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earned.” Thus quasi-rents arising from capitalistic enter-
prises, from speculation in general, and even from nat-
ural ability ! are likewise called ‘“unearned” increments.
As commonly understood “‘unearned” increment is any
surplus value accruing to an individual not by virtue of
sacrifice or exertion on his part, but by virtue of his prop-
erty right to a commodity. But it isalso questioned whether
even a transaction in landed property does not involve some
labor on the part of the owner. Whatever view we admit,
so much is certain. There is a tendency in recent years to
differentiate between income accruing to labor in its widest
sense including entrepreneurship, and that accruing from
the investment of capital in any form. The latter is com-
monly considered the source of the enormous wealth ac-
cumulated by individuals which, it is evident, the modern
“Sozialpolitik” would prevent. Misleading as the term
‘“unearned” income may logically appear, it will probably
be retained, since English and German legislation has recog-
nized the distinction between earned and unearned income.?

Just as in the case of monopoly and large scale capitalistic
production, legislation has been employed to check the
concentration of wealth in the interest of the social well-
being, so with regard to the land-value increments, it is
proposed to prevent some of the putative evils by means
of a tax. The fiscal expediency of the proposal having been
discussed,® the problem is now to discover (1) whether
those putative increments in land value are of widespread
occurrence, if they occur at all, (2) the causes and the
social evils that ensue therefrom, and (8) the effectiveness
of the tax to remedy the evils.

§ 2. What are the facts concerning the appreciation in
the value of the land? The difficulties encountered in at-

1 Cf. Marshall, Principles of Economics (5th ed.), p. 579.

2 Cf. the English income tax and the German “Wertzuwachssteuer”
where the term “unearned” is employed.

3 See supra, chapter viI.
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pends the welfare of society. Henee in considering this
kind of land, the whole problem of conservation confronts
us.

In the following sections, then, we may expect to find
the tendency of values in the three kinds of land to vary
not only with regard to one another, but with regard to
the diverse conditions of place, population, and stage of
development.

§ 8. The discussion of agricultural values necessitates
a further division, for the lands under cultivation in the old
countries are not comparable to the virgin soils of Austral-
asia and America. Bearing this fact in mind, we shall first
present some data regarding the European situation, and
then shall endeavor to show the tendency of value changes
in the newer countries.

TABLE SHOWING THE RENTAL OF AGRICULTURAL
LAND IN THE UNITED KINGDOM, 1750-1904 !

Year? Rental in millions (£) Per cent of change in value

7T M I e 16.6 oo

Ty ... 22.4 increase, 84.9
LBO0 25 SAlahsty 32.6 4 45.5
ARG A o it oxane 46.5 g 46.5
FETFs d LR 54.4 & 17.0
8B . o SereimeliL 58.38 $ r 49 |
Y o I SRS P 64.1 7 9.1
B0 s ok 69.5 7 8.5
S . .. 61.2 decrease, 11.9
JROEL. .o A,k 56.2* s 8.1
2107 A 52.0 = 7.1

* This figure was obtained from Mulhall, Industries and Wealtk of Nations, p. 400,

From the above table we note that the rental value rose
steadily until early in the nineteenth century, held its own

! Mulhall, Dictionary of Statistics (1899), p. 841; the figures before 1870
are estimates; from that date, the figures are those taken from the Reports
of Inland Revenue. Cf. Agricultural Statistics (Cd. 8870), 1907, Table
XXIV.






THE TAX AS A SOCIAL REFORM 853

Year Value in millions (£) Per cent of change in value
IB17 . ieiiieass 548 o
1879, 0000000 2,301 increase, 819.8
bt i Pt 2,986 - 29.7
1 ap PERWIRRE . 1,386 decrease, 53.2

From another source of information, the percentage of
decrease in the value of agricultural land in France was
estimated at less than appears from the preceding figures.!
This more conservative estimate was derived after a care-
ful valuation of the land in 13,606 French communes,
covering, therefore, a large part of the territory of France.
From 1879 to 1884 the rural land in these communes was
valued at 783,636,000 fr.; in 1909-10 the value had fallen
to 616,540,000 fr., or 21.8 per cent. Another authority
estimates the decline in the value of farm land at forty per
cent.? Although the estimates of the extent of the depres-
sion vary, the fact remains that during the last generation
the value of agricultural land has considerably depreciated.
 Belgium has been likewise affected by the agricultural
depression of the eighties. The average value of farm land
per hectare declined from 4261 fr. in 1880 to 2838 fr. in
1895, about thirty-one per cent; the rental value declined
during the same period from 107 fr. to 90 fr.? Ample evi-
dence exists to show that this trend of values has been
general throughout Europe.

The causes for this situation are not far to seek. They
are to be found chiefly in the low prices of grain due to
American and Australian competition, resulting from the

1 International Institute of Agriculture. Bulletin of Bureau of Economic
and Social Intelligence, vol. xviir, April, 1912, pp. 220 ff. The author esti-
mates the depression in the price of typical holdings from 600 fr. in 1856
to 210 fr. in 1908, or 65 per cent.

2 Cf. Congrés International de la Propriété Fonciére (1900), p. 561.

3 Annuaire Statistique de la Belgique (1902), vol. xxx111, p. £291.
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INCREASE IN THE VALUE OF FARM PROPERTY AND
IN AGRICULTURAL PRODUCTION IN THE UNITED

STATES !
No. engaged in Value of farms and
Year No. of farms agriculture buildings
TN 1,449,078 L $3,271,575,426
1860........ .| 2,044,077 ot 6,645,045,007
1870........ ...] 2,659,985 5,922,471 7,444,054,462
1880..... (<o 4,008,907 ¥ 10,197,096,776
1080, .00 .0 v.o] 4,564,641 8,565,926 18,279,252,649
18,058,007,995 *
1900 ..c0ueun. 5,737,372 10,438,219 { 8,556,639,496
. 28,475,674,169
BII0L. s e 6,361,502 12,659,203 6,325,451,528

® The upper figure is the value of the farm land, the lower orie that of the buildings.

and buildings increased almost 964 per cent. Furthermore,
during the last decade, 1900-10, the increase in farm land
per se was over fifteen billion dollars, or 118 per cent.

If we turn to the conditions in Australasia, it will be
discovered that a similar trend of value increment exists
there as appears from the data given in the table on
page 356.

It would be possible to show the same tendency of rising
value for farm land in the other Australian states and
Canada 2 and wherever the development of the country
and the demand for foodstuffs is growing.

§ 5. It may be expected that with the further extension
of the cultivation of the soil and with the closer settlement
of the country rural land will continue to rise in value in
new countries and ultimately in the European countries.
Nevertheless, it would be erroneous to assume that all
farm land even in the newer countries tends to rise in
value. The fact is that the value of farm land is subject to

1 Statistical Abstract of the United States Census (1910), pp. 119, 121,

265; also Report of the Twelfth Census, vol. v, Table Ix.
. % Cf. Statistical Year Books of Canada (1904, 1910, etc.).
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tuations frequently occur with the extension of production
to our western prairie regions as well as with the exhaus-
tion of the soil. Again, considered for short periods of
time, through the introduction of improvements in the
methods of cultivation and the substitution of intensive for
extensive production rural land values are very often
affected.!

Similarly, fluctuations are frequent in Australasia and
Canada. Speculation in these countries has been and con-
tinues to be rampant, leading to “land booms” or to in-
ordinate appreciation in land value, which later result in
precipitate depressions. An illustration from Ontario,
Canada, will make this tendency of rural land value to
fluctuate more apparent. Consequent upon the opening
up of Manitoba, the value of farm land experienced a de-
cline in Ontario from $625,478,706 in 1884 to $587,246,117
in 1894.2

To conclude: (1) The extension of distant sources of
grain supply due to the improvement of transportation
facilities, along with social causes, e.g., dissatisfaction with
rural life, changed conditions of labor, etc., has been the
cause of the agricultural depressions and of the decline of
rural land value in European countries. (2) In the new
world, the extension of production, so detrimental to
European agriculture, has not only been a boon to the
farmers, but is also the cause of the appreciation in the
value of rural land of the country as a whole. (3) The gen-
eral upward trend of values is, however, not universal
throughout the more newly opened countries, nor is the
rise in value uniform. In many states and sections of the
country, the value of rural land is subject to great fluctua-
tion; in others the value remains constant. (4) Although,

doned farms common in New Engla.xid have been largely reo_ccupied and
rendered productive recently by Italian and French-Canadian farmers.
(Ibid.)

1 Cf. Fairchild, Rural Wealth and Welfare, pp. 300 f.

2 Statistical Year Book of Canada (1895), p. 303.
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fact that land is needed for residence and business purposes
and that the number of more desirable sites is limited. It
may therefore be laid down as a general principle that in
all countries, wherever the concentration of population
and progress are in evidence, the value of land will tend to
rise. Not to illustrate any abnormal growth in value, but
to show the general trend and to emphasize the extraor-
dinary character of the increase especially in the larger
cities, the following statistics are presented.

In New York City the assessed value of real estate has
increased as follows: !

Year Total real estate Land Improvements

4
P T 81,856,567,923 y
14 4 o P SRR 8,168,557,700 ‘
3902, . sestovinens 8,332,647,579
1904. ...000000te. 5,015,463,779 e o
19086....... 5. W8 5,738,487,245 $3,367,233,746 | $1,959,179,364
DB soaw s ons o b 6,722,415,789 3,843,165,597 2,298,334,522
T .2 d s v e o0 o 7,044,192,674 4,001,129,651 2,490,206,348
FRN e 7,861,898,890 4,563,357,514 2,716,222,137
2} SR PR 8,006,647,861 4,590,892,350 2,796,344,754
o o P 8,049,859,912 4,602,852,107 2,855,982,518
BT, hrshld. 1%k 8,108,760,787 4,643,414,776 2,884,475,851

In considering the above figures, it must be noted that
the assessed value of the land here given does not include
the value of the land owned by corporations, which is, how-
ever, included in the total value of the real estate; and that
until a few years ago the assessment was much below the
actual value, in some cases as much as thirty per cent be-
low. Since 1906 the per capita value of the land itself has
fluctuated from between eight and nine hundred dollars.

1 Report of Tax Commissioners of New York City (1915), pp. 20-21, 71.
The discrepancy in the figures between the separate and combined values
of real estate is accounted for by the separate classification of the real
estate owned by corporations and special franchises which are included
in the total value of real estate.
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h S
Population of Chicago Per cent | Per cent
Yicke Value of _of of
s Increase | Onequar- | increase | decrease
umbers PoF oot ter acre | in value | in value
Lt R 50 iE 820 )
T88Ly.~: 1ol s 100 100 22 10 s
O =, . o e b 200 100 30 40 A
TBASA -, e s 350 75 50 67 .
113 1 VP S A, P 2,000 467 200 300 o'
1ot s el SE 3,265 60 5,000 2400 %
115t || e 4,470 37 1,500 iy 70
1845...... e 12,088 170 5,000 233 ~
165U 28,269 134 17,500 250 3
o1 i e S S 80,023 188 40,000 129 r
.| 109,000 36 28,000 s 80
151 kAT 178,900 64 45,000 61 %
)70 Rt KRS 298,977 67 120,000 167 =
10 s A 400,000 34 92,500 i) 23
o - P 503,298 26 130,000 40 X
FBEBR S e s s 700,000 40 275,000 111 3
e S v 1,098,570 57 900,000 228 :
1892. . 3 .| 1,300,000 19 1,000,000 111 s
1804.......... 1,500,000 16 1,250,000 25 e

following estimate quoted by Mr. Marsh ! is impressive:
“In 1818 the United States gave the square mile between
State, Madison, Halsted, and Twelfth Streets (Chicago)
to the State of Illinois to be held in trust for the support of
the public schools and the education of the children of
Chicago. Except for one block between Madison, Dear-
born, State, and Monroe Streets, nearly all of this square
mile was sold about seventy years ago for less than $40,000.
Within fifteen years after it was sold this square mile was
worth six million dollars. To-day its value is hundreds of
millions of dollars (without improvements). The rent from
this square mile of land would be sufficient to support for all
time the entire school system of the State of Illinois with-
out an additional dollar of taxation.”

_ The development of German cities, likewise, has been

_* Op. cit., p. 109.
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a period of fifteen years, 1880-95, the land had appreciated
sixty per cent in value, while in Karlsruhe it had increased
from 400 to 500 per cent in a period of thirty years.”

In a paper delivered before the Congrés International de
la Propriété Fonciére, Professor Philippovich was cited as
authority for the case of a piece of land in Vienna whose
present value increment amounted to 3526 per cent of its
original value in 1875.! Similar striking instances were
cited at this conference. For example, a certain part of
Paris was worth, less than a century ago, scarcely fifty
centimes per square metre (5000 fr. per hectare); this land
has since increased 699,900 per cent in value. “The value
increment of unbuilt property in the environs of Paris,
that is suburban land, has been estimated to have increased
1,793.07 per cent between the years 1851-79.” 2

The general trend of urban land values is unmistakable.
The best proof of this is the fact that realty experts have
been able to formulate an approximate scale of normal
values per front foot like the following one,® *“it being un-
derstood that the actual highest values in the various
cities vary widely from any average scale, owing to the
marked differences between these cities in wealth, char-
acter of industries . . .”:

E . Best business Best restdences,
City population per front foot per front foot
B5000 S e el e « $300 to 8$400 $25 to $40
B000: 8« ook s 600 ““ 800 40 “ 75

100,000........... 1,200 “ 1,600 75 ¢ 150
150,000........... 1,800 “ 2,400 100 “ 200
200,000........... 2,400 “ 3,200 100 *“ 300
S00:000+ ..o, 3,600 *° 4,800 200 “ 500
800,000..%., .. 0000t 7,200 “ 9,600 1500 “ 2000
2,000,000........... 23,000 “ 31,000 2000 ““ 3000
500,000 ol ierie .. 42,000 “ 56,000 6000 ¢ 9000

1 Congrés International de la Propriété Fonciére (1900), pp. 566-67.

* Ibid. Quotation translated from the French.

3 Hurd, “Distribution of Urban Land Values,” in Yale Review, vol. x1,
p. 144.
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tion in value because of a previous overvaluation. For
example, take the case of the quarter acre of Chicago land
whose changing value has been tabulated.! Had the com-
plete original table in which the annual changes were traced
been reproduced, it would have been observed that in the
sixty-five years, from 1830 to 1894, decrements in its value
had occurred seventeen times.? Indeed, Chicago is an
illustration of fluctuating values in real estate. Asa result of
the speculation and overcapitalization of land, Chicago
real estate is said to be valued to-day on an 1889 basis,? for
the expected rentals on which the value of the land was
then based have failed to materialize. For example, in 1851
certain sites on Twenty-fifth Street were valued at $250 per
acre; six years later the value had risen to $5000; after
three years it sold for $25,000; in 1862 the value fell to
$20,000, after which the property was improved, its value
rising enormously until 1900, when it sold for only one-half
its value twenty years earlier. According to a real estate
dealer this example is typical of Chicago property. ‘Real
estate is now selling about on an 1889 basis. Itreached high
figures in the early seventies, too high for that time, and it
required some fifteen or twenty years for the city to reach
the values fixed in 1873; but while the city was growing to
these values, the values themselves were falling back, so
that somewhere about 1885 real estate was selling at about
what it was worth. Another upward movement in the

their obsolete buildings with new ones resulted in lower returns and the
depreciation of land value. See Report of Commissioners (1913), p. 8.

1 Supra, § 6.

2 These decrements, it is noteworthy, occurred in 1837, again in 1857,
again in 1878, showing the effect of the panics and hard times on the value
of realty.

3 Th:):t is because, on account of the immense territory of Chicago and
on account of the easy transportation facilities, the congestion of popu-
lation is less imminent. This is shown by the comparative average value
of land quoted in the Chicago Tribune, August 26, 1918, as follows: the
average for Pittsburgh was $19,096; for New York City, $19,887; for
Chicago, only $8138. ‘

4 Chicago Real Estaie News (1909), p. 186.
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ficiently long time is allowed. Nevertheless, as operated
to-day forests as well as mines may be regarded as wast-
ing assets. The United States Conservation Commission
estimated that at the present increasing rate of production
the coal supply of the United States will be near exhaustion
before the middle of the next century, and that the high-
grade iron ore will not last beyond the middle of the pres-
ent century; so with the known supply of petroleum in the
United States. “The consumption of nearly all our min-
eral products is increasing far more rapidly than our popu-
lation. In many cases the waste is increasing more rapidly
than the number of our people. In 1776 but a few dozen
pounds of iron were in use by the average family; now,
our annual consumption of high-grade ore is over 1200
pounds per capita. In 1812 no coal was used; now, the con-
sumption is over five tons and the waste nearly three tons
per capita.” ! :

As regards our forests there are to-day over 200,000,000
acres less forest land than there were originally. “We take
from our forests each year, not counting the loss by fire,
three and one half times their yearly growth.” 2 Of the
countries exporting timber, only three, Russia, Finland,
and Sweden, ‘“have increased their exports to great extent
without encroaching on their timber capital.” 3 Yet,
in spite of the substitutes for timber for various purposes,
the consumption of timber has increased many fold.

In these circumstances the value of mineral and forest
land has enormously appreciated. And taking these lands
as a whole, the upward trend of values will continue as the
opening of inferior mines is necessitated, and as the sup-
ply of timber is lessened. But the exhaustion of these nat-
ural resources, unless a policy of conservation is pursued,
is inevitable. Moreover, as regards particular mines or
forests, under ordinary circumstances, when the resources

! Report of the National Conservation Commission (1909), vol. 1, p. 16.
? Ibid., p. 58. 3 Ibid., vol. 11, pp. 851.
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certain grade. And the fact that in new countries agricul-
tural land tends to appreciate in value in some sections,
but to depreciate in others, shows exceptionally favorable
conditions of the soil which render the competition with
foreign countries and with other parts of the same coun-
try profitable. Here, then, there is no problem of discrim-
inatory legislation to divert to the coffers of the state the
excessive profit accruing from the rise in the value of land.
On the contrary, the government may find it expedient to
promote the profit of the farm owners in the interest of
greater and cheaper production.

With regard to urban land, on the other hand, the prob-
lem of monopoly value becomes more acute. Every person
added to the urban population affects the value of the land
more or less. The tendency of urban land value to appre-
ciate is unmistakable. The result is that the owners of this
commodity, land, reap the ever-increasing profit at the
expense of the consumers, the tenants. The first problem,
therefore, is that of the distribution of the value increment
of the land. But the universal need on the one hand, and
the scarcity of the commodity on the other, raises a second
question, namely, does the present system of land tenure
insure the best utilization of the land; since any misuse of
the land by self-seeking individuals affects the social well-
being. The evils charged to the present system of tenure
are briefly: (1) speculation in land; (2) the so-called housing
problem; (8) the misuse of natural resources.

The charges against speculation in land are that it fosters
the monopolization of an indispensable commodity; that
it artificially screws up the value of land; that it enriches
one class at the expense of society in general. It is claimed
that in cities a great deal of ripe building land is kept out
of use by speculators who wait to pocket the profits arising
from the appreciation in value. In this way they control
or affect the supply like other monopolists, and through
this practice rent in urban communities is unnecessarily
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other commodities which deserves mention. We note that
practically no real estate stock is sold on the stock ex-
change in this country,! and that no dealings in realty on
the other exchanges occur.? The explanation for this lies in
the peculiarity of land speculation, namely, that no short
selling in land occurs. Land speculation is always “bul-
lish.” 3

The fact seems to be that of all investments real estate
is considered the safest and as yielding the most permanent
income. ““Nothing is more solid and permanent, more en-
during in its nature and steadier in its value during cycles
of time. Land cannot be destroyed, burned up, carried
away by thieves, worn out or lost, nor can its real value be
‘watered’ by exploiters and impaired by the peculations
and speculations of dishonest bank or corporation offi-
cials.” . . . ““It has been proved that the element of gamble
in realty is less than in any other venture. Life itself is not
so certain. . .. * It is said that no commodity is so little
affected in value during depressions as land. Some one has
described the cycle of speculation somewhat as follows:
At the beginning of a “boom™ period there is but slight
demand for real estate; at such times even realty dealers

! In New York, for example, the stock of only one real estate company
is listed on the Stock Exchange. Cf. Practical Real Estate Methods, p. 273.

? So, too, guaranteed real estate mortgages are not attractive to
speculators. Real Estate Magazine, October, 1912, p. 55.

2 Dr. Eberstadt calls attention to this fact as follows: * Speculation in
land is one-sided speculation; it differs decidedly from other kinds of
speculation, such as, for example, speculation in stocks and grain. In the
latter, the bids are up and down (‘long’ and ‘short’), and in such trans-
actions two parties try synchronously to further their diametrically op-
posed interests. In land, on the contrary, no one can speculate ‘short’;
without exception speculation tends to bring about a rise in price. Irre-
spective of the ownership, speculative land values are always  bullish.’
By this very fact speculation in land assumes a singular position as com-
pared with all other objects of speculation.” Translated from Die Speku-
lation im neuzeitlichen Stddtebau, pp. 30-31.

4 By an enthusiastic realty dealer. See Chicago Real Estate News (1909),

p. 186; also Kirkman, ““ Real Estate,” in Business, Commerce and Finance
(1910), p. 319.
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a district which he expected to develop, sit down and wait
until the anticipated value was realized. For example,
lots in the Bronx, New York, which sold in the eighties for
$200 are now valued at $16,000 to $18,000 apiece. One
who at that time invested $60 or $65, if he retained posses-
sion, can now sell the land for $6500 to $7000.! The returns,
to be sure, were not immediate, but one of the cardinal
traits of the land speculator is patience. Here is an actual
illustration of a speculative transaction: In 1853 Morris
sold to Nimphius a parcel of land, 150 feet front, for $300;
in 1895 two lots of the parcel were sold for $9500. The fol-
lowing year the owner received from the city for exercising
its right of eminent domain, for 9 feet, $40,000. In 1900
he received $70,000 for the balance of the land, making on
his outlay of $300, $119,500, besides the usufruct of the
property for fifty years.? Another person similarly realized,
on an investment of $8000, $295,000 plus the rent of
$4000 to $5000 annually. In this connection it may be
pointed out that many of the millionaires owe their vast
fortunes in part to land-value appreciations. The Astor
fortune of $450,000,000 is a standard example. Accord-
ing to one writer ? eighty-nine per cent of the million-
aires started with real estate investments, and 51xty per
cent continue to invest in it largely.

But land speculation is no longer the same as it was even
a generation ago. Of course, to this day, let the building of
a railroad or a subway be contemplated and the surround-
ing ground becomes appropriated, to be sold at a profit in
the future. Or, let a new mine be discovered, and not only
the mine but the country round about is soon in the hands
of promoters or speculators. “Long Island’s waste land,”
quotes Marsh,* “is much of it held now by speculators

1 Practical Real Estate Methods, p. 849. 2 Itid., p. 854.

3 Real Estate News (1909), p. 186. Quoted from Cincinnati Real Estate
Bulletin.
_ ¢ 0p. cit., p. 70.
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iform size and structure in and around Berlin are attrib-
uted to the activity of these speculators. The extent and
character of these operations is shown in the following
statement by an American realty agent:! “I have great
respect for the magnitude of our realty operations in New
York, but Berlin can make us sit up and take notice when
it comes to buying undeveloped suburban land and taking
chances. Imagine a seventeen-million dollar deal in vacant
lots in New York. Recently a part of the Tempelhof
Parade Ground was bought by a syndicate from the gov-
ernment for 72,000,000 Marks.”” Then he tells how the
Schoenberg apartment-house quarter was founded by the
President of the Berlin Realty Company, which has paid
one hundred per cent dividends annually for years. The
president formed a syndicate and bought the site which
ten years ago had been farm land. ‘It took him several
years to get control of what he wanted and he then
started to lay out model streets on curved lines.” This
. land was afterwards sold to building contractors, but the
realty company retained control of the architectural de-
signs. In this manner some sections of Charlottenburg,
Griinewald, and other suburbs were founded.?

§ 12. From the social standpoint it is questionable
whether this changed character of land speculation is an
improvement. To-day the professional land speculator
and the building operator are generally combined in the
same person. Or they form a corporation. The methods of
operation vary. In some cases the speculator borrows
money with the land as security to finance the building.
Or he may arrange with the building contractor for the
construction of the building, and thus undertake opera-
tions involving hundreds of thousands of dollars with only
a small sum of his own. In many cases speculators have
manipulated deals so as to get both the value of the lot

1 Chicago Real Estate News, (1911) p. 169.
2 See Voigt, Grundrente und Wohnungsfrage in Berlin, pp. 218 f. .
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One kind of operation, for example, undertaken by the
above-mentioned codperative speculators and financed by
banking or other loan associations, is the erection of the
magnificent apartment houses in suburban districts. The
timeliness, that is, the need for these is in question. Ac-
cording to some realty authorities these operations in New
York City (the upper part of the city) have been losing
ventures because untimely. In Germany the erection of
these tenements or ‘““Mietkasernen’ has given rise to a
great deal of controversy as to their social value.! The
enormously rapid growth of speculative building operations
in communities scarcely urban has been pointed out by
Professor Eberstadt as a social evil. Quoting from a work
entitled,  Viel Hiuser und Kein Heim,” he illustrates his
theory that besides its untimeliness, speculative building
drives up rather than reduces rents.? In the city of Cassel,
according to him, a wealthy man bought up some land
which would have yielded a good profit at twenty-five
marks per square metre, if three-story houses with gardens
had been erected thereon. But the landowner had tall
tenements put up to yield him a rental from fifty to seventy-
five marks per square metre, This resulted in higher rents
to the tenants; but because of the oversupply of apart-
ments, many of which remained vacant, the income of the
landlord was no higher than if the three-story houses had
been built. This violation of the law of supply and demand
is illustrated also by the facts in our cities where, in spite of
the unsatisfied demand for better dwellings, many apart-
ments stay vacant indefinitely. A significant example of
this is furnished by St. Louis. A few years ago it was esti-

1 The chief contestants have been Dr. R. Eberstadt who holds that
the “tenements” are socially injurious as well as the cause of high rent,
and Dr. Andreas Voigt, who has defended the erection of these buildings
in Kleinhaus und Mietkaserne.

Brentano asks: “Woher kommt jene Teuerung der Wohnungen, die
sich gerade in den 90¢F Jahren in steigendem Masse fijhlbar gemacht hat?
Die Antwort lautet: Es ist die Folge der Wohlorganizierten Terrain-
spekulation.” Cf. Soziale Zeitfragen (1904), vol. xviz, p. 7.

2 Eberstadt, Die Spekulation im neuzeitlicken Stiddtebau, p. 15. -
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used land excluding parks and gardens were kept unused,
“until a clear feu-duty of £160 per acre per annum can be
obtained.” ! It was estimated in 1892 that in Manchester
the total area of vacant land (excluding gardens, roads,
and other land unsuitable for building purposes) was 4200
acres. In Birmingham, out of 13,477 acres, 3500 were un-
built upon. It was shown that in Bradford the density in
some sections was 301 persons to the acre, although the
average density was only 21; and that of 10,776 acres of
the land in that city, 4512 acres available for building were
still vacant. Indeed, two-fifths of the entire population of
England and Wales, it is claimed, are crowded on about
one eight-hundredth part of the total area of the country,
another two-fifths occupy a litlle more than one two-
hundred-and-fiftieth part, and the remainder are scattered
over the rest of the land.

There is, however, more reason for the withholding of
land from use in European countries than in the United
States. In England unimproved land is not taxable under
the rating system, and the land is largely inherited. In this
country, to hold vacant or undeveloped land involves the
payment of taxes and special assessments as well as the
foregoing for a long time of the return on the capital in-
vested. Real estate authorities confirm this opinion.
““ Where assessed valuation and taxes are both high, there
is no money to be made in holding vacant land for an in-
definite period. Every lot which is worth say $3000 and
which is unimproved has annual charges against it of at
least $200, not to speak of assessments. This charge is so
heavy that it usually counterbalances the increase in value.
Money made in vacant land acecrues to purchasers who are
shrewd or lucky enough to buy at just the right moment,

! Chomley and Outhwaite, Land Values Tazation in Theory and Prac-
tice, pp. 73 ff. In the Town Council it was said that Edinburgh contained
8000 acres rated at agricultural value. Cf. The Budget, the Land and the

People (1909), pp. 68 f.
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consciously takes a risk, and must bear his losses. In land
speculation, however, it is not a mistaken judgment in the
investment so much as the system of mortgage which most
often ruins him. The heavy indebtedness incurred by the
purchaser results often in foreclosure, by which the mort-
gagee profits by more than the value of the mortgage.
According to Professor Eberstadt,! six and one-half thou-
sand million of the seven and one-half thousand million
marks, the estimated value of the occupied land in Greater
Berlin, were mortgaged. The general phenomenon of in-
debtedness and land speculation is described as follows by
Professor Adolf Wagner:? “The factors which enter into
this tendency are the fluctuations in the current rate of
interest and of the rent. With the fall in the rate of interest
and with the increase in rent, the capitalized value of land
tends to rise. This induces the people, even with borrowed
money, to invest in land. If the market price continues to
rise as expected, the realization of profits is sought by con-
tinuing the sales, and this by means of more borrowed capi-
tal. The gratifying terms of credit which the banks offer at
such times only draw more men on to such transactions.
Then the market value changes, a higher rate of interest
ensues, and, in consequence of the improved transportation
facilities, the rent falls, tending further to decrease land
values. The value of the land no longer covers the capital
invested, there ensues a crisis in real estate, and mortgages
falling due, the land is sold at auction, and once more the
moneyed interests profit from the transactions.” Occur-
rences of enormous gains in this country which have ac-
crued to individuals as a result of such foreclosures could
be readily cited. One example must here suffice. Mr. Hurd *
tells of a piece of land 89 feet by 99 feet in Denver, Colo.,

1 Op.cit., pp. 54, 207. Land speculators are called by him * Prekaristen,
die von der Gnade unserer Institutionen leben.”

* Grundlegung der Politischen Ockonomie (1894), Pt. 11, p. 389. (Trans-
lated freely from the German.)

3 Principles of City Land Values, p. 181.
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western prairies by means of irrigation has given rise to
more speculation, resulting in the appreciation of from
one hundred per cent to one thousand per cent in the
value of some of our western farm land. Sites unsalable at
$2 per acre ten or twelve years ago now command $10 to
$15 peracre.! In general, nevertheless, it cannot be claimed
that speculation has led to monopolization in agricultural
land. For particular countries and localities, however, the
appropriation and withholding of vacant land may entail
social losses. The following illustration from Australia
will show how this can happen: ? “In every one of these
colonies millions of acres of the richest agricultural land,
with ample rainfall and near to markets and ports of ship-
ment are used for mere grazing purposes. As a consequence
most of the farmers were forced to settle on poorer land,
farther from markets and ports, and where the rainfall is
less abundant. Land fit only for grazing is thus used for
agriculture, while the land fittest for agriculture is used for
grazing only.”

Enough has been said about the practice of keeping land
vacant or partially utilized in the heart of large cities. It
will be noted that several factors determine the extent and
effect of this kind of speculation. While high carrying
charges and taxation on capital value make the withhold-
ing of land unprofitable, they do not foster its best utiliza-
tion. Nevertheless, the conditions of congestion are so vari-
ous in this country, that there are comparatively few cities
where the withholding of urban land is as yet a social
menace. Only a careful study of the housing problem could
decide in each case the harmful effect of uncontrolled build-
ing operations.

Although on the whole our American cities may be said
to suffer from the laissez-faire housing system that pre-
vails, attention must also be called to a species of controlled

1 Chicago, Real Estate News (1910), p. 106.
* Hirsch, Democracy versus Socialism, p. 131.
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capitalization in other industries indirectly may enhance
prices; so to a greater degree as concerns dwellings, the
choice of which involves so many factors besides rental,
rents may very likely be affected. To take, for example,
the value of land in Chicago; are we to believe that the
landlords who bought their property on the 1889 basis,
to which we are told the value of real estate is only now ap-
proaching, have been on the whole recipients of less than
the expected interest on their investment until the present?
Or, in spite of the law of competition,! did the landlord in
many cases not find ample excuse for charging a higher
rental because he had overpaid?

On the whole, therefore, as we contemplate the import-
ance of the commodity which is made the object of specu-
lative operations, when we consider that the speculator is
guided by the possibilities of greatest gain to himself, a
motive not always in accord with social welfare, when we
recall that the problems of suitable housing and of the con-
servation of natural resources are involved, speculation in
land is not an unmixed good.? On the other hand, consider-
ing that the complete suppression of speculation involves
practically the abolition of private property, and consider-
ing the difficulties in the way of such abolition, even if
found expedient, this solution is problematical. Govern-
ment restriction, however, has been, and will undoubtedly
continue to be employed in checking the abuses of specu-
lation in land as they arise, and when and where they be-
come a menace to the public welfare. The efficacy and
expediency of the land tax in suppressing speculation will
be considered in connection with the housing problem.

" 1 The frictional forces that prevent the operation of this law will be
discussed in the following chapter. :

3 The fact that in some countries, e.g., England, Germany, many muni-
cipalities have been compelled to ‘purchase land and to undertake the
building of houses for the working classes is a sign of the inadequacy of
the present system of realty operations. Cf. infra, chapter 1x, § 10.



