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Abstract

Win/lose vs. Win/win

You know the dream. Jackpot. Surprise inheritance. A huge windfall. The big score.

Sure, we’d all like to make a killing the one way most of us can – sell out of our home when the price is right and we want to move on. A second best option is to “take out the equity”. But that puts you back into debt with your home as collateral.

While owners and sellers might toast high (underlying) land prices (the house on the lot actually depreciates), they curse high property taxes. So they have capped the property tax – albeit unwittingly rewarding the professional speculator and the wealthy owners of prime locations more than themselves.

Is there is a better way? Let’s look at equity; is it public or private? Let’s look at land; does being able to see land equity create a distinctly different kind of economics?

While depending on prices to operate and precise prices to work well, economies endure inflation. What causes inflation, inflation of the factors in production and of consumables? If letting land equity be private generates the inflation that hinders economies, should we treat land equity differently, i.e., make it public?

Rather than reduce or repeal the property tax on both buildings and land, we could replace it with a tax or fee or dues at a high rate to recover the annual rental value of land. Then, we could disburse some or all of the recovered rents as a dividend to residents (a la Alaska’s oil dividend) or to citizens (as Kuwait once did). Implementing this geonomic policy should deflate the cost of living so that rent dividends could play the role of a hefty basic income.

Terminology

We all use a phrase, “housing equity”, which like so many phrases in economics and politics and other controversial subjects, is misleading. Any equity there is actually to be found in the land, not in a building. As does a body, a house will age and wear out – depreciate to use the jargon. To maintain the house requires repairs, which are costs, not an equity. Any equity is to be found in what the home sits upon – the land.

Even that term, “land”, is misleading since it’s not the soil but the location which contains the equity. And again, even that phrase is misleading since neither a location nor land – nor a house – contains anything like equity. The equity – how much the title to the location could be sold for (minus any debts or liens) – resides not in the house but in the market, in the buyers’ ability and willingness to pay.

Besides this financial equity there is another one – the less contrived, more face-value meaning of the phrase – “land equity”. That is: “everyone in society gets a fair share of the underlying land in the region.” Now that – widespread owner occupancy instead of absentee ownership – is truly “equity” or equitable.

The term, “geonomics”

Our current customs, laws, and academic disciplines condone, or do not make an issue of, absentee ownership. Their evasion steers academics into a blind spot when trying to understand how economies work. Economies operate by exchange and mutual gain, by trade and bilateral profit. However, some deals are more one-sided, others more equitable. The less equitable deals that result in absentee ownership also hamper development and prosperity for all.

Fortunately, some thinkers are willing to tread where more rational people won’t. Some do wonder about absentee ownership, latifundia, and ruinous land costs. Some of those curious people are geonomists.

Geonomics is a kind of economics that tracks the flow of “rents”, that follows all the money that society spends on the nature it uses. That study reaffirms that the three most important things in real estate are location, location, location, meaning: a site commands its price or rent based on the virtues of its neighboring sites, not on anything taking place on the site itself. Hence, the way that societies bundle owning rent with owning land is problematic.

Inflating the price of factors

Economies operate best when prices accurately reflect costs and values. However, owning rent instead of owing rent distorts the price for land, which distorts the price – or wage – of labor. Indeed, owning rent distorts the prices of services and goods, too, usually inflating commodities and regulated/monopolized services while depreciating labor.

Here’s how it happens. Owning rent rewards land speculators for restricting supply; they withhold prime sites from use while awaiting a higher future return. And it rewards them for exacerbating demand; they compete with bidders who would occupy the land, often using leverage (borrowed funds) to outbid others. Both restricting supply and exacerbating demand (1) inflate the price of land, so the basic factor in production, has its price distorted – not a good thing for economic efficiency.

Withholding prime sites from use is not only wasteful and thus bad for the environment, it also pushes out the margin, which translates into sprawl and is also bad for the environment. That aside, as Ricardo showed centuries ago, it also lowers the lowest common denominator for wages. So owning, not owing, rent also (2) distorts the price of labor, the second most basic factor in production – not a good thing for economic equity.

Some economists, parroted by journalists, argue that cheap labor is a good thing for economic efficiency in general and economic growth in particular, as if people should serve the economy instead of having the economy serve the people. Further, they argue that expensive labor is bad for the economy, that higher wages mean higher inflation. It seems to them that, with greater purchasing power, consumers bid up the prices of goods and services.

In reality, however, when wages for many jobs and profits for many companies were both rising during the tech boom of the 1990s, inflation was tame. Even if that argument did hold, almost all increases in income over the last decade and longer have gone to the very few at the very top. If any income recipients are to blame for inflation, it would be the super rich, and the inflation would show up as higher prices for luxury goods, not for food in the supermarket; labor would be innocent.

No, labor is not to blame for inflation; capital is. Actually, not capital in the sense of capital goods – factories and tools and the lot – nor in the sense of savings, nor in the sense of capitalists as a synonym for the very rich. It is capital in the sense of loans, and not loans to would-be producers but to non-producers such as land speculators and wasteful governments. They exacerbate the demand for credit so bankers can charge more for loans and raise their lending rates. Thus letting land be an object of speculation and “rent”-rewarding be the policy of government (3) distorts the price of capital, the third traditional factor in production.

Leaving rent in the pockets of landowners and mortgage lenders also deprives government of its appropriate tax base – the socially-generated value of sites, resources, EM spectrum, ecosystem services, and government-granted privileges. So government turns to an inappropriate tax base – buildings, sales, and income, or the individually-generated values of labor and capital. The public’s agent – government – loses a tax base that grows when taxed and (4a) relies on a tax base that shrinks when taxed; such “deadweight losses” (to use the jargon) further hinder efficiency.

Insufficient funds (an all too familiar phrase to many workers) force government to borrow excessively; thus our acceptance of people owning rent also (4b) distorts the price, or cost, of government. While the state is not a traditional factor in production, it is an influence around production (by setting the rules). Since those who pay the piper call the tune, what government goes and does is (4c) reward rent-seekers with tax breaks, subsidies, sweetheart deals, and rules that grant greater business to insiders, not competitors. Thus letting some own rent is again bad for both economic efficiency and equity.

Inflating the price of necessities

Public debt is far from being the only debt; there’s also private debt. According to US Census Bureau data
, the biggest single burden in private debt is the mortgage, and about half of the mortgage is payment for land, and thus it is rent. The enormous amount of debt, public and private, creates a top-heavy economy that is unstable, always ready to (5) crash into recessions. This is what economies do with a measure of regularity, roughly every 18 years
, when land prices and debt service have sucked up so much of the spendable income of so many producers that they have too little leftover to spend on the goods and services that their neighbors do produce. So bankruptcies and recessions follow, hurting the already hurt the most.

Not coincidentally, the biggest single expenditure in the budget of families who can not afford to buy their home is the home. While locations are not sky-high in poor neighborhoods, (6) housing is still relatively over-priced, since apartments are not plentiful. And who can blame builders and investors for avoiding slums, since the profit margin is so thin on the margin, especially a margin far from the prime; out there, residents’ incomes are too low to attract investors and builders.

The second biggest single expenditure in the budget of families who can not afford to buy their home is their government, the taxes they pay directly on their paychecks and purchases and indirectly for houses and everything else. One wonders, if the poor are not on welfare, (7) are the working poor getting their money’s worth from government? The police are often unfriendly, the streets often blemished by potholes, the schools graduating kids sometimes unable to read or write – not such a great deal.

Inflation in general

In most modern nations, central banks issue the new money needed by growing economies to mediate new exchanges (required, for instance, by a growing population). The bankers lend it via loans, consisting of freshly minted currency (metaphorically), to borrowers. So new money equals debt.

Besides lending to would-be producers, bankers also lend to unproductive speculators and wasteful governments. That new money is not backed by new output, so that is lending too much. When banks issue more new money than the amount of new output of goods and services, then the recipients of the excess credit bid up the price of products – in other words, inflation.

Thus more debt equals more inflation for everything that people buy.

All these negative consequences could be undone by treating “land equity” as public, by having landowners pay rent to the community, not keep rent from them. Doing that would reverse all the problems that owning rent causes. Let’s review them in order.

Deflating the price of factors

When owners owe rent, they find land speculation unprofitable. So investors no longer buy land and do nothing with it while waiting for its price to rise; nor do they claim more than they can use. Since owners are no longer restricting supply nor exacerbating demand, that leaves more land available for everyone else at lower prices. Would-be users buy it in order to reside there or sell goods or farm or make widgets or whatever. (1) Hence land price loses its speculative padding and reflects merely its value for actual use, which is the price people are willing and able to pay in order to live or produce there. Indeed, in places that do tax land more so than places that don’t, there you do find more affordable land, more affordable housing,
 and more owner occupancy – “land equity” in the literal sense of the phrase.

When owners put their land to highest and best use (in order to be able to pay the land dues), that includes the best, most productive sites. When business flocks to the more profitable sites, it abandons sites of less profit potential. To use the jargon, the margin moves closer to the prime. Since it is the margin that sets the basic wage, when employment on the margin pays more, then employment everywhere pays more. Thus owing rent, yielding efficient land use, also (2) raises wages (the price for labor), but not the rate of inflation.

At the same time that people would have higher wages (due to the margin being closer to the prime), they’d have smaller debts (due, in effect, to renting, not owning, land). As a tax on land goes up, the price for land goes down; if a tax recovers all of a location’s annual rental value, then its price (which is capitalized rent) falls to zero. Then the mortgage would be for the building only; land users would not need to borrow so much.

At the same time, by getting this extra income people would have an easier time qualifying for credit that they’d need less of. Further, when people get more income, they have less need for conventional welfare. They’re also healthier. They commit less crime. And they drive less, since efficient land use puts people and their jobs and where they shop all closer together. Plus, more people can afford private schools and will make that choice. All in all, the citizenry would demand fewer services from government. Government can save money and borrow less.

Less borrowing by home buyers and by legislators means less demand for capital. Less demand for loans means bankers can’t charge as high an interest rate. Since the lending rate is the price for money, land dues mean (3) the price of capital can not inflate but remains realistic.

And if you’re not a fan of taxes, when government need not borrow so much, then it also need not tax so much nor tax the wrong things, and so (4a) would not cause deadweight losses. If government recovers all rents spent for all land uses and privileges, and if the public’s demands upon government are minimal, then government would run a surplus and could pay citizens a dividend, a la Alaska’s oil dividend. (4b) The cost of government would be low, not inflated, but in line with its usefulness. And when the economy is serving the people handsomely, then politicians and insiders lose any excuse for their biased spending, making it easier for reformers to (4c) abolish subsidies.

Deflating the price of necessities

In a prosperous society, rent-seekers could no longer argue persuasively that the economy needed to grow or was inherently unstable; those would be fears of the past. When investors can’t keep but must pay rent, then they don’t speculate in land; they don’t bid up the price of land. So people won’t have to spend more for what nobody produced and would still have lots of discretionary income to spend for things that their neighbors do produce. So economies would not periodically recede but grow in pace with population or (5) attain a steady state.

Nor would the poor would any longer need the government’s handouts. Indeed, it’s likely there’d not be any poor any more, what with wages up and prices down, especially the costs of housing and of government. With wages higher on a margin closer to the prime, builders would be more willing to invest there. Increasing the supply of housing puts landlords (more properly, “building lords”) into competition, keeping down how much they could charge. So (6) housing would be more affordable, unlike now.

Presently, people pay rent to landowners and taxes to government. However, instead of paying separately for government and for land, people could pay for both once by paying a land tax (or “land dues”). And if people’s spending for nature gets redirected into the public treasury, then government should have enough money that all other taxes could be greatly reduced, even eliminated, (7) making government affordable.

Deflation in general

Besides helping the poor, owing rent would also help prices become precise. Less public debt with less private debt means less debt overall and little or no inflation of the money supply. No excess new currency can’t push up prices – no inflation. Better yet, given techno-progress, prices should even fall – deflation in the sense of a constantly falling cost of living. Thus one’s income – whether it consists of wages, and or interests from savings and investments, and or shares of rents – should go much further, enabling one to shrink the workweek and expand the play week.

Terminology, revisited

If government does recover then disburse recovered rents to citizens as a dividend, then people would still be getting income from their land, but not just from their land alone, instead from all the land in their region. The amount of the dividend would not be tied to the value of their location but to the overall value of all the land in the region. Thus land equity would be made private again by disbursing some or all of it as dividends to private citizens.

We could lose the phrase “land equity” or give it a more substantial meaning – equity in Earth’s worth. To convert land equity into cash, owners would not have to move out of the way and lease their land, or lease out a building as somebody else’s home, or sell out and move away and break up the old neighborhood then buy in some less desirable location where housing is cheaper. Instead, residents would be getting the cash annually or monthly as a rent dividend.

Enjoying the dividend, people would have the leverage to negotiate higher wages, or take time off. Enjoying leisure, normal people could evolve beyond this fetish we’re now boxed into about wages and savings and recessions. We could vote to adopt this geonomic shift of taxes and subsidies and thereby simplify policy then lock the hood on the economy. Seeing the economy work better without them, economists might learn to see better, to see land again and its potent role. Who knows? They might even evolve into geonomists, relying less on jargon, more on explicit terms to analyze how economies actually work and can be made to work better.
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