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The findings suggest that localities
may achieve more Success in economic
development through infrastructure im-
provement than through tax abatement or
other business subsidies. Y et increased
infrastructure expenditureislikely only
if externality problems can be controlled.
A municipal taxing district must be al-
lowed either to retain most of the finan-
cial benefit resulting from infrastructure
improvements or to pass some of the
costs along to other taxing bodies that
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share the benefits. Tax-increment financ-
ing allows for more of the benefitsto be
retained by the municipal taxing district.

Conclusion

Under any of the circumstances consid-
ered in the above analysis, property tax
abatements are shown to provide negative
resultsto society. Society could benefit
from federal laws restricting the use of
property tax abatement programs. Tax
increment financing holds more promise
asatool of economic development,
though tax shifting problems can result.
Shifting might be reduced through index
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ing, which would permit the base year tax
base to increase by the rate of inflation.
Other possible improvementsin the use
of TIF might include permitting expendi-
tures on infrastructure only, allowing af-
fected taxing districts some control over
expenditures, and establishing stricter
guidelines for creating TIF districts.

Joseph J. Chinn is a master's degree can-
didate in the Department of Urban Plan-
ning at the University of Illinois. He
completed this paper as a student in the
graduate real estate course offered
through the University's Department of
Finance.

Peter F. Colwell and Joseph W. Trefzger

In a society without laws, ownership is
nothing more than the ability to use prop-
erty until amore powerful party termi-
nates that use by force. Fortunately, the
U.S. isaland where law rather than force
rules. The ultimate benefit of ownership,
where law prevails, istheright to receive
residual income and other residual values.
There certainly may be other attendant
benefits, such as the right to use, although
ownersroutinely assign rights of use to
other parties through leases.

Y et vocal criticsin this country, from
businesspeopl e to legislators, have attrib-
uted much grester importance to the con-
cept of ownership in bemoaning the pres-
ence of foreign purchasersin the U.S. red
estate market. They note that the British,
Canadians, Dutch, and, particularly, the
Japanese (with abundant capital but little
available real estate) purchase income
producing buildings at record pricesin
U.S. cities, and fear that Americais being
sold away. Aretheir concerns well-
founded?

We suggest that they are not. There
are two reasons why we should welcome
foreign purchases of U.S. income produc-
ing real estate. Thefirst isthe nature of
the ownership right, and the second isthe
economic benefit that accrues to both the
real estate market and the nation's econo-
my as aresult of foreign purchases.

One of thefirst lessonsin any introduc-
tory real estate courseisthat real estate
ownership, because of the immobility of
the asset, involves abundle of rights. The
rights are protected, but also limited, by
federal and, more directly, local laws.
Among the limitations are taxation, emi-

nent domain, and the police power.

Through the police power, local gov-
ernmental units have instituted rent con-
trols on income producing residential
property in several cities. Notable exam-
ples have been New Y ork City and Berke-
ley, Cdlifornia. The owners of affected
buildings, who arein many cases vocal,
visible, and voting local citizens, are un-
able to curb rent controls when the major-
ity of thelocal population favors them.
Certainly we can not expect that foreign
owners would fare any better in limiting
voters control of their investment returns.
(The recognition that rent control can be
enacted by unhappy citizens should not be
equated with an advocacy of its use.)

In other words, if parties without the
ability to vote were to control a high per-
centage of an ared's income producing
real estate (residential or commercial),
and were to attempt to use that control to
the detriment of the local economy, the
citizenry could simply legislate away the
owners residual returns by enacting rent
control statutes (or perhaps levying added
taxes on real estate ownership, or even
taking property under eminent domain).
Foreign purchasers fortunes are clearly
tied to those of local owners, who have
greater ability to influence land use is-
sues. Foreign interests, then, have no in-
centive to become the majority landown-
ersin ajurisdiction. The problem, to the
extent that a problem may exist, is self
correcting. In buying U.S. real estate,
knowledgeable foreign investors show
confidence in a system in which the pro-
tection of property rights limits political
risk.

Foreign purchasing power also benefits
local real estate markets. Well-meaning
parties who worry that property may be-
come priced beyond the reach of Ameri-
can buyerswould nevertheless likely state
that an owner should be allowed to sell
for the highest possible price. We would
not strengthen our real estate markets by
assuring buyers that their artificially low
purchase prices would be matched by arti-
ficialy low future resale prices resulting
from restricted ownership.

Finally, the inflow of foreign purchas-
ing power benefits our nation's economy.
For example, Americans buy Japanese
consumer products, and use them in the
U.S. to enhance the quality of life. The
Japanese, on the other hand, buy U.S. real
estate, and have no choice but to leave the
property here for the benefit of domestic
users. In addition, the foreign owners
dollar-denominated residual returns may
well be spent on more dollar-denominated
American goods.



