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Page Seven 

Every Fundamental Economics class has one 	
An or two students who demand to get down to 

brass tacks: "How do you apply this remedy-in 
the Real World?" 	 to 

We can perhaps be excused for dreading d.ëflfllnlflg 

the question a bit, since the application of 
George's remedy over the years has fallen far 	OfLivid 
short of what we recommend. But we bravely go 
ahead and inform the doubting student that Georgist reform has 
been hindered by political, not practical difficulties. "Applying the 
remedy is actually quite simple," we say. "It's a matter of using the 
existing mechanism of property taxation to collect the rent of land 
- the value of which is routinely assessed by local taxing agencies." 

If that goes unchallenged, we breathe a sigh of relief. If not, 
we'll take a deep breath and deliver: "Of course, the current 
assessments might not be very accurate. But as land becomes a bigger 
and bigger portion of the revenue base, there will be more and more 
incentives to keep the assessors honest." 

Hmmm. Sounds plausible. But: just how do we go about 
determining the rent of land, anyway? 

A quick review of our basic definitions will bring to mind a 
number of ways that we don't do it. We can't look at the overall real 
estate value, naturally - the value of the capital has to be subtracted. 
And we can't trust figures on income actually collected from a piece 
of land, since the property might be held for speculation, generating 
little or no cash flow for years on end. 

How about the selling price - can we work with that? At first 
glance, that seems to be the way to go. We know that selling price is 
derived from annual rental value through the process of capitaliza-
tion. That is, the annual rent divided by the current rate of interest 
yields the value that one would need to have invested in order to yield 
the same income: the "capitalized" rental value. Couldn't we just  

work backwards, multiplying the 
selling price (which is easy to deter-, 
mine!) by the interest rate to get 
the rental value? 

Well, no. Don't forget that 
most landowners would not be 
satisfied to sell their land merely 
at the capitalized rental value! If 
they did, they would forego what-
ever increase in land value would 
come with time. A speculative 
premium is generally part of the 
selling price of land. It is not part 
of the annual rental value, though. 
Could we subtract it out? Well, 
there might conceivably be ways 
of estimating the willingness to 
bet on economic conditions by 
taking surveys, concocting stews 
of exotic indicators, etc. But such a mish-mash would neither 
inspire confidence nor support our claim that the remedy is easy to 
apply. The fact is that since the speculative premium is a bet on how 
much the land's value will increase in the future, there is no way to 
reliably gauge it in the present. So we can't derive our rental value 
from the selling price. 

But there has to be a way. We know that people do make 
market-based decisions about how to use land sites. These profit- 
maximizing considerations must have quite a lot to do with rent, 
since rent is a sizeable portion of the income from real estate. Let's 
say you want to develop an urban site as profitably as you can in 
the present market. How do you figure out what the optimum 
amount of capital investment would be? What you would do, as the 

chart shows. is to continue adding increments nfrnit21 

$5,000 
Increment 

Marginal 
Return 

Total 
Investment 

I Profit 
Increment 	Total 

Total 
Return 

1st 	- 22% 	- 5,000 	- 1,100 	- 	1,100 - 	 22.0% 
2nd 	- 21% 	- 10,000 	- 1,050 	- 	 2,150 - 	 21.5% 
3rd 	- 20% 	- 15,000 	- 1,000 	- 	3,150 - 	 21.0% 
4th 	- 19% 	- 20,000 	- 950 	- 	4,100 - 	 20.5% 
5th 	- 18% 	- 25,000 	- 900 	- 	5,000 - 	 20.0% 
6th 	- 17% 	- 30,000 	- 850 	- 	5,850 - 	 19.5% 
7th 	- 16% 	- 35,000 	- 800 	- 	6,650 - 	 19.0% 
8th 	- 15% 	- 40,000 	- 750 	- 	7,400 - 	 18.5% 
9th 	- 14% 	- 45,000 	- 700 	- 	8,100 - 	 18.0% 
10th 	- 13% 	- 50,000 	- 650 	- 	8,750 - 	 17.5% 
11th 	- 12% 	- 55,000 	- 600 	- 	9,350 - 	 17.0% 
12th 	- 11% 	- 60,000 	- 550 	- 	9,900 - 	 16.5% 
13th 	- 10% 	- 65,000 	- 500 	- 	10,400 - 	 16.0% 
14th 	- - 70,000 	- 459 	- 	 10,850 - 	 15.5% 

Above a certain point (a certain number ofstories, say), additional capital investment 
wouldyield less return than the current rate of interest. At that point we have identified 
the "highest and best" use ofland in the current market Had we invested that amount 
($65,000) at 10% interest, we'd have gotten $6,500. But on this site, we got a return 
of $10,400. The difference ($3,900) is the annual rental value. 

value until the marginal rate of return --n the last 
increment is no more than the current rate of interest. 
Any more than that would be a bad investment, for 
you could get a better yield on that additional outlay 
somewhere else. 

The total return on our profit-maximizing $65,000 
investment is $10,400, quite a bit higher than the $6,500 
we would have gotten at the current rate of interest. Note 
that we are using the classical categories here; compensa-
tion for risk is not part of the payment to land or capital. 
A risky or exceptionally well-designed development 
might have yielded more profit; a shoddy or misman-
aged building might have made no money at all. Risk, 
which tends to average out across the community, has 
no effect on our interest figures, or - most important - 
on the potential rent. 

The higher income that we can expect from invest-
ing our $65,000 worth of capital on this site, irrespective 
of risk, cannot come from anywhere else but the location 
value. That $3,900 is, in fact, the annual rental value 
of the site. 


