CHAPTER IX
: LAND AND RENT :

"170. Land the Prime Source of Wealth.—The primary

source of all wealth is nature itself. The materials which are

tirned into commodities by the various processes of productmn
ate products of nature.  The forces which become the sexvants
of man as he utlhzes them in these processes are forees of

- nature. E !

-Just as a.].l kinds of productwe efforts are meluded in-the

_eomprehensive term ¢‘labor,’’ so are all natural sources of the
materials and of the forces requls:lte to production included

. in the term ““land.”” This term, in the economic sense, -there-

fore embraces mueh rore ‘than what is ordinarily understoad

by it. It embraces not only arable soil, building sités and
forests, but. also mmes, Waterfalls, fishing grounds and ‘the
like. % :

"In order to obtain raw mat,enals from land, it is generally
necessary to perform more or less preparatory labor. Before
wheat can be reaped, the land must be plowed and fertilized
and the seed sown, Provision must be made to store the grain
for protection ageinst rain and storm. Coal is obtained prin-
cipally by fifst sinking shafts and installing mining machinery.
Inasmuch.as most of the results of this work are inseparable
from the land, ‘those who perform the work and those who
furnish - the necessary appliances can be protected in the

: ownershlp of those results only by a concession of the ex-
clusive right to the occupancy of the land. - For this reason

-land has become private property.:

" 1yr. Land Distinguished from Improvements Thereon.
—Lend, a3 a factor of produetion, presents a feature which is
possessed by no other form of eepital. The labor reqmred for
the. productmn of like things in different loca.htles is not equal,

but’'depends’ upon locatmn and fertility of the land. Where
these charaetenstms are favorable, the same results can be ob-
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tained easier than elsewhers. It is for this reason that the
value of products, accordmg as they are obtained from omne or
another piece of land, may exceed, or be equal to, or even fall
below the normal charges for the efforts exerted and the
capital goods employed in production. Of course, where it
is found that the value of the products is-in the average less
- than the cost of their production, this land will no longer be.
used for that particular purpose. But where the products.
obtained have a value exceeding this cost, the excess con-
stitutes a. profit to which the term _“rent * in the sense of
*aeonpmie rent’’ as dlstmgumhed from “gross rent,”’ has
been applied (139).
If land which yields such profit, or rent, 18 oﬁered for.
lease, competition obliges the lessor to pay for its nse a charge
practically equal to this rent (323). And 1£ it is offered for.

gale, competition for its ownersmp raises its value to a point

proportionate to the profit yielded. It ig the profit-yielding:
: feature of land that- gwes it a market value.
. In studying the nature of land values, the value of the
5 preparatmns for its use, that is to say, the *‘improvements”
made upon the land, must be considered separately from that
of the land itself. The value of Teal estate ig therefore made

" up of two items, namely, that of the land and that of the

improvements, We are at this point concerned only with rent.

~ and with the value of land apart from that of improvements

(173). The latter are to be considered as eapital goods, the
econontic statas of which will be discussed in the next chapter,
In some instaneces mprovements become so. mcorporated in
the land that the distinetion we have here in view partly or
wholly disappears. This is the ¢ase in clearmg Iand of: rocks,
or reclaiming it from-swamps, and so forth. - We shall revert
‘t thig feature of the subject when the taxatmn of the land i
1o he conmdered (331) ' : _

x72. Ricardo’s Law of Rent.—-As regards the causes that
brmg about and regu]ate rent, there is practmally no dlﬂ.’er-

. encp of opinion among modern_economists.  All agree upon
' _the main peints of the propﬂmtmn known as “Rlcardo B Law
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of Rent™ (130). Binee its promulgatmn, in the early parl:
of the nmeteenth century, only a few unavailing attempts
have been made t6 diseredit it, and these have resulted merely
in conﬁrmmg ity truth. Such divergence of opinion &s st111
remains relates only to minor details,

- The nature of rent and- the law that regulates it were
recognized, in & meastre, by some writers before the elose of
the elghteenth century, but since Ricardo was the first to
propound the law in a well defined and comprehensive form,
it is now distinguished by his name.. A brief excerpt of his
presentation ig here quoted‘ :

On the first settlmg of 8 eountry, in whw‘h there is an ahunds.nee
of rick snd fertile land, a very small portion of which is required to be
cultivated for the support of the metual population, . . . there will
be-ne rent; for no one would pay for the uge 6f laxid whben there iz an
.abundant quantity not ‘yet -appropristed, and; therefore, at tke dig-
posal of whosoever might choose to cultivate it.

e, . & 1f-all land had the same pmpertles, if it were unlimited
in quantlty, and unifprm in quelity; no charge could be made for its

use, ualess where it ‘posseseed peculiar advantages of . sltustion. It
is only; then, because land is not unlimited in quentity and uniform in
quality, and because, in the pmgress of population, la.nd of.an inferior
qua.llty, of less a.dvantageously pituated, ia called into cultnm.‘r.n:;nl that
rent is ever paid for the use of it © When, in the progress of society,
langd of the geeond degrea of fertility is fakem into cultivation, rent
immediately commences on. that of the first quality, and the amount. of
that rent will depend on the difterence in quality. of these two portions
of land,

When land of the third quality is taken into cultivation, rent im-
mediately cormmences on the second, and it is regulsted as before, by
the differemce of their productive powers, At the sama time, the rent
of the first quality will rise, for that must slways be above the rent
of the second, by the difference between the produce which they yield
with a given quantity of capital and labour. With every step in tha
progress of population, which shall oblige a country to have recoirse
to land of s worse quality, to enable it to raise its supply of food, rent
on il the mora fertile land, will rise.

- ‘Phus suppose land—Nos, 1, 2, 3—tn yield, with an equal employ-
ment of eaplts.l ‘and. la.bour_. a net produce of 100, 90, 2nd 80 quarters
‘of corn.. In & new country, where there id ‘an abundance of fertile land
compa.rad with: the population, and where’ therefora it iz only neces-
‘saty to ailtivate No. 1, the whole net prodm:e will belong to the cul-
-twa.bor, and will be the proﬁts of the stock which be advances. . As soon
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a8 population had so far increased as to make if necensary to cultivate
No. 2, from which 90 quarters only <&l be obtained sfter aupportmg
‘the labourers, rent would commenes on No. 1, . ... In the same
manner it might be shown that when No. 3 is brought into cultivation,
the remt of No. 2 must be ten qua.rters, or the value of ten quarters,
while the rent of No. 1 would rise to 20 quarters; for the cultivator of
Ne. 3 would have the same profits whether he paid twenty quarters for
the .rent of No. 1, ten quarters for the rent of No. 2, or cultivated
No. 3 free of all rent.” .

“In following up his argument, Rmardo proeeeds

The reason, iben, why raw pmduce rises in comparative vahle,
because more labour is employed in the production of the last portion
_obtained, and not because a rent is pmd to the landlord.. The value of
‘corn ia. regulated by the quantity of labour bestowed on ita: production
on ‘that quality of land, or With that.portion of capita), which pays.no
Tent, Corn is. not high becatlise rent is paid, but & rent is paid. beeause
eorn is high (359); and it has been. justly observed, that no reduetion
.wotld take place in the price of corn, although landlords should forage -
the whole- of .their rent.  Such.a measure would only. enable some
faymers to live like. gentlemen, ‘but would not diminish the qua.nt.lty of -
" labour neceasary fo-raise the raw pmduce on the least pmduetlve land -
in cultwatmn. :
. 173 Graphu:al Represmtatzon of: Rxcardo s Law.—In the '

propomtmn so clearly atated by Rieardo the reader will readily
recognize the principle which underlies the theory of value
diseussed in a preceding chapter. (56-61). Ricardo has really

paved the way for a clear understanding of the actions and
reactions by which market values are regulated. He recog-
nized the principle of the varying cost of production which
forms the basis of what we called the ‘gellers’ price limit’’
and represented by a rising eurve. Later writers Tecognized
s similar variation in regard fo the desire for any given
- product and supphed the ﬁnal link necessary to formulate the
law of value.

1f the item of rent is left out in ﬁgurmg the cost of pro-
duction {61), this cost becomes & varying guantity that can
be represented by & rising curve, and the graphic method for
“{lustrating the interaction of supply and demsnd can then be
nsed advantageously to illustrate the law of rent o .

© @ Ricerde, pp. 35-86.  ~ “-Ibid, pp. 98-,
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The owner of a piece of land will not put it to use unless
the market price of his products at least covers the three items:
cost of supplies, current charges for the capital goods em-
ployed and value of his labor and that of those whom he may
employ. This sum, then, i ““cost of production’ from the
standpoint of the landowner and becomes his priee limit as a
seller; of his products. This price limit is different for the

v owners-of different pieces of land, for the cost of produetlon_
' . 'in each case is. sffected by the varying fertlhty and location

_ of the land

- Now let us suppose that the curve SS' of Fig. 20 repre-
‘gents the possibleé supply of a certain product that can be-
furnished to a given market, the elements of this supply being
ordered in risifig series of their respective cost or “price
limit,’” and let us further assume that the eurve DD’ repre-
sents the demand for this same product. The intersection of
these two eurves, wﬂl then Jocate the marginal point . . Accord-
ingly, the rulmg price of the entare supply of the market will
~ adjust itself to the rate Op, no mattér what difference there
‘may be in the cost of produemg the separate elements, and
only those elements of the possible supply as are at and mmde
of the margin & will be continuously pmdueed and. actually
snpplled in the market. -

Concentratmg our attention on the element q A it ean be
seen that the proceeds ¢'7 from its sale are divided into two
parts, ¢'s’ and '+, of which the first consists of cost of supplies,
returng of capital goods and wages of labor, while the second

- constitutes the “‘rent’’ afforded by the land from which the

element ¢’ ig obtained (323). This profit is primarily ac-
guired by the user or cultivator of the land when he sells his
products in the market, but if tenant, ho pays it over to the
landlord for the use of the land. :
Land rented to a tenant nsuslly earries improvements. If
80, the landlord really supplies at least a portion of the eapital
goods used by the tenant in his work {171). In this case the
stipulated rent paid by the tenant eontains two items in addi-
tion to the economic rent, which are (1) reimbursement, for
~ deterioration of the improvements, viewed as means of pro-
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duction, and (2) current returns for the nse of the improve-
ments, viewed ag eapital goods., It will be recalled that the
gross income ¢'r’ is cofmposed of the rent s and of the cost
q's’, embracing cost of supplies, returns of capital goods and
wages of labor. The first of these items, reimburgerent for
deterioration, is really a portion of the eost of supplies, while
the second item iy part of the returns of capital goods. Henee
it i to be seen.that after paying the stipulated rent, the
tenant’s residual share is ecomposed of wages of hig labor and
that of his employes, and the returns due to that part of the
capital which he himself furnishes. .

174 Misinterpretations of Ricardo’s Law.—The obJec-
tions that have been raised against Ricardo’s law of rent are
mostly based ou a misinterpretation of his statement ‘of the
law or on a too narrow construction of it. His land No. 1 is
obvicusly that land, whatever its area may be, from which,
~under the existing cirenmstances, the greatest amount of pro-.
 duce can be obtained with & given amount of labor, Tt is not'
- necessamly the land ‘which yields the greatest erop per aere,

By showing that rich land often requires great effort to.
elear, drain and prepare it Tor ctltivation; and that the' early
settlers of a country, instéad: of cullivating the rich- river |
bottoms, raised their first.crops on the ‘hillsides whlch have n
natural drainage, Henry C. Carey attempted to refute -
Rieardo’s law. 'But, as a matter of faet, this Rustration con-

‘stitutes & confirmation rather than & refutation, The settlers
seleated the land which, under the circumstances, erIded the
-greatest erop with the least effort,

In many respects the iIlustration given by Ricardo must
be interpreted liberally and with due regard to general con-
ditions. For instance, if different fields yield corn of different
quality, it stands to reason that the ‘‘quarters’’ wsed for
measuring the poorer grades should be conceived so much en-
larged that “‘equivalent’® rather than ‘“‘equal”’ amounts . of
the different grades will be eompared. Riearde gives the gist
of the law in terms which, where occasion requires, must be
' reeast 80 as to be adapted to the ¢ase in question, s

-That the term “‘fertility’’ may have reference to mmeral
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as well as agmultural Iand, was also clearly shown by Ricardo.
The cost of mining equal quantities in different mines depends
on a number of eonditions, all of which have some influence
on the profit that may acerue to the mine owner. _
Nor should fertility alone be considered. Wheat rac[sed on
more fertile land which happens to be less advantageously
situated may cost more by the time it is brought to market
than that obtained from less fertile land so loeated that less
labor ig required to bring it to market. In many cases location
ig indeed the only advantage utilized, as is the case with 1and
in cities. In a store located in the business centre of a c1ty
more and larger sales can be effected with equal effort, o,
what is the same, at equal cost, than in smaller atores in out-
lying distriets. The labor of the salesman is more “‘fruitful,”
80 to speak. So do advantages from location acerue to bankers,
manufacturers, ghippers and others. -*‘Fertility’’ then loses
its - literal mgmﬁeance and. com.merclal and industrial ad-
' yantages take the place of agricultural advantages. Tt mat-
ters 1ot whether the cost of. production is influenced through
varying fertility or varying location, whether land is nuged
for agnculture or for mining, for commereial or for in-
dustrial purposes, the law of rent is the same. Rent iy always
the value of the advantage derived from the possesswn of
land; a value which, if the oecupant i is a tenant, goeg in general
to the landowner with the at1pulated rent.

i 1 The Margm of Cultivation. _The obJectlon whmh
. has been urged most persistently against Ricardo’s law is based
on a denial of the existence of “no-rent’’ land, namely, land
the use of which can be obtained without the payment of rent,
land which has not yet been brought into use becanse of the _
limited demand for its products. If it were true that there
is no ultra-marginal land, or that there is no point of diminish-
ing returns, Ricardo’s law of rent wonld have no basis, for we
can messure the advantages which one piece of land affords
only by adopting as a standard of comparison some other
land, the advantages of which are taken as zero, -

There iz no Justlﬁcatmn for denymg the existence of ‘‘no-
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rent’’ land while there are vast tracts of Jand still uncultivated
in various quarters of the globe, or while it is still possible to
reclaim land from swamps or seas, or even as long as the
intensity of cultivation of land already in use can be atill
further increased (178).
 The denial of the existence of no-rent land is seemmgly
justified by the fact that land which is at the margin for some
‘particular use is not rent-free. Thus suburban land which to
all appearances is just beyond the margin of urban utility,
even thongh at the momeni lying idle, eannot be obtained
without the payment of rent. We shall presently see, however,
‘that this affords no basis for the denial, and that this con-
_dition i quite consistent with the theory of rent.
" 196. Cumulative Rent—Land is adapted for various
alternate uses. It may be used for grazing, for growing
wheat, for raising garden truek, for residences, or for manu-
facturing, bank or office buildings, -These different uses range
themselves in the order of their importancé about market
centres. In the heart of a eity the demand for land for mer- -
cantile use is greater than for any other purpose. In the zone
surrounding the centre the prevailing demand is for factories
and dwellings. At a still greater distance the margin for this
use is pasaed and truck farming and other forms of intensive -
enlture is in plaee Then comes land given to extensive farm— ,
_ing, and finally, farthest away, cattle ranges and wood]ands
will be found, interspersed with areas wholly unused A
In our study of thla topie compheatlona can be m1n1m1zed :
if we at first apply the argument to & smgle market .gentre
‘and assume that the surrounding land is throughout of equal
fertility and that the cost of transportation from ali directions
to the centre iz proportionate only te distance. "Under these
conditions the different uses to which the land can be put
naturally range themselves in"a series of concentric zones
around the market. The cattle raiser oscupies the most dis-
tant land, bordering on the actual margin of cultivation.
Those stretches of this land which are nearest to the market
- gentre are glightly preferable to the more outlying parts and
are therefore slightly rent-bearing, henice the line whers agri-
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: eultural se begms is: already a zone of land that can. no

" longer be had ‘without paying ’rent and the margin of farm-
. ing is not no-rent land. The marginal farmer muat compete
Wlth the intra-marginal ranchér.?
... The farms that are nearer the market are preferred to those

that are more distant and therefore yield a higher rent. Thus
it happens that the marginal truck farmer must pey & rent
equal to that returned by the most favorably located farm land.
In ghort, the land lying at the margin of any one of the uses
affords a rent consisting of the eumulation of the rent afforded
by the less important uses of the land which Hes hetween thls
margin and the outermost margin of cultivation,

- But the uniformity in the characteristics of land which we

have assumed in the above illustration does not really exist.
The concentrie arrangement of the several marging is there-
fore to be taken in a figurative sense. The lines by which the
several nses are separated are in reality exceedingly irregular
. for qmte obvious ressons:” The markets for many products’
are actually’ outside of their margin of cultivation, as in the.
case of tropical fruit, spiees and mineral products. We further-
more must consider that the number of markets is practically
unlimited, each competing with its neighbor for the products
‘of the adjacent lands, and that for this reason the marginal
lines are completely interwoven. For all that, the general
theory of rent, and, coincidently, that of cumulative rent, is
- not thereby vitiated, but only enveloped in a multmlde of
compllcatmns : :

77 Intens1ty of Cu]twat:on —The yield of any piece of
land is not & ﬁxed quantlty, but depends on several conditions,
among others on the amount of lahor and capital applied to 1ts
cultivation. Land can be cultivated with greater or less ¢
tensity,”’ and for eaeh degree of cultwatlon its y1eld is
different,

‘For the present we shall leave out of consideration the
eﬁect of all other variable factors, such as the weather and
the more or less intelligent mana.gement by assuming these

@ Cf. Seager, pp. 230-292.
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to be mormal. The latter varlatlons affect prmclpally chanae
profits in one case, and manager’s wages in the other, A

The yield of land is Increased with the application of more
labor and capital, or, to put it bneﬂy, of greater effort, But
it does not increase in the same proportion as the effort.” The
produetivity of land holds a relation to the intensity of cul-
tivation similar to that existing between productivity of labor
and amount of capital. The increase of productivity of land
does not keep pace with that of effort applied to it, the
progression in that respect being more or less similar to the
curve ghown in Fig, 14, illustrating the relation of eapital to
the produetivity of labor.

In the present study, however, the diagram W111 be more
instructive if the yield is presented, as in Fig. 16, in a differ-
entiated instead of an integrated form. Land cultivated with
Little effort will bring forth little; but éach_additional effort
will increase the output. Imagine successive instalments of -
effort, Oa, ab, be, and so forth, to be laid off on the horizontal
axis of Fig. 21, and the output of each separate instalment to
‘be laid off in the vertical direction, so that the yield of the
first instalment of effort Oa is represented by the ares Oga’y,
the yield of the second instalment ab.by abd’s’; ete., the aurve
YY’ dencting the land’s productivity.

- Figuratively speaking, we may consider the pxece of land
under eonsideration to be composed of a-number of super-
‘posed layers of Ia.nd——-successwe stories, 50 tp speak—each of
'whxeh can take up no more than one. of the inerements .of -
effort. The yield of the first layer, when put under eultiva-
tion, would equel the area Oaa’Y, that of the’ second abb’ 2
and so on, each sueeeedmg layer yleld.mg less tha.n the pre-_ _
ceding one, ;

178. The Point of D:rmmshmg Returns ——Havmg assumed

all the successive instalments of effort and, aeeordmgly, of
cost, to be equal, this cost can be represented by the ordinate
of the horizontal line CC', The diagram then elucidates the.
fact that the instalment od is the last one which produees

yield greater than its cost. The point d_1s manifestly the point
of **diminishing returns’’ and delimits the most advantageous
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5 mtenmty uf cultlvatlon The area Odd’O‘ then represents the
.. " value of the total eﬂ"orts ~while the ares Odd'Y measures the
* valie of the total yield, and; accordingly, the area Cd'Y, which

B indieates the excess of the value of the product over its cost, -

représents- the rent yielded by the piece of land.

Tt is now seen that. the -total value of the produce of the
; _land in gquestion, represented by the area Odd'Y, is divided
into two parts. ‘Of these, the part 0dd'¢ represents the cost
of producing the goods, eomprising cost of supplies, value of
Jabor and charges for the use of the eapital other than land.
The other part, Cd'Y, goes as rent to the landlord for the 1se
of the land (185).

- Now suppose that the demend for the produce of the la.nd
is increased, say through an increase of population. In con-
sequence the value of the produce rises and is then represented
by the curve ZZ’. It then pays to increase the intensity of
cultivation to the peint f. To use our figure of speech, two
more layers or ‘‘storiés’’ are brought info use and the yield
is inereased not only in-value, but also in absolute quantity.. It~
is also apparent that the rent of the land rises from Cd’Y to
Cfnz ) :
‘Before the increase of demand as here assumed takes place,
the layers or *‘storiea’’ de and ef ‘are beyond the margin of
- cultivation, since the value of their yield is then less than the
cost of cultivation, By an increase of the demand they are
' breught mto requisition, just as any previously existing ultra-
marginal land would be put to use under like circumstancés.
From this viewpoint it can be seen that there iy marginel land
(175), at least in a figurative sense, in the midst of highly
cultivated sections, nay, in the very business centres of cities,
and these marginal sections are free even of eumulatwe rent,
The ereetmn of lofty oﬁ‘.‘lee buildings is nothing else than bring-

mg mto fequisition the margmal layers or ‘‘stories’’—an ex-.

pression which in thls case i hterelly appheable-——of the land, :
by inereasing th'e “mtenmty of cultivation.’ :

. 179. The Perscmal Factor in Rent. —The vield of land,
" and: with it the rent, is- mﬂueneed not only by the intensity of
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. cultivation, but also by the personal ability and foresight of
the occupant, both as regards the selection of the special use'to -
which the land is to be'put and the intelligenee and energy'
with which the productive efforts are applied.

An acre of land in the centre of the city of New York, 1f
used for raising potatoes, would bring materially less rent

‘than if used for office buildings or stores. An equsal area of
land in the country, say & hundred miles from New York,
would, on the contrary, bring & higher rent as'a potato patch
than as a store site. And if this acre were in the north of
Texas, the distance of the nearest market would even forbid .
the growing of potatoes, the land being available only for the
lowest degree of eultivation, such as the grazing of .eattle,
The judicious selection of the use of any piece of land, aceord-
ing to eircumstances, is an essential factor in obtammg the
highest poss1b1e rent from it. -

But even as regards a gwen use, the returns obtainable
depend further on the personal ability of the nser, Taking an
acre best adapted for raising potatoes, it is found that one man
is able to raise 2 larger crop than another, because of dlﬁerence
in intelligence, diligence and skill,

~ Among those desirous of utilizing any piece of land. there
are always some who can put it to better use than others, and
‘these can always outbid their competitors. For the land of a
commercis] or industrial centre the banker, the merchant, the
manufacturer are the highest bidders, and when these have
secured their location, they are eliminated as eompetitors for.
the use of the more distant land which is open to competition
among the remaining competitors. Tt is in this, way that under

" the impulse of competition the occupancy of land is so: ad-
justed among the dlﬁerent pDSSlble oeeupants that the land
findg its most - productwe use and ‘accordingly ylelds ‘the
highest rent, teking into account the dlfferent capab1ht1es of
those different oceupants. = . :

. Tt must, of course, be understood that we are here dealmg
-only with general tendencies. The theoretlcal result is not
necessarily realized in éach separate case, Yet, generally
speakmg, the facts are in accord with tlns theory ‘The most
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advantageous land returns a particularly high rent because
it is being put to the most advantageous use by those most
capable of domg so, the less advantageous land being left to
those who, in their turn, can get the most out of it.

180. The Source of Rent.—Rent, like wages, can be con-
ceived in three forms. Of two settlers one may have taken up
land that is more fertile than that taken up by the other, and
who therefore can maintain his existence with less effort. He
obtains rent in the form of greater comforts of life. This may
be regarded as the basic form of rent. The second develops
when these settlers as farmers bring their produce to market.
Supposing the settler on the poorer land to be at the margin
of cultivation, he will obtain a priee for his produce which
pays him only as much as he could earn at market rate of
wages. His more fortunate neighbor, inasmuch as he can
grow a greater quantity with the same amount of effort, can
sell his produce at a price that nets him an income exceeding
what he could earn as a farm hand. This excess, the second
form of rent, appears as a definite profit, usually in the form
of money. And if the owner of the intra-marginal land
leases it to a tenant, he obtains rent in its third form, namely
as a stipulated periodie payment of money or its equivalent.
At this point we are concerned mainly with rent in its second
form, namely in the form of a share of the gross income of a
productive group, and with the Way in which that share is
determined.

The process by which rent, viewed as a share of the total
value of the produce of land, is determined, has been clearly
get forth by Ricardo. Products obtained from intra-marginal
land require less labor to prepare for the market than equal
produets obtained from land at the margin of production (7).
But in the market equal products, however obtained, command
an equal price, a price determined by the marginal cost. The
excess of the price over the cost of things produced on intra-
marginal land is rent. It is due to the advantages afforded
by conditions of fertility and location of the land (154) and
accrues in the first place to the user of the land.
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By way of illustration we may assume that for obtaining s
given amount of produce, the cost on land No. 1 is 50, on
land No. 2 it iz $60, and on land No. 3 it is $70. It is under-
stood that cost is here meant to embrace all anterior charges,
normal wages of labor, including that of supenutendence and -
current interest on the capital goods employed, ‘but no charges -
for the use of land.

If now the demand for the produce of the land is such

.tilat the yields of land Nos, 1, 2 and § will just fully supply it,

then land No. 3 is at the margin and the market price of the
given amount of the produce is $70 (62). The culhvators of
land Nos. 1 and 2, in producing and selling the given amount,

accordingly score a profit of $20 and $10, respectlvely

" Those who my the produee of la.nd No. 1 give 70 in X~
change for that which normally costs only $5D to produce. -
The difference, namely, $20, is the rent reahzed through the

 sale of the given amount of the produce of land No, 1. These
. $20 represent just so much of the value of the purchaser ]

labor. It'is therefore manifest that rent is a value furnished,

ziot by the producers of the gooda sold but by the purchasers

of those goods (323, 870).
‘Where land is used for industrial and commercml pursults '

_equal amounts of effort have greater or less effect, aceordmg

to location and surroundings; hence the above conehlslon is

“true for such land as well as for agricultural land.

Reverting to diagram Fig. 20 it will be seen that by the
sale of the total quantity Og of the produce at the normal price
ga, the cultivators of the land from which the various elements
of the supply come receive value represented by the area Ogup,
while, as will be understood by remembenng that the effort of
producing the element ¢ is represented by ¢'s '—they actually
expend efforts of a value equal to the area Oga8. The sellers
furnish services measured by the area OgaS, while the pur-
chasers furnish servicés measured by the area Oqap, hence the

-_dlﬁerence measured by the area Sap is an excess of services

rendered by the purchasers, and this excess constitutes rent

Rent, then, is the result of an exchange of unequal gervices,
- It ig acquired hy the owners of the Iand hut is produced by the'
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efforts of the purchasers of the products and, accordingly, by
the community in genera.l The mgmﬁcance of thig fact will
be considered later.

.181. Land Values.—The portion BE, Fig. 13, of the net
income of a productive group which goes to cap1tal is ordi-
narily divided into at least two parts, namely rent BC and
eapltal mterest CE, of which, in many cases, & portion DE
accrues ag interest to lenders of money., The conditions which
-determine the ﬁxst of these parts have now been fully dig-
cussed, But, as stated before (131}, we must not only find _
why each one of the three forms of capital brings an income,
‘but also why it ig that the rate of this income iy practically

equal for all three forms. To elucidate this in relation to
| land ‘we must ascertain why it is that the ratio of the land-
' owner’s gains to the valie of his land agrees with the current
rate of interest. To this end we must now seek for the causes
‘which détermine the value of land. _ ;

‘Since land is not produced by labor, we cannot arrive at
ity valte tlirotigh the “marginal effort’’ of ita production. -
Nor can we turn to ‘‘final utility,’’ since land devoted to
industry and eommerce is not in course of consumption, and
its utility exists only in a latent or potential state. We must
have recourse to the method of ‘‘capitalization’ (65), by
comparison of land with money or with eapital goods on the
basis of the one property which they have in ecommon, namely
the power of bringing an income (190).

It has indeed long been recognized that the value of land
depends npon two items, namely, the rent it returns and the
current rate of interest, and this relation is usually put in the
form of the statement that the value of land equals the rent
capitalized at the current rate of inderest.

This statement of the cass needs qualﬁeatmn in the light
of two considerations. - In the first place, experience tells that
land is subjeet to continued changes of value, the rule being
that Iand values steadily increase. This increase is known as

the ‘“‘unearned increment.”’ Tlie owner of land derives a
profit from this source as well ag from rent. Accordingly, the
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gross gain derived from land is increment in addition to rent,

. In the second place, real estate is subject to a tax, and
where this tax is in proportion to the value of the estate, the
rate of taxation has & reacting influence on the value of the
land. The value of real estate consists of the value of the
Iand and that of the improvements. Since the latter must be
regarded as capital goods, the tax apportioned to them must
here be left out of acecount. But that portion of the tax im-
posed on the value of the land has a direct bearing on the

_ subject before us, as it reduces the profits of the landowner.

The net profits derived from land are therefore equal to
rent plus unearned inerement minus tax, or, putting it in-
algebraie form, B 4+ U — T, where. B is the annual rent, U
the annual unearned increment and 7T the annual tax assessed
on the land. The Landowner refains onZy & partwn of the
gross profits.

The unearned increment ig governed prmclpa]ly by three

. 'éondmons (1) by the gradual increase of rent, for the most
- part due to the growth of. populataon to the inerease of

means of communication and to other: conditions that make"
the loeation more advantagec)us (2) by the gradual ehange
that takes place in the rate of interest which, aecordlng to .
experience, has been generally falling; and (8) by a possible
change in the rate of land taxation. A study of the operation
of these three causes would lead to compllcatlons which for
our purpose may be avoided by considering, in each apeclﬁc
cage, the unearned increment as a known quantity, mdlcated
by past experience.

There are cases of land- V&lu&s Whleh are actually fallmg
In such cases the unearned increment has to be treated as a

‘minus quantity.

Furthermore, it may also happen that the value of land,
expressed in dollars, rises or falls as a result of changes in the
value of gold in relation to other things generally. In such

‘ease 8 rise would be merely apparent and would not be an-
““unearned” increment at all, nor wonld such a fall in value

be other than merely nominal.
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182, The Law of Land Vglue~~The proposition that land
values equal the rent capitalized ab the eurrent rate of in-
terest is obviously not correct. To put it right, ‘‘net profits”
must be substitnted for ““rent’’ in the statement. The owner
of land will sell it only for a sum of money which, when loaned
or invested, brings returns equal to these net gains.

This law of land values can be expressed algebraically.
Lt V be the value of the land, R the annual rent, T the ahnual
unearned increment, T the anuual tax, I the landowner’s
profit, ¢ the current rate per cent. of pure interest and ¢ the
. actual rate per cent, of land tasation (827, 328e). This last
rate, it should be observed, is not nécessarily the nomingl rate
of taxation. Where it is customary to assess land a certain
percentage below the actual market value, the factor ¢ should
- be obtained by redueing the nominal tax rate in the same pro-
- portion, so that this cotrected Factor represents the ratio of
tho tax setually assessed to the actual selling value of the land. -
" The. value of land may then be expressed by the formula:

. . V=10R4+T—D)+i
By substituting for I its value, t X V, and solving the
equation for V, it will be found that: :

(2) = Ve=100(R+U)=(i+1)

- Thig last equation may be interpreted as follows: Land
values tend to equal the gross gains E + U, capitalized at a
“yate obtained by adding the actusl rate of tazation to the
current rate of pure interest.

" An illnstration will make this elear. Suppose a piece of
land fo bring an annual rent of $900, while the annual un-
earned inerement amounts to $300. Let the current rate ¢ of
pure interest be 4 per cent. and the rate ¢ of land tax 2 per
cent. According to the last equation the value of this land
will be $1200 capitalized at 4 4 2, that is, at 6 per cent.,
which will make the value $20,000 (328). The tax, at the
rate of 2 per cent,, will then be $400 and the net gain acerning
to the landowner $800, and this, in fact, represents an ineome
of 4 per cent. on an investment of $20,000. '-
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183. Specuiat:ve Land Value—If we had assumed the'
simpler case, in which the land value is statmnary and -the
rent of $900 the only source of gain from the land, we should
have found that the value of this piece of land would be
$15,000 instead of $20,000 (278, 328), The excess of ths
value of the first over thet of the second case, namely $5000,
has been termed ‘‘speculative land value’’ (361}, as it eannot
be accounted for by the rent alone, but is due to an expected
increase of value likely to ocenr in the futnre.

It is quite consistent with the result of our analysis. to

~eonsider Jand values as being made up of two items, namely,
the value direetly due to the rent and that due to the unearned
‘increment. Iu the above fllustration the first item would be
equal to the rent of $300 capitalized at 6 per cent., or $15,000,
while the second item wonld be normal mcrement of $300
- treated in the-same way, resulting in $5000.
. 184. Division of the Gross Profits Derived from Land —
From formula (2) we can derive further information. The
~ net profit I of the landowner equals ¢ per gent., or i one-.
hundredth.s of the value of the land namely -

3 | ma(R+U)~a(s+t), |
and ﬂle land tax equala ¢ per cent, of the same va.lue, namely s
C --'~t(R+U)ﬁ(s+t),

and this in our 111ustrat10n yields $800 a.nd $4OO respectlvely .
: We find, accordingly, that the total gross gain derived from

land, namely R -}- U, is divided into two shares, . and T, w}nch
bear the same ratio to one another as the current rate of in-
terest < bears to the rate of taxation #. The one constltutes the
_ -gain of the landowner, the other an income of the community, -
1t follows that the gross profit yielded by land, namely rent
plus tncrement, is really shared between londowner and com-
munity, the respective parts having the seme retio as that
which the ourrent interest rate bears 1o the tax. rate, This
being true for the sum B - U, it is also true if the two items
B and U are considered separately (324, 325, 327), :
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The value here dJscussed is, of eourse, the value of the land
mdependent of the mprovements that may be locatad on it.
It is searcely possible fo reiterate too often that our reason-.
ing relates to general tendencies, In individual cases exchanges
may be effected at rates more or less departing from the- results
indieated by these formulas.

185. Summary -—In our quest for the causes thch eontrol
the divigion of the net income B@, Fig. 13, of preductive
groups, we have seen how one of the items of the divigion,
nemely the rent BC, is definitely determined. Fig. 20 clearly
illustrates the process by which the net income of & group is
divided into two parts, To illustrate: the net income g’ of
the group furnishing the portion ¢’ falls into two parts, of
which s’ goes 1o the landowner (178),% ihe other part, ¢'s’
being left to-pay for the services of the other forms of capifal .

-and of labor. . The. economie . forces which determine this
dmsmn are umversally recognized. Of the three shares: rent,

capital returns and wages, the first; namely rent, represented

by BC in Fig. 13, equels the advanteges which the land em-
ployed affords over marginal land, and therefore depends on
relauve fertility and advantages of location.

i We hive also, found why it is that the rate of the total net
gams of land ownership in relation io the value of the land
itself is as a rule the same as the current rate of interest (131, '
267), and that the reason lies in the faet that the value of
lanid adapts itself to the interest rate, rising as the rate of
interest falls, and wice verse. But what it is that determines
the rate of interest we have yet to discover, and until this is
found we cannot bring our analysis of Ia:nd values to & definite
eonelusmn (323) :

2 #The fact that the landowner must subaequently ghare his income

'r' ‘with' the community ‘through taxation of the land cannot resmet on
the division of the net income g’f‘ of the group into the two shares g's”
and a7+’ - . :



