-
culture may cause a marked rise in the prices of food
products. What can be done to forestall this possibility
is a problem of ways and means of accomplishing the
social aims of land utilization. To that problem, with
the companion problems of how production can be bal-
anced and natural resources conserved, we shall now turn.

Means of Social Control of Land Utilization to Secure
These Ends.—~How are these social ends to be accom-
plished? Social ends suggest that we use social means—
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namely, government regulation, legislation, police power,
taxation, or the conversion of private into public prop-
erty, or the reverse. The problem is to use such means
as will accomplish these ends under a régime of private
property.

(1) Price Fixing or Rate Regulation by the Govern-
ment—There are certain forms of land utilization in
which “price fixing” as a means of social control is justi-
fied and others in which it is an entirely inadvisable
policy. In all cases more can be said in justification of
the exercise of this power of the State as a temporary
emergency measure than as a permanent policy. Public
utilities are important utilizers of land and the control of
their rates and prices is a necessary governmental func-
tion, desirable for both the good of the industry and the
best interests of the public. We may say in general
that, when land is utilized by a monopoly, price regulation
is necessary; and also that, when certain lands are
monopolistically held or are very scarce, such as wharf
and dock property, price regulation, if not public owner-
ship, has much to be said in its favor.

But this power of government is often misapplied. We
say we want balanced production and point out that our
wheat acreage is ten million acres too large. The result
is low prices and agricultural distress. So far as this
applies to the present situation it is not entirely due to
the misjudgment of the farmers. During the war the
price of wheat was fixed by the government to induce
wheat production. The cry, “Food will win the war,”
and the insistent public demand for wheat encouraged
farmers to raise this staple, in some cases without mate-
rial profit. Suddenly the war ceased, conditions changed
over night, and farmers found themselves with an over-
expanded crop area which could not be reduced in a short
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time. Despite this experience with government price
fixing during the war, the same device is advocated in
some quarters to-day as a means of relieving distressed
wheat farmers. It seems plain that the “pegging” of
prices at a certain point higher than the present market
price of wheat in order to assure at least the expense of
production to all wheat farmers, would only accentuate
the present condition of wheat production and possibly
increase the area in utilization. Government price fixing
would not balance production, but would preserve the
existing unbalanced production because it would encour-
age wheat farmers to keep in cultivation more land than
is necessary to supply the needs of the market.

It is a very difficult and delicate problem to adjust
prices so that the demand will just be met and balanced
production result. Particularly is this the case where
the product is sold in a world market, produced by a
great number of operators in many different parts of a
country, The difficulties of urban rent regulation seem
almost insuperable, but, since it involves a local market
and an inseparable service, it should be much easier to
accomplish than to fix successfully the price of farm
products,

(2) Disseminating Useful Information.—The service
of the government in obtaining balanced agricultural
production on the farms already established must there-
fore be confined to the gathering of data and the interpret-
ing of trends so as to guide producers in their selection
of crops and their livestock enterprises. In this way the
government avoids offering artificial inducements to the
farmer, but helps him to estimate the strength of the
inducement which the natural movement of prices has
for him.

(3Y Adjustment of Internal Immigraﬁon Policies and
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Other Policies to Needs—In so far as there is general
agricultural over-production, the government can also
withhold publie lands from sale and withhold aid for
reclamation, drainage, irrigation, and State clearing of
cut-over lands, until there is need for more land,
A large number of States have immigration depart-
ments whose purpose is to bring more land into
use. A wise land policy (in which the Federal
Government and States would coGperate) would
adjust the activity of such departments to the de-
mand for land and prevent undue advertising and high
pressure salesmanship on the part of public officials,
Here again we see the principle that a land policy may,
and perhaps in the very nature of the case must, hurt cer-
tain private businesses in order to promote the general
welfare. Thousands of individuals and corporations have
invested money in potential farm lands with the expecta-
tion of developing them and selling them at a profit.
“Development” may mean anything from high class colo-
nization to mere speculation on the rise of land values.
A public policy of stimulating immigration through State
immigration departments has been an indirect subsidy to
the business of those dealing in potential farm lands,
Their advertising was emphasized and strengthened by
that of the State, the cities, and the semi-official corpora-
tions such as railways and chambers of commerce. Their
clients were publicly helped through the researches and
the extension work of the agricultural colleges and
through the county agent system. It is admitted that
thousands of settlers have in this fashion been put upon
sub-marginal land through private agencies aided and
abetted by public agencies. The attitude of the educa-
ttonal institutions has heen, ““The poor fellows are on the
land; let us help them.”” In so far as all this is a conscious
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or unconscious public system or philosophy of action, it
is a land policy.

At the present time the tendency of public officials to
warn against further expansion of agricalture by settle-
ment on sub-marginal land is being resented because it
interferes with private business and hinders the expected
development of the country. The fact of the matter is
that the proper use for much of this land is forestry, and
the public must be educated to see this in order to prepare
the way for a land policy which will permit the proper
utilization of the land. In a short time there will be an
under-production of forest products which will manifest
itself in high prices, curtailment of the use of timber,
less housing, and a lower plane of living. Here is a
problem of over-production and under-production which
requires for solution the cooperation of all government
agencies and the use of more stringent social means than
those noticed above.

(4) The Police Power of the Government.—The po-
lice power, with the companion powers of eminent domain
and taxation, is a legal term whose meaning and scope
are defined in the decistons of courts.” In its broadest
sense the police power is the power of government to
regulate the use of life, liberty, and property in the inter-
est of the general welfare. This is the basis of regula-
tory legislation which sets the limits within which individ-
vals may act on their own volition,—in fact, the
basis of the general legislative power of the government.
As a matter of practice the laws which legislatures enact
to carry out a policy of social control are subject to
review by the courts, so that the exact determination of
what legislatures may or may not do under the police

1T, M. Cooley, Constitutional Limitations, Little, Bruifu, 7th ed., ed. Lane,
1993, Ch. XVIL.
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power is 2 judicial function. In other words, the courts
define the police power. Consequently, in a narrower
and more accurate sense, the police power is that power
of the courts committed to them by American constitu-
tions, whereby they must shape property and contract to
existing social conditions by settling the question of how
far social regulations may, without compensation, impose
burdens on property. Laws which require real estate
brokers to be licensed are police power regulations which
interfere, to be sure, with the liberty of every man to pur-
sue a lawful occupation and to obtain the highest income
by whatever means, but which have been sustained by
the courts as a reasonable exercise of the police power to
protect the public. Similarly, zoning laws in some meas-
ure restrict property rights and the possibility of getting
an income from those rights, but these laws have heen
upheld by some courts because they control the use of
property to the advantage of the public.

By restricting the possibility of getting a higher income,
police power regulations indirectly affect the distribution
of wealth. They are also used to bring about the con-
servation of natural resources, and especially to pre-
serve or increase the amenities of land. The imme-
diate effect of police power regulations is to control
the scope of private rights in land for the purpose of
effecting one or the other of these social ends. Licensing
laws seek to protect the public from fraudulent practices
of real estate dealers; zoning laws seek to preserve land
values and increase the amenities flowing from land ; rent
regulation laws seek to protect the renting public from
the extortion of unscrupulous landlords who try to take
advantage of the unbalanced production of homes: build-
ing laws seek the safety and health of the public by estab-
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lishing minimum standards which can hardly fail to affect
the amenities of life _

Previously we have called attention to the fact that a
large part of the rural population is being drawn into the
cities. At present the inducements are so much greater
in the city,—opportunities to “make money” (therefore to
obtain a larger share in the distribution of wealth)—
that millions of farmers and farm laborers have left the
farms to go to the cities. The resulting congestion of
population in cities raises many difficult problems of land
utilization, and if this movement is continued for a con-
siderable period, a shortage of man power in agriculture
is likely to develop. This migration will continue until
inducements are balanced. In part, but only in part, we
can rely on changes in prices to remedy this situation. A
public policy of increasing the attractiveness of country
life will supplement private initiative. Such a policy,
already in operation in some localities, uses the police
power of the government to pass rural planning laws, or
the taxing power to accomplish road improvements,
Undoubtedly other methods are used or will be advocated
whereby the powers of government are being enlisted or
may be enlisted to increase the amenities of living in the
country,

(5) The Power of Eminent Domain.—The power of
eminent domain is the power of government to take prop-
erty for public use with just compensation.’ This is sub-
stantially different from the police power. Police power
regulations in effect take away private property rights,
but this “taking of property’” proceeds ordinarily without
the payment of compensation to private individuals be-
cause the regulation is a reasonable exercise of the police

1 0p. eit., Cooley, Constitutional Limitations, Ch. XV.
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power. However, even though the exercise of the police
power is reasonable, the State may as an act of grace
grant compensation, as in the case of laws providing for
the destruction of diseased animals. It should be
noted, too, that a police power regulation takes prop-
erty rights away from an individual, but the government
does not use the rights that are thus taken. On the other
hand, when the government takes rights under the power
of eminent domain, it uses those rights for the benefit of
the public and it must make compensation to the in-
dividuals whose rights are taken.

The extreme limit to which the courts will go in allow-
ing the use of the power of eminent domain is shown in
the opinions sustaining the Massachusetts regulation of
the height of buildings around Copley Square in Boston.
The statute provided for compensation to the private
owners of the building affected. The State Supreme
Court said: “. . . If the statute is merely for the
benefit of individual property owners, the purpose (to
preserve the architectural symmetry of Copley Square)
does not justify the taking of a right in land against the
will of the owner, But if the legislature, for the benefit
of the public, was seeking to promote the beauty and
attractiveness of a public park in the capital of the com-
monwealth, and to prevent unreasonable encroachments
upon the light and air which it had previously received,
we cannot say that the law-making power might not deter-
mine that this was a matter of such public interest as to
call for an expenditure of public money, and to justify
the taking of private property.”” This decision was
later sustained by the United States Supreme Court.” A
similar attempt to limit the height of buildings around a

»

1 Attorney-General v. Williams, 174 Mass. 476 (1899).
* Williams v, Farker, 188 U. S, 491 (1902-3).
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public square was nullified by the Wisconsin Supreme
Court in 1923 This statute, however, was a police
power statute, since it provided no compensation. It is
a well-established rule of the courts that the police power
cannot be invoked to regulate property for sthetic pur-
poses alone; that is, for the promotion of civic beauty.
This purpose requires the use of the power of eminent
domain.

The requirement that the power of eminent domain
must be used for the public benefit and not for private
benefit is well shown in two contrasting cases involving
public utility corporations. In the first case a railway con-
demned land for a spur track leading to a private
plant. If this had been the only factor in the case, the
condemnation might have been declared illegal. But this
spur track was also to be used for car storage to relieve a
traffic congestion which affected shippers generally. This
wide diffusion of benefits from the spur track transformed
the use from a private to a public use and justified the
application of the power of eminent domain.” In the
second case,’ the Maine legislature chartered an electric
light and power company, which contracted to sell its en-
tire output of current to a single manufacturing customer,
except so much as it might need for supplying electric light
customers. The company wanted to condemn land for an
extenston of its power lines so as to serve this manufac-
turing customer. The use of the power of eminent do-
main was denied in this case because the benefits would
accrue to a private enterprise, and not to the public.

The power of eminent domain is used to convert pri-

! Piper v. Ekern, 180 Wis. 586 (1923). The limitation of the height of build-
ings was later sustained because the second statute applied 10 the State as a
whole and was a reasonable regulation to promote health and public safety,
f.re., protection from fre, Atkinson v, Piper, 195 N. W. 544 (1923).

2 Hairston v. Danville & W. Ry. Co.,, 208 U. S. 598 (1908).
3 Brown v, Gerald, 100 Me, 351 (1905).
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vate property into public property. We have already indi-
cated how the power of eminent domain can be used for
civic betterment, i.e., increasing the amenities of land.
But the power of eminent domain is perhaps more impor-
tant as a means of conserving natural resources and inci-
dentally of balancing production, particularly in relation
to forest products. Its use would be particularly sig-
nificant in connection with that great area of cut-over
land which is popularly supposed to follow the formula,
“from forest to farm,” when in reality much of this land
is eminently suited for reforestation and for nothing else.
To the private individua! owning timber or minerals,
conservation means postponement of present exploitation.
This means that carrying charges, in the form of interest,
.laxes, and other overhead expenses, will pile up. If he
can see future prices sufficiently high to cover all such
charges, he will conserve the resources for future utiliza-
tion—otherwise not. This is why taxation, the interest
rate, and other factors affecting carrying charges are of
such importance in this field, and why government action
and aid are necessary. \We have noted the effect of pres-
ent taxation on forest and mineral exploitation elsewhere,
The government is in a position to borrow money at a
lower rate of interest than its citizens; and for this and
other reasons it 1s considered the function of government
to carry certain natural resources until the nation needs
them, Development and exploitation can be left to pri-
vate initiative under proper regulations safeguarding the
public interest. Certainly the experience of the world
shows that despite the remedial effects of certain new
taxation policies, much of the land suitable for forests
‘must be made public property in order to secure conserva-
tion and a supply of forest products in a balanced relation
to other products. To make such a policy of conserva-
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tion effective requires the use of the power of eminent
domain to change private to public property.

The power of eminent domain should not be used
lightly, because it affects indirectly the distribution of
wealth, in addition to its other more direct social results.
When forest land is made public property, obviously no
one can obtain a private income from the ownership of
such land, just as no one is making a fortune out of the
ownership and control of the post office in the United
States, although the post office has been a private enter-
prise in some foreign countries.” So, too, the transfer of
land for parks from private to public ownership and the
transfer of railway rights of way from one private
owner to another constitute a change in the distribution
of wealth,

In cur studies so far we have indicated the kind of
property best fitted to secure the highest production in the
various kinds of land. The reason why private property
is conducive to the best production in agricultural land, for
example, is that distribution reacts on production. When
the inducement to production is taken away, production is
curtailed or ceases. When the Russian peasants were told
that their land was public property under a communistic
state and that any product over and above a certain
amount deemed to be sufficient for their subsistence
would be taken by the State, they refused to produce
more than this amount. This method of obtaining the
surplus to feed the city workers therefore proved to be a
failure, and a new arrangement, much like private prop-
erty in land as we know it, had to be made. Realizing
these effects, the American courts are chary of sanction-
ing the use of the power of eminent domain to convert pri-
vate property into public property unless the benefits are

tR. T. Ely, Property and Contrect, Macmillan, 1614, p. 82,
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clearly public and cannot be obtained without extinguish-
ing private rights.

(6) The Power of Taration—The taxing power of
the government has been used primarily for the purpose
of obtaining revenue, and less often for the deliberate
purpose of social control of property. Nevertheless tax-
ation for revenue through its indirect effects has been a
method of social control. Increasing the tax burden on
some forms of property has discouraged investment along
those lines, and, vice versa, a lightening of the tax bur-
den has encouraged investmments. Because of the wide-
spread effects of taxation and because of the latitude
given to the government’s taxing power by the courts,
this power is an appropriate, even if narrowly limited,
instrument for effecting a policy of social control.

A deliberate use of taxation for social control of prop-
erty utilization to balance production is found in the New
York law enabling municipalities to exempt new buildings
until 1932. The ultimate purpose of this law was to set
up inducements to build more homes for the relief of the
housing shortage. In application, however, the law has
not accomplished all the desired results, in that the exemp-
tton of houses has only increased the tax burden on the
land. Not only in this instance, but also in the cases of
other cities where taxes on the land are proportionately
higher than on other forms of property, the inducement
tp acquire land for residence utilization has been lessened.
High building costs are perhaps the most powerful factor
in decisions not to build, but high taxes aggravate the
sitvation and often are decisive. A similar tendency is
noticeable in many farming communities which are bur-
- dened with high taxes,

That the taxing power of the government redistributes
wealth i3 apparent on every side. A progressive income
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tax takes more from individuals with large incomes, but
the governmental services supported by this revenue are
given equally to all, regardless of the size of their income.
In the case of landed property we shall see later that it
bears a greater tax burden than personal property does;
and yet both kinds of property receive the same protec-
tion from the government. This is nothing other than a
change in the distribution of wealth,—a taking from some
to give to others. Consequently it is important to exam-
ine carefully the redistribution of wealth brought about
by using the taxing power in order that the redistribution
may actually accomplish the desired social ends.
Conservation of natural resources is adverselv affected
by taxation in the case of forest and mineral land. Real-
izing this, some States have changed their taxation poli-
cies, substituting for the general property tax a ‘“sever-
ance tax” in the case of some minerals and a “yield tax”
in the case of timber lands. In these instances taxation
is more a means of social control than a means of getting
revenue, though the distinction is a matter of degree only,
An increase in the amenities of life that flow from the
utilization of land may be accomplished both directly and
indirectly by the use of the taxing power. When the gov-
ernment dispenses free public services in the form of
parks, playgrounds, or better roads, expenses of upkeep
are usually defrayed out of receipts from taxes which fall
heavily upon land. Here is a direct use of the taxing
power. But should the land pay an increasing proportion
of the local taxes in order to support these increasing so-
cial welfare expenditures of governments? Sooner or later
this tendency is likely to have bad effects on the utiliza-
tion of land. This phase of public policy will be consid-
ered in greater detail in Chapter XV, particularly with
reference to the use of the taxing power for road im-
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provements. Indirectly also the use of the taxing power
affects the increase of the amenities of land, in so far as
higher or lower taxes create stronger or weaker induce-
ments to utilize land in the best ways.

It is a difficult task to determine in advance which
governmental power should be used and when it should
be applied in order to bring about the desired results of
land utilization. TFach of the powers described above
affects directly or indirectly to a greater or less degree all
of the social aims of land utilization. In some instances
the use of the taxing power alone is sufficient; in other
instances the more stringent police power or the power of
eminent domain is necessary ; while in a great many cases
the best results will be obtained simply by disseminating
information. To formulate rules or principles for apply-
ing these governmental powers requires an accumulation
of facts and a detailed, scientific analysis of those facts,
which cannot be given here. We can, however, state two
general principles of social control: (1) When private
individuals are powerless to accomplish, or indifferent to
the need of accomplishing well-recognized social ends of
land utilization, any one or all of the governmental
powers described above may be applied; (2) the need for
a policy of social control increases with the growing
density of population.

Nature of a Land Policy.—The proper relation of
means to ends and of governmental powers to private
initiative is a matter of delicate adjustment, and it is the
core of a public policy of land utilization. In the past,
the American States have given private initiative great
latitude. Lately, however, the sphere of governmental
" powers has been enlarged so that the individual to-day
finds himself hedged in with innumerable regulations.
It is all part of the process of making more certain the
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accomplishment of social purposes. So far as govern-
mental powers are concerned, their part in this process
consists either of laying down limits to human behavior,
within which limits private initiative will more surely
work toward the desired goal, or of supplementing private
initiative when private efforts fail. With the growing
complexity of economic life an enlargement of this sphere
of social control may be expected.

SumMmAary

The individual in utilizing land seeks as an end the
maximum . net income, including both money and psychic
income. His interests, however, do not always coincide
with those of society, and, when this is the case, his pursuit
of them must be regulated to secure the social ends of land
utilization. These are (1) a balanced production and dis-
tribution of wealth, {2) conservation of natural resources,
(3) the increase in the amenities of living contributed by
the land. The social means that have been used, sometimes
wisely, sometimes not, to achieve these ends are (1) price
and rate fixing; (2) dissemination of useful information;
(3) the adjustment of immigration policies and other policies
to needs; (4) the police power of government; (5) the
power of eminent domain; (6) the power of taxation. In
any case circumstances must determine which of these
means should be used and when it should be applied,



CHAPTER X1V

POLICIES OF LAND SETTLEMENT AND DEVELOFPMENT

DuRING the past few years a great deal has been writ-
ten in newspapers and magazines about the shortage of
homes in cities and the distress of farmers. Considera-
tion of these two problems is essential in the framing of
economic policies of land settlement and development.

The year 1923 was the greatest year in the building
industry. in the United States. The Copper and Brass
Research Association estimates that some $6,000,000,-
ooo—a billion dollars more than for 1gzz—were spent
for construction; and of this amount almost 40 per cent
was put into private dwellings, apartments, and hotels,
Yet the housing shortage is still with us, The National
Housing Association announces that “there is a shortage
of between 800,000 and 1,000,000 homes in the United
States to-day.” ' Coincident with this announcement is
the report of the United States Department of Labor
that the average family throughout the United States
during 1923 spent for shelter 63.4 pet cent more than
tn 1913, and reached the high point thus far in the up-
swinging curve of house rents.” At the same time, the
Bureau of Housing of New York reports that high rents,
bad sanitary conditions, poor ventilation, and great con-
gestion characterize New York City tenements.

So the cry goes up, “More houses.” Various plans

i Iiterary Digest, Jan. 26, 1924, p. 16.
2 Monthly Labor Review, Nov., 1923, p. 100.
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have been made and policies adopted. New York and
the District of Columbia initiated an emergency policy of
regulating rents. The National Housing Association
urges, among other things, that banks make loans for over
50 per cent of the value of the building, that builders be
content with smaller profits in order to stimulate con-
struction, and that cities improve suburban properties, in-
stalling sewers, water mains, and electricity, so that the
land will be available for building operations.” The build-
ing industry, the rent-paying public, and governmental
agencies are all apparently convinced that a rapid develop-
ment of urban residential land is both necessary and de-
sirable. The shortage of housing, created by the curtail-
ment of this type of construction during the war, should
be made good; production should be halanced.

Contrast this situation with the policies of agricultural
development. The settlement policy of the Federal Gov-
ernment in disposing of the formerly great area of public
lands was based upon a rapid rate of development. The
homestead acts made it easy to acquire a slice of the
public domain. Consequently, the settlement of the agri-
cultural Middle West was quickly accomplished. The
same basis is found in the Federal irrigation policy. The
settlement policy of New Zealand, on the other hand, has
been designed for slower development and “closer settle-
ment.” This is the result of the influence of the so-called
Wakefield theory, according to which a “sufficient price”
should be asked for new land in order to discourage the
purchase of land until laborers have enough experience
and enough capital to make their settlement really suc-
cessful.

During the war the rate of agricultural development
in the United States was accelerated. The expansion of

1 Literary Digest, Jan. 26, 1924, p. 16.
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the wheat-producing area was deliberately encouraged by
government price fixing and other stimuli. Events of
the past three years have shown that new lands were
apened up too rapidly. Since the World War certain
agricultural products have been sold for less than their
cost to the farmer, many agricuitural products have
found no market at all, and corn has been burned for
fuel. The government's war policy of expansion has
given way to emergency relief measures, such as the
extension of government credits to distressed farmers,
revival of the War Finance Corporation, and encourage-
ment of exports, of coGperative marketing, and of diversi-
fied agriculture. The private policies of many farm land
dealers have been at cross-purposes with the Federal pub-
lic policy in many respects. Some private dealers depend
for their profits on opening up new lands and encourag-
ing farm settlements. The farmers, too, do not always
see clearly why they should reduce the acreage of their
crops. Let the next farmer do it! Consequently, it is
not surprising that public policies tending to discourage
too rapid development meet with disfavor in many
quarters. Public agencies are, therefore, reluctant to
run counter to this popular feeling. Nevertheless, some
Western States have recently adopted a policy of not
encouraging further settlements of farm land at the pres-
ent time. The Commissioner of Agriculture of Wisconsin
stated recently: “It is a serious mistake to try to induce
‘people to take up sub-marginal lands for farming pur-
poses. In some cases this policy was induced by a sincere
motive of increasing production because the immense
growth of city population led people to believe that there
would be a scarcity of food and that, in order to main-
tain a balance of production and consumption, the devel-
opment of these sub-marginal lands is necessary. . . .
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What we need is a little sound thinking and a sound
policy which recognizes that we now have sufficient land
under cultivation.”*

The general situation at the time of writing is one of
unbalanced production. On the one hand, there is under-
production of urban homes in a great many localities;
on the other hand, there is over-production of certain
food products. In either case, public policies of develop-
ing land utilization are partly, if not largely, at fault.
Certainly the shortage of homes is due in part to official
discouragement, during the war period, of all construction
except that for definite war purposes. It is almost equally
certain that an extension of agricultural land utilization
was very much stimulated by the government’s policy of
price fixing during the war; and over a longer period of
time the quick development of the West was distinctly
encouraged by the Federal homestead policy and by State
immigration policies. The net result is seen in unbalanced
production, high urban rents, and a high percentage of
farm bankruptcies.

In the light of accumulated experience it is evident that
the determination of the proper rate of land development
is fundamental to a sound and wholesome balance in the
fields of food production and home production. The rate
of development is then an essential preliminary to the for-
mulation of public or private policies of subdividing or
settling land. In determining the proper rate of devel-
aopment, full consideration should be given to the trend
of prices and general business conditions. In view of the
periodic and comparatively wide price fluctuations, known
as the business cvcle, it is perhaps wiser to have a slower
rate of agricultural development than has existed in
American experience heretofore.

* Wisconsin State Journal, Feb, 12, 1924,
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Elements of Subdivision Policies—Policies of urban
development are largely policies of “subdividing.” In the
aggregate, urban subdividing probably affects directly
more people than do farm settlements, and the results in
terms of home ownership are no less important to the
common welfare. Subdividing in its most general sense
means breaking up into parts what formerly was handled
as a unit. In common usage, however, subdividing re-
fers to the development of land adjacent to the built-up
sections of a city. In contrast with farm settlements, sub-
dividing deals almost entirely with locations and the pro-
duction of sites, and scarcely at all with soil fertility and
the production of food,

Attention has already been called to the fact that pol-
icies are either public or private, the plans of public
agencies or of private individuals or corporations. Else-
where in this book our use of the word policies has been
chiefly in connection with the plans of public agencies. In
the remainder of this chapter the word will be used to
refer also to the policies of private individuals or cor-
porations. Only where there is danger of confusing the
double sense of the word will we indicate the kind of
agency responsible for the policy. For the most part,
however, policies of subdividing are private policies.

(1) Determination of the Type of Subdivision—Sub-
dividers have to determine first what policy they shall
-adopt with respect to the selection of land for urban
development. The success of the enterprise and also
the public welfare depend on selecting the right land for
the right use. The first task is the selection of the right
use. This involves a careful analysis of the growth of
the city and the character of the new population. The
choices open to the subdivider are (1) an industrial sub-
division of factory sites; or (2) a residential subdivision,
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which may be built up with high-class homes, medium-
sized homes, workingmen’s homes, duplex houses, or
apartment houses. The type of residential subdivision
which should be developed, assuming the growth of the
city to be sufficient to justify development, depends on
the demand of the new population, which in turn is based
on their incomes. If the growth of the city is industrial
in character, a subdivision of workingmen’s dwellings
easily accessible to the factory district is more desirable
than a high-class residential section. If the growth of
the city is primarily commercial, probably a subdivision
of ‘medium-sized homes is most desirable. If the com-
munity is becoming subhurban in character, a higher class
of residences may be in demand.

(2) Danger of Fremature Subdivision.—Premature
subdividing is the great danger in planning a subdivision
policy. Although there may be a shortage of homes in
the country as a whole, it does not follow that every com-
munity is in need of more homes. Balancing the produc-
tion of homes according to the needs of local commu-
nities is just as important a part of a land policy as the
balancing of agricultural production on a national or in-
ternational scale. Many smaller cities have partially
developed subdivisions that show the results of a failure
to appreciate this fact.

Since no public policy of direct control of subdividing
has been inaugurated, almost the only cbstacle to pre-
mature subdividing in this country is the real estate
dealer’s estimate of his probable net income. No sub-
divider will start a subdivision unless he sees a good
chance of making a profit out of it. In many cases this
is an effective check. But it would be more effective if
the social consequences of hasty subdividing were appre-
ciated. Some German cities prohibit developments in ad-
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vance of the approved city extension plan. In Canada
premature subdividing is discouraged “by a low rate
upon unplatted agricultural land, with a large increment
tax upon all land that is patted and changed from agri-
cultural to urban use.”* Neither a prohibition policy nor
an increment tax is needed in this country, if those en-
gaged in subdividing base their policies of development
on a scientific analysis of the needs and trends of the
community.

(3) Selection of the Land—As soon as a policy of
subdividing is entered upon in response to real needs of
the commumity, the problem of selecting the best land
for the needed use arises. Many factors must be taken
into account. There is first of all the question: What
amenities are needed to make the property salable? If
high-grade residences are to be built, spaciousness, a good
view, and the possibility of using attractive architecture
are desirable. These qualities will usually be found in the
hilly sections of a city. If workingmen's homes are to
be built, the essential qualities to be sought are nearness
to places of work and low prices of land; but they should
be made attractive as well. Suitable amenities add to the
values and salability of residential property.

Another factor in the selection of land is the zoning
law. The private individual in this connection must
adjust his policies to conform to the public policies estab-
lished by governmental agencies. Subdivisions should be
located with reference to the established zones. Locating
a high-class residential subdivision in the path of an indus-
trial district tends to reduce the prices that might be asked
for such property. On the other hand, proximity to an
industrial district is a desirable quality of wotkingmen’s

1E, M, Fisher, The Principles of Real Estate Proctice, Macmillan, 1923,
P 204,
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residence districts. In the same way subdividers should
consider the effect of commercial zones on residential
values.

A third factor of importance in selecting land is trans-
portation. A subdivision may be a complete failure
because of inadequate consideration of transportation
facilities, Transportation to and from work is essential
for a workers’ district, while transportation to and from
the shopping district is hardly less essential for other sub-
divisions. Industrial subdivisions are located usually
near railway lines. The importance of this factor is seen
in the movement of property values along the lines of
transportation. In developing residential land where
transportation facilities are absent, the subdivider is ordi-
narily obliged to subsidize for a time a “bus” line or a
trolley extension. Where adequate transportation facil-
ities are available, it has been found that property values
have been higher and the subdivision has been sold out
quickly, if otherwise based on sound principles.

(4) Laying Out the Subdivision.—The lay-out of the
subdivision should be planned to meet the needs of the
settlers, and the welfare of the community. Very often
the tract is platted into such small lots that the buildings
shut out light and air, endangering the health of the com-
munity and its safety in case of fire. In locating streets
the traffic requirements are of importance, The mis-
take is sometimes made of putting in streets far too wide
for the requirements of the community. This is not only
a waste of area, but a source of increased expense in
furnishing adequate utilities. The natural routes of
traffic and its density should be estimated and the width
of streets governed accordingly. Avoidance of irregular
lots, or the planning of such lots as parks or playgrounds,
will do much to simplify the building of homes. Also,
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the proper location of schools, commercial areas if
needed, parks, and cormnmunity centers, will help to in-
crease the desirability and hence the values of the prop-
erty.

Another illustration of the benefits of social control of
the use of land is found in the relations hetween city
planning and zoning agencies and the agencies engaged
in subdividing. Irregular lots may be avoided and
the proper location of parks, playgrounds, retail store
centers, and community centers may be accomplished if
the subdivider consults in advance some public authority,
such as the city planning commission. Those German
cities which have established public agencies to subdivide
land have thereby obtained desirable control in these
matters. In the United States, where subdividing is done
mainly by private enterprise, the avoidance of inhar-
monious and value-depressing development is achieved
partially through zoning, city planning, and building laws
which carry out a few public policies. If private policies
are formulated in conformity with these public policies,
the benefits to the community and to individual property
owners are incalculable.

(5) Improving the Subdivision.—There are wide vari-
ations in private policies of improving subdivision prop-
erty. Some subdividers plan the tract, plat it, grade and
mark the streets, and do nothing else. It is left to the
buyers to build their own streets, to arrange for the city
to put in sewers, water, gas, and electricty, and to plan
and build their own houses. The tendency, however,
is to furnish more improvements. At the present time a
buyer may find many subdivisions where he has only to
- select his home, make financial agreements, and move in.
The advantage of such a completely developed subdivi-
sion, from the social point of view, is that it can be
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A RESIDENTYIAL STREET IN A SUCCESSFUL SURDIVISION

These home sites in the Country Club District of Kansaa City, Missouri, were produced from raw land. blljote
how the buildings are set back from the street tp give light, ajr, and the effect of spacigusness. These homes show how
& subdivider may make archiecture both harmonious and varied,
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planned and worked out as a harmonious unit. More-
over, the subdivider can give his client better service.
For one thing, he furnishes all public utilities, in less
time, if not at less cost, than would be needed if the home
“owner himself negotiated with the city., In making the
homes attractive the subdivider who improves the tract
completely preserves the amenities of the community as
a whole, whereas one or two individuals looking only
to their own advantage might lower the quality of the
land for residences.

(6) Property Restrictions.—Restrictions on the use
of lots are a convenient method of preserving amenities
and stabilizing values. The most commen restrictions
are: (1) the so-called “set-back,” a building line at a
certain distance from the street, in front of which build-
ings may not be erected; (2) restrictions on the type and
appearance of buildings.

Minimum property restrictions are inevitably a part of
public policies with respect to land development, and these
may be added to in private policies by means of restric-
tive clauses in the contracts and deeds transferring prop-
erty from one owner to another. The restrictions which
are a part of public policies are found mainly in building
codes and in zoning and city planning laws. The build-
ing codes lay down minimum specifications pertaining to
sanitary arrangements, ventilation, use of fire-proof mate-
rials, “set-back” from the street, area of lot which may
be covered by a building, height of building, and so on,
Zoning and city planning laws or ordinances directly re-
strict and regulate the uses of land. Indirectly, through
control of land utilization, they also restrict the type of
buildings. When certain sections are restricted for in-
dustrial and commercial use, obviously the type of build-
ing to be constructed is restricted at the same time.
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The private policies of subdividers may include addi-
tional property restrictions. To give spaciousness to a
residential district a subdivider may establish in his sale
contracts a larger “set-back” than that required in the
building code. In planning the utilization of a new area,
corner groceries and garages may be prohibited because
these are often regarded as nuisances tending to lower lot
values in residential districts. Sometimes, however, the
subdivision is so far from the shopping district that some
conveniences of this kind are necessary. In that case it is
part of a good subdivision policy to reserve a certain area
for such commercial purposes.

Privately imposed restrictions on the appearance of
buildings are meant to preserve the subdivision against
ugly structures. This may be accomplished by inserting
in land contracts and deeds a requirement that all build-
ings must cost a certain minimum amount, or that all
building plans must be approved first by the subdivider.
The latter method is more effective in preventing the
invasion of architectural atrocities.

Along with the “set-back” and building restrictions,
certain area restrictions, designed to safeguard the ap-
pearance and desirability of the subdivision as a whole, are
often included in private subdivision policies. It is ad-
vantageous to reserve a strip of land at the rear of each
lot for public utilities, thus avoiding the tearing up of
streets for repairs. Furthermore, a certain area of each
subdivision is often set aside for public use as a park or
playground, or for a school, a fire station, or a commu-
nity center. If the subdivision is within the city limits,
the expense of maintaining this public area is usually
horne by the city, but if the subdivision is outside the city
limits, each owner of subdivision land bears a fixed charge
for its maintenance.
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There are many other kinds of privately imposed re-
strictions in practical use. Those listed above are com-
monly used and are the most important from the point of
view of the community’s welfare. Their purpose is to
make the character or quality of the subdivision more at-
tractive to prospective purchasers and to stabilize the
values of subdivision property. The best policy of restric-
tion, either public or private, must be elastic enough to
take care of changes in city life. In many cases property
restrictions, of whatever kind, limit the market for the
property; but in the long run this is often desirable in an
avowedly fashionable subdivision, as a means of pre-
serving the values of property.

(7) Financing the Subdivision—Not much has been
said heretofore about the expense of bringing a subdivi-
sion into use, although it is a fundamental consideration
in the policies of all subdivisions. In planning the enter-
prise the expenses of developing a tract are often very
great, because the tract may be low or hilly or rocky.
Sometimes the demand for a subdivision is not urgent
enough to bring an income sufficient to repay the expendi-
tures, in which case it may be said that the land is not
ripe for subdivision use. Not only the expense of fur-
nishing the utilities and other services mentioned above
is involved, but also the expense of acquiring the land,
platting it, improving it, preparing title papers, selling it,
paying taxes and interest on borrowed money; these are
all an essential part of the balance sheet. Unless the
prospect of meeting all these expenses is reasonably favor-
able, the project is a questionable undertaking, from
either the individual or the social point of view,

For the formulation of the financial part of a private
development policy, certain precepts have been worked out
as a result of experience. It is quite often said that the
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subdivider, after developing his tract, may provide out of
sales for the expense of carrying the subdivision. This
is an unsound policy hecause it is so difficult to foresee
how long it will be necessary to carry lots. If this policy
were adopted, the subdivider might find himself forced to
sell some lots at a reduced price, which would affect the
.prices of all other lots. Consequently it is better for a
subdivider to have in hand or in sight not only the funds
to buy the tract, develop and sell it, but also the funds to
carry the subdiviston until the lots are sold.

Another aspect of financial policies is the system that is
used with reference to the sale of vacant lots. In the past,
vacant lots were not infrequently sold to investors who
speculated on an appreciation in values. It is becoming
more apparent that these investors do not realize all the
expense involved in holding vacant lots. As a protection
to these misinformed investors, and as a contribution to
the public interest in a high percentage of home owner-
ship, it is a good plan either for the subdivider to build
homes out of his own funds or for him to finance the
owner in building his own home. Subdividers who have
a social point of view formulate their policies with the
ideals of community building and home ownership as
standards.

(8) Relation of Private Policies of Land Develop-
ment to the Social Ends of Land Utilization.—Since
most subdivisions are residential in character, they con-
* tribute to the wealth of the community by the production
of homes. It should be reiterated that overproduction
of home sites is just as poor a policy as overproduction
of agricultural products. The best interests of the com-
munity are served by a balanced production of homes—
the furnishing of homes as the demand for them arises.
How can this desirable social aim be achieved? By pri-
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vate initiative or by some form of social control? The
market for homes is almost entirely local in extent,
whereas the market for agricultural products may be
national or international. A comprehensive public policy
of controlling land utilization in order to balance produc-
tion is much easier to formulate when the market is
national or international in extent, than when it is local.
Some localities may be overstocked with residences while
others are undersupplied. Consequently a broad policy
of stimulating home building may relieve one locality
while it aggravates the situation in another. Any effective
policy of social control of urban development must be
local in application, if not local in extent.

Except for building, zoning, and city planning laws,
which affect production only indirectly, we have only iso-
lated instances of a State or local public policy of con-
trolling directly the production of homes, unless the lack
of any policy is construed as a “let-alone” or “go-ahead”
policy. For the most part we rely on private initiative
for the development of land, and private control of land
development enterprises is limited to persuasion, an appeal
to the seli-restraint of individuals. Control through
persuasion is exercised by means of market analyses.
Housing surveys have been made by various organiza-
tions and the National Association of Real Estate Boards
has recently undertaken a systematic survey of the urban
land market. By the facts disclosed in these sur-
veys individuals are to a certain extent restrained or en-
couraged in their plans for developing urban land; but
it can hardly be called an effective method of control, as
the great number of disastrous subdivisions bears witness.

Subdivisions also contribute to the community’s wealth
in so far as they increase the amenities of living. Serv-
ices that used to be regarded as luxuries are now being
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classed as necessities; and an increasing proportion of
local, State, and national revenues are being spent in fur-
nishing these “necessary” public services. The amenities
of land are in the same class. As the dangers to health
and life of crowded living conditions are being perceived,
more and more amenities are being demanded. At the
same time our city population is becoming more dense,
and the problem of furnishing this denser population with
the amenities of living connected with home ownership is
becoming more acute.

Finally, subdivisions, properly managed, increase or
preserve the value of property. It is quite possible for
an improperly planned subdivision to lower economic
values, but if proper policies are developed, a subdivision
signifies an increase in stabilized property values.

A large degree of social control is exercised for the
purpose of increasing amenities and stabilizing property
values, and certainly these purposes are much more sub-
ject to social control than is the balancing of the produc-
tion of homes. Building, zoning, and city planning laws
directly and obviously transform what formerly were
regarded as amenities to be enjoved by rich and luxurious
people into everyday necessities. Parks, playvgrounds, com-
munity centers, sanitary and well-ventilated dwellings are
made possible largely through public action. At the same
time zoning ordinances help to stabilize or preserve prop-
erty values. These aims are part of the public policies
with respect to urban land utilization and development.
This is in marked contrast with the lack of a constructive
public policy with respect to balancing the production
of homes.

Elements of Agricultural Land Settlement Policies.—
When we turn to the development of agricultural land,
we find that public policies play a greater part than in
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the case of urban land development. Nevertheless, in
some phases of the problem the methods of many leading
farm land dealers are more desirable socially than certain
public policies.

(1) Selection of the Land to be Settled.—One of the
first requirements of an agricultural settlement policy is
the selection of the land best suited to meet the needs of
settlers and the needs of society. There are four classes
of reclaimable land on which settlements are made at the
present time. These are: (1) land that must be irri-
gated; (2) drainable land; (3) land that must be cleared
before it can be utilized for crops; and (4) unimproved
pasture and range land. The West has about 30,000,000
acres of irrigable land awaiting development. Then there
are 30,000,000 acres of wet land requiring drainage only,
most of which (27,000,000 acres) is in the East. Ap-
proximately 50,000,000 acres, also mostly in the East,
require clearing only, and 60,000,000 acres require drain-
age and clearing. Finally, there are 127,000,600 acres
of unimproved pasture and range land which probably
will stay in their present use.

In selecting any of these types of land for settlement
the first thing to consider is the costs, in terms of time,
effort, and money, of bringing the land into profitable
use. In most cases the expense of clearing or irrigating
is too great for the individual settler to bear unaided.
In some cases, too, the expense is too great even for a
private colonization company. This is true of most of
the irrigable land, and the important irrigation projects
of recent vears have been financed out of public funds,
to be repaid later by the settlers. This policy of a Fed-
eral “subsidy” for land settlements has not been uni-
formly successful, owing in large measure to failure to
take account of the burden of expenses placed later on



306 ELEMENTS OF LAND ECONOMICS

the settler. The field for private colonization is largely
cut-over and drainage lands.

Even when the expense of preparing land for use is
comparatively low, it will sometimes be unprofitable to
settle new land on account of marketing conditions. If
there is enough wheat being produced at the present time
it would be folly to settle new wheat farms. The exist-
ing and future balance of supply and demand is a vital
factor in the success of any settlement policy. If the
products of the new land are not going to find a market,
or are not going to bring the settler an income sufficient
to repay all the costs plus a net profit for himself, the
settlement will not be successful or desirable. This pros-
pect of a net income is a matter not only of the market
demand for products but also of soil fertility, marketing
facilities, and the expense of preparing the land for use.

(2) Selection of Settiers—Many colonization proj-
ects have failed because the right type of settlers was not
chosen. The people going to the “new frontier” of un-
developed farms are usually people with little capital,
little knowledge, and often little ability and capacity to
tackle hard problems. The colomzation company which
is interested in doing more than merely “closing the deal”
investigates carefully the experience and character of
prospective settlers. State immigration departments also
interview settlers before advising them to carry out their
plans; while California, in its public colonization proj-
ects, selects settlers very carefully. The life of the
pioneer is so arduous that it is becoming increasingly
important to select as settlers men who have patience,
perseverance, the capacity for hard work, the intelligence
_ necessary to grasp farm problems, and at least a small
amount of capital with which to start.

(3) Selection of Land for Individual Settlers—Prob-



UNCLEARED CUT-OVER LAND IN STATE OF WASUINGTON

Skould the "farm follow the forest” in thiz case? Consider the expense of clearing this land
and making it a productive farm. Weigh this expense against the expected income from crops over
a period of years. If this land is not suitable for agriculture, what should it, and 120,000,000 acres

like it, be used for?






POLICIES OF LAND SETTLEMENT 307

ably the most fundamental need of the settler is advice in
the selection of land. Many of the settlers come from
cities, foreign countries, or other parts of the United
Stages, and do not know what chemicals are needed in
the soil, or what limitations are imposed by topography
and climate. To meet this need, soil maps and soil sur-
veys showing the character of the soil and the form of
utilization for which it is best fitted are furnished to
their settlers by many colonization companies, by Amer-
ican States, and by the Canadian province of Alberta.

(4) Determination of Size of Land Holdings—In
planning the settlement of a tract of rural land it is essen-
tial to divide the tract into farms of the most economic
size, In Chapter VII the economic size of farms was
discussed in some detail. A few general considerations
will be set forth here at the risk of repetition, because this
problem is such an important part of both public and
private agricultural settlement policies.

A great many factors enter into the determination of
the economic size of farms. In the first place it should
be remembered that the unit to be considered is the family
farm. Second, from a purely economic point of view the
economic size of a farm is that which yields the greatest
net income to the operator ; but this economic holding may
not be altogether socially desirable. When it calls for
large-scale enterprise, Jarge production may be the result,
but at the same time it tends to make tenants and hired
men out of the rural population, and undermines the
economic stability which depends in large measure on a
wide diffusion of land ownership.’

In the past the determination of the size of farms has
been either a matter of trial and error or of legislation.
The homestead laws standardized farms to a certain size

1 For a discussion of other phases of this subject, see Chap. VII.
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regardless of economic requirements. Inheritance laws
have had a great influence, particularly in England, Ire-
land, and France. At the present time the size of farms
is affected by taxation when large holdings are assessed at
a higher rate (as in New Zealand) or when land is as-
sessed improperly.

In the last analysis the ability of the individual farmer
‘is the fundamental test of the proper size of farm. By
way of example, a recent study of Wisconsin dairy farm-
ers showed that the “best class of mien, with virtually
the same amount of labor, handle four times as many
cows as do the farmers in the group lowest in efficiency.” *
The scientific judgments of experts in soils and crops,
as well as of experts in economics, are likely to be wrong
if this factor of individual ability is not considered.

. {(5) Planning the Settlement.—Seventy-five years ago
little planning was necessary to open up prairie land and
prepare it for production, mainly self-sufficing. At the
present time both private and public colonization agencies
are rural planners. They take a tract of over a thousand
acres, in general preferably of forty thousand acres, divide
it into farms, lay out roads with an eye for efficient
marketing, build towns, schools, churches, and community
centers, and furnish the settler with a farm home and
buildings, equipment, and expert advice in the early years
of development. These things are done partly because
they are necessary to make new land speedily profitable

.and partly because settlers cannot be attracted and held
against city allurements and comforts without some such
social amenities.

The need for rural planning or regional planning is not
limited to new settlements. Regions which have been

1A, B, Cox, Social and Economic Analysis of an Agricultural Community,
Ph.D. Thesis, University of Wisconsin.
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settled for a number of years will profit greatly by a bet-
ter organization of the community. The movement to
extend rural planning, following the city planning move-
ment, is growing, because rural communities are beginning
to recognize that they must make their neighborhood more
attractive if they are to check the movement of the rural
population to the cities.

(6) Financing the Settlers.—One of the most urgent
needs of the new, settler is credit. Public colonization in
California arose because of financial defects of private
colonization. It was found (1) that the price of the land
was so high that little of the settler’s capital was left
for equipment; (2) that the three to eight years’ time
allowed in which to pay for the farms was too short;
and (3) that interest rates ranged from 6 per cent to
10 per cent, instead of from 214 per cent to 5 per cent, as
in countries with public colonization. The government
is in a position to meet these defects by allowing payments
at a low interest rate on a moderately priced farm to be
spread over a thirty-year period. In fact, that is the chief
advantage which public colonization has over private
colonization. However, the best private companies that
have sufficient capital and the intention of remaining in
business for a long time, are fully as capable of meeting
the financial needs of settlers.

Relation of the State to Private and Public Coloniza-
tion.—Public policies relating to agricultural land settle-
ment are framed primarily to meet the needs of settlers
in two ways: (1) Protection of the settler who comes in
under a private colonization scheme; and (2) operation
of colonization projects by public agencies.

Protection of the settler is accomplished in a variety
of ways. Some fourteen States and British Columbia
have laws licensing real estate men, and the license may
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be revoked if the dealer is found guilty of fraudulent prac-
tices. Such regulations do not imply that all dealers in
farm or urban real estate are in the business of defrauding
investors. However, although many real estate dealers
have regard for the public interest, there are dealers
in both farm and urban real estate who are solely inter-
_ested in “closing the deal” and “pocketing the money.”
License laws protect new seitlers and the investors in
farm mortgages against these unscrupulous operators.
The Wisconsin Real state Brokers’ Board, for example,
revoked the license of one real estate firm in 1923 be-
cause it falsely gave the impression in advertisements that
it would collect mortgage interest in behalf of those who
bought mortgages through the firm.

" Most of the Western States have immigration depart-
ments, the duties of which include interviewing and ad-
vising prospective settlers, furnishing soil maps and mak-
ing soil surveys, and keeping in touch with the settler
after he has entered the State. Furthermore, most of
the States have county agents, and many operate demon-
stration farms. All these methods of protecting the set-
tler are desirable, particularly the soil maps and soil sur-
veys. ., But the efficiency of immigration departments
can be improved if the trends of business and of prices
are analyzed and, on the basis of this information, if the
new settler is told when he is likely to produce for an
already plentifully supplied market.

Only one American State, California, has engaged
to any extent in operating settlements as a public enter-
prise. California has had moderate success, although
public colonization has had some success in Canada,
in Australia, and in various European countries. Find-
ing that a large portion of new settlers failed because of
financial difficulties, California experimented with two
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settlements, one at Durham (6,300 acres) and the other
at Delhi (8,750 acres). Both these experiments are based
on a policy of long-term credits at a low rate of interest.
The latter settlement has not been as successful as the
Durham experiment, largely because of the agricultural
depression, but also because of poorer selection of land.

Colonization and the Social Ends of Land Utilization.
—Both private and public colonization are justified when
there i1s a widespread demand for, and need of, an in-
crease in agricultural area in order to balance production.
Public colonization in this country is still in the experi-
mental stage, and has not yet proved its superior efficiency
conclusively, although in the matter of rural planning it
has shown greater possibilities of success. Whichever
form of colonization contributes most to the social wel-
fare will be entitled to hold the field against the other.
No great harm is done, however, by having public and
private colonization work side by side, each profiting by
the mistakes of the other.

The limiting factors of successful settlement policies in
the future are two in number: (1)} the need for increased
agricultural production; and (2) the amenities of rural
living. If agricultural production is unbalanced and an
extension of area is needed, the limiting factor then is
the amenities of rural living. Contrast with city life is
so vivid that settlement projects of the future will have to
furnish more social attractions in order to hold settlers.
This means more and better rural planning to meet the
psychological needs of settlers.

Social control is more extensive in the development of
agricultural land than it is in the case of urban land devel-
opment, The Federal Government furnishes funds for ir-
rigation projects, subsidizes agricultural experiments, and
supplies a great deal of useful information through the
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Department of Agriculture. It is also in the business of
supplying farm credits through the regular Farm Loan
Bank System or through the Emergency War Finance
Corporation. The various State governments provide
agricultural schools and experimental farms and dissemi-
nate much information, not only through the schools, but
also through the State departments of immigration and
agriculture,

However, the public policies which these sundry activ-
ities express are directed mainly toward aiding the
farmer after he is settled on the land and thus indirectly
they encourage more people to settle agricultural lands.
The United States Department of Agriculture and some
of the various State departments of immigration and
agriculture are awaking to the fact that public policies
of this sort are remedial but not preventive of the real
ills of agriculture. Traditionally, the United States as a
whole has encouraged a rapid rate of agricultural devel-
opment. It appears now that in some respects agricul-
tural lands have been developed too rapidly, and public
agencies are turning their attention to a public policy
which will have for its main purpose the balancing of
agricultural production. Such a policy will tend to hin-
der and prevent too rapid development of land utiliza-
tion rather than to remedy the evils after they occur.

SUMMARY

The shortage of homes in cities and the distress among
farmers are present and striking illustrations of the need
for sound land policies. Policies of urban development
are largely private policies of subdividing. These must de-
termine for subdivisions (1) the type, (2) the time, (3)
the choice of land, (4) the method of laying out, (5) the
method of improving, (6) the property restrictions that
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should be imposed, (7) the financial policy to be pursued.
Public policies with reference to urban land are expressed
in city planning and zoning laws and building codes; but
definite policies looking toward the balancing of home pro-
duction in cities are lacking. Agricultural land settlement
policies must (1) select the land; (2) select the settlers;
(3) select the farm for the individual settler; (4) determine
the size of the settlers’ holdings; (5) plan the settlement;
(6) finance the settiers. Public policies with reference to
agricultural settlement are framed to meet the needs of
settlers in two ways: (1} by protecting the settler who takes
up land under a private colonization scheme; (2) by public
operation of colonization projects. They have in the past
been concerned too largely with remedies for the ills of agri-
culture, instead of preventing these ills by controlling the
development of land utilization so as to secure balanced pro-
duction.



CHAPTER XV

POLICIES OF LAND TAXATION

“FARMERS are losing their margins of profit on account
of high taxes, others are losing their homes, and still
others are discouraged from taking up the vocation of
farming because of the high overhead.”' This statement’
by the president of a Federal Land Bank, particularly
as it applies to the effect of taxation, has statistical sup-
port, as will be shown later. Although the farmers may
be suffering more heavily than others from the present
burdens of taxation, they do not suffer alone. Urban
property owners also complain of high taxes. One inves-
tigation shows that one-seventh of the income of all
people of the United States is paid out as taxes, directly
or indirectly. The same investigation reveals that the
total per capita taxes have risen from around $z3 in
1912-1913 to about $80 in 1920-1921.

The great increase in the share of the national income
going to the government in the forms of taxes is made
necessary by the increase in the expenses of government.
In the case of the Federal government the World War

.produced the largest part of the increased expense,
although at the same time the expenditures for social
welfare have greatly increased. In the case of local gov-
ernments, the expenditures for social welfare have in-
creased proportionately more than the ordinary expendi-

t Letter to Richard T, Ely from President E. G. Quamme, of the Federal Land
Ilank of St. Paul, Mo,

3 National Industrial Confcrenc_e Board, Report No. s55.
314
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tures. The following table presents this sntuatlon in
concrete form,

TABLE XII*

Governmental cost payments of cities over 30,000 in population,
not including “expenses of public service enterprises,” with amount
and proportion expended for social welfare, 1905-1921,

Percentage of so-
cial welfare ex-
penditures to

Expenditures for other
Year Governmental cost social welfare expenditures
1905......... $346,151.179 $170,835,032 13
1910, ........ 736,681,306 240,124,685 326
1915......... 067,630,063 332,754 090 344
192%......... 1,271,085,100 500,073,000 353

When one compares the items of governmental expen-
diture to-day with those of a hundred years ago, one is
impressed with the amount and variety of free services
rendered by the government to the community to-day.
For example, a hundred years ago there were no public
health nurses; now there are many, and governments do
not stop there, New York City has gone so far as to have
the fire department furnish water showers for the children
in the city streets, The revenue to support these expendi—
tures comes from taxation in one form or another.

Burdens of Present Taxation—In the case of land
taxation we are concerned primarily with State and local
taxation and only secondarily with Federal taxation, be-
cause almost all of the taxes on land are levied by local
governments. An examination of the statistics of State
and local taxation not only warrants the statement quoted
above from President Quamme of the Federal Land Bank
of St. Paul, but also warrants the further statement that,
unless present taxation policies are changed, we shall ap-
proach the time when the government will confiscate
through taxation the entire value of farm land, since it

% Statistical Abstract of Cities; United States Censud, for years indicated.

R SPY- B
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will take practically all of the annual net income from
land in taxes. The following table, illustrating the pres-
ent stage of this tendency, was prepared, after careful
investigation, by the United States Department of Agri-
culture.'

TABLE XIII*

Percentage which property taxes constitute of net rent before taxes
are deducted, tax levies of 1919

g bw ey
= = g T8
- ©3 % so2§
State and county @ :?a 4 T
" 9 e BEEE
23 e ¥ Ty
S ssf B §.ik
=25 =23 a8 AE8C
Michigan, Lenawee County.. 111 $4.40 $1.67 38%
Wisconsin, Dane County.... 106 398 1.18 30%
Minnesota, McLeod County. 87 3.49 85 24%
New York, Delaware County, 137 1.23 .38 %
Pennsylvania, Chester County 177 1.83 1.20 66%
Indiana, Tipton County...... 77 9.38 141 15%

It is bad enough when property taxes take from 15 per
cent to 66 per cent of the net income from land. This
situation appears yet more ominous when we learn that
taxes on Ohio farm land, for example, increased 77 per
cent from 1913 to 1921, and taxes on Kansas farm land
increased 171 per cent during the same period. Should
this tendency be allowed to continue at this rate, within
a generation or two all the income from farm land would
_ go to the government in taxes and farm land values
would fade away.

Property taxes do not eat into incomes from urban
property so much as they do into incomes from farm
lands, according to the meagre statistics now available.
Nevertheless, it has been ascertained that 22 per cent of

1 Prepared by Mr, C. O. Brannen, Bureau of Agricultural Economics, United
States Department of Agriculture.
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the incomes from 18 New York city blocks was paid to
the tax collectors over a 3o-year period.'

The United States Department of Agriculture has
gathered the figures given in the following table.!

TABLE XIV

Ratio of Taxes to Net Rent (before Deducting Taxes)
for Urban Real Estate Rented for Cash in 1919

Ratio of taxes

Number of to net rent

State and county properties (before deducting taxes)
Wisconsin, Dane County...... 10 11.0%
Minnesota., McLeod County.... 27 24 8%
Indiana, Tipton County........ 22 15.8%

Although we have quite inadequate data on the burden
of property taxation upen incomes from urban property,
we do know that urban real estate bears approximately
two-thirds of the burden of city taxation. To be more
exact, in cities having 30,000 or more people, real estate
bears on the average 035 per cent of the local taxes levied.
In one city in 1910 real estate was estimated to have
borne g5 per cent of the local taxation.

The situation of the community with respect to gov-
ernment financing is, to say the least, critical. As already
stated the expenditures of both Federal and local gov-
ernments, particularly the social welfare expenditures,
are increasing. These expenses must be met by increased
revenues. They may, of course, be met by bond issues
or by depreciating the currency, as many European na-
tions have recently done, but either of these alternatives
results eventually in the situation which now embarrasses
Germany and France. Since these expenses must be met
out of taxation, governments may increase taxes on exist-

% Based on investigation by Dr. G, B. L. Amer, for the Institute for Research

jn Land Ecoriomics and Public Utilities.
2Prepared by Mr. C. O. Brannen.
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ing taxable subjects or may broaden the base of taxation
so as to include property and income which were not
taxed before. Both the Federal, State, and local govern-
ments have, on the whole, increased tax rates on existing
subjects of taxation, instead of tapping new sources of
taxation. Thus, the Federal government now derives
about 60 per cent of its revenue from direct taxation,
‘while the local governments have increased property taxes
to a point where, as previously shown, they are on the
border line of what amounts to confiscation.

Functions of Taration.—Taxation has a double func-
tion. First, it is a means of obtaining revenue to defray
governmental expenditures; and, second, it is a means of
controlling the use of property. The revenue aspect of
taxation has been emphasized in the foregoing remarks
about balancing governmental budgets. We have also
to constder that taxation is a means of social control in
that it controls, deliberately or unintentionally, the bhe-
havior of men in their use of property.

The social control aspect of taxation is foremost in the
advocated reforms in forest taxation, which are intended
to encourage conservation. It is also the theory according
to which New York City exempts small buildings for
housing from taxation for a period of years in order to
stimulate the construction of more single-family dwell-
ings. These are examples of attempts at the deliber-
ate control of economic behavior by taxation. But taxa-
tion for revenue purposes also, although unintentionally,
mmay control the use of property, as when taxes take so
large a part of income from property that it does not pay
to use certain kinds of land. Although taxation for rev-
enue may have consequences that were not intended,
those consequences should not be omitted from consid-
eration. In fact, the unintentional effects of taxation are
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often the most significant factors to be considered in
formulating a taxation policy.

Historical Background of Land Taxation.—Taxes on
land are among the oldest, if not the oldest, sources of
revenue. They were originally charged according to the
gross produce of the cultivated land, as in ancient Egypt,
or according to land area, as in Rome and in England at
one time. In medieval times the Roman system of taxa-
tion was displaced by a confusing variety of taxes.
Gradually there emerged general property taxes grow-
ing out of the land tax. ILand, houses, and personal
property were all included in this general property tax,
because they were considered presumptive evidence of
income. European countries quite generally shifted the
emphasis from property to the income from property as
a basis of taxation, just as the English land tax became
eventually a rent charge. The United States, however,
took over the general property tax and made of it the
chief source of local revenue.

The general property tax became firmly lodged in the
United States about the middle of the last century, when
most States incorporated the so-called “uniformity”
clauses in their constitutions. At that time taxing au-
thorities were disturbed by the increasing amount of
intangible personal property, such as stock certificates
and bonds, which was escaping the general property tax.
Accordingly, “uniformity” clauses were adopted, provid-
ing that all property, both real and personal, tangible and
intangible, should be taxed at a uniform rate. Later in
this chapter we shall note the effects of these uniformity
clauses and the methods by which they were modified,
either by judicial review of tax legislation, or by direct
action of the State legislatures.

Present Practices of Taxation.—Theoretically the gen-
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eral property tax is assessed against all property, both real
and personal, according to its selling value. Practically,
most of the personal property, particularly intangible
personal property in the form of stock certificates and
bonds, cannot be “found” by the assessors and escapes
taxation. Furthermore, the assessed value of “found”
property is not always identical with full selling value,
even when such is the intention, being sometimes more,
and often less. Local assessors, however, are supposed
to base appraisals on records of sales of the specific prop-
erty or a similar property, although in practice they
frequently if not usually make assessments on the basis
of their personal judgments of property values.

There are, of course, variations from the general prop-
erty tax system, One of many illustrations is afforded
in New York City which, as already stated, under au-
thority of a State law, exempts {rom taxation certain
types of dwelling houses for a limited period. Minnesota
taxes mineral lands specially, and also has established dif-
ferent ratios of assessment to full selling value for the dif-
ferent classes of property.’” Wisconsin has a unique sys-
tem of controlling local assessments.” Moreover, the tax
rates, methods of assessment, and administrative machin-
ery differ from State to State. But the essential principle
of the general property tax is embedded so firmly in
most State constitutions that it cannot be entirely dis-
lodged, despite severe condemnation of the tax in many
quarters.

Special Assessments.—Special assessments are a spe-
cial exercise of the general taxing power distinct from
the general property tax, and are common in the
United States, althoug not extensively used in other coun-

1 See below, p. 326,
¥ See below, p. 329.
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tries. A special assessment is levied against a specific
property in proportion to the benefits conferred by a spe-
cific improvement, the expense of which is to be defraved
out of assessment receipts. The additional burdens thus
put upon land may be a stimulus to proper land utilization
if the assessments are used with caution and carefully
administered. There is danger that expensive improve-
ments will result in such a large assessment that a decrease
in property values, rather than the expected increase in
values, will be forthcoming. Special assessments are
commonly used to finance street improvements. Some
people are urging that improved roads in rural districts
be obtained in the same way. The defect in this sugges-
tion is that improved roads do not always bring increases
in property values to the owners of abutting property,
although to owners just off the improved road they may
he a great boon.! It should be remembered that with the
prevalence of automobiles to-day an improved road at-
tracts a relatively heavy traffic, and that these motorists
are not too scrupulous about recognizing the property
rights of the roadside farmer, as many irate farmers will
testify. To provide for the construction of better roads,
there is a better method than the special assessment. A
gasoline tax, plus increased motor license taxes, would
place the burden of improving roads on the users of those
roads.

Taxation of Increments in Land Values—An incre-
ment tax is levied against the increases in land values.
Increment taxes have been widely used in Germany, in
England from 190g $0 1920, in some Canadian cities, and
in the United States under another name. The Federal
income tax law and the several State income tax laws pro-

1J. G. McRay, The Development of Highway Legislation, Finance and Pol-

icies Among the Several States, 1890-1921, Doctoral Dissertation, University of
Wisconsin, 1921
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vide that in the sale of real estate the increase in value
from a certain base year is taxable as income. In effect
this is an increment tax since it is levied against the in-
creases in land values. Not many years ago the incre-
ment tax was advocated by a New York commission ap-
pointed to investigate additional sources of revenue, and,
in fact, a bill was introduced in the State legislature in
1915 providing for a “surtax” on value increments dating
from a basic year. This bill differed fundamentally from
the German increment taxes. The proposed New York
surtax was to have been levied each year when the assess-
ment showed a value greater than in the previous year.
The German practice, however, is to collect an incre-
ment tax every time a sale is made at a price greater than
the last purchase price.

Neither system of increment taxation should be incor-
porated into the American system of local taxation before
the effects of increment taxes have been carefully studied.
The experience of Canadian cities apparently shows that
increment taxes tend to discourage land development for
the reason that development only increases land values,
and these value inerements are taken by the government
in taxes. To offset this tendency buildings have been
exempted from taxation in some cities. The immediate
effect was a great extension of building activity, which re-
sulted in some Canadian cities in an over-expansion of
real estate development. What happens in fact, and this
applies to the present New York law exempting improve-
ments until 1932, is that the tax burden on land is in-
creased in proportion as taxes on buildings are reduced,
unless new sources of taxation are uncovered at the
same time.

Another undesirable effect of increment taxation, par-
ticularly of the German system, is the tendency to dis-
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courage free transfer of land. The taking by the gov-
ernment of a substantial portion of land values whenever
a transfer is made inevitably has this effect, human nature
being what it is. Yet, if free transfer of land does not
prevail, there is less probability of the land falling into
the best hands,

Finally, it is urged against the increment tax that its
purpose is already accomplished by the present property
taxes. The increment tax is designed to capture the in-
crease in value affer it occurs. But a property tax based
on estimated selling value taxes part of the value incre-
ment before it occurs, since present selling values custom-
arily discount future appreciations in value. Judged,
therefore, by the effects of the increment tax upon land
utilization, and by comparison with present property
taxes, the disadvantages of the increment tax outwmgh
the advantages.

The Single Tar—The single tax would take all of the
income from bare land, thus effecting a complete confis-
cation of bare land values. The idea was popularized in
the United States by Henry George in 1879," although in
recent years its adherents have apparently lessened in
numbers. According to the single tax theory all land is a
gift of nature to society ; consequently all the returns from
utilizing land as distinct from improvements belong to
society, not to any individual owner. Part of the theory
is that the taking of land rents will bring such revenue to
the government that all other taxes may be discarded;
hgnce the name, single tax. ‘

The single tax has serious defects which it will be well
to consider briefly. In the first place, it is clear that the
expenses of government have increased so rapidly in re-
cent years that the single tax will not yield enough revenue

1 Menry George, Progress and Poverty, Appleton, 1879,
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to meet those expenses. Itis estimated that barely 60 per
cent of the normal governmental expenses could be paid
by taxing all the net income from land. In the second
place, if the State takes all net income by taxation, it
should Iogically reimburse an individual for a net loss.
In the third place, the effect of the single tax would
ultimately be a system of State tenancy. If all the net
income from land were taken in taxes, the desire for own-
ing land would disappear, so that in effect the State would
own the land while private individuals utilizing land
would be in the position of tenants of the State, paying
to the government the net land income as a rent,
Some Defects of the General Property Tax——Of the
many criticisms that have been levelled against the gen-
eral property tax, four are stressed most often. These
are (1) the inequality of the tax burden on real property
compared with personal property; (2) the failure to
classify the subjects of taxation so as to avoid unequal
assessments; (3) the unscientific methods of assessment;
and {4) the failure to adapt taxation to social policy.
Although real estate constitutes about half the total
wealth of the country, it is bearing considerably more
than half of the city tax burden. The reason for this
disproportionate burden lies in the nature of real prop-
erty. It is tangible and fixed in location, and hence can-
not escape the watchful eyes of an assessor. On the
other hand, personal property is largely intangible and
easily escapes assessment. In this connection, agricultural
property is more disproportionately taxed than any other
form of property. Intangible personal property is not
very abundant among farmers, while the tangible prop-
erty, both real and personal, is visible and easily per-
ceived by the assessor. Consequently, less agricultural
property escapes taxation than is the case with any other
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taxable subject, as was shown by the table given pre-
viously.'

The failure to classify the subjects of taxation is
largely due to the presence of the “uniformity” clauses
in the State constitutions and the inability to remove
them. Several attempts to amend constitutions in this
respect have failed during the last few years. The most de-
termined opposition came from the farmers, who regarded
it as a move in the direction of the single tax on land. In
the assessment of urban land the results of not classifying
land are seen in the application of uniform percentage
rules to lots used for different purposes. Those versed in
real estate values know that street frontage is more essen-
tial for retail stores than for most factories, which can use
an interior lot with an alley entrance without suffering
loss of earning power. And yet the front portion of a
lot useful as a factory site is valued in many cities by the
same rule that is applied to a retail frontage. A similar
practice of assessment prevails in the case of land useful
for apartment houses and for single-family residences,

The unscientific methods of local assessors are largely
‘due to politics and lack of training. The lack of training
is not surprising, since local assessors are commonly
elected for short terms by direct vote of the people whose
property is to be assessed by them. An assessor who con-
scientiously tries fo assess all the taxable property at its
full selling value according to law frequently fails of
reélection. Moreover, the office is not a full-time, well-
paid position, so that trained assessors are not often found
in office. Consequently it is complained that in the same
district some assessed values are 80 per cent, and some
120 per cent, of the full selling value.

Finally, it is asserted that the general property tax

1 Supra., p. 316.
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cannot be adapted to social policy. The outstanding
example of this is the inclusion of forest land within the
general property tax. When the full selling value of for-
est land is taxed year after year, the accumulated ex-
pense of taxes will eventually equal what might be re-
ceived from cutting the timber. Naturally, therefore,
every encouragement is given to premature cutting of the
- timber. It is forgotten that forest land does not yield an
annual crop, like agricultural land, and it is taxed just as
is agricultural land.

Remedies for These Defects.—The committee on a
Model Tax System, of the National Tax Association,
proposes to remedy the inequality of the present tax bur-
dens by substituting three taxes for the exclusive gen-
eral property tax: (1) A classified property tax which
will fall on real property and on tangible personal prop-
erty. (2) A personal income tax which will fall on
incomes from most sources, but particularly from intan-
gible personal property which is not reached adequately
at the present time. (3) A business or occupation tax.
Most States have business taxes of some kinds, and a
good many States have a personal income tax. Bat the
classified property tax has not yet superseded the general
property tax.

The movement to classify the subjects of taxation is
part of the general classification movement which reveals
itself in other connections by zoning laws and practices of
real estate development. It is a rebound from the uni-
formity movement of the past century. The “uniform-
ity” clauses of seventy-five years ago fixed the general
property tax as the dominant system of local taxation.
The classification movement now seeks to remove these
clauses from the State constitutions.

Although several attempts at a classified property tax
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have failed, one State, Minnesota, has achieved the same
result without amending the constitution. - A Minnesota
tax law aunthorizes different ratios of assessed values to
full selling values for different classes of property. This
law, known as the “Classified Assessment Law,” was
passed in 1913 and creates four classes of property assess-
ments: Class I, iron ore, which is assessed at 50 per cent
of its selling value; Class IT, household goods, which are
assessed at 25 per cent of full value; Class 111, all un-
platted (farm) real estate, livestock, agricultural produce,
manufactured products, and merchandise, which are as-
sessed at 335 per cent of full value; Class IV, platted
(urban) real estate and personal property not in above
classes, which are assessed at 40 per cent of full value.
The Minnesota Tax Commission reports that this ar-
rangement has worked successfully in equalizing the tax
burden. However, the advisability of assessing farm
and urban real estate and other classes of property at
different ratios is very questionable. Classification in a
few States has set apart forest land, and experiments are
being made to ind a tax which will encourage conserva-
tion,

The feeling that classification can make little headway
until the “uniformity clauses” in the several State con-
stitutions are stricken out is not justified, in view of the
decisions of many State courts in tax cases. The courts
have set up a doctrine of ‘“reasonable classification,” by
means of which the classification movement may make
considerable progress without violating the constitutions.
According to this doctrine a property classification which
has a reasonable relation to a valid public purpose will
be sustained as a proper exercise of the government’s
taxing power. By conforming to this principle legisla-
tures may modify the existing system of property taxa-
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tion without going through the cumbersome process of
amending the constitution.

Reforming the methods of assessment is of almost
equal importance in equalizing the tax burden. The basis
of assessment in Continental Eurcpe is the income from
land; in England it is called the rental value, which is
substantially the same thing; but in the United States sell-
ing=value is the basis. In Iowa an attempt is being made
to tax farm land according to its income, but this basis of
assessment is not universally desirable because it tends to
encourage the holding of vacant land. With income as
the basis of assessment, vacant land would escape all taxa-
tion, since it yields no income. A disproportionate bur-
den would thus be placed on improved land. The mo-
tives for taxing land according to its income are of course
to bring taxation in line with the principle of ability to
pay. For this purpose the English system of taxing ac-
cording to rental value would be better, since vacant land
would not escape entirely. But it is possible to correct
the methods of assessment without going so far as to
change the basis of assessment from full selling value.
This cannot be done, however, until the machinery of
assessing is modified.

More scientific appraisals undoubtedly could be ob-
tained if local assessors were appointed by the State tax
commission instead of being elected by property holders.
Along with this change should go an increase in the size
of the assessment district, a lengthening of terms of
assessors (during good behavior, perhaps), the payment
of higher salaries for full-time positions, and supervision
by experts. Two developments in this direction may be
noted. In Wisconsin the State tax commission appoints
income tax assessors to cover districts embracing a num-
ber of smaller assessment districts. Among the duties



POLICIES OF LAND TAXATION 329

of these income tax assessors, who hold office during good
behavior under civil service rules, is the supervision of
local assessors. By this method the scientific quality of
local assessments is improved. In West Virginia a
statute of 1921 made the county the assessment dis-
trict and provided for the election of a local assessor
in each district for a four-year term at salaries ranging
from $1,100 to $5,000. Iengthening the term of office
and making it a full-time, well-paid position are steps in
the right direction.

Finally, tax reform is being directed toward the accom-
plishment of social policies, Classification of taxable sub-
jects is essential for this. As long as forest land is treated
like any other form of real property and taxed annually
on its full selling value, forest conservation is discour-
aged. To correct this anti-social result, some 29 States
practically subsidize timber land by assessing it at less
than full selling value. Ten States completely separate
forest land from the general property tax. In those
States the land is taxed annually, but the timber is not
taxed until harvested, whence the name “yield tax.”

A Policy of Land, Taxation—These remedies, admir-
able in their way, do not attack the heart of the tax prob-
lem. They are based on the assumption that merely by
increasing taxes in the ways indicated governments will
secure enough revenue without causing undue harm to the
processes of economic life. We doubt (1) that the in-
creased expenditures of government in the future can be
paid without broadening the base of taxation; and (2)
that present taxes can be increased without discouraging
the best utilization of land. The statistical tables given
in the early part of this chapter justify these doubts and
suggest further that a complete overhauling of our pres-
ent system of taxation is needed. These data partly ex-
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plain also why popular feeling against high taxes is so
great in this country, as it is in other countries also.

First, let there be no confusion about the effect of in-
creased taxes on the utilization of land. The high per-
centage of land income, particularly income from farm
lands, which is now being paid in taxes, is already dis-
couraging people from developing or undertaking the
utilization of land. An increase in taxes will only aggra-
vate this situation. We do not mean to say that an expan-
sion of land wutilization is universally needed or desirable
at present. Certain uses of land are over-expanded to-
day, while others are under-developed. In the future,
however, an increase in population may call for more
intensive or extensive utilization of land, which may
not be accomplished when needed because high taxes
take away the incentive to bring new land into use.
Moreover, if taxes increase to the point where they
take practically all of the land income, the individual be-
comes nothing more than a tenant of the State, and much
of his incentive to produce more efficiently is lessened.
The uneconomical effect of high taxes is seen also
in the fleld of Federal income taxation. Surtaxes on
large incomes were placed so high during the war that a
great deal of investment capital was driven into tax-
exempt securities from which a higher net return could
be obtained. The abundance of capital seeking tax-
exempt securities, which are largely State and municipal
bonds, has made it more tempting to State and local gov-
ernments to cover their expenditures by a bond issue
instead of paying their bills out of current taxation, The
inevitable result has been a piling up of mterest charges
to burden the future and to make yet more difficult the
task of increasing taxes without harming the -utilization
of land,
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Enough has been said to indicate that the present trend
of taxation is toward the confiscation of land values by
the government. The nearer we approach this end the
nearer we come to destroying free enterprise in the use
of land.

Second, in order to increase governmental revenues
without increasing present taxes to a harmful extent, we
must broaden the base of taxation. New sources of tax-
ation must be uncovered. Heretofore our system of in-
come and property taxation has taxed the earnings and
the accumulation of wealth, The field of indirect taxa-
tion, or taxes upon expenditures for consumption, has
been inadequately developed. The two systems differ
greatly in results. Under the present system the men
and women who have saved and accumulated property to
support them in their old age are taxed heavily, while
their young contemporaries may escape taxation by spend-
ing their earnings. Thrift is penalized and relatively
lavish expenditures are thereby encouraged. If more
taxes on e¢xpenditures were levied and taxes on accumu-
lated property were reduced, some of the unnecessary ex-
penditures of modern life would probably be saved, thrift
encouraged, and wealth accumulated.

The effectiveness of a tax on expenditures is attrib-
utable to the price system. Through the process of pric-
ing commodities, taxes on luxurious consumption tend to
reduce expenditures of this nature. A decline in the de-
mand for articles of luxurious consumption, owing to a
tax, results in a decline in the productive effort and capital
devoted to producing those articles. Effort and capital
are thereby released for the production of more essential
commodities, such as durable forms of wealth useful for
further production. This field of indirect taxation is a rich
source of revenue, and this revenue can be obtained with-
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out harmful consequences, and even with positive benefit.
Take, for example, the improvement of roads. If funds
for road improvements are raised entirely by assessments
upon abutting landowners, the tax burden on the land is
increased, while a large proportion of the road users make
no contribution. By means of a gasoline tax and an auto-
mobile license tax, graded according to the weight of the
.vehicle, as in Wisconsin, the burden of road improvements
can be more equitably laid upon all the users of the roads.
Undeniably the use of indirect taxation offers great dif-
ficulties of policy and of administration, but here and
now we cannot enter further into this complex subject,
the proper treatment of which would require a volume
larger than the present work,

It is entirely fitting to close this study of the elemen-
tary principles of land economics with the problem of tax-
ation, Taxation is an intricate and pressing problem,
and in this chapter it is not possible to de much more
than offer a few suggestions of a critical and constructive
nature in the hope that they may lead to further study
and research, Not only do present taxes eat into the
incomes of landowners and utilizers with untoward
results, but, what is worse still, they often encourage
an anti-social exploitation of natural resources, as in
the case of forest land. When we consider the desir-
able effect which home ownership has upon the pros-
perity and vitality of a people, it is alarming to find
that many people are discouraged from home owner-
ship by the prospect of high taxes. The other side
of the situation is the constantly growing expense of
government. Undoubtedly, one of the greatest problems
of land economics is the critical examination of taxation
as it affects land utilization. In our opinion such an ex-
amination should lead to modifications in these directions:
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{1) Classification of property under the property tax to
relieve the inequitable tax burdens now borne by real
estate; (2) some reduction of present taxes upon prop-
erty; (3) development of direct income and occupation
taxes; and (4) enlargement of the range of taxation to
include certain carefully selected indirect taxes upon
expenditures for consumption.

SUMMARY

The expenditures of government, particularly for social
- welfare, have increased and are still increasing. To meet
these expenditures increased taxes are needed, and a dispro-
portionate share of the added burden of taxation has fallen
on land. Taxation performs two functions: (1) it is a
means of obtaining revenue for government; (2) it is a
means of controlling the use of property. The land tax
is one of the oldest sources of government revenue ; in Euro-
pean countries generally it has become a tax on land income
but in the United States it has become part of the general
property tax, which bears with undue severity on real estate.

The United States alone make a very large use of the
system of special assessments, which are levied on real
estate to defray in part the expenses of public improvements
from which the property in question is assumed to receive
special benefit. While the system has many excellent fea-
tures, it should be administered with caution. Increment
taxes have been tried in certain countries; but their dis-
advantages appear to outweigh the advantages they offer.
The single tax, which would confiscate all the value of land
by taking all the net income in taxes, would not provide, as
its advocates claim, enough revenue to meet all the ex-
penses of government. Against the general property tax
several criticisms have been brought: (1) the fact that it
places an unfairly heavy burden on real property; (2) the
failure to classify the subjects of this tax; (3) the un-
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scientific methods of assessment; (4) the failure to adapt
this type of taxation to social policy. Various remedies for
these defects have been suggested, and some have been tried .
with more or less success. A policy of land taxation should
be carefully worked out, keeping in view the effect of taxa-
tion on the utilization of land, and it should lead to modifica-
tions in these directions: (1) classification of property under
the property tax; (2) reduction of the present taxes on
- property; {3) development of tncome and occupation taxes;
(4) enlargement of the range of taxation to include care-
fully selected indirect taxes on expenditures: for consump-
tion.
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TABLE I*
Pez CeNT oF TorAL Lanp Area Devorep To Various Crasses oF Uses 1¥ Sixteen Crries, 1923

———— Publicly Utilized Area ~ - Privately Owned Area e,
Unimproved Improved

E i, CO- A

= n = + c v B

— — v ” ~ - - - E -

3 3 T 3 :F g 2

o = 2 & B & £ & S L]
Columbus, CQhio .............. 100.0 36.1 270 20 71 3.3 606 329 121 156
Davenpott, lowa ............. 100.0 18.7 145 37 5 36.8 445 427 1.2 6
Detroit, Mich, ................ 100.0 30.0 250 40 10 14.0 56.0 335 45 180
Duluth, Minn. .,............ .. 100.0 329 269 50 1.0 64.1 3.0 18 2 1.0
Flint, Mich., ..........oooo00. 100.0 224 165 23 36 21,3 563 528 5 3.0
@ Knoxville, Tenn, ............. 1000 228 211 9 8 17.7 595 485 19 91
“ Lynchburg, Va. .oovviunonnt. 100.0 18.7 132 28 27 13.5 678 508 102 6.8
Minneapolis, Minn. ........... 100.0 323 203 109 1.1 228 449 363 1.5 7.1
Norfolk, Vaf..veuieevvanrrnnns 100.0 36.2 233 24 105 9.5 543 334 25 184
Qak Park, Ill..eeernneiaaina.. 100.0 34.3 325 14 4 92 565 498 6.5 2
Portland, Ore. .. .ovvvinaeenn. 100.0 251 208 27 16 18.7 562 421 5.6 8.5
Salt Lake City, Utah.......... 100.0 282 167 31 84 334 384 366 5 1.3
San Francisco, Cal.,....... .. 1000 35.1 223 62 066 267 gz 327 3.3 22
St. Paul, Minn................. 100.0 25.7 203 30 24 41.1 332 261 1.3 5.8
Toledo, Ohia ..........v0vcot. 100.0 286 192 54 40 22,3 491 273 1.7 201
Tulsa, Okla. .........c..c.... 100.0 239 20 19 * 8.0 681 563 8.0 38

# Extensive parks and other public lands outside city limits.
t Excluding 7,500 acres recently annexed but undeveloped as to streets, parks, etc.

! Compifed by H. B. Dorau of the Institute for Research in Land Economics and Public Utilities from returns from ques.
tionnaires sent to various city officials. These figures represent the best estimates available, but, although they have been care-
fully cdited, they cannot be guarantced as absolutely accurate.
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TABLE II®
Vacant Laxp 1v THiRteen AMericaN CITIes *

Total land Unimproved land Per cent

City area~—acres  area—acres unimproved
Spokane ................ 25,235 16,029 63.5
St, Paul ,.......ccvunnnn 33,363 17,330 519
Salt Lake City.......... 32,981 11.000 33.4
ChicagoT ..ccvivvvnnnnns 120,233 37,334 310
St. Louis ....vevincerans 32,040 11,634 298
San Francisco .......... 27.000 7.200 26.7
Toledo, Ohio ........... 18,160 4,042 223
Flint, Mich. ............ 18.750 4000 21.3
Youngstown, Chio ...... 15,360 3,000 1.5
Boston .......ciaieeonen 20770 5052 16.9
Dayton, Ohio .......... 9920 1,000 100
Milwaukee$ ............ 16,290 651 4.0
Columbus, Ohio ........ 17,422 370 3.3

* As reported by the city for 1921 or 1922,
1 Last report was made in 1911,
1 1920—now estimated about 3 per cent.

1 Compited by H. B. Dorau of the Institute for Research in Land Economics
and Public Utilities from returns from questionnaires sent Lo various city
officials. These figures represent the best estimates available, but, although
they have been carefully edited, they cannot be guarantecd as absolutely
accyrate,
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TABLE IIT*®

Prorortion oF Ursan Lanp Area PusLicy OwNED
1N CerTaIN CITIES *

Per cent Per cent
publicly publict
City owne City owne:

Altoona, Pa........... 2.0 Miami, Fla........... 241
Berkeley, Cal......... 322 Minneapolis, Minn..., 32.3
Boston, Mass......... 37.5 Muskogee, Okla...... 30.0*
Brockton, Mass....... 9.4  XNorfolk, Va. ........ 36.24
Brookline, Mass....... 19.3* Qak Park, [l........ 34.3
Butte, Mont. ........ 30.5% DPontiac, Mich......... 211
Columbus, Ohio...... 3a.1 Portland, Ore......... 251
Danville, I1.......... 39.5 Salt Lake City, Utah.. 282
Davenport, Towa...... 14.5 San Francisco, Cal.... 351
Detroit, Mich......... 300 Somerville, Mass... ... 244
Duluth, Minn......... 329 5t. Paul, Mion....... 257
Flint, Mich........... 224 Toledo, Ohioc......... 286
Kenosha, Wis......... 26.4 Tulsa, Qkla. ......... 239
Knoxville, Tenn....... 228 Waterloo, Jowa....... 268
Lynchburg, Va....... 18.7 Wichita Falls, Tex.... 224
* Approximate.
a 1622-23.

b Accounted for by 70 per cent unimproved area,
¢ Extensive parks owned outside of city.

d Excluding from total 7,500 acres, recently annexed, but largely unimproved.

1 Compiled by H. B. Dorau of the Institute for Research in Land Economics
and Public Utilities from returns from questicnnaires sent to various eity
officials. These figures represent the best estimates available, but, although
they have been carefully edited, they cannot be guaranteed as absolutely
accurate,
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TABLE IV

PrororTiON OF OwNEDp anp RENTED HoMes, By SECTIONS AND
Geocraruic Divisiows, 1890-1920°

Per cent of all homes not on farms —————,

—_—
Section 1920 1910 1500 1890

and division Rented owned Rented owned Rented owned Rented owned

United States...... 50,1 409 616 384 638 362 631 369

The North,........ 586 414 612 388 624 376 609 o1

New England..., 646 354 674 326 662 338 649 351
Middle Atlantic... 66.3 337 694 306 701 29.9 678 322
East North Central 52.3 477 542 458 5355 445 533 447
West * " 478 322 49.6 504 534 466 545 455
The South......... 623 377 662 338 704 2906 720 280
South Atlantic,.. 63.3 367 685 315 727 273 731 269
East South Central 64.4 356 67.1 329 714 286 725 275

West ! 59.1 409 616 384 648 352 684 316
The West.......... 56.1 439 333 467 571 429 559 441
Mountain ....... 551 449 532 468 3529 471 509 491
Pacific ... ..... . 566 434 533 467 600 400 592 408

t Mortgager on Homer, Census Monograph II, Bureau of the Census, United
States Department of Commerce, 1923, p. 3?. Edited and revised by Richard
T. Ely, collaborating with H. W. Bohlman, of the staff of the Institute for
Research in Land Economics and Public Utilities,
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TABLE V

ProrortioN oF Frre a¥p Mortcacep HoMES »y SECTIONS
AND GrocrapHIc Divisions, 1890-19201

————— Per cent of

Section 1220 1910
and division Mort- Mort. Mort-
Free gaged Free gaged Free gaged
United States...... 60,3 39.7 669 331 68.3 31.7
The North.,....... 5640 44.0 627 373 637 363
New England.... 483 517 5358 442 574 426
Middle Atlantic... 487 513 531 449 57.7 423
Fast North Central 584 416 660 340 66.5 333
West “ 676 324 723 277 729 271
The South......... 732 268 789 21.1 816 184
Sowth Atlantic.,. 707 293 771 229 768 232
East South Central 77.3 227 800 200 829 17.1
West “ “ 740 260 807 193 863 137
The West.......... 640 360 714 286 811 189
Mountain ....... 705 295 801 199 866 134
Pacific .......... 611 389 667 333 76.8 23.2

owned homes not in farms ——
1 : 1300 1890

Mort-
Free gaged

723 2717

67.1
63.5
63.8
70.7
681 31
916 8.
878 12
947 5
9.7 4
820
88.4
770

! Mortgages on Homes, Census Monograph I1, Bureau of the Census, United

States Department of Commerce, 1923, p. 41

Edited and revised by Richard

T, Ely, collaborating with H. W. RBohlman, of the staff of the Institute for
Research in Land Economics and Public Utilities.
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TABLE VI*

Comparative Percentages of Homes Owned, of Owned Homes Mort-
gaged, and Average Number of Families per Dwelling, for the
Cities Having a Population of 100000 or More in 1890, with a
Separate Average for the Ten Cities of this Class Showing the
Largest Increase in Population : 1920-1850.

Per cent of
i Per cent of owned homes Families per
Cities homes owned mortgaged dwelling

1920 1890 1920 1890

Average, 26 cities....... 269 228*% 602 37.8*% 174 1,53%
Average, 10 cities....... 253 21,7 643 3.0 192 1,66
Baitimore .............. 463 261 461 244 122 120
Boston .....iciiiiennia. 185 184 662 388 207 170
Buffalo ... .oiiiinnnn 386 400 609 473 157 138
Chicago ....cceinvuunnn. 270 287 638 432 18 172
Cleveland .............. 351 391 590 367 157 121
Detroit .....ccooviunn.. 383 417 611 370 143 1.14
Milwaukee .............. 355 421 595 456 159 126

New York............... 127 106+ 787 411+ 349 2905+
Philadelphia ............ 395 228 702 387 114 110
St. Louis.....ocinenennn, 238 205 448 265 161 151
Cincinnati ........c...0.-. 287 192 432 290 169 190
Denver .......o.ceveun. 383 291 427 360 122 110
Indianapolis ............ 345 331 570 361 113 1.09
Jersey City.............. 197 188 638 371 216 186
Kansas City, Mo........ 347 231 632 462 134 116
Louisville .............. 208 243 342 75 127 132
Minneapolis ............ 409 31.1 545 538 140 130
Newark ................ 202 220 729 473 225 167
New Orleans............ 231 21,5 301 50 111 113
Omazha ................. 484 259 529 40 117 1.1

Pittsburgh .............. 283 276% 463 3744 139 122+
Providence ............. 235 207 584 380 154 166
Rochester .............. 425 440 692 511 121 114
St, Paul...............-. 461 402 436 511 128 123
San Francisco........... 274 25 405 285 137 i1
Washington, D. C....... 303 252 554 240 133 113

* 28 cities in 1890,
§ Adjusted to include Brooklyn.
3 Adjusted to include Allegheny,

1 Mortgages on Homes, Census Monograph II, Bureau of the Census, United
States Department of Commerce, 1923, p. 59. Edited and revised hy Richard
T. Ely, collaborating with FL. W. Dohlman, of the staff of the Institute for
Research in Land Economics and Public Utilities,
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TABLE VII
PERCENTAGE oF FarRMERs WHO WERE TENANTS, 19201
Georgia ...vvunnnnnn. .. 66.6 Minnesota ............ 24.7
Mississippi ..... ereaa 66.1 New Jersey........... 23.0
South Caroclina........ 64.5 Colorado ............. 230
Alabama .............. 57.9 Pennsylvania ......... 21.9
Louisiana ............. 57.1 California ............ 214
Texas covvvvueniann... 533 New York............. 19.2
Arkansas ............. 51.3 Oregon vo...ovvenvnn.. 188
Oklahoma .,.....,.... 51.0 Washington .......... 18.7
North Carolina........ 43,5 Arizona .......e.0.nn. 18.1
Nebraska ............. 429 Michigan ..... A, 17.7
Ilinois vovuivvvennun. 42,7 West Virginia......... 16.2
Towa vuveerinnnnnn.. 417 Tdaho ........ovvviens 159
Tennessee ............ 411 Rhode Island.......... 15.5
Kansas .. eovveenvannn. 40.4 Wisconsin ............ 144
Delaware ...........-. 393 Wyoming ............ 12.5
South Dakota......... 349 New Mexico.......... 12.2
Kentucky ...ovvvvnn... 334 Vermont .v.oeewrevcnn. 116
Indiana .ooovnnnnenone. 320 Montana ..,..veeeven.. 11.3
L0 T 295 Utah ... vvevivennaen, 109
Maryland ............. 289 Nevada .....0vevininnnn 04
Missouri ..., enueinenn 288 Connecticut ........... 85
Virginia ....ocvvvveain 256 Massachusetts ........ 7.1
North Dakota......... 256 New Hampshire....... 6.7
Florida ............... 253 Maine +.iovvnvrininns 4.2

Average for United States, 38.08 per cent.

L Vearbook of the United States Depariment of Agriculture, 1921, p. 498,
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TABLE VIII
IuPROVED FarM AcmeAGE Rentep, 19201
Georgia .............. 596  Tennessee ............ 331
South Carolina........ 57.7 Missouri ............ .. 339
Texas ..ovevuinerennnnn 56.5 New Jersey........... 322
Iinois ....covvivvnnn. 55.1- New Mexico...., ceess 300
Oklahoma ............ 535 Pennsylvania ......... 293
Kansas ............... 320 Arizona ......... venee 283
Delaware ........... .. 521 Idaho ...ovvvvnnnnenn. 281
South Dakota......... 509 Michigan ............. 276
Alabama ............ . 50.8 New York............ 27.4
Mississippi ........... 503 Florida ............... 26.1
Towa ... .............. 50.1 Kentucky ........ vee. 251
Washington .......... 50.0 Montana .........u... . 246
Nebraska ............. 498  Virginia .......... L. 241
Indiana ....ovvvinn. .. 449 Wyoming .....ovuunnn 235
Arkansas .......ccc0.0. 437 Wisconsin ........ ve.s 215
Louisiana ............ 43.5 Rhode Island......... 20.6
North Dakota......... 42.4 Utah ......cevvn.n v... 193
California ............. 41.2 Vermont ............. 17.0
North Carolina........ 410 Nevada .....ocvvunn. .. 16.6
Indiana .............. 40.3 West Vieginia..... vo.. 164
Oregon ....ooveeeeeins 39.7 Connecticut ........... 126
Chio .......ccivivnnnn 39.1 Massachusetts ........ 9.4
Minnesota ......... ... 394 New Hampshire....... 87
Colorado ........-.... 361 Maine ........... veees 9.2

Average for the United States, 42.12 per cent,

1 This table differs fundamentally from that found in the Yegrbook of the
United States Deportment of Agriculture, 1921, p. 498, The above table is
based on the proportion of improved farm acres that are rented, whercas the
Yearbook percentages refer to the proportion of improved acres operated by
tenants or croppers. TFot example, in Montana 24.6 per cent of all improved
acres are rented, but only 12.7 per cent of the improved acres are operated
by tenants or croppers. The difference represents the improved acres rented
and operated by owners in addition to their gwa farms,
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TABLE IX*®

AvkRaGE VALUE oF FarMs AND PERCENTAGE oF VaLve 1N LAND,
Buirpings, MACHINERY, AND Livestocx

p—————————— Per cent in ———————
State Average value Land Buildings Machinery Livestock
Towa . iooovnnno.. $39,941 78.4 10.8 36 7.2
South Dakota......, 37,835 79.0 8.6 4.0 8.4
Nebraska ......... 33,771 79.3 9.1 3.6 8.0
Nevada........v..n, 31,546 59.6 6.9 36 29.9
California ......... 29,158 81.1 8.5 4.0 6.4
IMinais ....ceueee.. 28,108 78.7 11.2 3.3 &8
Arizona ... .... 23,418 67.0 6.7 3.8 22,5
Noarth . Dakot 22,651 72.7 11.9 6.5 89
Wyoming .. 21,235 63.1 7.1 3.8 26.3
Minnesota ......... 21,221 72.6 14.5 4.B 8.1
Kansas ............ 19,982 75.0 10.7 4.7 9.6
Colorado .......... 17,966 71.0 9.5 4.6 149
Montana ...... vees 17,095 70.2 8.6 §.6 15.6
Idaho .......-..... 17,008 71.5 9.7 5.4 13.4
Oregon  c.ivnivena. 16,304 71.6 10.9 5.1 124
Washington ....... 15,952 75.4 1.6 5.2 7.8
Indiana .ovivennvas. 14831 72.4 14.8 4.2 8.6
Wisconsin c.eeueras 14,143 60.3 21.3 6.2 120
Missouri vovevese.. 13,654 72.2 13.0 3.9 10.9
Utah sovveiniunnuas 67.8 10.5 4.3 17.4
Ohio ....... . 65,1 209 4.7 9.3
New Mexico 60.4 7.8 30 28,8
New Jersey. 43.6 346 8.2 11.6
Texas ....... 73,0 10.2 3.5 13.3
Connecticut ....... 14,019 44.6 393 58 10.3
New York,......... 9,87¢ 41.6 33.1 8.9 16.4
Maryland .......... 9,678 56.0 273 6.3 10.4
Massachusetts o..... 9,389 42.5 40.0 6.4 11.1
Michigan ......... . 8,976 54.4 27.1 6.9 11.6
Oklahoma ......14a0 8,649 70.6 11.6 4.8 13,0
Pennsylvaniz ...... 2,551 41.9 348 9.5 13.8
Rhode Island....... 8,238 43,1 35.3 7.2 14.4
Delaware «.ocvveva. 7,903 52.5 283 85 10,7
Vermont .,.eevnvsen 7,661 37.3 342 9.5 19.0
Virginia .... 6,425 63.2 224 4.2 10.2
Florida ..... 6,116 69.2 16,0 4.1 10.7
New Hampshire.... 5,782 40.0 359 8.0 16.1
West Virginia...... 5,687 6240 20.8 37 13.5
Maine ...t vivennn 5,609 423 33.2 9.8 14,7
Kentucky .......... 5,587 69.5 15.8 32 10.5
Tennessee ....oevves 4,953 64.5 17.3 4.3 139
South Carolina..... 4,946 67.8 17.4 5.2 9.6
North Carolina..... 4,614 68.6 irs 4.4 3’5
Geotgia ....- 0., 4,366 66.1 178 4,7 il4
Louisiana ...... vee 4,354 65.0 15,3 5.6 14.1
Arkansas ...-.... - 3,974 65.8 15,7 4,7 13.8
Mississippl ........ 3,546 6.3 15.4 4.1 14.0
Alzbama .......... 2,698 0.2 1R5 5.0 163
United States....... 12,034 70.4 14.7 4.6 10,3

1 Yearbook of the United States Department of Agriculture, 1921, p, 497,
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. AGENCIE

FEDERAL LAND BANKS

JOINT STOCK LAND BANKS

$750,000. per bank by public subscription; Treasury to
supply the balance unsubscribed st the end of 31 days,
but Treasury te receive no dividends. Tweive
muinally liable banks tand their brauchesy serve 12
distriets, which comprise entire United States, Alaska,
and Porto Rico; under supervision of FEDERAL
FARM LOAN BOmD (which consists of Secretary
of Treasury and gix presidential appointees).

$250,000. per bank privately subscribed by ten or
more maturs persons; steck corries doudle liakuiify;
oumber of banks not limited; under gupervision of
Farm Loan Board. Have same powers and limitations
83 Federal Land Banks, except as otherwise apacifically
provided.

$5,0¢

notda
Fade

Capital stock must equal at least 1/20 of amount of
bank's bonds outstanding. National Farm Loan
Amociations? raee belaw) are required 4o take stock for
5% of amounts they borrow; cousequently, above
stock rstio is sutomatically maintained.

Capital and surplus must equal gt lagst 1/15 of amount
of bank's bonds cutstanding.

Al least 259, of capital repramnted by stock in the
hands of National Farm Loan Associations? must be
beld in quick aswts and 5% in U. 8. Government Bonda.
Furthermore, 25% of vet earnings shall semi-anouatly
be carried to reserve until reserve equals 209% of
capital; vhereafter 59, to reserve.

No "“quick-assets” or “Government-bonda” resrve
required; but as with Federal Land Bauks, 255 of
net earnings must ba semi-annually carried to reserve
usti] resarve equals 2097 of capital; therealter 57, to
Tesarve.

507 0=

unti- =

gold r

Seven directors: three “District” appointed by Farm
Loan Board, thres “Local” elected by National Farm
Logn Asciatiopsl in local divisions, the rersaining
Director-at-large to be selocted by Farm Loan Beard
from the threa “Association” candidates receiving
bighest number of votes at an election held for the
purpose.  All directors elected for successively expiring
three-year terma  Officars seleoted by directors.

Not legs than five directors, elected by stockholders
Officars selecied by directors.

To purchase, from National Farm Loan Assodiations?,
first farm morigagee mada for agncu.ltunl purposes.
Mortgages may v v -~d 50% o
207 of por

Feders'

40 v

355

To loan, to farm owners of state in which ineorporated
and ove contiguous state, en first farm martgages.
Ydentical restrictions and supervision as Federal Land
' morigages may ot exceed 5055 of land value
A permanent improvements, as determined
vemewinar: mortgzages to be amortized

“gacfore 5 years; ot

¢ more than 1%

15% of bankl
1, but "for agri-
Bauk msy pay
+oidnals procirs
o 6% no charge
.) appraisal and
to borresera is

y

2)

pota
uchi



INATIONAL FARM LOAN ASSOCIATIONS
ard composed of lem or moré farm ownet; fio
directors; om officer called “Secrelary-Treasurer,”
(nal mecesagrily 8 dhore-holder) mangges octugl
Associakion gffoirs. Members may be arsesaed for
debly of fellow members lo 10057, of amount of slock
oumed by each. Their stock must br equal fo
6% of thelr borrotwrings (membders receive in reurs
for a morigage 9555 1% funds and 5% in Associgtion
sock). Any member of any Nationa! Farm Loax
Association ia entitled fo borrow if Federal Land
Bank has funds avqilable.

m 655 no charge
+) appraizal and
to borrowers ia

g K2 procur

51

of colla

Above instruments ehall mature
montha, nor mors than 3 years,
discount rats themen may not
19 the rate of the hanlk’s las
subject to approval of Farm Loap
or discounta to any of above danl
not exoeed fiize the unimpaired e
such institution, and to otha on

Rn

rats.  Atthe Fedaral Interrmei
request, approval of collateral by L
and examination of organisatix
exsminers wil be made st borres
Otherwise function subject to s
Fapn Loan Board may imposa.

By issue of tax-free mufual fiubili.!y bonds, “Instro-
mentalities of U. 8. Government”, against above
mortgages as collateral deposited with Farm Mortgage
Registrar. Form and terms of bords preseribed by
Farm Loan Board and Act requires that bonds be
ccllabie within not more than 10 years. Arrangement
is provided in future for consolidated iamues and banks
are mutually liable for each other's bonds,

By isme of taxfres independem! bonds, “lostru.
mantalities of Unted States Government”, agninst
above mortgages an eollatoral deposited with Farm
Mortguge Regwtrar, Form and term of bonds pre-
peribed by Farm Loan Board and Act requires that
bonds be callable within not mors than 10 years.
Bonds are printed and authenticated by the Govern-
ment and aasert that the isuing bank is under Gov-
erpment gupervision. Coupon rate, excopt us affected
by the above, dixretionary with bagk.

By issue of tax-free, mutual fabs
debentures, “Instrumentalitis
Government”, running not mon t
by above paper as collateral, dey
by Farm ioan Board. Debety
bank limited to {on times it [
plus, Debentures priated uq
Government; may not besr
not a Lability, sither direct orid
Government.

Otherwise imue (calisbility, ints
approval of Furm Loan Beard

—

—
Autborized bo— Same as Fedora) Land Banks Autborizad to— Authoriged to—
3} Dexl in U. 8 Governwmem$ bonds; () Deal in U. 8 Government bonds; a) Deal in its own snd olke
(b5 Act as depository for public moneys, except o) Act a8 depwfory for public' moneys, exoept Cralit Banic deban
custams; customa ) Bell ita loans or
(¢} Act ax fincal agenta of U. 8. Government; ) Actms fiscal agents of U. 8. Government; rather than isus d
d) Charge 8% on defaults. ) Charge 85 on defaulix. te) Act ap fiscal agents of

(d)  Must rediscount for
Credit Banks when mq
jority vote of Farm




NCIES AUTHORIZED BY CONGRESS TO PROVIDE FINANCIAL AID
AND CREDIT TO
FARMERS

TABLI’ X

FEDERAL INTERMEDIATE CREDIT BANKS

NAT'L AGRICULTURAL CREDIT COIIP'H’.T‘_L

RE-DISCOUNT comﬁmnus

Original Cepltalization

$5,000,000. per bank subscribed by U. 8. Government
(callable by bank in whole or in part at 30 days’
notice). 12 mutually Liable banks sttached to the 12
Federal Land Banks, under supervision of Farm Losn
Board,

$250,000. per corporstion privately subscribed by not
leas than five natural persons incorporating for 50 year
pericd; under mupervision Third Deputy Comptrollar
of the Currency. Number of corporations not himited.

i':m‘.m per oopontion peivaiely gubgeripeg
i a0 1 Nhoon! Agricutaral Grogiy o

e

Subsequeat C

Same 2 original.

Capital and surplus must equal at lesst 1/10 of Lis-

P!gutmmnt. Comm_dcnmcym"

WAR FINARCE CORPORATION

T m@ﬁ;}yﬁd&d‘y’smm function of lhe War Finanee Co;
. - . . . ; ” . N poration Ack, the Ngki chprialization, management and pegr
# | 50 of net earvings shall be paid to » surplus fund | Before commencing business United States mcurities | 8 required by F: : stiona] and Federal Ragerve
Fi unt.ici- murplus equals capital; theresfter 107, of net | in the face amount of at least 25% of pad-;mhf ey may m Crotita s0t. Compiroliar of omitted. Acta and iy
« | earnings to surplus. Balance of eanings paid ko the | must be deposited with the Federal Resarve ol '
w | bank's stockholder, the United Stales, to supplament | their district. Subsequently, this reeerye must be i
gold reserve or retire U. 5. Government Bondz. maintained at 714%, ol opgragats indebiednas. !
|
|
Managent )
g T
s | Federa! Land Bank directors and officers are “ex- | Five directors aleeted by stockholders for period of one 16 25 Matiogg! A -
officio” the officials of Federal Intermediate Credit | year. Oficers selected by directors. (Directors snd Agictaral Cridit Corporation,
Banks and are duly authorizad to remunerate and | officers sworn in on cath composed by Comptroller of :
control Federal Intermediate Credis Bank employees. | the Curreney).
Purposs r'umm.].___
d | ) To discount, for “crganizations,” negotisbie in- | To lean to o corporations on negotisble To
D[ e o vk T o i | g b o PO 0 o i, s F P
processing live k. The folowing erganiza- | running for more — and Pl nershipe, corporations, o
L] tions are oligible: National, State, Co-operative, | =1y 9 months, secured by warehoum receipts om includeg bnn]t(w?"hm:! oru 33 individuals; “'ba:is" h T lm-_"' individusls and o3
sd and other Federal Intermedise Credit Bapckui th and readily marketsble sgrical- & | oral Agricefia m under the laws of an ;S-m ‘et:l:s't!c:bmpmy incorporated tFi'::: Pr.(i:ﬂ: of, and scuiy
4| T o Seeg s Apie i o 1y il mrg v S g 14 1575 O o Ut Sl e 4 e
; Cradit or marketing Corupaae or Assoriations fattening live stock; ' . ot for agricultors] prody At present ouly until ¥ebruary 924 months).
% organized under lans of any Site. (e wmﬁd':;t:;n&] mu dairy mm-mumﬁma 9 months' (or m I~To make ad i = 1 @ ;ru?-plmn' up {0 one-quarter g4
s . i~ . ) . w vances in the United States u2 or one-third of their i
5] @ To loan directly to co-operntime amociations o8 | ruei [oane to one party not to exceed 50% of ts, by ware- W 1 ¢ of r
i Notes (drawn for an sgricultursl pr socured : ; i et o not more than five years, “if for the ¥ithin 100
b by warehouse rece tf",;ms o oatial | o capital and swplus, if wewed by wer 0 (ocality 9'(" operstion, interest Promoting commerce wih for nm{ J”f;twrm ¢ of :;:m ie_yo:]r:hn]or e
. A 4 6ADA m

) to 75% of market valus

morqi]ngas on bive
of collataral,

Above instruments ehall mature in not Jose than §
mopths, nor mora than 3 years, and the interest or
discount rate therson may not exceed by more than
17, the rate of the bank's last debenture issue and in
subject to approval of Farm Loan Board. Total loana
or discounts to any of above banking inakitulions sball
not exoeed #wiee the unimpaired capital and surplus of

| wah ingtitution, and to ofker orpanizalions shall not
T eemikal and enrnlia:

receipte; otherwizo to ous party mok to azw
of capital and surplua. i
Otberwise function (Jocality of operation, &
charged, etc.) subject to such regulations == !
trollar of Currency may preecribe.

3} to sny 2 {unabl i
mmmb% ta'maedse?h;eﬁax‘)bhm Pl
products; at not more they 1%

acltally due such bank):
@ for not moes than o ; tnterest rats, ota.
Sccumslations of
@) toany person®
abore local-Fedwal-Reser
a3 the War Finanes e-B
®) to readvance to aoy

; expiration, for & further §

porting domeanys mmt apply to Natio

tve-Bank 90-da. ‘bommercm o e
Y -Co 18l-paper discount 3¢

. !
Insuratce and hus?urtatrou; Fecurity, ete., upon such

+ 8uch advances oot o excead

an advance made in scoordance with Ja War P:?Pgntb
gy

.uponnuhtemsuthewumm(jom

trude, have prodec
i such stapies; ut
unt rate; security, u;
b with the Act;
Paragraph “2" motis

08 vear, if war condify 7 ! Y
wriniural siagls,” 5o war drepion o i
or pu:pmofthdrudtlymarkoﬁn + dealing
; ank %dsy-eomn-cid-pnpgr disco
Corporation may preacribe, not inconsaten

Ibmk: an advm'we mads i socordance with




Restrve Cities.

unt rate; - .«h advancea not to exceed the contract price, in-

m yuch t--:3a8 War Finanos Corporation may preecribe;
rdanos w.L5 pi 3" (not to excoad the balynos then
such tarms a3 the War Finanae Corporaticn may prescribe,

disruptior. o foreign trade, have produoed almormal surplus

)d -wing in such-ataples; at nok more thaa 134%

-(‘ul.nt rate; sscurity, eté., upon such terms
“t with the Act;

‘ ap:ngrnpb “a" (not to wsceed the belsnoe

lus allowe: reoowale) “if public inlerest repuires,”
(in &:-7 form sa will constitute a priwary, uncondi-
wer) w:.ch has either

. an agri ztursl purpoee; intecest rate, ebe., upon such
ibe, not i:: wonsistent with the Act.
"|fueu e exeeptional,”

~strumen’.: secured by proper written lien on agricultursl
2 such terx3 ag the War Finance Corporation may pro-

Act (foreisn commerve) Banks baving s maturity of not
arise from cyriculiural of mnuhctunng oxpartations.
muore than ore year, “if var eonditions, or war disryptiont of
of apriewitural staples.” to any peraon® for putposs
#curit; must be furnished ; intereat rate discretionary
loan it at more than 2% above the rate peid.

exceod $1,000,000,000.
]

2) 9 months' billa of axchange drawn for wgricul-
tural purpoees.
II—Indirectly may aseist “Farm Credit” by
(1) Duscounting dirert obligations of member banky
mr:z‘d by War Finan¢e Corpocation bouds or
notes;
@) Discounting (at prevailing eligible-commercial-

paper rates) negotiable ipstruments, endorsed -
by a member bank, mcoured by War Finance -

Corporation bonds or nates;

@) Using any soeh mstraments (e “2" jmimne.
distaly preceding) for any purpess for which
it is suthorized to uee instrumenta secured by
U. B. Bonds ar Notas iexcept eirenlstaon bonda);
and to make a special chargs when currency is

By isuing currency, a3 provided by Federal
Act, axcept that currency may be bo issued on 6 mon
{or Jonger) paper, only when secured by—
(1) warehouse receipts (or the squivalent) on
marketabls staples or—

(2) chattel mortgages on live sbock.

Federal regulstions prohibit regular lossa (see 1"
above) to any one party in excem of 10% of bank'a
3])11‘&1 and gurplus, excep! that loans on, or discounts

a} "BnJLs of exchange drawn in good faith against
actunl existing values”,

&) Drafts or Notea properly mecured by shipping

documenta,

{0) Notes properly secured by lens on readily
marketable non-perishable staples and live
stock (fully insured and whose market value
must at all times be at least 1155 of notes),

m e made for 255, (in tha aggregata to one party)
th's capital lnd surplus.

a) M:y disount, a1 2hove isoo pamagraph "]
ot an_Intermediate Credit Bank, if wcw
bea.rs the endorsement of a Foedoral
member bank.
() Amount to be discounted for & single acoount ¢
o limited by ruling of the Federal Reserve Ba

Copyrighted, Nov., 1923, by C, F. Childs and Compar

. [







INDEX

Agricultural land utilization, va-
rieties, 3, Q0-100; problems, 3,
¢8; relation to cities, 4, 46, 73-
75; diminishing returns, 17-19;
physical limitations, 49-31; eco-
nomic limitations, §I1-55; social
limitations, 535-30; potentialities,
50-60; intensification, 635-60,
112; cut-over land, 68; char-
acteristics, 9g-108; size of unit,
100-114; afiected by ownership,
193-205; unbalanced, 291-293.

Amenities, definition, 16; de-
stroved by unregulated devel-
opment, 86: protection of, 88
8, 280, 299-300; rural life,
102-104, 120-122, 281, 308-300,
arr-312; form of land income,
238-239; increase as an aim of
land utilization, 275; by power
of emirent domain, 283-284; by
power of taxation, 287-288; in
subdividing, 206, 208-209, 303-
304. )

Anticipation, principle, 39-40; dis-
count, 40; factor in valuation,
241-247. See Principles.

Appraisals, land and improve-
ments separated, 13; {factors,
238-239: rules, 247; tax, 328-
329, See Valuation,

Appropriation doctrine, irrigation
water rights, 162-163. See
Property.

Assessments, local, control, 318-
320: special, 320-327: unscienti-
fic methods, 323-320, 328-320.

Bankers, mortgages, 21g,
232; second mortgages,
231-232.

220
219,

Banks, commercial, credit agency,
218 credit policy, 224-225.

Building and loan associations,
aid to home ownership, 179-
180; credit agency, 219; policy,
229-231 ; second mortgage asso-
ciation, 231-232.

Capital, value, 40-41; 241-246;
substitution, 4I-42.
Capitalization, principle, 40-41;

function in valuation, 242-246;
process, 242-246; outside ele-
ments, 246-247; effect of chang-
ing rate on land walues, 263,
Sce Principles.

Characteristics of land, relation
to utilization, 8-y, 23, relation
to classitication, 8-9, 24; legal,
11-14; physical, 14-17; eco-
nomic, 17-21; social, 22-24.

Chicago Drainage Canal, 1350.

City planning, basis of zoning,
88-8g; principles, 8g-01; pur-
pose, &g; limitations, 8g-00;
scope, 89-91; cxpansion of ur-
ban area, 91-94, 207-208.

Classification of land, 26-30; ne-
cessity for, 8, 26-27, 88; suc-
cess of, 8; public domain, 26-
27; neglect, 27; soil maps, 27;
real estate practice, 28-29; re-
quirements, 2g-30; suggested,
30; farm land, 56-59; urban
land, 81-82,

Climate, limitation of land use,
49-30.
Coal, 142-144.

Costs, nature of, 35-36; law of
ripening costs, 95; lumber, 130;
carrying forest land, 134-135;
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INATIONAL FARM LOAN ASSOCIATIONS
are composed of len or more farm gwnes; five
direcors; an officer called “Secdary-Treasurer,”
(mot mecessarily a share-holder) manages odual
Association affcirs, Members may be assessed for
debls of fellow members {o 10057, of amount of stock
ouned by eock Ther sfock muat be equal 1o
0575 of their borrowings (members teceive in reurn
for @ marigage 955, in funds and 5% in Association
sock). Any member of any Nuotional Farm Loan
Anociation s entitled fo borrow if Fedaal Land
Bank has funds availabie,

By isfue of taxfres mufual Hability bonds, “Insiru-
mentalities of U, 8. Government”, sgainst above
mortgages a9 callateral deposited with Farm Mortgage
Registrar, Form and terms of bonds prescribed by
Farm Loan Board and Act requires that bonds be
eallghle within not more than 10 years. Arrangement
is provided in fubure for consolidated issuee and banks
are mutually lisble for each other’s bonds,

By isue of taxfree independest bonds,
mentalities of United States Government”, -
sbove morigages a3 collateral deposited wit- .
Mortgage Registrar. Form snd term of bonds
scribed by Farm Loan Board and Act requires !
bobds be collsbe within mot more than 10 ye
Eonds are printed and authenticated by the Gov
meut and assert that the isuing bask is under ¢
ernment supervision. Coupon rate, except as effe
by the above, discretionary with

Authorized to—
&) Deal in U. 8. Government bonds;
®) Act a5 depository for public moneys, sxeept
m3;
(€} Act aa facal agents of U. 8. Government;

() Charge 8%, on defaults.

Same as Federsl Land Banks. Authorized to—
) Deal in U. 8. Government bonds;
M Act as i for public moneys, ex
depository for p

i) Act an ﬁ'.lcal agents of U. 8. Government
{dy Charge 8% ou defaulta.

L
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effect on income, 240-241; in
agricultural settlements, 305-
306. See Expenses.
Colonization of agricultural land,
policies of ownership, 169-201;
credit policies, z26-227, 309; re-
lation to immigration policies,

277-279, 309-311; private, 305-
300; public, 300-310; social
contributions, 311-312. See De-
veloptnent, Settlement,
Competition, in agriculture, 106~
108; force affecting wvalue
movements, 248-250,
Congestion, problem of, 71, 281;

solutions, 187-188; extent of,
m1-72; affected by transporta-
tion, 76-77, 188: buildings, 86,
relation to public control, 187-
189.

Conservation, forest, 7, 274-273,
284; development, 130-133; ef-
fect of private and public own-
ership, 135-137, 202-204; effect
of taxation, 137-130, 287, wa-
ter, 204; aim of land utiliza-
tiont, 274-275; by power of emi-
nent domain, 284-285.

Consumption, control of, 63, 67;
wood, 124-128; water, 153-154;
taxes, 327-320.

Contract, land, credit instrument,
216,

Control, social, of mineral land,
204; wmisused power of land
owners, 22; principle of, 23;
private property, 34, 89, Sig-
nificance, 44; urban land utili-
zation, 86-88; zoning, 87-gz,
188-190; subdividing, 2035-200;
water rights, 153-154, 204 ; nav-
igable streams, 157-158; agri-
cultural settlement, 311-3I2.

Cooperative marketing, in agri-
culture, 103; source, 105106;
competition I production, 106.

Corner influence, percentages, 28;
value rclatlonshlps 75; in ap-
praisals, 246-247.
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Credit, importance of, 207-208;
relation to land utilization, 208-
200 ; nature of, 200-210; dehni-
tion of, 209; basis of, 210-211;
land as basis, 211-212; classi-
fication, =212-213; instruments
of, 213-217; sources, 217-223;
dangers, 223, 226; policies,
223-232,

Credit instrument, function, 200,
223, 22g-230; description,
213-217; mortgage, 215; mort-
gage bond, 215-216; land con-
tract, 216-217; second mort-
gage, 231-232.

Cut-uver land, extent, 59, 63, 68;
clearance, 61; idleness, 68; re-
forestation, 127.

Custom, effect on land utilization,
56; obstacle to economical land
utilization, 66-67; consumption,
67, 248; effect on valuation,
247-248, 256-257.

Dealers, real estate, farm land,
13, 106; relation to zoning, 85-
86, 87-88

Demand, land, factors affecting,
252-250.

Development, land, tropics, 63-
64; temperate zone, 63-64; arc-
tic, 64-65; relation of wurban
area to agricultural area, 73-
75; control, 88 ; by public agen-
cies, Bg-90, 91-02, 181-182, 208,
310-311; urban, gQi-g4, 200-201,
203-304; agricultural, 291-203,
304-312. See Settlement, Colo-
nization.

Diminishing returns, law, land
characteristic, 17-20; in office
building construction, 18; state-
ment, I8; importance, 19; con-
nection with scarcity, 1g-21;
connecticn with valuation, 230-
240, See Principles.

Discount, anticipated values, 40;
constant Income, 242-244; va-
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riable income,
245-247.

Distribution of wealth, affected
by agricultural land ownership,
194-105; aim of land utiliza-
tion, 272-274; affected by police
power rtegulation, 280-281; af-
fected by power of eminent do-

" main, 285; affected by taxation,
286-287.

Durability, land characteristic,
16; of uses, 17, 36-37, 40: ur-
22181 uses, 77; relation to credit,

244-246; rate,

principles,
facts, 33-
“economic

Economics, general,
32-45; nature, 38;
37; definition, 32;
man,” 33-34.

Economics, land, scope, 2, 4-5, 9-
10; principles, 4-5, 37-44; aim,
10; relation to general econom-
ics, 32. See Principles.

Economy, principles, 42-43; defini-
tion, 42-43: relation to substi-
tution, 42 ; private, 32, 43; pub-
lic, 32, 43-44; household, 41-42;
business, 41-42; characteristics,
34; agricultural Tand utilization,
64-65. See Principles.

E x penditures, governmental,
amount spent by cities, 314-315;
increase, 317, 332; single tax,
323-324. .

Expenses, nature, 35-36; relation
to income, 36-37: subdividing,
3o1-302; agricultural settle-
ment, 305-306. See Costs.

Farms, abandoned, 3, Go-61, 68-
6g; area, 56; increase, 61; size,
113; number, 100; homes, 101;
campaigns to reduce acreage,
105 ; proper size, 109-113.

Federal Farm Loan System,
credit agency, 221-222, 312; pol-
icy, 225, 2

Federal Reserve System, limita-
tions of credit, 218; discount
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policy, 2o7-208; credit policy,
224

Fertility, land characteristic. 15-
i6; gradatioms, 15-16, 30-51:
depletion, 16-17, 50: permanent

level, 16-17; increase, 17.

Fixtty, utilization, 17, 40: invest-
ment, 77.

Forces, economic. in valuation,
247-250.

Forecasting, prices, 35: incomes,
35-36; expenses, 36; agricultu-
ral prices, 104-105, 206; land
values and incomes, 250-206;
meaning, 251: short-time fac-
tors, 251-252; long-time factors,
232-255: purchasing power and
standard of living, 255-250:
land supply, 259-266. Sce Val-
uation.

Forest land utilization, relation
to farms, 34; relation to cities,

4, 46, 73, 124: policy, 6-7, 127-
128: ownership policy, 202-203;
New [Fngland, 15; limitations,
40-50; extent, 55, 127 poten-

tiahities, 50; conservation, 130-
130, 284-285,

Fuel. supply, 124; problem, 142-
144.

Galpin, C. J., 115,

Gradations, land characteristic,

15-17: fertility, 15-17; advan-
tageous location, 16-17: con-
nection with scarcity, 20; per-
sonal ablhtv and capacity, 37.

Gray, L. C,

Growth of cmes industrial infiu-
ences, 70-8o: manufacturing,
80-81: specialization, &1, 83;
expansion, 9I-04.

Homestead Acts, administration,
260 policy, 171-172; effect on
land settlements, 307.

Housing, shortage, 290,

Idle land, problem, 67-68; possi-
ble solution, 68-0g.
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Immobility, land, characteristic
of real property, 12; land char-
acteristic, 14; economic conse-

quences, 14; connection with
scarcity, 20; inflexibility of
land, 21.

Improved land, definition, 61;

acreage, 56, 50; increase, 61;
rented, I197.

Improvements, separate  from
land, 13; wvalue separated, 77-
78, exemption, 320, 32z2; af-
fected by single tax, 323-324:
roads, 331-332.

Income, nature, 33-36; relation to
costs and expenses, 36, 75-70;
net, 30, 40; aim of farmers,
108, 120-121; aim of [and utili-
zation, 209-271; estimates, 36;
limitation of land wse, 5I-52;
gross, 36-37, 239-240; capitali-
zation, 40-41, 241-246; basis of
value, 238-241; forces affect-
ing, 247-250; forecasting, 250-
252; taxation, 314, 317, 321-322,
323-324, 326, 328,

Increasing returns, law. signifi-
cance, 19; connection with scar-
city, 20-21,

Increment, value, agticultural
land, 194-195; effect on valua-
tion, 246-247; factor in subdi-
vision financial policies, 302;
taxation, 321-323.

Inducements, economic, 33-34; to
farmers, 109, 116-118, 11g9-122,
193, 281, 285-286, 288: psychic,
33. 121 ; selection of urban sites,
70-80; free land, 120: to forest
growers, 202-203; under single
tax, 323-324; under general
property tax, 314-3I5.

Tndustry, agricultural, nature, gg~
109: small-scale, 100; farm
home, 101-102; solated life, 102-
103: lack of control, 103-105;
diversification, 104: competi-
tion, 100-108: profits. 108-109;
size of production unit, 109-
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113; machinery, I110-11I; type
of production, 111; small farms,
I11-112; concentration, 112-113;
increased size of farms, 113;
self-sufficiency, 117-119; expan-

sion, 117-118; standards, 195-
190, Se¢e Production.
Industry, lumber, developments,

128-129; future, 129-130.
Industry, tmining, distinctive na-
ture, 130-141; signibcance, ¥41-

142; oil, 144-145; coal, 142-
T44. . .
Insurance  companies, credit

agency, 220; farm credit, 228;
urban credit, 22g.

Insurance, unemployment, to re-
duce building costs, 182-183.
Intermediate credit banks, credit
agency, 22z2-223; policy, 2z5.
Investments, speculative, 92-g4.
Irrigated land, extent, 63; policy,
108, 117-118, 166-168; pumping
charges, 241; settlement, 305.
Irrigation, water rights, 160-166;

economic aspects, 166-168,

Kent, 12,
King, W. 1., 237.

Lakes, property rights, 156-157.

Land, meaning in economics, 6-7,
12, 150; meaning law, 13; def-
inition, 12; separated from im-
provements, 13; farm dealers,
14.

Land utilization, principle of so-
cial control, 23; principle of
nearness to markets, 5I-52;
principle of high value uses,
55: shifting, 47-49; limitations,
49-56. 151; present extent, 56-
59: trend, 60-61: potentialities,
56-60, 03-67: extension, 63-65;
intensification, 63, 65-66: econ-
omy, 63. 66-67; affected by con-
trolled consumption. 63. 67
public palicy, 69; dependence on
credit, 208-209; regulated by
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prices, 234-235; effect of in-
creased efhciency, 261-262; in-
dividual aims, 269-271; social
aims, 271-275: social means,
273-288; affected by taxation,
314, 330, 332. Sce Agricultural
fand utilization, Urban land
utilization, Forest land utiliza-
tion, Mineral land utilization,
Colonization, Subdividing, Set-

tlement, Development, Policies,

Principles.
Leasing, long-term, sky-lease, 1;
advantages in urban land utili-

zation, 186-187;  long-term
leases compared with short-
term leases of agricultural land,
168-199.

Limitations, building, height, 188,
200-291; purpose, 18g9; prop-

erty restrictions, 29g-30I.

Limitations, land utilization, phys-
ical, 49-5I; economic, 3I-35;
social, 55-56, 270-271, 288-28p;
area, 76-77; humidity, 151,
height of buildings, 188-189;
property restrictions, 200-301.

Location, gradations, 15-16; in-
fAuence on agricultural land
utilization, $2-55; urban land
peculiarity, 75.

Lumber, supply, 7, 124, 127, 129-
130; production, 7; costs, 7;
industry, 128-129.

Malthus, T. R., theory of popu-
lation, 46, 99.

Margin, profitableness, 20, 37;
scarcity, 20; land, 239-240.

Marshall, Alfred, iz.

Mineral land utilization, relation
to cities, 4, 46, 141, 142-143;
nature, 139-141; importance of
products, 141-T42: waste under
private  ownership,  144-146;
policy, 148.

Minneapolis, land survey. 84,

Monopoly, control of water rights,
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153-154; force affecting valua-
tion, 240-250.

Mortgages, credit instrument,
214-216; bonds, 215-216, 229:
held by life insurance com-
panies, 221-222; function, 200-
210, 220-230; second mort-
gages, 231-232.

Mortgages, farm, interest rate in
Wisconsin, 3; in Montana, 3;
policy, 223-22g.

Mortgages, home, extent, 177;
aid to home ownership, 170-
180; building and loan asso-
ciations, 179-180, 219-220, 220-
231; second mortgage associa-
tions, 231-232.

National Association of Real Es-
tate Boards, 21; housing sur-
veys, 303.

Natural Resources. See Land.

Oceans, rights, 154-156.

(Oil, production, 144-145; rights,
145.

Ownership,  agriculiural  land.
public, 193, 195; private, 193-
196; by aliens, zor,

Ownership, home, advantages.
176-177; extent, 177; tendency.
177: prospects, 178, 183-184:

codperative ownership, 184-186;
encouragement by private ei-
forts, 178-181, 203: reduction of
building costs, 180-181; en-
couragement by public efforts,
181-183,

Ownership, land, France, 22
Russia, 22 ; political, social, and
€Conomic power, 22, 246; secu-
rity for savings, 23-24, concen-
tration in agriculture, 112-113:
public forests, 125-137; agricul-
tural land, 122, 103-202; forest
and mineral land, 202-204;
problems, 171-172; urban land.
175-193; aliens, 2oI.

Ownership, public,

water for
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consumption, 153: irrigation
water, 166, 204-205; land be-
neath water, 168-16g; water
rights, 16g-170; land, 173-175;
undeveloped urban land, 181-
182 urban land, 101-193.

Ownership, urban land, private,
175-19t ; advantages, 176; co-
operative, 184-186; public, 19I-
193.

Pasture, Connecticut Valley, 15;
acreage, 303.

Police power, definition, 279-280;
application, 280-231.

Policies, land, definition, 4-5, 269;
distinction between public and
private polictes, 5, 204; prob=
lems, 4-8, 206¢; nature, 288
289 ; aims, 7-8, 10, 2069-275; test,
10, 269; forest, 134-139, 279;
mineral, 148; use of govern-
mental powers, 275-280; relief
of housing shortage, 2go-201;
agricultural settlement, 291-203,
Jog-312; subdivisions, 294-304;
property restrictions, 299-301;
contribution to general welfare,
302-304; tax reform, 326, 329.

Policies of land settlement, pri-
vate, selection of land, jo4-306;
selection of settlers, 306; size
of farms, 307-308; planning,
308-309 ; financing, 300.

Policies of land settlement, pub-
lic, protection of settlers, 309~
311; pubiic colonization, 310-
3t See Colonization, Devel-
opment, Settlement.

Population, Malthusian theory,
46, 09 ; declining rate of growth,
46-47; concentration, 47, 71-72;
urban and rural, 71-72, 9B8-g9,
107; relation to expansion of
urban area, ©4; proportioning
urban and rural population,
113-122; purchasing power and
standard of living in valuation,

235-239-
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Population, rural, problem of
proportioning, 113-122; charac-
teristics, 113-116;  stability,
113-115; mnational leadership,
115-116;  inducements, 116-
118; migration to cities, 120,
273-274, 281.

Portland, Oregon, land survey, 84,

Power of eminent domain, defini-
tion, 281-282; application, 282-
286; limiting height of build-
ings, 282-283; condemning land,
283; conversion of private to
public property, 283-284; in-
creasing amenities, 284 conser-
vation of natural resources,

Prices, double price level, 4, =21,
08 adaptability of land utiliza-
tion, 21, 48-49, 63-66, 80; sys-
tem, 34, 331; significance, 34-
35 234-235; fluctvations, 35,
104-1035, 203; relation to eco-
nomic scarcity, 39; relation to
anticipation, 30-40; wheat, 21,

27, 48, 276; fixing, 276-277,
293. See Values,
Principles, economic, definition,
37; scarcity, 38-39; anticipa-

tion, 30-40; capitalization, 40-
41; substitution, 41-42; propor-
tionality, 42-44, 48; social con-
trol, 23; city planning, 89-9I.
Principles of land economics, sig-
nificance, 3-5; test, 10; basis in
general econemic principles, 32;
scarcity, 38-39; anticipation,
30-40 ; capitalization, 40-41; sub-
stitution, 41-42; proportional-
11y, 42-44, 48; social control,
23; nearness to markets, 52;
high value uses, 53; city plan-
ning, 8g-01; law of ripening
costs, 95-06; law of movement
of land values, 262,
Production, agricultural, inflex-
ibility, 21; lack of balance, 62,
291-203; increase, 62; charac-
teristics, 101-102; individualis-
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tic, 102; controlled, 103; diver-
siication, 104; uncertainty, 104-
106; competifion, 106-108; size
of unit, 100-113; production per
man, 109-110; influence of ma-
chinery, 11c-111; type of agri-
culture, 111; fallacy of small
farm, 11I-1I2; congcentration,
112-113; effect of increased
size, 113; under public owner-
ship, 195. See Industry.

Production, wealth, balancing,
zy1-272, 284, 293; aim of land
utilization, 271-272; effected by
police power regulations, 280;
affected by power of eminent
domain, 283; affected by tax-
ation, 286, 331-333: affected by
subdividing policies, 302-303-

Property, common, definition of,
174; description, 174; beds of
navigable streams, 168-160,

Property, petsoral, definition, 11-
12; escapes taxation, 324.

Property, private, significance,
34; control, 34, 44, 85, 18¢-191,
205; forest land, 134-137; car-
rymg costs, 135; minerals, 143-
146; nature, 174; definition,
174; urban land, 175-191; agri-
cuitural land, 193-201; condem-
nation, 281-286.

Property, public, forest land, 135-
137; irrigation waters, 166, 204-
203 ; beds of streams, 168-160;
land area, 175 ; urban land, 191-
193; agricultural land, 103, 195~
190,

Property, real definition of, 11-
12; real estate, 13; classifica-
tion, 28-29, 30-31; value, 72-73;
taxation, 324. )

Property, water, for consumption,
154; oceans, 134-156; lakes,
156-157; mavigable streams,
157-150; non-navigable streams,
158-159; water power, 139-160;
irrigation water, 160-166, 234;
land beneath water, 168-160.
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Proportionality, principle, 42-44,
48; pelicy of application, 69;
urban and rural population,
113-122; agricultural produc-
tion and land ownership, 193.
See Principles.

Public authority, force affecting
valuation, 250, See Rent regu-
lation, Taxation,

Public funds, credit source, 223.

Purch?sing power, factor in fore-
casting land values, 235-250.

Ranch land, dispesal, 2z7; North
Dakota, 27; extent, 56, 50; in
stock farms, 102; settlement,
304-305.

Real estate, meaning, 12; use, 13;
operator, 13-14; broker, 14; ur-
ban value, 22-23, 236-238; farm
;glue, 22-23, 236-238; practice,

Recreational land, utilization, 6§-

Reforestation, cut-over land, 68,
128, movement for, 130-133:
time element, 135-136; affected
by ownership policy, 20z2-204;
power of eminent domain, 284.

Rent regulation, laws, 150-1g1;
force affecting valuation, 230,

Restrictions on property, purpose,
299; in subdividing, 300; “set-
back,” 300; type and appear-
ance of buildings, 300; area,
300; policy of, zo01.

Riparian rights, navigable
sireams, 157-130; non-naviga-
ble streams, 138-139; for wa-
ter power, 130-160; modified
doctrine in irrigation, 163-164.

Ripening costs in land utilization,
detinition, g5; law, 95; subdi-
viding, 93-96,

Rural planning, 308-309;
3I1.

need,

San Francisco, land survey, 83.
Scarcity, land, physical, 1g, 259;
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principle, 38-30: economic, 19~
20, 318-39; relativity, 19-20, 39,
259; significance, 19-20; rela-
tion to other characteristics of
land, zo; land values, 2o, 30,
236, 250-205. See Principles.

Services, land, scarcity, 20-21;
value, 20-21; basis of value,
238-241; distinguishing specu-
lation from investment, §2-94;
factors affecting demand, 255-
250. See Valuation.

Settlement of agricultural land,
interest of farmers, 107-108;
Wakefield system, 291; policies,
291-293, 304-312. Sece Coloni-
zation, Policies, Settlement.

Shore rights, oceans, 155-150;
navigable lakes, 156-157; non-
navigable lakes, 157.

Single tax, 323-324; defects of,
323-324.

Sites, urban, economic character-
istics, 2, 24; selection, 78-80;
protection of, 78, 80; commerce,
78-79; industry, 79-80; poli-
tics, 80; pricing, 234-235.

Sky-lease, 1, 24.

Speculation, land, subdivisions,
g2-04; distinguished from in-
vestment, gz-Q3; ripening pe-
riod, 96. See Investment.

Standard of living, factor in
forecasting land values, 255-

250.

Subdividing, failure, 5-6, =2us;
success, 6; policy, 6, 204-304;
land classification, 28-29; spec-
ulation, 2-93; meaning, 264;
selection of land, 294-297: plan-
ning layout, 297-208; improve-
ments, 298-29g; finances, 301~
302; social contributions, 302-
305, See Development.

Substitution, principle, 41-42; fac-
tor in valuation, 262-265. Sec
Principles.

Supply of land, increase, 63-67,
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260; factor in valuation, 250-
265 ; scarcity, 260-261.

Supply and demand, scarcity re-
lation, 39 ; for land, 60; in fore-
casting land values, 2352-266.
Sece Demand.

Survey, land, urban, 82-85; San
Francisco, 83; Portland, Ore,
84; Minneapolis, 84; agricul-
tural soils, 307, 310.

Tax, classified property, 326-327.

Tax, general property, on farm
property, 3i5-316; on urban
property, 316-317; history of,
319; description, 319-320; de-
fects, 324-320; remedies, 326-
320.

Taxation, forest, 7, 137-130, 326;
discouragement of conserva-
tion, 138-135; “yield” tax, 139,
287, minerals, 146-148, 287, 320;
“tonnage” tax, 147; exemption,
228-229, 286, 320, 322, 330 means
of social control, 286-288, 323-

326; burden, 315-317, 322,
324, 328; functions, 318; his-
tory, 3i9; present practices,

316-320; value increment, 321-
323; classification of subjects,
325, 326-327; opolicy, 32¢-
333; indirect, 331-333; prob-
lems, 332-333.

Taxes, relation to land income,
240-241, 250, 315-316, 330; in-
crement, 203-206, 321-323; con-
sumption, 331-333.

Tenancy, farm, percentage in
North Dakota, 3; in South Da-
kota, 3; decline of i New
England, 3; policy, 196-199; ex-
tent, 196-107.

Tenancy, state, 323-324.

Tenancy, urban, extent, 177-178;
tendency to increase, 183-183;
combined with codperative own-
ership, 184-186; leasing, 186~
187,

Tenure, land, varieties, 172-173;
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relation to land utilization, 172-
173.

Timber. See Lumber,

Titles, land, registration of, zoi-
202,

Topography, limitation of land
use, 51; affecting land values,
233-234.

Transportation, facilities, 16; ef-
fect on land utilization, 16, g2,
55, 64, 73-74, 76-77, Bo-81, 178-
179, 267; inadequacy, 66; cost
of lumber, 130; regulation, 181;
effect on land values, 2353-254.

Trust companies, credit agency,
221-222,

Unions, credit, agency of credit,
220: development policy, 224-
225.

Urban land utilization, problems,
1-2, 3; relation to country, 4,
46, 73-75; diminishing returns,
18; recreation, 69; importance,
71-72; development, 74-73, 204-
304; location, 73-76; manage-
ability, 76; peculiarities, 75-78;
dependence on transportation,
»6-77; fixity, 77; classification,
81-82; social control, 86-o1;
city planning, 89-91; expansion,
g1-94; ripening uses, 95-66; ai-
fected by ownership, 192-103.

Valuation, factors in, location,
3-4; anticipation, 40, 241-240;
capitalization, 40-41, 241-246.
See Principles.

Valuation, process of, 241-246.
See Principles.

Values, land, urban compared
with agricultural, 3-4, 7273,
236-238; agricultural in New
England, 3; Texas, 3; in lowa,
3: in Massachusetts, 3; urban
In Australia, 3, 14; in New
England, 3; scarcity, zo. 236,
anticipation, 39-40, 231-236;
capital, 4o-41, 241; capitaliza-
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tion, 241-246; principles of high
value uses, 53; separated from
value oi improvements, 77-78;
function, 234-236; significance,
236; elements owside capitali-
zation process, 246; forces af-
fecting, 247-250, 236-257; fore-
casting, 250-266. See Prices.

Values, Agricultural land, range,
I1; explanation, 11; affected by
mmprovements in  cultivation,
15-16; in Connecticut Valley,
2-3, 24; affected by transporta-
tion, 73-74; home-values, 246,
257; taxation, 315-317.

Values, urban land, range, 11:
explanation, 11; location, 73-
76; affect intensive uses, 76;
stabilization, 88-8g; affect home
ownership, 177-178;  demand
for credit, 229; affected by
special assessmnents, 320-321.

Van Hise, Charles R., 2g.

Villages, locations  cotmpared,
Germany and New England, 3;
mining, in Australia, 3.

War Fiaance Corporation, revi-
val, 208; credit agency, 222-
223.

Water, uses, 131-152; “preferred”
uses, I32.

Water-front land, New York, 14.

Water-rights, peculiarities, 132-
133; control, 1531-134, 204-203;
in water for consumption, 134;
in oceans, 154-130; in lakes,
136-137; in navigable streams,
157-150; in water-power, I159-
100; in irrigation water, 100-
168, 204-2035; in land heneath
water, 168-169.

Wheat, prices, 21, 27, 48; over-
supply, 48, 271-272,

Zoning, natural, 85-8; controlled,
88-91; legal purpose, 18g; con-~
sideration in subdividing, 206-
297, 303-304. See Control, so-
cial. :






