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“omputers: aid or hindrance
‘in economic forecasting?

CONOMICS as a social science
has lost its credibility In the eyes of
the public.

This i3 the result of two developments
which have occurred over the last decade:

@ The pain of involuntary mass
unemployment, People were led to believe
that, thanks to advances in economtc
theory, full emplovment could be attained
by appropriate political decisions.

@ The confessions of Ileading
praciitioners that they do not really know
how the “real world™ economy operates.
As  Benjamin Friedman, professor of
cconomics  at Harvard  University,
recently  observed: there are “lots of
aspects of cconomic activity that we don’t
understand very well.” :

This is after 200 years of theorising.

S0 in response 1o their failures,
econemists  are building  ever-more
complex models of the economy. They
hope o improve thelr performance. Says
Alan Greenspan, who was chairman of
the Council of Economic Advisers under
President Ford:

“Hven though

we've had an

extracrdinary increase in our tools, such

as computers, we have not been abie to
keep pace with the growing complexity of
economic relationships, both domestic
aird international.”

MBARRASSMENT  deepens  as

cconomists vie with each other to

prove that they, al least, earn thelr fat
salaries.

But comparisons of their performances
serve only to further expose economics to
ridicule. Take, for cxample, attempts to
forecast the growth of the economy.

In 1983, the UK Treasury and 15
university and private sector institutions
published their predictions {see table).
The likely outcome for growth in gross
domestic product is between 1-+-2%,

Only flve forecasters predicted this
aorder of growth, The government's
experts were not among thent,

The amplitude of error is increasing:
little wonder that President Reagan, after
his reelection, toyed with the idea of
abolishing his Council of EBconomic
Advisers, whose forecasts in recent years
have been wider off the mark than those
of private Business forecasters,

So the great search is on for the
reasons Jor the poor prediciive powers af
SCONOMICS,

1t speaks volumes for the way in which
this social science has strayed in past
decades that its leading practitioners are
searching for the world of reality.

& A SUBJECT is a science only if its
theorias make it possible to predict
future events. On the basis of this
criterion, the coliapse of confidence in
sconomics as a social scisnce appears
to be warranted. Or is it?

Are the professionals asking the
wrong questions? And looking for the
wrong evidence?

Nina months ago, Land and Liberty
correspondents  from  Helsinki  to
Tokyo began looking -for answars,
They found that vital equations
were missing from the scores of
mathematical modals of the economy.

And Editor FRED HARRISON (below)
fiew to San Diego, Southern California,
te réport on what could become a
ramarkable breakthrough in economics,

This comes through from the words of
Michael Spence, of Harvard, who last
vear was selected by the American
Economics Association as the nation’s
outstanding economist under 40,

He told the New VYork Times:
“Eccnomics is at the point where we
could use some breakthroughs to make
substantial progress. Macroeconomics,
which deals with the works of an entire
economy., seems stuck al the moment
because we do not have a powerful

enough theoretical basis for understand-
ing reality.

“The same is true in microecononics,
where the conceplual apparatus is not as
powerful as we would like. The person
who provides more powerful tools will
have made a major contributicn. If 1
stayed in economics, that is what | would
spend my time trying to do”.

OR DECADES, under Keynesianisnt,

economists have been able to delude

themselves that they had the tools to
manipulate the economy,

Harsh realities have now forced them
to try to scramble back inte the real
world — and they are searching for a
bridge to link ivory tower and soup
kitchen,

Increasing faith is beig placed
economelrics — the application of
mathematics to econonic theory, aided
by the computer.

Increasingly  complex econometric
models of the sconomy are being buili, in
the search for accurate predictions of
trends — the results of which just might
help the politicians to construct new,
more suceessful policies.

The stakes are high, for Western
governments shape their decisions —
involving the livelihoods of millions of
people, and investments worth billions of
dollars — on the basis of small percentage
changes in the trends of key variables.

These modets, however, are still built
on old assumptions.

Could it be that mathematical pre-
cision is vesting them with a spurious
authority?

Could it be that some basic equations
are missing?

— THE U.K. ECONOMY ———
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FRED HARRISON
reports from
San Diego, California

EVER before has se much brain and
computer powar gone into fore-
casting trends in western economies.

The margins of error in these fore- -

casts, however, are increasing. This is
evidence of a fundamental flaw in the
theoretical perception of how the
economy works.

The deficiency in the statistical data
is a residual problem: the errors begin
with the way in which economists are
ordering the relationships of variables,
and the relative importance placed on
individual components of the economy,

Bigger computers are being used by
economists, feeding in sver-increasing
numbers of equations in their attempts
to tell the world what is about to
happen in such vital areas as invest-
maent and job-creatien.

Bigger, however, does not mean
hetrar. in fact, even the professional
forecasters now agree that they do not
have an adequate understanding of
what is going en in the real world,

NTIL 1973, governments assumed
that — except for brief periods —
full-employment was here to stay.

Since then, mors and more people
have found themselves in the dole
queues, and the politiclans {(whether
wilfully or otherwiss} have not been
able to do much about it

" But that is why forecasting s
important: either to justify existing
policies, or to maodify them 1o ensure
full employment.

Economists, howsver, have now
conceded that their mathematical
models of the economy do not enable
them to anticipate shaep turning points
in the trends.

This is partly because the models
raly on extrapolations of past trends,
which cannot — by themselves — make
allowances for unanticipated shifts in
one or more of the component
variabies.

Arguably, of course, this is not the
fault of the econometrician or his
computar: nc one can foresee quafitative
changes which have a major impact on
the cogs and wheels of the economic
machine,

The fault, however, lies in the way
in which eccnomists judge the

importance of what they deem to be’

key phenomena.

Take, for exampls, the use of siock
exchange trends as one of the com-
ponents of the “longer leading” index,
which is supposed to give 12 months
notice of future trends,

A boom In stocks and shares
suggests business optimism, with
money pouring in from investors that
will be invested by companies to create
new technology and more jobs,

24

The New York stock sexchange
certainly led the Washington Admin-
istration to adopt an optimistic attitude
last year.

Heavy dealing on Wall Street, how-
aver, was far from evidence of cop-
fidence in U.S. corporations. We find, in
fact, that a record number of companies
— about 575 - repurchased their own
shares, According tc one estimate,
$17bn was put into stock repurchases
in the first six months of 1284."

The principal motive: companies
wanted to raise the prices of their
shares above the levels placed on them
by the market.

Thus, firms were depisting their
cash flows (moeney that would have
gone into new capital formation) in
favour of maintaining a financial image.

The forecasters, however, were
misled into thinking that all this
business activity on Wall Street was
evidence of future prosperity: hence
the predictions — falsified in the dying
months of 1984 — that thare would be
no downturn in the U.8. economy.

The vyear ended with 76 bank
failures in the U.S. ~ more than for any
12 month period since 1937.

E BELIEVE that the poor perform-
ance of economists can be
traced to one major error.

They make exhaustive allowance for
trends in the labour and capital markets
— but turn an almost completely blind
eye on the land market.

Dozens of eguations are fed into
their computer medels of the economy.
Missing, however, are the equations on
trends in land values,

Ng-one can be criticised for not
being able to anticipate unforeseeable

events (such as the protracted miners
strike in Britain): that's the work of
clairvoyants.

But one-third of economic life is
wilfuily ignored by sconomists:

& Land is one of the three factors of

production - vyet it is effectivaely
assigned a zero value, or neutral role, In
professional assessments of economic
activity.? .

@ Rental income, when propsrly
assessed, amounts to about 30% of a
nation's total income.®

Economic forecasters go 1o great
lengths to measure the psychic dis-
position of consumers and business-

men, in their anxlety to anticipate
pecople’s intentions and actual
behaviour.

Exhaustive surveys are conducted
by universities and civil servants into
the shifting price of potatoes and rate
of change of "invigibie” exports.

But when it comes to calculating the
rate at which rental increasess are
shutting down firms - ziich.

The forecasters get full marks for
trying. Wharton's annual made! of the
LS. economy, for example, has 1,000
variables, which have to be solved
simultanegously; and BOO variables in
the quarterly model. As with all the
other models, however, Wharton's use
of housing starts in the construction
industry is tha nearest it gets to
incorporating the impact of the land
market on the economy in general.

Not surprisingly, therefore, the
Wharton mode! — which is claimed to
be different from Keynesian models, in
that it does not neglect incentives and
supply side considerations — fares no
better than others when it comes fo
correctly forecasting the turning points
in economic trends.

& Greham Pya

OMNE BOUTE by which the land market
stunts aconomic growth has bsen
described by Graham Pye, the new
president of Britain's MHouse-Builders
Federation.

Land prices had risen by 500~
1,000% in the past five years. Result:
in the south-sast — where the best job
prospects for recessicn-hit Britain are
to be found — iand representad 30-40%
of the price of a new housa.

This forced the average price up to
£43,600, thersby “'putting up walls
against mobile waorkers who want o
get on their bikes and find 2 job, and
than find they can’t afford a house,”
says Mr. Pye.

This obstacle to labour mobility
meant that peopie were forced into
invoiuntary idleness, and the sconomy
grew at a stlowaer rate.

South-eastern land prices, says
Mr. Pye. ought to be reduced to 20%
of the cost of a housa.

LAND & LIBERTY



“Errors are greater and the challenge
i more severe at the turning points,”
observe Klein and Young in their study
of the Wharton model® Thay add, in a
lament that fits other attempis st

warning psople  about  significant
deviations from historical trends:

"1t is not surprising to find that
forecasts by any method fared
refatively badly in the turbulent years
since 187 1. Turning points and change
are more difficult to forscast than
steady growth or decline.

"When the economy fell pre-
cipitously, the predicted changes were
uniformiy too high, and when the
inflation  rate c¢limbed the most,
predicted changes were uniformly too
low,

“As a general rule, economists tend
to underestimate change. The period
of the oil embargo and the 19874
recession was a severs test for ajl
forecasting techniques,”®

UT WHAT value is there in finan-

cing a forecasting industry whose

rate of accuracy is only high when

there is no change — when they can

apparently only predict an “as you
werg momentum to the economy?

Surely the resources that go into
forecasting can only be justified if they
correctly inform us of changes in the
path of economic activity?

But these resources are wasted,
precisely because the theory that is
used o marshal them is critically
defective. The 1971-4 phase of
economic history is a classic exampie.
This was a pericd of speciacuiar land
speculation, a oyclical phenomenon
that can be traced over the course of
200 yoars in Britain and the U.S.A.

Armed with a theory of the land
markets, economists  could  have
correctly predicted the slump of 1874,
which would have occurred even
without the intervention of the OPEC
oil cartel®

The blind spot in economic theory is
inevitably matched by the vital
equations that are missing from the
econometric modsls,

That gap, however, is about to be
plugged with research now being
sonducted by economists at San Diego
State University, southern California.

Dr. George Babilot, Director of the
Centre for Public Economics and a
professor in SDSU's department of
economics, plans 10 adapt a model of
the San Diego County economy fo
incorporate new equations that deal
with the land market,

The model is being fed into the
university's computer by Z28-year-old
graduate student Cindy Woodard. In its

MARCH-APRIL, {985

prasent form, the guarterly forecasting
model has 56 equations.

The model, said Miss Woadard, "is
very functional. 1t is set up so that it
can be expanded or contracted — so
that we can enjoy ourselvas and be
creative.”

Her first problem is to trace back
what are called “free parameters’ in
the model, to see how they were
developed. Prof. Denis Flag, who recast
the maodel's langusge to make it
compatible with the university's com-
puter, expiained:

“Sometimes you have to fudge
certain relationships 1o get a workable
result,” he said. This was necessary,
“since we are not able to duplicate the
world as it actually is. You need io
improve the result by fooling around
with particular estimates, and using
something different.”

The free parameters are assump-
tions that are made to make the mode!
produce results that apparently fit the
real world sxperience. This manipula-
tion is obviously necassary where the
model iz incomplete in some crucial
way.

Andrew Britton, Director of Britain's
National [nstitute of Economic and
Social Research, is disermingly frank
in his description of “data-mining”, the
term  he wuses to describe how
econometricians make their models fit
reality.

Mr. Britton admits that “model-
builders cannot ¢laim to have a full
understanding of fluctuations in econ-
omic activity,”” The size of forecasting
errors had increased during the 1970s,
but this he appears to attribute to “a
multitude of unigque and random events
of a kind which models don't try to
explain.’”

% Cindy Woodard

These random events, in facl, may
piay a small part in the serrors in
forecasts. For econometric models are
bound to yield wrong forecasts simply
because a major part of economic
activity — as represented by the land
market — is not directly incorporated
into the models. ,

So how do econcmists avercome
their propensity to make erors of
increasing amplitude? By respecifying
the equations s0 that, for a short period
at  any rate, they vyield tolerably
accurate forecasts. The equations ars
mads to fit the facts.

Theoretically, there is a problem
with this. “If one goes on looking long
enough one is almost bound to find
something which fits the data well; but
unfortunately that doesn't guarantee
that one has discovered the muodei
which explains how the data were
genarated.”s

And so, inevitably, as Mr, Britton
confesses:

“In their present form, however, the

‘models don't expiain many of the

longer-term trends in the economy, the
slower growth of output in the 1970s
for axample.”

This is where the San Diego research
may now yield seminal results.

HE MISSING land equations will be

written by Fred Galloway, a 30-
year-old professor In the aconomics
department who is a whizzard at
applied mathematics.

Working with some colleaguas, he
has already made his mark in the rea!
estate world with a model that
improves the technique of appraising
the value of family homes. This model
uses multiple regression analysis to
calculate property values, rather than
relying on the traditional approach of
comparing properties  with  similar
characteristics.

Prof. Galloway's main task is o
write an equation that will enable the
San Diego model 1o abstract land
values out of general property values,

He will then have to incorporate a
spatial dimension into the university's
model. .

“The methodology s  straight-
forward,” saya Prof. Galloway. "Al we
need is time and money.”

The new land equations, when mwn
on the computer, will reveal sim-
ultaneous adjustments in all the other
equations — and predict changes in
trends for housing construction, con-
sumption, investment, and so on, in

[
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response t0 changsas in the value of
tand in the market.
Economists will be anxious to
discover if the modified San Diego
model then produced more accurate
predictions than the conventional
econometric modals,

ROF. BABILOT, who originated the

San Diego project, has no doubt

about the policy implications that could
stem from the research. He told me:

"t and a couple of colleagues con--

cluded That wié would be able to plug &
land-valuas formula into the mode!l of
San Diegea County.

“Wea  have the baslc equation
alraady, which will have to be modified
to separate land from the value of
improvemeants.” ,

One task ' is to find new ways of
ralsing government revenue. California
is ~regularly ~ assailed  with  political
propositions to reduce the tax burden
o income samars. Prof. Babilot wants
1o know what would happen if tax rates
wera raised on land and lowered on,
say, consumption or incomes.

San Diego, hs points out, is land-
fch, but does not compare particutarly
{t with the rest of California in terms
of median incomes.

"But we havé tremendous value in
our fand, and that seems to be our best
tax hase. So we want to show what
would happen If we replaced, say, a
sgles tax with a site-vatue tax.”

The pionsering modsl, he suggests,
should make it possible to calculate
whether {and values offered the base
to generate encugh revenue at national
level — thereby opening up land value
taxation as a realistic alternative source
of federal revenue. , :

"It strikes me that if we are serious
about reducing the expenditure side of
the budget, the land value tax policy is
fimealy."”

Conclusive results from San Diago
would lead to theoretical turmoil
among - gconomists, who would be

& Fred Galioway — a8 whizzard at applisg mathematics

determined to defend their entrenched

philosophical interests,

But if the San Diego computer
spews out numbaers that could not be
challenged, a new sra in the develop-
ment of economics as a social science

would be opened up.

REFERENCES:
Lo Je . "Record number

v
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ECONOMIC FORECASTING I

THIRTY-FIVE years ago, the econamics
profession was treated 10 a sceptical
treatise on the value of the numbaers
used by forecastars,

Oskar Morgenstern, a leading
member of the Economatric Research
Program at Princeton University (and
its Director in the 1960s), warned us

Bvan to be wary of the concspts used

by econamists.

Although econometrics has

advanced by ieaps and bounds in the

past two decades, his strictures are
avery bit as relevant today. You think
that the comparison of wage rates is
relatively simple? Not so, cautioned
Muorgenstern. For wages include non-
cash benefits, or benefits that are not
directly inciuded in the pay packet.

These "fringe’” benefits are be-
coming increasingly important, and
are counted by employaes — but
remain latrgely unguantifiad by the
gconomic statisticians.

“As these fagtors become more
important, the comparisons of mere
money wage rates tend to be of

increasingly  doubtful value”, says .

Morgenstern.'

The mathematical
sconomaeatrics lends a  spurious
authority to economic forecasting.

Take, for example, national income.
Aocording to Morgenstern, the U.S.
data in the 1960s was Hable to a
margin of error of 10% 1o 20%. Yet
changes in consumers’ total spending
power was raporied and taken
seriously, down to the last billion
dollars or fess — i.e., variations of less
than 0.5%.

Arguments today over the size of
the “black sconomy” show that we
are nowhere nearer being more
precise. Sc Morgenstern’s caution
seems valid:

“Btatements concerning month-to-
month changes in the growth rate of
the nation are nothing but absurd and
even  year-to-year comparisons are
not much better.

"The same applies to variations in
price lgvels, costs of living and many
other itams. it is for the economists
to reject and criticise such statements
which are devoid of all scientific
value, but it is even more important
for them not to participate in their
fabrication”,?

This is not to say that econometric
models of the economy are useless:
un the contrary, they compel us to
work  harder at  obtaining more
accurate data,

This process ought to hegin with a
fresh examination of what is im-

portant, Rental income is a case in .

Point.

Rent in the national accounts is “a
very uncertain figure”, says Morgen-
stert, This is because it has to be
imputed to a ilarge and growing
number of home oswners — “a tricky
affair’. ) .

But if rental income and trends in
land  vaiues were deemed to be
important as forecasting variables, the
government can make a decision to
carry out a properby-designed survey
1o acouire reliable information.

REFERENCES:

1. Oskar Morgenstern, On The Accuracy of
Economic Observations, Znd adn. [1383),
Princeton, NJ: Princston LB pp. 186-7.

Fo fhid, p 304,
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A stray $50bn
causes fury

THE U.8. Treasury Department
used a new econometric model

~which projected a large surplus in

state and tocal government coffers

amounting to $55bn last year and.

$80bn this year, .

The U.S. Conference of Mayors
is furious. For they have calculated
that last yvear's surplus was only
$5bn.

“Clearly something is wrong
with [your] modei”, the mayors
have written to Robert Rafuse,
deputy assistant secretary of the

Treasury, S e

U.S. rent: $764bn

RENT as an item in the national
accounts grossly understates the
income received by landowners,

And it omits a great deal of resal-
isable income that could be imputed
ta vatuable land and natural resources.

As a categery, therefore, the pub-
lished data is of little value to
economists seeking to discover trends
in the land market.

Which is why scholars have to use
some guasswork when they compute
rental incoma. This exercise was
racently performed for the U.8.
economy by Steven Cord, a professor
of history at indiana University in
Pennsylvania,

He found that, in 1981, the annual
rantal income of America’s fand and
natural resources was betwaean
$566bn and $764bn. A report on
Cord’'s research appeared in the
Jan.-Feb. issue of Land and Liberty,

€ Prof. Steven Cord

FORMULAS &

-Giant Failures
ADVANCES in economic forecast-
ing have produced many dis-

appointments, reports The
Economist of London [Dec. 15, '84:
p.22}. .

“An. alliarice of mathematics
and computer technology has
meant that models can grow and
grow. The large models used by
governments and, increasingly. by
smalt and medium-sized private
forecasting firms now contain
many hundreds of equations.

“They are bigger; are
better? in many ways, ng.”’

For example, comparisons have
shown that “giant models are
often worse at forecasting key
variables like inflation and output
than much smaller madels’”.

Scientific fiction?
ECONOMETRIC models of the
industrial econormy produce
“fragile” predictions, says Wilfred
Beckerman, a fellow of Balliol
Collage, Oxford. .

Why? The first reason, he says,
"is our ignorance.of precisely how
economies operate’’.

He adds: “Given thae futility of
attempts to predict long-term
economic trends, one might ask
why there is still a maricet for it.
The main reason seems to be that
the public loves to believe that we

can peep into the future — witrness
the taste for science-fiction’’.

Forecaster's self-doubts

- QUOTE by Wynne Gaodley, Director of

the Department of Applied Economigs,
Cambridge University: ”l am too oid
a hand 1o believe amphatically in any
short-term forecast — even ong which
| have made myselfl”

Sk kK

THE LATE Lord Robbins — ong of Britain's most g.mmﬁmm:mm:ma economists
of the 20th century — maintained that his diseipling could not be used as a

forecasting science.

For example, if an econometrician found a formatla which expiainsd the
reaction of the dollar exchanges to past events, that formula would be no

use as a forecasting tool.

Why? Bacause people would alter their financiaf dealings to takes
account of this new knowledge — and so invalidate the formulal

they

SCIENTIFIC ACTION

MARCH-APRIL, 1985
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AN DIEGO County would be a

perfect location for
reforms of the property tax to the test,
Legislaturas scattered throughout
the U.S. are in the process of passing
laws to enable local governments to
recuce the tax on buildings.

This would be matched by a higher

tax on land values, yielding at [east as
much revenue as before,

San Diego would make an exciting
laboratory for fiscal reform for a
variety of reasons,

® 1t is the eighth largest city in the
U.S.. and growing fast: another
250,00G are expected fto be living
within the city limits by the vear
2,000,

& A staggering $489m will be
needed during the next 20 vears to
finance public [lacilities in the inner
city: it seems to make sense to reduce
the tax burden on those who make it
their business to renew the physical
urban environment.

@ Unemployment is down to 5% —
below the national figure, but higher
than it need be: out-of-town businesses
have been deterred from locating
themselves in  sunny San Diego
because their employees could not
afford the price of houses. - ,

@ Land prices have rocketted,
which according to several studies in
1984, pushed both firms and families
further out from the centres of activity:
a higher land tax would put a brake
on speculation and bring down prices,

HE OLDEST business in San

Diego, in fact, is land speculation.

In its 200-year history, most fortunes
have been made out of real estate.

Time and again, it has figured in
local scandals.

Most of the evidence for the need
for a reform of the property tax is
contained in a report released by the
mayor's task force fast December.

The task force estimated that the
cost of public facilities and services
will outpace expected income by
$274m over the next two decades,

A major debate has now been
launched to find out what San
Diegans think about the future of this
south-western corner of the United
States, :

The big problem for the politicians
will be to somehow curb the threat of

28

putting .

huge tax increases while at the same
time improving the social and scon-
omic environment,
In my view, their best starting point
would be a call on a Texas-born
lawvyer, 51-year-old Floyd Morrow.
Morrow served on San Diego
Counci] for 12 years. He is a former
deputy mayor, and & maverick
Democrat in a Republican stronghold.

By Fred Harrison

T THE heart of San Diego’s
problems, says Morrow, is the

fature shape of the city.
“The current mayor argues that

there should be *No Los Angelisation’

~— but the politicians have not done
anything about it!

“There’s a tremendous land boom

in the county, which has made it
“impossible for homes to be con-
structed.
© “The city is sprawling, despite ail
the action of the mayor and the
various area governments. All their
efforts to have ‘controlled growth’
have failed.

“Yet within the city itself thereis a
great deal of vacant land. One study
showed that there was sufficient land
within the city limits to accommodate
almost one-third more of the existing
population™.

The solution, says Morrow, is a
higher tax on the annual reatal value

of land.

This is the policy advocated by
Basic Fconomic Education, a San
Diego-based school of which Morrow
is president.

Such a tax — if it were at a high
enough rate — would:

@ Force owners to put their land to
good use in response to the demands
of the community;

@ Reap a higher income for the
government coffers, while not acting
as a deterrent on people who wantad
to invest in new buildings or tech-
nology:

& And it would also have a direct
mfluence on the amount that had to
be spent by taxpayers on new roads
and other public utilities. For a more
compact city would be able to scale
down public services, and there would
be a greater return on those facilities
that were provided.

AND VALUE taxation is a seif-
financing method of raising
revenue.

For as a community spends money
to improve its infrastructure, so the
value of adjoining land rises.

Revenue from a tax that fell on
those rising land values would auto-
matically rise: in other words, tax
revenue would be seen as an index of
prosperity, rather than a burden on
producers.

This fiscal philosophy is unique to
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the land value tax, and it is, in fact,
implied inn one of the recommendations
of San Diego’s Growth Management
Revigw Task Force.

The task force suggests that a
porton of the cost of building and
maintaining streets and highways in
the city should be carried by the users
and property owners with access to
the roads,

Ironically, it was just such a
proposal that Floyd Morrow pro-
moted as a counciman — and which
the council managed to kili.

He took me to Friars Road, at a
major intersection of Highway 163, to
point out how the rewards of public
investment 1 roads were reaped by
land speculators.

Three-quarters of the land around
the intersection is undeveloped, held
by speculators who are guaranteed to
make a capital killing when they
finally choose to put their acres to
use, ‘

@ The south side of Friars Road has
been developed into a top class
shopping area,

& The north side is a barren hill,
with a house long since hoarded up by
the rich owner who feels under no
pressure to release his fand-with-a-
view {0 developers.

Flayd Morrow told the story of this
location (see cover pholo),

“The read, a small winding road,
was improved into a six-lane highway
m 19658, 1 represented the district on
the city council.

“My proposal was 1o take the

$3.2m cost of widening the road out

of the increased value of adjoining
properties.

“We could do this by turning the
area into an assessment district. We
would have Hnanced the road by
issuing a capital improvement bond,
which would have been paid for by a
tax assessment on  the adjoining
properties,

“Instead of this, the council decided
on 4 gas tax. The argument was that
the cars using the road should pay for
it

“But the people who benefit are the
landowners, who use the road for
access to their properties.

“This was proved in the following
vear, when the improvement was
inunedialely translated into increased
land values. The land that would have
been assessed increased by more than
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$35m, according to the assessor’s
records,

“8So in the end, everybody paid for
a benefit that was local and direct.

“To add insult to injury, we had to
pay $326,000 to take small sections
of land to widen the road.”

And what about the family living
on the norih side of Friars Road, at
the foot of the hill they owned?

Morrow — as he inspected the vacant
hitl top — explained:

WALTER MOMNDALE, above, Democrat
candidate in the 1984 slections for
the U.5. presidency, wrote in a letter
to Prof. Steven Cord of indiana
University (Pennsylvania):

“Therg are a number of things
which the federal government could
do to further the taxation of land
values,

“it gould fevy such a federal tax
itself and this would be much prefer-
abie to taxes on labour and capital
investmaent,

“It could establish a new city based
solely on land value taxation in order
toe demonstrate the feasibility of that
principle.”

FLOYD MORROW, who would happily
accept Mr. Mondaie's challenge to
prove the feasibility of land value
taxation.

“One of the arguments against the
special assessment was ‘How can a
single family pay for such a high
assessment?’

*1 was voted down right away. I
think it was 8-1 against me,

“The owner moved out four years
after the road was built, and his land
is worth millions more now. He’s cne
of the biggest speculators in the
county. .

“If the assessment had gone ahead,
that other side of the road would aiso
be built upon now. But the new users
of the land would not have paid more
for the site — they Wwould have
deducted the assessment from the
buying price of the land.

“As it is, the taxpayers paid for the
road improvement and left the new
value to the previous owners.”

The moral is clear: if sites such as
these were brought into use, out-lying
districts would remain in agricultural
use — and local governments would
not be paying for infrastructure that
served only the interests of land
speculators.

ALIFORNIA is one of the

richest areas in the world

Even so, the state currently supports

200,000 able-bodied adults out of its

welfare programmes, at ap annual

¢cost {0 taxpayers of between $80m to
$90m. :

Yet all arcund the state, valuable
tracts of land lie vacant.

Because they are held for future
speculative gain, they are nof realist-
ically part of the current supply of
land.

As aresult:

® Rents and tand values are higher
than they need be, )

@ People pay more than they need
in transportation costs, as they travel
to work from sprawling residential
areas to the commercial districts,

@ Governments are beihg im-
poverished by forking out for
unnecessary  highways and  sewer
systems. )

® And workers are locked oul of
Jobs that would take them off the dole
queues.

If, therefore, the economists at San
Diego State University, and the
pofiticians of San Diego County, join
together to package a new set of tax-
fed reforms, they will blaze a trail for
the rest of California to copy.



AND crucially affects the house
building sector.

Yet Keynesian governments in
Britain, while attempting to regulate
the economy in the pursuit of full-
employment policies, have largely
ignored the workings of the land
market,

The exception has been a succession
of Labour governments which have
sought to controt prices and the flow
of land through  bureaucratic
mechanisms.

But their policies served to restrain
the flow and accelerate the price of
land!

Paradoxically, little effort is made
to document the land market com-
pared with the capital and labour
markets.

Yet the determinative influence of
land cannot be disputed.

@ When land prices soar, the
supply of houses to consumers drops
within 12 months.

@ When land prices drop, builders
get to work to provide more new
hemes (see table).

HE DEPARTMENT of the
Environment publishes an index

of housing land prices, but these are
oui-dated by the time they are pub-

lished, and they are not broken down

into regional indices.

Fust how important the regional
variations are can be judged by the
fact that, although the cost of land
has generally been about 15% of the
sale price of ‘a house in the past, it is
30% of house prices in the South-East.

n<<rms land prices soar,

the supply of houses 3
drops within 12 months

INSITE
an Whitehall's
attitude to land

Why does Whitehall show such
little interest in the workings of the
land market?

A principal exptanation is that, in
terms of post-war economic philo-
sophy, land has not been viewed as
important i the macro-economic
regulation of the market,

But in addition, the land useis — the
builders — have not always aired their

Land Prices, the Rate of Inflation, and the UK. House Building Industry
(1969 = 100)
Differential House Building (000s)
Housing Retail Increase of (Private sector)
Land Prices  Price Index  Land Prices Starts Completions

1969 . 100 100 0 166.8 181.7
1970 109 112 -3 165.0 170.3
1971 124 116 +11 207.4 191.6
1972 209 125 +76 2279 196.4
1973 324 135 + 103 2157 186.6
1974 322 - 157 —24 105.9 140.%
1975 222 196 -139 i49.1 150.8
1976 : 222 227 =31 i54.7 152.2
1977 235 265 -25 134.8 140.3
1978 287 286 +31 i57.3 149.0
1979 407 295 +1l1 144.0 140.3
1680 5335 348 +75 98.2 127.0
1981 556 389 -20 1151 112.8
1982 627 422 +38 140.1 121.1
3OURCES: Department of the Environment; Central Statistical Office.
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problems as loudly as they might have
done. Oue explanation for this has
now heen offered by Hediey Smyth, a
property expert at the School for
Advanced Urban Studies at Bristol
University.

Housebuilders, he says in a recent
monegraph, have a vested interest in
being secretive,’

“This is understandable considaring
the amount of palitical mileage made
from the large increases in land prices
in the early 1970s, when land supply
was also made a sensitive issue, on
that occasion by those w favour of
public, rather than private, control”,

" The shortage of information results
in confusion in the public debates.

@ Buiiders blame the planners for a
short-fall in the sugply of land.

@ Planners fail to understand that
builders have to realise profits if they
are to stay in business. Planners, of
course, zong land according to non-
market criteria, which may conflict
with the demands of consumers.

ARLIAMENT has singularly

failed to help the public to
understand the processes at work In
the housing sector.

Debates tend to be sterile, with
politicians  stoutly  defending the
ideological barricades without warry-
ing about the facts.

But the scope for reform is

enormous, if consumers are to benefit

from a finely-tuned system of pro-
duction. Yet even the builders, who
knock the planners hard, would not
want the planning system dumped in
favour of laissez fuive, Why?

Says Hedley Smyth: “This is the
last thing housebuilders would want,
hence their genuine wish to maintain
planning constraints, especially green
belt policies in areas of high housing
demand, albeit on a more Hmited
basis™.

He reaches this astonishing con-
clusion on the basis of an analysis of
the motives of house-builders.

In essence, builders make large
profits by buying land when it is
cheap, and selling it when it is ex-
pensive. Or, as Hedley Smyth puts it:
“Housebuilders need the supply of
land to fluctuate over the years in
order to make the most use of the
inflation and land price differential in
their profit realisation”.

LAND & LIBERTY



If Hedley Smyth’s hypothesis is
correct, then he is accusing house-
builders of putting land speculation
above their productive services to
CONSUITETS,

“HE BUILDERS who gain from

- speculation are the big operators
whe can amass large land banks.

Small builders, however, are vulner-
able o cvelical trends in the housing
sector,

Much more so. when they realise
that trends in the land market are
directly responsibie for reducing the
gengral demand in the economy,
which feeds back to curtail the
number of customers who can buy
new homes.?

A smooth trend in land price in-
greases {in line with real economntic
growth) would be far more acceptable
to lhe majority of builders.

A reasonable level of average
profits, carned consistently over a
period of vears, would yield just as
much income as the present pattern in
which abunormally high profits are
followed by lean years,

Lean years, of course, i which
many builders go bust.

But the prospects for reforms that
would help to smooth out the con-
struction  cycle depend on  the
accumnulation of information on the
land market,

That, however, would mean ex-
nam‘.sm the secrets of the land
speculators ... which explains why

the public is left largely in the dark.

REFERENCES:

1. Hediey Smyth, ‘Land Supply, House-
builders and Governiment Policies’, Work-
ing Paper No. 43, SAUS, Bristol, 1984,

2. Fred Harrison, The Power in the Land,
London: Shepheard Walwyn (New York:
Universe Books), 1983, )
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Rising rents: ‘symptom
of success’

QUOTE by Dr. Bill Robinson, Senior
Ressarch Fellow and Editor of the
London Business School's Feconomic
Cutlook:

“o.o1 did not include rent in my
anslysis for the good reason that
rents, for the economy as a whole,
have not grown especially rapidly
ovar the period.

"Moraover, there ara good theo-
retical redsons for excluding rents:
high rents are in general a symptom
of success, not a cause of failurae.”

MARCH-APRIL, 1985

& MISSING from the files: Derek SBhepherd with the State of Trade liquirles which no
longer ask questions about land as a constraint on builders.

Land prices: no

questions asked!

RITAIN’S housebuilders used to

monitor land prices as a con-
straint on their industry.

For five years, their State of Trade
Inquiry — a quarterly survey of
members of the House-Builders
Federation (HBF) — asked questions
on land. .

The data did not provide answers
to questions like: By how much have
land prices increased in the past three
months?

Nonetheless, a good idea roEa be
formed from the reaction of builders
to the way in which they ordered their
answers to the full range of problems
that confronted theim.

Time and again, the lack of building
land at viable prices was the major
probiem facing most builders.

The survey began in 1975. The
questions on land were dropped in the
first survey of 1980,

Why? “I don’t know”, says Derek
Shepherd, the 26-year-old senior
economist at the Building Employers’
Federation, who also services the
HBF.

“I guess it was dropped because the
question of mortgage availability
became more important from about
1979 onwards, than the supply and
price of land™.

HE ONLY reliable data which
builders can use as a benchmark

for the price they pay for land is an

_w%_ Peter Poole

index prepared by the Department of
the Environment,

But this information is a full year
out of date by the time that it is pub-
lished. Tt is useless, therefore, as a
guide to current trends,

And it is of little use to economists
who may wish to feed building land
prices into an econometric model of
the economy.

Yet the construction Sacﬁaw is a
leading sector of the modern economy,
determining the prospefity of hundreds
of thousands of farmilies whose bread-
winners are employed in the building
and ancillary trades.

Land was generally accepted as
both an economic anrd political issue
in the early 1970s, when speculation

. was rife. That was why the house-

builders could not ignore it, when they
lannched their State of Trade Inquiry.

“It would be neglectful of an organ-
isation not to take accouat of that in
the State of Trade Inquiry, which is
one of the few means by which we get
regular information together from
members on businesses prospects”
says Mr. Shepherd.

But the absence of a thorough
survey of builders’ opinions has left a
gap in knowledge. For example, when
asked if he could express an opinion
on the current state of the land
market, Mr. Shepherd replied: “Not
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(in any objective way, because it’s
something we don’t really have much
data on™

30 questions are asked about the
availability of mortgages, and of
labour — but builders are not invited
to comment on the supply of land.

(uestionnaires, suggests Mr. Shep-
herd, sometime “reflect the character
of the person running them”. Their
contents are also shaped by comments
at committee meetings, and feedback
from members,

URIOUSLY, the demand for a
thorough survey of the land
market is not high among builders.
Yet they are apparently dissatisfied
with the official figures supplied by
the DoE.

“They are critical because they:

tend to compare the prices they
pay for particular plots of land =
which may have a high valie, on the
outskirts of a town on the south coast,
say — with the DoE average land
prices.

“The DoE uses a sound statistical
methodology -to come up with the
nearest estimate of the actual average
land prices. And builders tend to get
confused between simple averages
and weighted averages”.

Nonetheless, says Mr. Shepherd, it
would be worthwhile if an up-to-date

series on building land prices were

available o the construction industry,
published on a quarterly basis.

“It would give builders a better feel
of the land market”, he notes. But
he doubts whether the government
could be persuaded to invest money
to set up an information-gathering
network to chronicle the land market
in the way thai agricultural land
prices are monitored. ,

Which is-handy for land owners,
because imperfect information is one
of the principle weapons used by
monopolists to squeeze abnormal
profifs out of land users.

ANNUAL
GEORGIST CONFERENCE OF
NORTH AMERICA

July 17-21

Washington University
St. Lonis, Missouri

To register, and for fiurther
information, contact:

LEADING INDICATORS:

Forecasting the future
on the basis of

an uncertain past!

Karl Oppenléndsr and Giinter
Poser (Editors), Leading Indicators
and Business Cyele Surveys, Alder-
shot (Hantsj: Gower, 1984,
£27.50.

T IS by now axiomatic that what

comes out of a computer depends

on what vou feed into it in the first
place. .

Economists are desperately review-
ing the nature of the data fed into their
econometric models, and this book is
a useful summary of the current
situyation.

It is based on a wide variety of
papers presented to a conference in
Washington, D.C. in 1983, focusing
mainly on surveys into the intentions
of investors and consumers.

But  while the wmethodological
problems are examined in detail,

By Ian Barron

insufficient consideration is given to
the accuracy and the economic
relevance of much of the information
that is accumulated.

No-one doubts that professional
forecasters would like to improve their
performance. But there is obviously a
psychotogical problem here. What if it
transpired that, because of insur-
mountable difficulties, economists
could nof in reality produce useful
short-term forecasts?

D PRICE INDEX
Land and Liberty

focuses.on
. attitudes in the
United States-and Europe: .

Part 1:
INTRODUCTION

HE BRITISH government, for

example, places great store on
the value of #s index of leading
indicators (see graph),

These are supposed to give up to &
vear's warning of (rends in the
economy., thereby enabling inter-
ventionist measures {if these are
deemed to be desirable) to be taken in
good time,

The leading indicator, however —
an experience common to all Western
countries — has failed adequately to
foreshadow major shifts in the trends.
Why?

Because the data which are used
may be extremely inaccurate.

Profits, for example, are one of the
five statistics that make up the UK's
longer leading indicator. Profits, how-
ever, are so uncertain that they have
to be repeatedly revised for vears
afterwards — by enormous margins.

Revisions are still being made for
figures originally published i the
1970s (see Table 1),

Original estimates, then, are nearly
always gross underestimates. The first

Council of Georaist Oreanisations Table I: UK. COMPANY PROFITS (£ billion)
- 5 Enst awmr mr.wﬂ * Original estimate i year later 3 years later Eatest
.Zm,,w. York, N.Y. 10017 1974 217 i8.8 17.5 9.3
ek 212697 1975 22.5 22.7 25.6 24.8
1977 255 26.3 0.9 309
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figure for 1978, for example, was
£29.13bn; fast year it was revised up
to  £35.13bn, a whopping 21%
increase.  So  as  The FEconowmist
observed on January 5:

“When it is first published, the
indicator someumes contains only
two components. It is then frequently
revised: an uncertain future is being
forecast’ on the basis of an uncertain
past™,

HERE is another reason why the
early warning signal may be
unreliable.

The selected variables may not be
the best ones available, in the sense
of their not being causally important.

This emerges in the paper by Baba,
Nomura and Tahara, who review the
way in which the indicators in use in
Japan have been revised.

The timing of the new and old
leading indexes, they say, had been
almost the same “until the first oil
crisis”,

The authors, unfortunately, have
been misled by the conventional
wisdom that the major bodyblow to
the Western economies during the
£970s was the hike in oil prices. But
as we can see from Table 2, the old
leading index began to go awry in
1971,

Until 1970, the old and the recently-
revised leading indicators would have
performed equally well, warning of
peaks and troughs in the business
cycle by the same namber of months
ahead of time.

By December 1971, however, the
new index would have given a six-
month warning — but the old index
was no further ahead than the co-
incident index of trends in the
economny.

Things started going wrong for the
old index a full two years before the

MARCH-APRIL, 1985

oil price rises engineered by OPEC. It
is incongruous, therefore, to attribute
changes in the underlying performance
of the Japanese economy to the oil
sheikhs.

@ Why did the old index com-
pletely fail to monitor the business
cycle trough in December 19717

We think that the answer lies in the
fact that the component that was the
proxy for the land market — new
orders for private-sector construction
work — was too insensitive to monitor
the sharp upward drive of rents and
land values that began in the late
1960s.

@ Why would the new leading
index, if it had been in operation, have
given a six-month warning of the
trough?

Probably because the new orders
for construction work was dropped in
favour of a more sensitive component
— that of the number of starts in new
dwelling construction.

HE PLAIN fact is that Japan’s
leading index would have been
even more powerful as a tool for

prediction if i embodied a land price
index,

The Japanese Government’s Econ-
omic Planning Agency is well aware
(and verhaps uniquely so among all
the industrial countries) of the way in
which land prices distort investment
and consumption decisions.

There are repeated references to

the destructive Impact of land
speculation in the annual economic
sarveys.*

Yet the govertiment’s economists
have made no direct allowance for
this variable in its economic indicators,
an absurd and unnecessary omissicn,

Economists, instead of questioning
their original parameters, are seeking
improvement through increasingly
complex models of the economy. Yet
as J. 8. Armstrong notes in a paper
entitled ‘Recent Trends in Forecasting
Methods’, “it is difficult to find any
gvidence that sophistication or com-
plexity has improved forecasting
accuracy.” - .

In fact, all the evidence points to
the virtues of simplicity. That, in turn,
places a greater burden on the analyst
to choose the correct causal mech-
anisms with which to lay bare the
workings of the industrial economy.

But economists have not yet
deemed it prudent to go back to first
pringiples, even though — in ferms of
classwork performance — most of
them would not receive Pass grades
in the school of life.

*Fred 12:.3? The Power in the Land, New
York: Universe Books, 1983, Ch, [2.

Table 2: JAPANESE ECONOMIC INDICATORS
New Indexés Qld Indexes
Reference dates Leading Coincident Leading Coincident
June 1957 P -2 +1 -2 +1
June 1958 T 0 +1 0 +1
Dec. 1861 P -4 +1 —4 +1
Oct. 1962 T +1 +2 +1 +2
Oct. 1964 P -7 +2 -7 +2
Ocl. 1965 T -2 0 -2 0
July 1970 P —3 +1 -3 +3
Dec. 1971 T - 0 0] 0
Nov, 1973 P -7 ! 4 +1
Mar, 1975 T —1 +1 +1 +1
Jan. 1977 P -5 0 —4 0
Oct. 1977 T -3 -3 -1 1]
Feb. 1980 P -7 +2 +2 +1
Feb, 1983 T -2 =2 0 ¢




HE INITIATIVE to establish a

reliable index of land prices was
taken in Washington, D.C.. in 1979,

Such ar index is vital if gaps in

economietric models of En economy

are 10 be filled in, .

Armed with a Hmm.mw_mx series of
figures on land values, it becomes
possible to test, with mathematical
rigour, the proposition that operators
in the fand market can influence what
happens elsewhere in the economy.

Some information is already avail-
able: . . :
@ Every five years the Census of
. (Governments . reports
values of Eowﬁdmm So_zaﬁm vacant
mo? h

® The .Uwﬁm&ﬁmi of >m_,mn::cwn
puhlishes a series on farmland vatues.

® The Federal Housing Admin-
istration (FHA) is a source of
residential land values, gained in the
course of appraising homes for
fnsurance purposes.

® A few non-governmental bodies

may be able to produce data, such -

as’ the Home Owners
Corporation.

But there are deficiencies in the
information supplied by these
agencies, a critique of which is
supplied by Grace Milgram and
others in papers delivered at a Work-
shop on Rural Land valyes in 19821

Warranty

HE MAN who saw the enormous
political importance of a reliable
land price index was Henry Reuss,

In 1979, as the then chairman of
the Heuse Committee on Banking,
Finance and Urban Affairs, Mr. Reuss
asked the Congressional Research
Service for “exploratory work leading
up to the possible creation of a
* national land price index™

The CRS and the Office of
Management and Budget established
a Task Force on Ooa‘w_%ﬂ@mﬂ of a
Land Price Index.

The Task Force established two

distinct types of needs:

First, at the national level, the index
would be valuable in refining the U.S.
income and wealth accounts; and to
analyse the reciprocal impact of land
values and policy decisions in relation
to taxes, housing programmes, land
management and other Federal
Programmes.

Second, at Em:cwa;mz level, the
mformation would be valuabie in con-
sidering government policy as it
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affected property taxes, zoming, the
provision of municipal services and
housing needs. “

It quickiy became clear, then, that

there would be a big pay-back on the

money spent in collating data on land
values.

By Paul Knight
in Washington

The Bureau of Labor Statistics,
for example, when asked to review the
possibility of developing a land price
index, discovered severat ways in
which such an index would be useful
to their programmes,

The BLS designed a pilot pro-
gramme {0 see how best the
information could be collected. At the
same time, the Department of
Housing and Urban Development
(HUD) commissioned exploratory
studies and a conference to consider
the results.

Thers Ronald Reagan was elected
as President.

The new White House Administra-
tion decided to cut back on govern-

@ Henry Reuss - he could see value of land price index

ment spending, and the BLS aad
HUD research was among the first
victims, o

“Presumably, these budgetary con-
straints will be lifted at some time in
the future,” writes Ms, Milgram
optimistically.

QR SOME vears, now, the United

Nations has recommended that

member countries ought to  be
cotlating information on land. .

An analysis of government accounts
showed that these were ail but useless
for assessing trends in the price of
fand.

“Land.” as cne U.S. Department of
Conunerce economist has noted, “has
hittle role to play in a system of flow
accounts built ﬁ.ocma the measure-
ment of production.”?

The U.N. emphasises the urgency
of collecting this information. It
proposes that land values should be
net of the vaiue of improvements on
the Tand.

President Reagan claims to want to
make the Federal Gavernment more
efficient. Here is one example where
new gxpenditure would undoubtedly
improve the value of the taxpayer's
doilar.

1. Gene Wunderlich, Land - Something of Value
Vols t and 2, Cambridge (Mass.): Lincolr Instivute
of Land Poligy, 1882,

2. Helen Stona Tice, "Measuring land in the sational
SCOnomic actounts’, ibid
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N BRITAIN the only reliable,

regular index is for farmland

prices, published quarterly by the
Department of Agriculture, _

Data on housing land prices is
published In  index
Department of the Environment, but
with a time lag of a vear: this reduces
ity value 1o forecasters,

Yer there s no excuse for the
paucity  of data, for the TInland
Revenue has a nationwide network of
District Valuers who are qualified to
supply  up-to-the-minute information
on trends in the property market.

A valuation department was set-up
by the national taxing authority after
the Liberal Government decided to
pass a law to levy duties on land in
1904, “

Nothing came of those dutles, but

valuers were retained in government

service.

Today, they could provide an
independert view of the condition of
the property market that would out-
rival the service provided by private
real estate firms,

A step in the right direction was
taken i 1983, when the valuation
office published its Property Market
Report.

Why have an independent assess-
ment of values? One reason was
offered by Estate Times on Nov. 11,
1983

“It has been curious that over the
past few years, while the recession has
been depressing just about everything
¢lse, property values have remained
remarkably buoyant,

“A cynic would have argued that
there has been a conspiracy of ‘talking
up the market’.”

There is, indeed, a vested interest in
making optimistic noises about the
yields to be obtained from property.
Said Estaie Times:

“As long as there is a vested interest
on the part of, particularly, the
pension funds to keep property values
as high as possible, there will always
be someone who will express a view
which will support their beliefs to the
general public, .

“Fartunately we now have the
Iniand Revenue report to provide a

long stop-check on any outrageous

claims.™

Until then, the Inland Revenue
published an “appreciation” of the
property market, but this was of little
value. It was published on an annual
basis, as an appendix to the report of
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the Valuation Office; and it contained

little hard information by way of

prices and rents, .

Thke Property Market Report, how-
ever, published in London by
Swrveyors Publications, is based on
six-monthly

By ian Barron
in London

various categories of land are given,
which in time can be built up into a
useful series,

EANWHILE, the private sector
has struck back.

The four largest estate agencies in
Britain have just completed a piiot
study into a new property index,

tain Reid, a research partner at the
firm of Richard Ellis, told Land and
Liberty: “We expect to publish a
quarterly index. There is little point in
producing an annual index. People
want to see what's happening much
more frequently — and fast enough
after the event.

*There's no property equivalent to
the Financial Times All-S8hare Index.
The FT shows how the market is
reacting on a short-term basis, You
can’t get down to a day-by-day thing
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lenge to economists

for property, but as a start we want 1o
go quarterly.”
The new index will monitor trends

in both income and capital growth.

But wili it lead to more investment in

property? “More and inore reliable

information  will lead to greater
‘confidence in the market,” says
Mr, Reid.

One of the difficulties is that the
new index will not separate land from
capital improvements upon it. This
does not pose a problem, in Mr.
Reid’s view:

“Any growth in property values
attaches to the land,” he said. “The
buildings are only a matter of what it
costs to put them there, plus the
effects of lease terms on the
investment. .

“But basically you are talking
about an enhanced land value

“Somebody investing in a property
long-termn  Is  actually  investing
primarily in the site. Every property
is a development proposition.”

The British Government will not
underwriie the collection of in-
formation to construct a reliable land
price index until it has been persuaded
that there are serious policy impli-
cations to justily the cost.

It is therefore incumbent on pro-
fessional economists — both in
Whitehall and the universities — to
explore the impact of the land market,
A qualitative assessment would soon
reveal chasms in the knowledge on
which politicians have relied for
administering their policies,

Chasms which, until now, they
have only been able to bridge with the
political equivalents of Indian rope
tricks.

THE POWER IN THE LAND by Fred
Harrison. The author has re-examined
the tenets of industrial soclety and
maintains that the present impasse is
the result of a distortion in our
understanding of how the industriai
sconomy works — a distortion he traces
back to Adam Smith,

He explains how the land factor
produces the boom-slump cycle and
Impinges on almost every aspact of the
modern economy.

LAND & LIBERTY PRESS LTD
Publishers & Bookseilers

177 Vauxhall Bridge Road,
‘London SW1 1ER
Tel: 01-B34-4266
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EAL ESTATE deals have never
been secret in Finland,

Anyone can secure information on
them, through research at local courts
where legal confirmation of possession
is granted. :

Additionally, many municipalities
have had their own unofficial registers
on accomplished deals.

To make this information more
easily accessible, the Finnish Parlia-
ment enacted a special law in 1980:
Act on the Register and Statistics of
Real Estate Deals {Act 552/1980,
Laki kiinteistSjen kauppahintarekis-
teristd ja kauppahintatilastosta), This
fegislation came into effect on 1 July
198 1.%

The general purpase of  this
legislation is to provide authorities
and other potential buyers and seilers
of real estate with correct information
on the market situation, especially on
prices. Previously, it often happened
that agreements were based more on
hearsay, and this was probably one
reason for the quiie steep rise in land
priges.

awmmm estate deals
have never been secret
... the register is
computerised and mﬁ-ﬁo;nm\n%

The register of real estate deals is
kept by the Natioral Board of Survey,
with branch offices in 12 provinces
{counties). AH real estate deals in
Finland must, by ifaw, be done in the
presence of a certain kind of notary
public who submits, for each deal, a
special information form to the
surveying authorities (and taxation
authorities, as well),

The form contains information on
some facts which can influence the
selling price, e.g. whether the seller
and buyer are relatives; whether there
are buildings upon the piece of land
concerned, and (if yes) the kind of
buildings; whether the land was in
planning or rural areas, efc. (planning
areas are those with approved detailed
fown plans).

The register itsell is computerised
and kept up-to-date with about four
weeks  delay, Information on in-
dividual deals, or lists of specially
chosen sets of deals, can be ordered
bv anybody. The choice can be made
very freely. For example: all deals
made in 1983-84 concerning one-
family houses in district X of town Y,
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The cost of this service is now four
to seven Finumish Marks (£0.5 — 0.9}
per deal, depending on the size and
kind of the order, The subscriber can
choose between simple computer lists
of deals, or full ¢copies of original
information forms.

By Prof. Pekka Virtanen

Helsinki University of Technology

CCORDING to the act, the
National Board of Survey
must periodicaily publish essential
statistics on the basis of this register,
Two annual registers have been
published so far. The one for 1983
contains 43 tables and 12 figures. The
tables give information by types of
real estate and by types of areas.
The main types of areas are
planning (urban) areas and rural
areas. Both of them are exarined by

municipalities {461}, provinces (12)
and the whole state.

There are also separate tables for
the number and scope (area) of deals
and for actual prices,

Statistics by municipalities are
given for the kind of real estate which
is traded. In practice, this means
unbuilt iots for one-family houses in
planning areas, and built and unbuiit
lots for sumumer houses (on the shore),

Many tables first give the number
of deals and the mean of the land
areas concerned. For prices, the
following information is given: mean,

median, minimum, maximum  and
standard deviation.
The user should treat these

statistical facts with caution, because
all factors affecting the price cannot
be seen in the published material. For
example, the amount of timber in
forest is not recorded, even if it has
the major impact on the price.

These statistics give a good general
view of the real estate rarket, and
thus provide a sound starting point
for reliable valuation, and the use of
econometric models will now be
possible.

The published statisties tell, among
other things, facts for the whole of
Finland as sumunarised in the rable
below,

¢ Aceording to the
law, essentiai
statistics must be
published”

As the land area of Finland is
about 305 000 sq.km’s, the statistics
show that 2% of land area changes
owner yearly,

The sum of purchase prices in 1983
was 10.8bn Finndsh Marks (£1.3bn).
The rise in total prices over 1982 was
19%, which is partly explained by the
growth of the market (number of
deals grew by 3% and area by 5%)
and partly by inflation (10-11%),

*Real estate” in Finland means land and
eventual buildings on it. Therefore deals
concerning apartments in blocks of fats are
not covered by this act. To sell a shure of
stocks i this kind of housing corporation is
seen as a deal of movable property, and that
is less controdted,

Changes of ownership

Number
Area (hectares)

1982 1983 Change
71,281 73,518 +2.237 (3%
582,720 612,529 +29.809 (59%;
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UGGESTIONS that information
about land values would be
9 fficult to collect s firmly refuted by
the wealth of data which is available
in West Germany.

& All sales of building land are
reported to both the statistical office
of the relevant Linder authority, and
to the tax department,

The information is compiled system-
atically, and particulars recorded
include the location and size of the
plot, and the zoned land use and
density,

This makes it possible to analyse
price trends for varicus categories of
land.

The work is carried out at the
Federal Statistical Office, which, at
regular intervals, publishes tables
giving building land prices covering
the entire country.

® An annual survey of building
land prices s conducted by the
Deutsche  Stadtetage, the West
German association of city councils,
The survey relates to a selected
sample of ¢ities, and makes use of
information supplied by the local
valuation boards. This is published in
tabulated form, -

The TRED series:
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@ The Ring Deutscher Maikler
{Association  of (German  Estate
Agents) publishes land price tables
from time to time, based on infor-
mation supplied by its members.

The survey covers a sample of
cities, and the statistics are broken

By Henry Law

down according to the type of location
— city centre, city, suburban and
peripheral  arcas being classified
separately in the resulting building
land price tables,

@ The local valuation boards
prepare iand price tables on the basis
of purchase price information supplied
to themy; these analyse long-term price
treads.

Thus, in West Germany, there are

BOOKS:

ere there’s a

2 & @

three sources of information about
land prices, all derived from evidence
of recent transactions. This demon-
strates that, given the will, information
about land prices can readily be
obtained and analysed.

RICE controls on land in

Germany  were  not  finally
abolished uantil 1960; they were a
legacy of the WNazis, having been
introduced in 1936.

Since then, as everywhere, the price
of building land in West Germany has
increased at a rate faster than all
other costs.

This is attributed to the usual
factors, such as urbanisation and a
propensity to purchase land as a
hedge against inflation. In addition,
no fewer than 9m refugees had to be
resettied, with predictable effects on
land prices. It is a familiar story.

*The information for this article was drawn
from Prof. Walter Seeie’s *Land price increases
in the Federal Republic of Germany’,
published in Der Sachverstdndige, 1984(6).
An English translation can be obtained from
the author at the I[nstitut flir Staedtebau,
University of Bonn, Meckenheimer Allee 172,
D. 3300, Bomn {, West Germany. .

—ROBERT SCHALKENBACH FOUNDATION——

University of Wisconsin Press/Committee on Taxation,
Resources and Economic Development (TRED} series of
hooks based on periodic conferencas,

TRED-11 Land Value Taxation/The Progress and Poverty

Centenary. Richard W. Lindhoim, ed, %15
TRED-10 Taxation of Urban Property in Less Developed
Countries: Roy W, Bahl, ed. $12

TRED-9 Metropelitan Financing and Growth Manage-
maent Policies: George F. Break, ed, $16
TRED-8 Property Taxation. Land Use, and Public Policy:
Arthur D, Lynn, Jr., ad. $15
TRED-7 Froperty Taxation and the Finance of Education:
Richard W. Lindholm, ed. $18
TRED-6 Government Spending and Land Values: Public

Money and Private Gain: C. Lowell Harriss, ed. $12.50
TRED-5 The Assessment of Land Value: Daniel M.
Haoliand, ed. £17.60

TRED-4 Land and Building Taxes: Effect on Fconomic
Development: Arthur P. Backer: ed. $15
TRED-3 The Property Tax and Its Administration: Arthur
D. Lynn, Jr., ed. $185
TRED-2 Property Taxation — USA: Richard W. Lindhoim,
ed. $6
TRED-1 Extractive Resources and #mxmwés Mason
Gaffney, ad.

Harry Gunnison Brown: Selected Articles —~ 32 journal
reprints covering all aspacts of land value taxation over
50 years. $12.50
Steven B. Cord: Catalyst! — excerpts from [fncentive
Taxation, edited by author, stressing legisiative and fiscal
newWsS. $5.00
C. Loweli Harriss: The Property Tax and Local Finance —
19 essays from a 1982 land policy conference, citing
both advantages and disadvantages of present tax, with
suggestions and concern for future. $8.00
Aaron M. Sakolski: Land Tenure and Land Taxation in
America — historical survey from colonial times. $2.00
Cilbert M. Tucksr: The Seff-Supporting City — ilustrations
of how cities could save money instead of mi:m it

away. $1.00
Percy R. Williams: The Pittsburgh QEQQQ Tax Plan -
legistative history of how the first major U.S. city adopted
land value taxation, $0.50
Wylie Young: Antidote for Madness — demonstration of
how understanding the economic concept of the law of
rent, and its application, can restore balance between the
individual and the state. $2.00

@ A free catalogue, listing many other publications, may be obtained from the Foundation. Place orders by writing

1o

Robert Schalkenbach Foundation,
6 East 44 Street,
MNew York, NY 10017,
Tel: 212-986-8684
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HE 1984 Nobel prize for

Economics was awarded to Sir
Richard Stone, a retired Cambridge
University professor, for his work
on developing systems of national
accounting — double-entry book-
keeping on a grand scale.

This prompts a look at previous
MNobel laureates in Economics.

The Nobel prizes were established
by the estate of Alfred Bernhard
Nobel (1833-1896), a Swedish in-
ventor and engineer who developed
dynamite and other explosives which
he thought were so dreadful that wars
would be abolished. ,

Annual awards were established in
Literature,  Chemistry,  Physics,
Medicine and Peace. They were
started in 1901 {the Boer war was
going on} and have evolved into the
world’s most prestigious awards.

A latecomer was Economics, a
sixth category started in 1969,

‘Physics has made
Drogress: economics
is floundering’

I establishing  the prize, the
Swedish Academy of Science wanted
te stress the scientific aspects of the
subject — indeed, they referred to it
as Economic Science. They gave
emphasis to techniques, methods,
fact-finding, and sought to avoid
ideology. Thus they aimed to put
Economics on a par with the other
sciences. .

Frow has this worked out?

OOKING at the list of prize
winners (facing page), we see
that from 1969 to 1973, they stayed
close to their concept of Economic
Science. The laureates worked in
Econometrics, mathematical models,
methodology (which, however, is not
quite the equivalent of the nitty-gritiy
in other sciences). But then there was
change.

In 1973, in the world of affairs,
there was a serious global recegsion,
the OPEC countries stunned the
world with its dramatic increase in the
price of cil and the conventional

conomics:

Keynesian wisdom suffered blows
because of stagfiation.

The supposed verities were shattered.
and lo and behold, the Nobel prize
went to ideologues.

In 1974 the prize was divided
between Hayek, an apostle of the
unregulated market, and Myrdal, a
proponent of government inter-
vention. And in 1975 the prize was
divided between a Russian and an
American. So if ideology could not be
avoided, they at least tried to straddle
the fence!

Thereafter, it is as though the
billiard balls were scattered on the

table, with a great diversity of
approaches: monetarism, international
trade, decision-making processes,
Third World economics.

But from 1980 to 1983, there was
another interesting change. It was
back to Econometrics — but with a
difference.

The 1980 laureate, Lawrence Kiein,
served in the Carter administration
and was a proponent of national policy-
making. The 1981 laureate had served
in the Kennedy administration, was a
Keynestan and an opponent of
Friedman. One reviewer asked: was
the Swedish Academy of Science
sending a message?

But in 1982, there was another
change. The winds of conservatism
were blowing. Ronald Reagan and
Margaret Thatcher were gaining in
credibility and other countries were
going conservative, And the 1982
laureate was George J. Stigler, a strict
marketplace economist. In 1983 the
laureate was Gerard Debreu, who had
undertaken studies on the equilibrium
of supply and demand in a market
economy, seeking to verify Adam
Smith's “invisible hand.” In 1984 —
with no great changes in the world

but with conservatism being challenged
we're back to “impartial” economics
with Richard Stone.

Thus we see that the Nobel
decisions were affected by changing
trends and the climate of thought and
they could not consistently maintain
the Olymptan detachment they at first
thought possible.

The MNobel prizes for Physics,
Chemistry and Medicine indicate over
the years advances in these fields.
Each succeeding contribution is built
on previous work and progress made.

But such is not the case with
Economics as currently taught and
practiced,

@ For a time — a few years perhaps.
or even several vears — a set of ideas
and policies seem firmly in place.

@ Then comes an unexpected ¢risis
and different ideas challenge the con-
ventional wisdom.

@ Perhaps one or more of these
ideas become adopted and the same
process is repeated.

It is as though an unseen obstacle
or gap breaks down the gears of
economics.

ATING from Adam  Smith,
economic thought hag been
cultivated for some 200 years. For
about the same period, physics has
been developing as a science.

But whereas physics has made
phenomenal progress, economics is
still  floundering. There i not a
common ground. Economists vie with
one another with  contradictory
theories and claims, The uncontro-

‘Economic progress
must be limited to
the basic issues’

versial contribution of the 1984
Economics laureate. Richard Stone,
in developing a super book-keeping
system, hardly compares with ad-
vances in other sciences. Increased
understanding of how things work is
what matters, and prizes don’t go to
people who improve ways of counting
stars or blood corpuscles.

Real economic progress cannot be
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made without paying heed to the big
basic issues.

@ Can we look at the business-
cyele theory of the Russian economist
Kondratiev without noticing that he
was exiled to Siberia for dabbling in
capitalistic economics?

® Is it enough to perfect
mathematical models while the world
is going havwireg?

# While debts and deficits are
moeunting everywhere, does an im-
proved method of keeping accounts
help much?

® Can developmental economies
be worked out matter-of-factly while
the Third World is mostly in the grip
of domineering elites?

® Can an economy be described
with no reference to the disinherited
masses?

# Can models be constructed with-
out regard (o the effects of bureau-
cratic interference in the market?

@& And can growth be plotted while
avoiding the hottest issue all — the
distribution of wealth?

if the hope is that neutrality in such
matters will make economics more
closely resemble other sciences, such
as physics, this is rot the case.

HE FACT of life most persistently

ignored by today’s economists

is the monopoly of land and the rent
of land,

Classical economics did recognise
the special nature of the rent of land,
and ¢id potice that the landowner as
such made no contribution to pro-
duction. The phenomenon which they

‘Physics would be
in the same
sorry state’

recognisad o some extent was fully
brought w© light by Henry George —
that the rent of land increases with the
growth of society, that an artificial
increase presses against other returns,
and that it must be diverted from
private pockets to public uses.
Feonomists have chosen to soft-
pedal the importance of this know-
ledge, choosing to merge land and

eological fenc

Previous winners of prizes assoc-
iated with economics are:

@ 1969: Roger Frisch, Norway, and Jan
Tinbergen, Netherlands for their
work in Econometrics and the
mathematical handling of
ecohormics.

@ 1970 Paul A, Samuelson, US. for
influence as author of the most
widely used textbook.

@ 1971: Simon S, Kuznets, U.5., for con-
tributions on quantitative study of
the growth of nations.

@ 13972: Kennsth J. Arrow, U.5., and John
R. Hicks, Britain, for work in
equilibrium theory - balance in
tha economy.

@ 1973: Wassily Leontief, U.S., for input-
cutput technique for predicting
trends.

% 1974: Friedrich A. von Hayek, Britain,
and Gunnar Myrdal, Sweden, for
infuence on two poles of economic
thought.

& 1975: Leonid V. Kantorovich, U.S.5.R.
and Tialling €. Koopmans, U.5.,
for work en allocation of resources
for opposite systems.

@ 1976 Milton Friedman, US., for in-
fluence as a monetarist,

& 1977: James E. Meade, Britain, and
Bertil Ohlin, Sweden, for work on
international trade.

@ 1878: Herbert A. Simon, U.8,, for analysis
of organisational decision-making.

@ 1979: Arthur Lewis, Britain and Theodore
W, Schuitz, U.S., for work on
developmental  {Third  World}
aconomics,

& 1980: Lawrence R. Klein, U5, for work
in Econometrics and computer
models.

$ 1981: James Tobin, U.5., for analysis of
financial markets and macro-
2ConomIcs.

& 1982: George J. Stigler, WS, for

analysis of markets and effects of
regutation.

@ 1983 CGerard Debreu, U.5., for study of
gquilibrium in market economy.

rent with other factors and returns,
Paul Samuslson has a good demon-
stration of the law of rent in his text-
book, but then he does not integrate it
with the rest of sconomics. _
Milton Friedman ‘and Herbert
Simon have mildly endorsed land
alue taxation, but place no special
importance on it
Supply and demand econoamists do
not notice that land is different from
reproducible goods.
Computer models
take no notice of rent.

and forecasts

With this all-important factor missing
in current economics, it is no wonder
that the gears keep getting stripped.
It is as though in physies no impori-
ance were attached io some basic
phenomenon such as light or mag-
netism or gravity. No doubt physics,
in those circurnstances, wouid ba in
tha same sorry stats that economics
is in today. ]
We cannot help calling to mind
Macaulay’s observation that if the
law of gravity offended any large
pecuniary interest, there would not be

- wanting learned arguments against it,

Let's face it —. there is much
pecuniary interest in fand and its rent!
Could this be another “invisible hand”
in economic thought?

‘Fconomics is an
even hotier topic
than peace’

As for the other Nobel categories,
Literature is in a class by itself, as a
masterpiece can be written in no
maiter what year. But the other
categories are supposed to show some
advance. Such has been the case In
Physics, Chemistry and Medicine,

It is only fair tc admit that human
and social affairs are much more
compiex than the other disciplines
and that we have a long way o go o
approach comparable understanding,

in this domain, besides Economics,
there is the Peace prize, which was
Nobel's primary interest. It has been
awarded almost annually since 1901,
and during that same period we have
experienced the two worst world wars
in history, plus a host of nasty lesser
ones. plus the most moustrous of all
hanging over our heads,

The awarding of the 1984 Peace
prize to Bishup Tutu of South Africa
shows that the Nobel people are not
avolding controversy in that fieid.

But by comparison, Economics is
an even hofter topic than Peace {or
race relations).

Economics concerns how all of ug
live in both wartime and peacetime,
hiow wealth is produced and, above
all, how it is distributed.

Uunless this is squarely faced, there
is likely to be further gvasive dabblihg
in Economics with periodic crises.
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