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Abstract

If policymakers were to take economics seriously, public revenue would flow differently. How we tax and spend – presently pretty willy-nilly – would change. At last, the nature of the economy could inform the policy of the country. If for a moment policymakers could disregard conventional notions of property and the impressive power of the wealthy, and acknowledge positive externalities as a commonwealth, what would that apolitical, economy-focused policy look like? Since such a varied policy landscape as today’s already incorporates bits and pieces of that vision, what results could we expect?

Introduction

Economists could argue with the outside world forever about some near unanimous issue – say, trade that crosses political borders should not be treated differently from trade within the borders, as far as efficiency is concerned – to no avail. The public and politicians can quite comfortably ignore economists forever. But say the shoe was on the other foot and economists could ignore them! Say economists did not have to cater to the powerful or defer to popular misconceptions and could build a new public revenue policy from the ground up, based on the most basic flow in an economy. How differently might we tax and spend? How much better off (certainly not worse off) might we be?

Blind Spot

Economists really do bring this problem of irrelevance on themselves. FIRE can be the biggest sector in the GDP (it is, twice as big as runner-up manufacturing). Real estate can be the biggest sump for investment (it is). The nation can be in recession after the bursting of the “housing” bubble (actually, housing site bubble, and its is). And economists still by and large ignore land and rent.

Because money (profit, actually) is such a powerful motivator in getting people to work and invest, it strikes me as odd that economists make no distinction between our spending that does reward another’s effort and our spending that does not. We buy goods and services, and thereby reward labor and capital. When people get rewarded for supplying labor and capital, they work and invest more, growing the pie for everyone. And we pay for land, rewarding privilege. When people get rewarded for privilege, they commit rent-seeking (to use the jargon), shrinking the pie for everyone.

The other major truism swept under the rug is people exploit the planet for money. It’s real estate deals that create sprawl. It’s resource deals that lead to oil spills. And not just one or two deals here and there but by far the vastest plurality of business is seeking traditional rent and conventional rent. Check the BEA’s GDP or the Census Bureau’s typical household budget. We probably spend at least 40% of all we spend for land (for an annotated bibliography of 50 academic articles on the topic, please ask), resources, EM spectrum, ecosystem services, knowledge monopolies (patents and copyrights), utility franchises, corporate charters, bankers’ sovereignty, whether directly or buried in the price of all our purchases, prices distorted by a tilted playing field. That’s a lot of profit to motivate a lot of “eco-ploitation”.

Predictability

One good proof of real science is the ability to predict. Those few who do pay attention to the flow of rent are able to predict recessions reliably, well in advance, in print, and explain why the cycle must turn just so. Some trackers of rent who predict reliably are Fred Foldvary in California (Santa Clara University), Fred Harrison in England (author of Boom Bust), and Phil Anderson (author of The Secret Life of Real Estate).

In The Chaos Makers (1997) Harrison warned: "By 2007 Britain and most of the other industrially advanced economies will be in the throes of frenzied activity in the land market... Land prices will be near their 18-year peak... on the verge of the collapse that will presage the global depression of 2010. The two events will not be coincidental: the peak in land prices not merely signalling the looming recession, but being the primary cause of it." He updated his prediction next decade in articles appearing in Money Week, Britain’s best-selling financial magazine, beginning 2005 August 5 with “Bust will follow boom – but when?” He also pointed out – correctly – that the bust would be worse in areas where land taxes are low.

Foldvary, Sr Editor at the Progress Report, predicted the 2008 crash several times: in his article on "The Business Cycle" in the Oct. 1997 issue of the American Journal of Economics and Sociology (AJES). Later he wrote much the same in layman’s language at the Progress Report in 2004: “The exact year of the next depression cannot be predicted, but the economy today is following the typical pattern of real estate cycles, so we are very likely to have the recession in the last years of this decade, sometime from 2008 to 2010.” Again at the same website in 2006: “I am sticking to the 2008 forecast which I have been making for over 10 years. Interestingly, 2008 will be an election year, and a recession would probably deliver the election to the Democratic party.” And 2007, titled "The Depression of 2008".

Aussie Phil Anderson in his newsletter to his clients in 2003 even advised them to short bank stocks in three years, 2006. I wonder how many academics gave their students such advice or taught them how to find such insights? Even if shielded by signed waivers?
Even yours truly got it right in my newsletter to my members in 2006 January, basing my guess on the same 18-year land price cycle. While not child’s play exactly, it is something any economist should be able to learn to do. Meanwhile, the rest of the profession (except in this small room, for these few minutes today), the media, and the public overlook these guys.  And that committee in Stockholm keeps giving its laurel to professors who can’t predict. Go figure.

Which Factor Rules?

You’ve heard how so-called housing bubbles, actually land bubbles, precede recessions. It’s the price of the location, actually, that gets bid up and crashes (only to rise again and begin another 18-year revolution of the cycle). Houses get old, wear out, depreciate, just like a car or most any other human-made product. This connection between land and recessions appears often in the mainstream press  (e.g., “Can the economy survive the housing bust?”, Fortune Magazine, 2006 Nov 13).

Probably you know the explanation: As the price of land rises, and incomes don’t, purchasers must spend more for something nobody produced and less on the goods and services that one’s neighbors do produce. As consumption of other people’s efforts slows, production slows, and eventually a tipping point is reached where growth can not be sustained and the economy recedes. The BEA notes the fact well after many households have already started to feel the pain.

With far fewer people able to afford a new home, land prices level out, and quickly retreat to anywhere from 25% to 50% of where they’d been. Since housing sales and starts and furnishings account for so much of the economy, the recession worsens, and the foreclosures and unemployment continue. And continue even after hitting bottom. Then after a few years, land becomes affordable to a new critical mass of consumers. And the cycle starts all over again.

Which Factor Ruins?

Humans don’t really have a grudge against their home planet. We just need what the planet can yield to us, and we need the money that dealing in Earth yields, too. Presently, the main way to capture rent is by development, even if the site or resource is fragile, pristine, or local human use already strains the region’s carrying capacity.

As we go about exploiting sites and resources, we don’t always choose the most cost-effective ways; there are techno-alternatives to entrenched ways. But such efficient ways are less profitable, wasteful ways are more profitable. Why? Look to institutionalism (qwerty) and policy that augments the reward to landowners.

If you have a mind to withhold your land from beneficial use awaiting a higher future return, doing so won’t cost you much (tax overhead), but it costs your community a lot.

*
By reducing supply, you raise price, and encourage speculation, which inflates land price into a bubble that widens the gap between rich and poor and when it bursts, spanks many in all classes.

*
If you withhold a prime urban site, you force business to use inferior sites, which reduces their custom and their employment – which is why vacant lots equate so well with unemployment and crime.

*
If you withhold a less than prime site of sufficient size, you make it nigh impossible for your neighbors to redevelop and upgrade the neighborhood.

*
If you withhold a central site from use, you force settlement farther out, causing sprawl.

If while here you take a tour of Portland, count the vacant lots, parking lots, abandoned buildings, one-story buildings where it should be six, etc. For all its hype, Portland is still a very American city. Its settlement pattern is shot through with holes that spur sprawl and cost jobs.

Problems of Price

As noted, the present way we privatize rent distorts the price of land. Speculators both withhold some sites, reducing supply, and bid up other sites, exaggerating demand. This way of capturing rent (instead of residents in a polity sharing it) also distorts the price of the other main factor – labor.

Most people get all their income from their labor. As workers seeking employment, lacking the cushion of a rent-share, they lack leverage to negotiate full-value wages, as they can when jobs are bountiful (late 1990s) or when land is accessible. When Europeans came to this continent, wages were higher here than back in the Old World ("Why There is No Socialism in the United States," Werner Sombart, 1906). When Americans came to this coast, wages were higher here than back East.

Along with custom altering price indifferently, so does law distort price intentionally. Politicians tax the most powerful the most conveniently and subsidize them the most generously (per capita, plus the more you have, the more you benefit from defense). The resultant distorted prices, of course, distort behavior. Producers and consumers choose ways that are most profitable, that are most profitable because the playing field is titled. Subsidies flow to entrenched “grey” ways like agri-business more so than to new cutting-edge ways like organic gardening. Taxes, too, are biased.

Because we tax labor, we make labor-intensive enterprise less rewarding. Those enterprises include recycling, organic gardening, selective logging, deconstruction, etc. Because we tax capital, we make startups more precarious. Startups include new green ideas like solar energy, non-toxic chemistry, etc. While tax breaks might help some, they can’t help enough. Plus, politicians and bureaucrats have a hard time picking just the right industry or company and tend to have favorites.

Almost all taxes and subsidies have four fatal flaws. On the efficiency side, they distort price (subsidies cheapen, taxes add expense) and they’re expensive to collect (requiring bureaucracy and compliance). On the equity side, they violate quid pro quo (what you get can’t match exactly what you give) and elevate the state over the citizen (making people more obedient and passive than active and responsible). While fundamental, the flaws are avoidable.

Rent as Commons

What gives land its power over labor and capital? Land is unique in crucial ways. Nobody made it (zero labor). Everybody needs it (universal, infinite demand). You can’t make more of it or relocate its best locations; there’s only one Fifth Avenue and Broadway (zero distribution). You don’t have to increase its value if you let your neighbors do it (satisfies desire with least effort). It’s the basis of class (landlordism) which is the foundation of government (aristocracy) and still is the puppet master of government (plutocracy) and occupying it is deeply entwined with instinct (for territory) which makes altering any prevailing property regime controversial.

Yet economically, the money we pay for land is a surplus, since the payment need not, can not, and does not ever reward labor (point one above). If we never pay for land, there’ll still be just as much land as ever. And that surplus is immense, rent being at least as much as wages and interests, perhaps much more.

Also economically, rent could be seen as the quintessential positive externality, or the sum of all the values of all the positive ones minus that of all the negative ones. While rent is internal to real estate deals (land price being capitalized rent), rent is external to the deals that actually generate the rise in site value. Rent is generated by, but not captured by, people moving in and raising density. By government improving infrastructure with a light rail or irrigation. By a maturing or educated population turning from crime to employment. By an inventor selling a chip, escalating rent in Silicons Valley, Forest, and Corridor. All these factors external to a private real estate deal push up rents, windfall profits to the real estate dealer.

New Policy

Because rent is a social output, reflecting population density (of nighttime residents and daytime shoppers) more than other factors, one could make a case for rent as commonwealth (tax base), stronger than the case for taxing one’s wages (extortion, sort of) or interests (mercantilism that favors commerce in order to tax it). There have been times and places where landowners did owe rent to their community (“own” was the past participle of “owe”). If we were to reinstitute land dues, we could establish a moral underpinning for property. For excluding others from our own land, we’d pay them compensation, as they would compensate us for excluding us from theirs.

Currently we do some geonomics. Land is part of the property tax, albeit that tax is shrinking. New Hampshire is the only state with that tax and no other – and a stable, prosperous economy (judging by household income [7th place] and owner occupancy [6th place] at the US Census Bureau). Rent does get parceled out among residents more equitably, albeit infrequently. Alaskans share some oil royalties, the oil coming from public land, and most working families in Aspen Colorado get a housing assistance from a title transfer tax, since unaffordable land was driving them out. Were people to acknowledge a commons and different spendings rewarding different behaviors (taking a cue from economists), perhaps they’d adopt more geonomics.

Given the nature of the factors of production, it’d be fair and efficient to shift both taxes and subsidies from their current targets. We could shift taxes off income, onto pollution, off sales, onto depletion, and off buildings, onto locations. We could shift subsidies from programs for special interests into a dividend paid to the citizenry in general (the “general welfare” in the words of the US Constitution). Were we recovering and sharing rents, then land and labor could find their market values on a level playing field, minus the current speculating in and withholding of land.

To drive efficient use of the ecosystem, we could, along with charge land dues (initially land taxes), also require Restoration Insurance, hold Ecology Security Deposits, auction off Emission Permits, and mulct Fines upon those who exceed limits. To set the amounts for all five of these charges and surcharges, we could extrapolate from market dealings, in order to maintain the integrity of price. Once wheeler-dealers have to pay the costs they impose, they’d switch from current grey methods of exploiting the planet to green ways that’d also then be the most profitable.

Of these green tax shifts, the one providing the biggest bang for the buck is the Property Tax Shift. Public recovery of ground rent reduces the need for the other green taxes by optimizing land use; that reduces both depletion and pollution. Unlike other taxes, one that recovers rent spurs commerce and grows its own base.

Benefits

Is letting the nature of factors shape policy beneficial? Look at the results from places that for whatever reason adopted a degree of geonomics and recovered site rent:

*
The colonies Kiaochow, Singapore, and Hong Kong developed successfully on the basis of pubic recovery of ground rent.

*
In New York in the 1920s, new  construction more than tripled while in other big cities it barely doubled (Charles Johnson Post, 1931, Schalkenbach Fdn).

*
From 1950 to 1970, Taiwan had growth rates of 10% per annum in their GDP and 20% in their industry (Fred Harrison in his Power In the Land).

*
Denmark in the late 1950s dropped its inflation from 5% to under 1%; bank rates dropped from 6.25% to 5%. By 1960, 100,000 unemployed in a country of just five million had found jobs and at higher wages, the highest widespread pay raise ever in Danish history. (The New York Times editorial, "Big Lesson From A Small Nation", 1960 October 2)

*
New Zealand’s employment averaged 99% from 1966 until 1975. When the oil shock hit, making their export goods too expensive since they had to be shipped so far by oil-burning freighters, employment dropped to a true (not fudged) 94%.
*
Australian towns taxing site values have 50% more built value per acre than those that tax both land and buildings (“Site Value Tax [SVT] & Residential Development Patterns”, Ken Lusht, Lincoln Monograph Series, 1992). From 1974 to 1984, the number of manufacturers in the state of Victoria decreased by 20%, yet in the SVT towns it increased by more than 10% (Australian Bureau of Statistics publication 8203.2, 1986 October 15).

*
In the midst of impoverished Appalachia, the Pennsylvania towns taxing land more than buildings from 1980 to 2000 developed 16% more per year than their neighbors (Nic Tideman, VPI, Blacksburg, VA), 

*
And Alaska is the only US state where the income gap is not widening.

Both the ends and the means of geonomics – based on the nature of land vs. the nature of other factors – are logically and empirically justifiable. These results are the ones one wants from an economy. And the means – following from “reap as one sows” – are rationally defensible. Both equity and efficiency are why notables in economics – including Nobel laureates Friedman and Samuelson – and luminaries in other fields – including Einstein and many Green Parties worldwide – endorse public recovery of socially-generated rents in lieu of taxation on wages and interests.

Conclusion

Economists are not in an enviable position, compared to those in other disciplines. To be scientific, the economist must tread where more cautious researchers would not, into the realm of property. Not surprisingly, the field extols neutrality and soon after defining its basic factors in production, abandons them, bundling together our spending that rewards output and our spending that rewards being a troll under the bridge. Yet there is a price to pay. For all its math, economics can not forecast very well. Meteorologists have it so much easier.

While economists get a lot of little things right (see the program), they don’t excel at stitching their findings together into a coherent big picture. Torrents of rent flow and cascade all about us, but out of economics’ field of vision. The very DNA of economies – price is to production what genes are to reproduction – become mutated and distort behavior. That fundamental flaw and all the problems that follow from it could be fixed. Any problem that bad economic policy causes, good economic policy can solve. But some economist would have to speak up when the emperor wears no clothes.

Greenspan said he was shocked to see how Russia was impacted by a lack of business ethics after the wall came down. Perhaps the Nobel committee last year acknowledging a non-economist who investigated the commons will be a turning point. If economists became geonomists and improved their forecasting, then they might feel bold enough to proscribe good medicine, even if bitter to swallow by some who now corral most of the benefits of skewed property. It starts with economists taking their basic precepts seriously. Then policymakers might take economics seriously, too, and public revenue would flow in ways to benefit the entire public.
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