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RINIDAD and Tobago is close
i a decision to radically reform
its property tax.

The decision to tax site values and
exempt  buildings would be an
cconomic experiiment of enormous
significance 1o all  job-starved
countries.

This nation would be the frst oil-
rich exporter (o directly capture a
slice of the oil rent revenue that has
been funnelled into the land market
over the past ten vears.

Land values scared in OPEC
countries when the cartel forced up
the price of petroleum in 1974, This
inrcome remained largely in private
pockets, because property taxes were
nol structured to capture anything
like a significant proportion of the
new values,

Trinidad and Tobage, at the
southern end of the Caribbean, was
among them.

In the mid-"70s, the steady inflow
of petro-dollars disguised the impact
of the out-of-control iand markets.
The stump in revenues over the past
thres vears, however, has left labour
markets recling under the influence of
high reats and shrinking employment
prospects,
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TRINIDAD

CURRENCY: U581 =T.7T$2.40,
UK.E1=T.7.82.50.

AREA: 1,980 sq. miles.

POPULATION: 1.2m.

PER CAPITA income {1982);
$£16.019 (U.5.9$6,875).

GDP at factor cost, 1984 (estim-
ated): $20,156m, of which oil
and gas industry contributed
$4.954m,

GOVERNMENT revenue, 1984
{estimated): $8,649m, of which
oil and gas industry con-
tributed $2,088m.

INFLATION rate: £12.9%.

FOREIGN exchangs reserves:
$3,037m.

FRED HARRISON, who has visited
Trinidad and Tobago, reports on
plans for a remarkable axperiment
in tax reform

And with protectionism now finding
favour in Washington, the rest of the
world cannot rely on the USA to drag
the global economy out of the
recession.

S0 some harsh decisions have to
be made to restructure domestic

economies, to over-ride the obstacles
to capital formation and job creation.

The monetarist experiment as
pursued in Britain has clearly failed 10
cauterise the haemorrhage in the jobs
market. We now need an alternative
model, and Trinidad could now lead
the way. :

EORGE Chambers was Trini-
dad’s Minister of Finance
during the frantic years of the 1970s.

He witnessed at rst hand the way
in which oil rents were funneled into
the private sector. He became Prime
Minister in 1981, giving him the
power 10 lead his Cabinet towards z
new model of economic developrment.

A major speech by one of his
Ministers last December disclosed the
intentions of the Port-of-Spain
government,

The plan to reform the property tax
was outlined by Senator Antheny
facelon, a Minister in the Minisiry of
Finance and Planaing.

He addressed a seminar on site
value taxation which was organised
by the Association of Professional
Engineers.
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The Valuation Division, he re-
vealed, had begun to value all sites in
the country. This is a necessary pre-
liminary step, because the site value
tax is based purely on the value of the
site irrespective of the value of capital
improvements on it.

The existing property tax, with its
very low rates, falls on the combined
value of land and buildings. The
assessed values are far below current
market values.

Said Senator Jacelon: *If, under
the present system, the tax were to be
imposed on actual rental values, it
would not be an exaggeration to say
that the landowner in most cases
would probably have to pay ten times
as much as he or she is now paying”

The failure to revalue property, as
prices rocketed over the past decade,
will now have to be dealt with in a
‘phased introduction of the reformed
property tax.

EANWHILE, as an interim
measure, the government
intends to raise more revenue from
land.
Mr. Chambers announced in his
budget speech on January 9 that the
following tax charges would apply:—

Holdings Tax per acre
Under 10 acres 310
10 — 100 acres 815
Over 100 acres $20

The expected yield: $18m, which is
insignificant compared with total
government revenue. That is why the
land tax has to be based on the value
of the land, rather than the size of
holdings.

This is vital for reasons of equity,
economic efficiency and fiscal revenue.
Why. for example, should someone

&
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@ George Chambers, Prime Minister

with a small but valuable tract near
Port-of-Spain pay no more than a
poor farmer with the same acreage in
a marginal part of the country?

This was the argument behind one
of the criticisms levelled by Len
Hackshaw, the President of the
Trinidad Chamber of Industry and
Commerce.

£
Petro-dollars were

allowed to leak into
private pockets through
the real estate market?®

At the same fime, however, Mr.
Hackshaw is mistaken if he feels that
a land tax should be restricted to

. vacant agricultural land.

Such a imitation would deny the
economy the dynamic benefits of an
ad valorem tax on site values.

Fortunately, the Trinidad govern-
ment’s civil servants have spent 20

vears carefully amassing the evidence
2

in favour of site value taxation (see
report below).

Once the new tax is fully opera-
tional, the benefits will be enormous.

Senator Jacelon identified some of
these:

® The tax encourages improve-
ments to land, because capital invest-
ment is not penalised. This generates
new ecopomic activity, and reduces
the unemployment queues: 60,000
Trinidadians were unemploved last
yvear (13% of the workforce).

@ The tax encourages the optimum
use of land, the scarcest of the
commusiity’s resources, The specula-
tive ownership of vacant land would
be discouraged.

Thus, conciuded Senator Jacelon,
the landowner would contribute
revenue to the community in direct
proportion to the benefits which he
derived from communal activities —
benefits which were reflected in the
value of his property.

HE EXPERIMENT with site

value taxation on Trinidad and
Tobage would be of peneral
significance.

The country would not be the first
in the Caribbean to switch to site
value taxation. Jamaica did so 20
years ago, followed by Belize jusi two
years ago. :

These two countries, however, are
not blessed with petroleum, the black
gold which enriched a relatively few
people while traumatising the cultures
of nearly all the oil-exporting societies
in the Third World.

Countries like Mexico, Veneruela
and Nigeria found themselves awash
with petro-dollars. Part of this was
squandered on many capital-intensive

LAND & LIBERTY



projects which were a pure waste of
money,

A great deal of the rest of the
revenue was allowed to leak into
private pockets through the real estate
market.

Leaders of OPEC countries failed
to  devise effective  development
strategies to put their petro-dollars to
appropriate use, At the same time,
their property taxes were no match
for the sound-barrier-breaking rise in
rental values,

The result: lop-sided economic
structures  emerged.  These  were
initialty kept afloat by repeated
increases in the price of crude oil.

With the world recession, however,
that bailing-out process had to stop.
That is why 50 many oil-rich nations
are now (1 deep debt.

Site value taxation wouid begin the
fight back to full employment. It
would enable governments to reduce
taxes which destroy jobs (see article
on page O00), while still raising
revenue for  socially-necessary  ex-
penditure.

The economic expertise is now
available: the politiclans now have to
find the political will, :
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The multi-billion £ heist:
prince slams farmers

RINCE CHARLES has upset

Britain’s farmers by branding
them. as “greedy”™, writes Ian
Barron, )

The Prince, who as Duke of
Cornwall is one of the country’s
largest landlords, attributes the
loss of natural habitats to greed.

“Fascinating places, wetlands,
moorlands and hedgerows have
been lost often in response to
greed”, he itold a conference on
future land use on Aprii 3.

@ Prince Charles

“Food surpluses have gained
but the countryside and nation
have been the losers.

“In response to stimuli, we have
come to {ook on the land as an
almost endless source of increasing
income, without too much regard
te the old conventional view of
giving back to the land”,

The Prince’s analysis  side-
stepped the real cause for the
switch to extensive farming in
Britain over the past 20 years.

Farmers have, indeed,
responded te “stimuli”: the ever-

increasing subsidies garnered by
agriculture, which have been
translated into higher land values,
As a result, marginal lands, which
would have been conserved in their
natural state — if the free market
had operated — have beed pur
under the plough. .

Farmers have grubbed up
hedges and destroved the wetlands
that nursed rare species: but their
actions have less to do with
individual greed and more to do
with political stupidity.

Successive  governments  have
willingly handed ouwt subsidies to
encourage ouiput of food rhoi
nobody wanis to buy!

S PROF. David Bellamy,

who has gained fame for his

TV programmes on botany, put it

on the same day as the Prince was
delivering his strictures.

“If 1 was a farmer T would be
pretty proud that I had couned
£64,000m out of the Government,
but I would be very ashamed that I
had put half the farmers and half
the farmworkers off the land.”

Farmers, he pointed out, had
accused others of living off social
security, but “the wages to buy
their Range Rovers and tractors
have come mainly from us, the
taxpayers. They are the real
paupers because they are
dependent on national relief,”

But if the next King of Engiand
entered the debate at that con-
troversial level he would be
detonating a constitutional nuclear
bomlb!

U.S. farm crisis: answers in the soil

QUOTE from The Economist (London) on March $: “The roots of the American farm
crisis lie 100 deep for any government to tear them up.

"“During the 1970s, farmers borrowed too much money for langd that was too expen-
sive ever to hope to repay the cost of borrowing. The government cannot write off the
debt gven if it wants to, because America's farmers owe more moneay than Brazil and
Mexico put together.

“The crucial feature of the farm crisis is not low income, but inflated land prices, and
each extra doltar of government money will probably makae this worse.

"More meney would help the current owners of farms and bail out soms banks, But
in the end it would keep land prices higher than they would otherwise be and prevent
newcomers from affording to buy land. )

At 2 moment whan, for the first time in 30 years, land prices are falling towards a
peint at which new land is worth buying, there is no excuse for this kind of help, even
though farmers are being hammared by the mighty dollar and high real interest ratss’".

To register, and for further
information, contact:

Council of Georgist Organisations
5 East 44th Street
New York, N.Y, 10017
Tei: 212-697-9880
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An INSITE J

report

O TAX LAND, you first have to
calculate its pure value.

In other words, the assessors have
to separate out the land value com-
ponent from the total value of the
property. .

Except for raw land, most properties
inciude an element of capital — from
modest road improvements and drain-
age to skyscraper blocks in the
middle of Manhattan, -

The exercise in separating these
values, however, cannot be done.

That’s according to some econ-
omists from both ends of the political
spectrum.

On the right, for example, is Dr.
Donald Denman, Professor Emeritus
of the Department of Land Economy,
University of Cambridge.

On the left, airing his views in a
new book by Marxist authors, is
Michael Edwards, who claims that
such a valuation exercise is “fantasy™.!

If these economists are right, of
course, many people are in plenty of
trouble, .

@ Moerrill Butler, a southern
Californian  builder and former
president of the National Association
of Home Builders, is one of them.

He has devised a way to help
people overcome the problem of
buying high-price houses.

His “Homeowners Easy Land
Lease Program™ (HELP) works on
the basis that the price of land is
deterring people from buying their
homes.

HELP makes it possible for some-
one to buy the house, but lease the
land. This means they have to raise a
smaller mortgage, and the monthly
repavments arc lower than under a
conventional purchase (see table).

Mr. Butier’s scheme is not new:
this arrangements — which is an
attempt 10 temper the impact of
artificially high land values — has been
operated in places as far apart as
Hawaii and Maryland for vears.

It’s second-best, but if works,

The important point, however, is
this: the scheme works because the
partizs to the transaction can agree
on the price of that part of the
property they were buying (the house)
and the value of that part which they
were leasing (the land).

& Condominium investors would
also be in trouble.

The U.S. Internal Revenue Service
allows only depreciation of the

the more value the

building, so
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Can't you separate land

investor can shift to the house or
condominium unit, the bigger the tax
deduction.

In Washington, D.C., many real
estate brokers argue (on behaif of
their clients) that the land value com-
ponent of property assessmenis is too
high.

But they would, wouldn’t they? In
the end, however, investor and
assessor agree on the separate values,
and so strike the best deal all round.

PPOSITION to land wvalue

taxation ig one reason why

people claim that pure fand values
cannot be accurately calculated.

British historian A, J. P. Taylor
has recalled one such occasion;
the general election of 19210:

“This was an election fought
partly, though only partly, on the
Liberal idea for the taxation of
land values.

“The Tories claimed that the
valuation put on the land by the
Liberals was much too high and
that the taxation they'd have to
pay was therefore much too
heavy.

"The Liberal candidate, Baron
de Forest, the heir of Baron de
Mirsch who had built the Orient
Line, and himself one of the
richest men in Europe . . . issued a
statement that he had deposited
his cheque for £3m in tha local
hank and was prepared the
foliowing morning to buy all the
tand of Southport at the valuation
the Liberals had put on it.

“Their complaint that the
valuation was tco high was not
heard again”,

@ Property investors would also be
in trouble if they could not carry out
accurate valuations of land.

For buildings wear out, and the
capital invested in them is gradually
eroded. To maintain revenue, build-
ings need to be renewed.

According to Morman Bowie, a
consuitant for Jones Lang Wootton,
one of London’s biggest real estate
firms:

“It is often argued that provision

from building values?

for depreciation is unnecessary, as
replacement cccurs only when the site

" value overhauls that of the land and

buiidings when valued as a single
entity.

“This overlooks the simple fact that
the value of the land would have
increased in any event so that in
reality the walue of the capital
originally invested in the building is
gradually being eroded and finally
lost.

“To rebuild (or to refurbish)
requires fhe owner to inject fresh
additional capital inio the property™.?

To make judgments on when to
invest new capital inio a building. an
owner needs to know the relative
value of land and buildings ... which
entails a valuation exercise which
some “experts” say cannot be done!

T SEEMS that the opponents of
separate valuations for land and
buildings are theoreticians,

Unfortunately, however, they have
the ears of the politicians and their
civil servants, who can therefore be
prejudiced against a two-tier tax
systemn (higher rates on land valaes
than on buildings) on allegedly
practical grounds.

For practitioners in the real world,
however — rom speculators to home-
owners, from investors to developers
— the valuation exercise is an entirely
practical one, _

It can be improved, without doubt:
the use of computers would speed up
the process. and make it more
accurate and cheaper to administer.

But for all practical purposes, here
and now, there are no sound reasons
for claiming that the value of land
cannot properly be separated from
the value of capital invested on (and
in) the land.

{, M. Ball, V. Bentivegna. M. Edwards and
M. Folin (editors), Land Rent, Housing
aid Urban Planning, London: Croom
Helm., 1983, p.2 10

2. Norman Bowie, ‘Do property investors
allow  for depreciation?  Chariered
Survevor (London), May 1982, p.581.

Purchase price

Borrower's gualifying income
10% deposit

Manthly payments

Land rent

HOUSE PURCHASE UNDER TWO DIFFERENT PLANS: U.8.8

Conventional purchase  HELP dew!
80,000 36,000
17,000 32,640
8.000 5,600
882 618
— 160

r the
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N 1937, Maripn Clawson and R. Burnell Held wrote
about the U.S, public domain in The Federal Lands:
Thelr Use and Management. Since then there have been
changes, and Mr. Clawson — perhaps the outstanding
expert on public lands — has taken a new look at the situa-
von in The Federal Lands Revisited (Resources for the

nearly half a century.

phas

was here to stay.,

Butl since then another phase has ensued which Mr.
Clawson designates as “a period of consultation and con-
frontation”. The changes since 1957 inciude the following:
@ Greatly increased use of the public lands and revenue

therefrom:

® Increasing pressure from conser-
vation groups to preserve wilderness
areas: and

# The “Sagebrosh Rebellion” — a

movement  to  privatize  public
lands.
The public domain consists of

about 770m acres, almost one-third
of the total area of the U.5. Formerly
iowas nearly 40%, but a large chunk
in Alaska was turned over 10 it when
it achieved stalehood. So it’s a very
large area that is under consideration,
Teotal value is estimated at about
$500 billion.

Among uses of federal lands are
forestry, grazing. mining and recrea-
tion. A big increase has been in the
leasing of off-shore tracts for oil
production, Federal revenues from
the public lands were near $22 billion
in 1982 and could have been much
more if the full value were taken.

H.mm AGITATION for turning

over public lands to private
interests reachied its height when the
controversial James Watt was Pre-
sident Reagan's Secretary of the
Tuterior. The opportunity to force his
resignation came when his penchant
for uttering gaffes created a national
uproar. (Curiously, Mr. Clawson
does not mention him in his 1983
book).

Mr. Clawson endeavours to be
impartial in presenting the pro and
con arguments o the privatization of
public lands.
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Future, 1983 Mr. Clawson has been closely connected
with federal lands, both in and out of government, for

In the 1957 book it was noted that there were five

s or eras in the history of federal lands: acquisition,
disposal, reservation, custodial management and intensive
management. The anthors presumed that this last phase

B WARION CLAWSOM: sutstanding expert

Bob Clancy reports from New York

He notes that one of the pro argu-
ments is that federal management of
the public lands is bureaucratic and
inefficient. This is undoubtedly true —
but it is not solely for the sake of
effigiency that private interests want
to take over the land.

A blunter critique is made in
another book., This Land is Your
Land by Bernard Shanks (published
by the Sierra Club). He notes that
public lands are already made avail-
able to big private inierests, free or at
very low prices, and estimates that
this give-away has amounted te a trit-
lion dollars in the Reagan administra-
tion alone.

These interests would like 1o grab
the whole public domain.

While not rejecting privatization
out of hand (some could be done
selectively), Mr. Clawson believes
that public lands still have a place in
American life along with private lands
and that it is in our long-range interest
to guard them and manage them well,

He offers guidelines for future
management, including a carefully
worked-out system of leasing, with
the area and length of lease depending
on the land use. .

A “pullback” systen: is proposed
where when a lease is offered, part of
the area will be open to bidding by
another party for a limited time. Mr.
Clawson believes this would
discourage collusion, encourage com-
petition and prevent public lands from
falling into too few hands.

Recreational use of national parks
has increased greatly — from about
5m visits in 1920 to abeat 250m visits
annually today,

Some vears ago Marion Clawson
offered & preposal for recreational
public lands which attracted attention
but which he does not mention in his
book. He seems to have had misgiv-
ings about it, bwt it's worth mention-
ing.

He referred to “apparent avail-
ability™ vs, “effective availability™ of
naticnal parks., Noting that these
parks are mostly in sparsely inhabited
areas, relatively  inaccessibie to
densely populated areas, he proposed
a system of varying charges for the
use of the parks depending on their
distance from the user. An interesting
idea, approximating the conception of
rental value and its recouping by
government.

Mr. Clawson believes that public
lands deserve greatly Improved
management, with attention te their
best use, such that “the values or
benefits should be the full value 1o
society of the output.” He also asks
for continuing research, better infor-
mation and more public participation
in policy-making.

The public domain of the U.5, is an
important part of the over-all land
situation and ‘deserves continued
attention. A few more Marion
Clawsons and fewer James Watis
might bring us closer to a good public
land policy. : |
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THORAX: KEEPS
HEAD FROM

HEAD: 50URCE OF WANDERING

ACTIVIST IDEAS

_ WING: CARRIES THE
T MOVEMENT OVER
ROUGH SPOTS

&
COMPLEX EYES: \

SEE THE SIMPLE
SOLUTION

STINGER: LETS
PEOQPLE ENOW WE
MEAN BUSINESS

“, DIGESTIVE

LEGS: CARRY THE 1N SSTIVE .
MOVEMENT INTO SYSTEM: MAKES
ROUGH SPOTS _ SENSE OF
POUCH: FULL OF STANDARD
PROOF ECONOMIC
THEORY

BEE (Basic Economic Education, Inc.) is your Georgist, non-profit foundation and equal opportunity

reformer in San Diego (perhaps the future capital of the Pacific Rim). To impact the course of events
here, what we’ve been up to is:

* show films to community groups and on cable TV
* provide slideshows, workbooks, ete. for schools & colleges

*  design computer-tutor games and other entertaining enlightenment for placement in
lobbies, hostels and pizza parlors

* research economic data to build accurate forecasts based on a computerized
, Georgist model

* much, much, more.

Let us know if you think we're on the right track. To do the job right, we need your ideas, time, and/or
money. Help us to make zero taxation and the public collection of rent the law of all lands.

Call, write or visit us, Rasic Economic Education, Inc.
2200 Morley, San Diego, CA 92111 (619) 569-0855

4@ e il e e I W G DR ) 00 {08 D € AT O G T W O RN Y W P U D G Y S D) BT P W S N S OTR W T U SRR GT B D T I PR WD M Atk e B 00 e e £ O D I G 06 P B o e b A s v

BEE: Please send me
. Your thoughtful and prompt response to the enclosed letter;

Acknowledgement of receipt of this donation of § : or & :

Your free legal advice on beguests;

A brochure of your study guides, films, and other educational materials so I can profit from
spreading the word here, .

(name} | _ (phone)

(address) . HN@
BOTTOM LINE: Money is time—yours & ours. Our movement marches on both,
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mgmﬁ LABOUR costs are now widely held to be a
L principal cause of unemployment: hence the talk

about the need for wages to fall to “market clearing .

levels”,

The idea {s that the unemployed are like unsold fruit on
a stall; if the price is reduced, all the stock will go.
Professor Patrick Minford of Liverpool University is one
of the leading advocates of this theory, and he argues that
cuts in the level of welfare benefits would encourage the
unemployed to price themselves into jobs,

There is certainty a link between wages and benefit
ievels, because few people would want to work for fess
than they could receive in benefit. But other factors also
have o be considered. especially since the concept of
tabour costs obscures the underlying realities.

Wages are normally regarded ds a cost of production,

and lumped together with the costs of raw materials, fuel
and other inputs, under the heading of “expenditure”. But
this is only an accounting convention, which depicts
economic processes from only one point of view.

[

The bulge

o

2

HENRY
LAW

outlines a programme to
promote employment in
Britain, by cutting taxes
on work and replacing the
: lost revenue with a reformed

-2} local government property
daduul 2] o

TR
.

*inciuding sell- smplopad

MORE fundamental method of analysis is to consider
. how the wealth created by a productive enterprise is
ultirnately shared out.

The distribation is a fourfold one. Part goes to
employees of the organigsation; this is their net take-home
pay, plus pension rights and perks. Another portion goes
lo those who supply the capital, and a third portion goes
to the government. The balance consists of economic rent,
which is received by whoever owns the land occupied by
the buildings and piant.

This view departs from the conventional one in
important respects, First, payments to workers are not
seen as a cost of production but as a share of production.
Secondly, it shows that Corporation Tax and rates (the
local authority’s property tax) are not the only claims
made by government on the wealth that is created; pay-as-
you-carn (PAYE) income tax and National Insurance con-
tributions mwust also be regarded in the same light, the
distinction  between “employers’ contribution” and
“employges” contribution” being an artificial one since
both come out of the same pocket.

The idea of “gross pay” is an illusion. PAYE income
tax appears to be a fax on income based on the “gross
pay” figure, but we all know from personal experience that
we designate as “wages” only that which is available for
us to spend. In reality, gross pay is a purely notional
amaunt, and once tax has been computed, it becomes the

MAY-JUNE, 1985

liability of the empioyer. As proof of this, we need only
note the number of business liquidations that are initiated
by the PAYE authorities. .

Effectively, we have a payroll tax disguised under the
appearance of employees’ income tax and MNational
Insurance contributicns, These are all payments which
have to be met from the wealth created by the enterprise.
Not only is it a burden carried by the employer, but it is
one that takes no account of the employer’s ability to pay.
There is no relief even when a firm goes bankrupt, because
the Inland Revenue goes to the front of the queue of
creditors,

The destruction of industry .

The consequences of this are very serious. Industry
which would be viable but for the taxes is destroved —
including, for exampie, a proportion of Britain's
supposedly “uneconomic” coal pits which were the focus
of the protracted strike in 1984-85. We have an artificial
margin of production imposed by the tax system.

In the public sector, payroll taxes masquerading as
taxes paid by employees lead to the revolving money syn-
drome. The cost of providing services to the public is
thereby inflated. Well over a third of the money which
local government receives from central government is
promptly returned as staff PAYE and National Insurance
contributions, at great administrative expense.

The effect on employment is insidious. The concealed
payroll tax means that gross labour costs are more than
50% higher than take-home pay. This tax surcharge
(ilustrated in the graph), is often referred to as the “tax
wedge”, It means that if' the worker is to be left with £50
take-home pay, the gross cost to the employer will be £75
or more,

This makes it difficult for British firms to compete in
worid markets, and makes nonsense of suggestions that
cuts in welfare benefits would help to cure unemployment.
The tax wedge would prevent workers from pricing
themselves into jobs without pricing themselves out of
existence at the same time. This is the principal reason for
inflexibility in the labour market.

The initiative for pricing workers into jobs will have to
come from the government, but attention must focus on
the tax wedge rather than on cutting welfare benefits.

At present, employers have every incentive to get rid of
their workers, and there is a barrier against fresh employ-
ment. From the point of view of an unemployed worker, it
is as if the bottom rungs of the employment ladder have
been sawn off.

Baut if the tax wedge could be tade to disappear, the
minimum price of labour would immediately drop by one-
third. We would then discover what was the “natura!” rate
of unemployment. Unfortunately, the tax wedge cannot
simply be wished away. National Insurance alone raises
£22bn a year. Nothing short of major tax reform will solve
the problem. On March 19, the Chancellor of the Ex-
chequer, Nigel Lawson, tried to reduce the burden of
National Insurance contributions for the lowest paid
workers. Unfortunately, the changes he proposed may
represent what two professors at the London School of
Economics called “a significant deterioration in work
incentives for the low paid™.’
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Towards tax reform

In principle, taxes should reflect the ability to bear the
tax. In the private sector, businesses which would be viable
in the absence of the tax should be ailowed to remain
viable after they have paid their tax. In the public sector,
the tax system should avoid the unnecessary circulation of
funds between government departments and between
central and local government.

Initially, the tax system should be changed to dispel the
present illusions. It would make little difference if PAYE
and National Insurance were re-named *“Payroll Tax™ and
openly charged to the employer. Such a change could
readily be introduced, with personal allowances being
replaced as necessary by changes in the benefits system.

This arrangement would be similar to the practice
which already exists in parts of the clothing industry,
where workers receive net wages for piecework. Tax is
grossed up and paid by the employer according to for-
mulae agreed by the Inland Revenue. Collection is
simplified and, psychologically, tax-free wages have the
advantage that, with no deductions, effort is fully
rewarded.

Replacing PAYE with a payroll tax would also help to
banish the notion that wages can be anything other than
what is actually paid to workers, It would then become
clear that payroll taxes completely disregard the ability of
the employer to pay the tax. This would open the way for
real tax reform.

Anyone embarking on real tax reforms must first learn
the tessons of history. Taxes have been the cause of much
strife and insurrection. Wat Tyler’s rebellion was sparked
off by a Poll Tax, and Charles I's troubles began with a
tax called Ship Money. Protests about a tax on tea were
the fuse that set off the American War of Independence,
and Ghandi gathered mass support by defying a Salt Tax
imposed by the British.

Ill-conceived taxes have had disastrous consequences.
In 1797, the British government introduced a tax on
clocks and watches. It was repealed after a year, but in the
meantime it rnined the thriving Clerkenwell clock and
watch industry.

Another classic error was commiitted by the Arab sheik
who introduced a tax on date palms. On the face of it, this
might have seemed a reasonable application of the “ability
to pay™ principle — after all, the richest men had the most
trees. Unfortunately for the sheik. the farmers (like all
sensibie citizens) arranged their affairs so as to minimise
their tax liabilities. They cut down their trees. Thus the
sheik remained short of cash, and dates became scarce.

The old Window Tax worked in much the same way:
the theory was that the size of a house could be measured
by the number of windows, In practice, people often
bricked them up.

HE GENERAL rule is that taxes diminish their own

base. A familiar example of this is the disincentive

effect, which is illustrated in the extreme case by the
apocryphal story about the early days of Soviet Russia.

A party comumissar was visiting the collective farms to
estimate how much wheat each should send to the nearby
towns.

“How much can you grow?” he asked.

“A hundred tons,” replied the head of the collective,

“And how much de you need to feed the comrades?”

“Ten tons.”

LE] 5

“Very well,” said the commissar,
tons, and I’li take the rest.”

This arrangement left the comrades with an effective
marginal rate of tax of 100%. Human nature being what it
is, they did not bother to grow much more than the ten
tons that they needed for themselves. Had the commissar

you keep the first ten

@ VACANT sites such as this one — an area just four miles from London Bridge, which lay idle for 15 years — help to keep renis
artificially high and people out of work. Much is said about workers pricing themsalves into jobs, much less about gatting landownars

to price idle property into usel
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been shrewd, he might have taken seventy or eighty tons,
and allowed the farmers to keep anything more. This
would have been much like charging a rent. The com-
missar would have been assured of his supply, and the
farmers would have been paying a zero rate of tax once
the “reat” had been collected.

Thus do we find the dustbins of history overflowing with
misconceived and harmful taxes. But there is no reason for
us to be complacent about our own tax system, for as we
have seen, taxes may not be what they seem. Income tax is
ostensibly paid by workers, but it is effectively a payroll
tax, paid by the employer and serving as a powerful
disincentive to employment,

INDFUL of these cautionary tales, we can begin to
think about tax reform. Taxes have to satisfy
numerous criteria, of which the following are the most
important:-
® The tax should not discourage the creation of wealth

The influence of taxes on economic activity is often
obvious, as we saw when Nigel Lawson introduced VAT
on fish and chips; there was a drop in sales,

But taxes frequently have more subtle economic effects.
So-called “neutral™ taxes turn out, on closer examination,
to have a generalised debilitating effect on trade and
industry; it is like fubricating a machine with glue, Neutral
taxes also bear hardest at the margin, a fact well known in
the oil industry where marginal oilfields cannot be
expicited unless the tax regime is favourable.

Much qf Britain’s regional aid policy serves only 1o
counreract the harm done by q tax system which takes no
account gf geographical disadvantage.

& The tax should be fair

Fairness in taxation is an extremely contentious issue.
Books could be written on the subject, yet, curiously, it
seems to be litile discussed. It is generally assumed that
our present taxes are basicaily fair. Are they?

Taxes on income deprive workers of the fruits of their
labour, and taxes on spending rob consumers of the
purchasing power of their money. There is a basic
unfairness about local authority rates,” which penalise
those who improve their premises but reward those who
atlow their property to stand idle and derelict.

A fair tax must leave workers with the full fruits of their
labour and allow capital to keep its full earnings, since
capital is but stored-up labour. Fairness demands that

taxes should be related both to ability to pay and also to .

benehts received from the conununity; this latter point is
commoniy overlooked.
@ The tax should be difficalt to avoid, and efficient

An efficient tax is one which costs very little to collect in
relation to its yield. The efficiency of our taxes varies.
Development land tax is reputediy the least efficient
and was abolished by the Chancellor in his 1985 budget.

Income tax paid by the sefemployed costs 6% of the
vield, PAYE income {ax costs about 29, and local rates
cost about 1.5% in administration. Some excise dutiss are
very efficient, with collection costs of around 1%.

In addition to these amounts, which are the costs to
government, there are alsc the compliance costs incurred
by taxpayers. PAYE income tax appears to be efficient
because a large proportion of the costs of administration
are borne by employers, The self-employed pay the costs
in accountants’ fees. With local rates, the compliance cost
to the taxpayer is minimal unless there is a dispute over
satuation.

% The tax should be certain and should fall or: the nitimate
payer

A certain tax is one where taxpayers know in advance
precisely what their Eability will be.

MAY-JUNE, 1985
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Many taxes are passed on and it is often impossible to
establish who actually bears the burden. Income tax is
perhaps the best example, as there is good reason to
believe that the burden has been passed on to employers
whose workers have sought to maintain the purchasing
power of their wages; Adam Smith predicted that this
would happen,

Attempts to mitigate the undesirable consequences and
essential unfairness of the present tax system have
inevitably created loopholes for the ingenious to exploit.
This has led to further distortions in the economy, and
uncertainty too, as taxpayers can never be sure what their
tax liabilities will be. .

The least bad tax?

Judged by the foregoing criteria, none of our present
taxes shows up in a very favourabie light. But there is one
form of tax which has at least the advantages of heing
cheap and simple to administer, and almost impossible to
avoid. This is the property tax, which will be familiar to
British readers in the guise of local authority rates.

Of all taxes, the property tax can be regarded as the
least unsatisfactory. Once the valuation list has been pre-
pared, billing and collection is simple, and rarely disputed.

Almost certainly, the reason why local rates are so
unpopular in Britain is because, for most people, they are
the only tax which has to be paid directly out of pocket.
Contrary to popular belief, rates are quite well related to
ability to pay; for 30% of British households, the tax is
between 2% and 3% of income, And for 80% of
households, it claims between 1.5% and 4% of income.

With commercial properties, the position is, however,
far more complex. In the long run, property taxes are
passed backwards onto landlords, as the market takes
them into account in rent negotiations. The converse
applies with equal force. In Britain's rate-free Enterprise
Zones, other things being equal, rents are higher than
cutside the zones by precisely the amount of relief from
property tax! This is a practical example of the working of
Ricardo’s Law of Rent.

There has been growing unrest in recent years because
British property taxes have been subject to sharp annual
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rises, due to a combination of central government policy
and local government profligacy. This has squeezed
businesses hetween a growing burden of local authority
rates on the one hand, and, on the other, rents with
upwards-only revision clauses in their leases.

Rising rates have, then, become a serious burden for
business. But given conditions of reasonable stability, they
would have less effect on the economy than almost any
other tax, and there is no reason in principle why a much
higher proportion of public revenue should not be raised
from this source.

In Britain, #f all local government spending came from
rates, the rate support grant could be abolished. This
would save the exchequer about £20bn a year, about 60%
of the revenue raised from income tax.

T, however, more tax were to be raised from the rating
system, the real defects would start to tell. The most
serious is that rates penalise improvement and enterprise.
A derelict site is not taxed at all; nor is an empty factory.
And lower rates are payable on an old bulding with
obsolete machinery than on a well equipped new one. This
is, to say the least, unsatisfactory.

Removing the disincentive

One way to overcome these problems would be to
change the basis of the valuation to the rental value of the
site alone. Buildings and improvements would be de-rated,
thus removing the disincentive effects of the present
system. A wider base would be used, with all land, whether
in use or not, being brought into the tax system, Valuation
would be based on the assumption that the site was at its
maximun permitted use.

This method of rating is entirely practical, and is in
widespread use in the United States, Canada, Australia,
New Zealand and Denmark. A rate based on site values is
a form of land value tax and as such, it has a number of
desirable characteristics: _
k. Taxes on land cannot be passed on, so the burde

falls at the point of incidence.

2. In striking contrast to all other taxes, the land value
tax stimulates the economy; this is in part because
vacant land has to be brought forward for develop-
ment in order to yield the rent with which to pay the
tax.

3. Enterprise is encouraged because the marginal rate of
tax is zero.

4. Locational disadvantage is taken into account,
because land values reflect this.

5. Margins of production fall at their natural point
because marginal fand has, by definition, no value and
is therefore not subject to taxation; businesses at
marginal locations would remain viable because they
would be operating free of tax.

6. Rents and land prices would fall to competitive ievels,
because the tax would encourage the owners of build-
ings and land to ensure that they were priced into
productive use.

7. The tax would not diminish its own base because land
cannot be shifted to a tax haven, Indeed, new public
investment in infrastructurs ‘raises.the value of sites
which benefit from this expenditure, thereby increas-
ing the tax bhase.

8. The tax would be fair, since valuations would be
market values, which accurately reflect the potential
of the land to yield the rents with which to pay the tax.

AND VALUE taxes are also fair in a broader sense.
The market value of a piece of land is the value of the
natural advantages of the site and the public services that
it enjoys. All of these are provided by the community; an
individual landowner cannot increase the value of his own
land. : ,
Because public spending on infrastructure such as
roads, railways, sewers, flood protection, etc., is quickly
reflected in land values, the land value tax would serve as a
clawback miechanism to ensure that the fruits of public
investment were recouped by the community.

Administratively, the site value rate would operate in
exactly the same way as the present local property lax,
although valuation would be much easier as it would no
longer be necessary to inspect buildings and check
occupation.

Values would be obtained from current market
evidence; even in built up areas, vacant sites change hands
quite often, and there are formulae for extracting the value
of developed sites.

Within each local authority area, the rate would be set
at a single uniform poundage for all categories of land,
including vacant land. Billing would be organised in pre-
cisely the same way as at present. Responsibility for
paying the tax could fall either on occupiers or
freeholders; in either case, rules would be necessary fo
provide for apportionment between tenants and
freeholders where the freehoider was not receiving the
current market rent from his tenants. -

A national tax reform

The introduction of site value taxation could be the
cornerstone of a major programme of national tax reform.

In the first stage, the present valuation would be
abandoned and replaced by a new one, based on site
values. The second step would be to phase out the govern-
ment rate support grant, and replace it by a national site
value rate equalisation scheme.

A uniform national land value rate precept would be
fevied to provide the funds for equalising finance from
those areas where land values were high to those where
values were low. The precise formula for allocating funds
would be for government to decide, but the overall result
would be to transfer resources from the more prosperous
to the less prosperous regions of the country, reducing,
and possibly eliminating the need for the various forms of
regional assistance.

The change from rate support grant to a national site
value rate equalisation scheme might be spread over, say,
five vears. By this time, the national exchequer’s saving of
£20bn a year would enable the Chancellor to abolish some
of the taxes that are ruining the economy — starting with
the jobs taxes which are keeping millions of people out of
work.

1. Tony Atkinson and Mervyn King, ‘Working . . . but trapped in
poverty', The Guardian, March 22, 1985,

2. British local rates are a property tax based on the value of land
and buildings taken together. Vacant and agricultural fand is not
subject to rates, and vacant buildings are allowed partial exemp-
tion. Rates are lévied by local authorities and cover about 48% of
the cost of local services such as schools, police, highway repair,
refuse collection and iibraries.
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CHINA TR

SOCIALST China has embarked on a momentous legal
exercise, The legislature is currently arguing over a
new faw on inheritance, the details of which will funda-
mentaily affect property rights. The social and
economic institutions of a quarter of the world's pop-
ulation is undergoing a metamorphosis. Crucial for
their future prosperity is the law of land tenure. Under
chairman Deng Xiaoping, free market principles are
being adopted in the countryside. Peking, however,
could make serious mistakes if it does not think
through its current preblems. For example, under the
Central Committee’s circular labelled Document No. 1,
1984, land can bs transferred from one household to
another. Thera is & risk that this could iead 1o a private
market in what is supposed to be socialised land. if this
happens, it would both offend the socialist philesophy
and geriously retard the growth of a free market
industrial sector based on capitalist principles.

FRED FOLDVARY reports from San Francisco:

"HE “Weekly Letter” of the
Federal Reserve Bank of San
Francisco offers economic news,
analvsis, and statistics on diverse
economtc topics, with emphasis on

nd tenure deal boosts

Observation that a reduction in trade
restraints leads to greater prosperity
hag been well demonstrated in China,
But what about the land?

The new policy is to distribute land

@ Communist Party Chairman Dang Xiaoping

the authorities. Any surplus beyond
this is kept by the farmer to consume
or sell in the open market.

This constitutes a type of land
reform, reversing the previous

the U.S.A. but also on world-wide
issues.

The issue of Jan 18, 1985 by Hang-
Sheng Cheng is on “China: A
Visitor’s Report”. Of special iaterest
is the observer’s views on the moves
towards a freer market in China.

to farmers through long-term leases,
depending on the number of persons
in each houschold. The farmer pays
economic reat in kind by turning a
fixed amount of produce over to the
state. The amount is subject to
negotiation between the farmer and

socialist policy.

Land is leased from the community,
but for a fixed rent rather than by the
sharecropping system of paying a
percentage of the crop. This leaves a
great incentive for the farmer to
increase production and enjoy the
fruits of his labousr.

MAY-JUNE, 1985

The new land-tenure system has
tuelled a surge of productive effort in
the farms in China. There are now
many  *“10,000-yuan  {(about US
$4,000 households”. Farm income
now compares well to that of wban
labour.

Chinese farmers now enjoy the best
of all worlds: land is avajlable at
market rents, free from any specula-
tive excesses, and there is liberty to
produce for the market.

The movement towards a free
market economy still has a long way
to go. Many commodities are still
controlled by the state and many
prices are still rigidly subsidised. A
dual exchange rate system has caused
much confusion and has created a
black market. China still has a
“pondercus bureaucracy”. Price con-
trols cause shortages, and political
clout is necessary for business success
in many cases.

However, much progress has been
made over the last four years. Hang-
Sheng Cheng concludes that the
“Chinese economic reform is
undoubtedly the world’s largest con-
trolled economic experiment”, and
“the world holds its  breath in
watching the manoeuvre”, :
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= | AND NEWS U.S.A.

SPECULATION:
suckers bilked
In get-rich-
guick scandals

AND SCAMS have hit the nation’s
headlines.

@ In Los Angeles, the prosecutor called
his case the largest land fraud in U5
history.

Two men, a Californdan lawyer and a
Duteh real estate promoter, pleaded
guitty to bilking 6,000 investors out of
as much as $2bn.

The investors. hoping for quick profits,
handed over the money for land invest-
ments that were presented as tax shelters.

The scheme was said {o involve un-
deveioped land in Utah, Texas, New York
and California. None of the money has
been recovered,

@ In Houston, a businessman bought
three apartments for about $12m. His
appraiser then valued thent at twice their
true worth.

The businessman’s associate bundled
the inflated mortgages on the apartments
into securities which were then sold to
savings banks and other investors.

Bank of America was one of the
victims. IU's the nation's second largest
banking corporation (assets: $121 bn).
The bank wrote off $95m to cover the
cost of buying back failed securities that
it had a role in delivering to investors.

A crooked mayor

® Meanwhile, in Adantic City, former
mayor Michael Matthews received a
}5-year prison sentence for taking a
bribe.

FBI undercover agents paid him
$ 10,000 o expedite the sale of city owned
fand. A dummy company pretended it
was interested in building a casino.

Said Federal Judge Harold A.
Ackerman: “The people of Atlantic City
thought they were ¢lecting a mayor, not a
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crook™.

American dream

@ Gullible land dealers ought to go to
the theatre more often. They might have
saved a lot of money if they had caught
David Mamet's Glengarry Glen Ross last
vear. The play was summarised by Time

magazine in these terms:

“The American dream is a swindle, an
overpriced parcel of Florida swampland
peddled by shark-eyed salesmen.

Mamet's play won him the Pulitzer
prize.

s

Heavenly deal on earth!

NGLICAN rector Thomas Bowers un-
leashed fury four years ago when he
announced a plan to earn his church a fortune,
He wanted to lease the land adjoining St
Bartholomew's Church {above). on the corner
of 50th Street and Park Avenue, to British
developer Howard Ronson,

Ronson wanted to build a 37-storey office
block on what he then called “the best site on
earth™. .

MNew Yorkers — from the church’s con-
gregation (o the city’s conservationists — put
up flerce resistance. even though the church

expected to receive half of the site’s rental
income of $9.5m p.a.

The rector wanted to spend the money on
his welfare programme — which he thought
was  more important than the church’s
“community” building. a 1918 Byzantine-
stvle edifice of rose-coloured stone which
would have to be demolished.

Church officials have now unveiled a com-
promise plan, a 47-storey building of brick
and limestone.

The developer will pay the church a rent of
$17.5m in the first five vears, and $21.3m in
the second five vears of a 99-vear fcase.
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High land values

downgrade the
nhome environment

 EDERAL officials have been unabie to
felp builders in a dozen communities to
make significant savings in coustruction costs.

The vast majority of savings made so far
are the result of increased densities — building
more and smalier homes on less land,

The high cost of land has acted as a break
on constriction, depriving people of the
chance to improve their home environments,

Te try to stde-step this obstacle, zoning
regulations have been downgraded. These now
allow narrower streets, and they eliminate
requirements for sidewalks and rights of way,

Manhattan's
magic site

"HE LARGEST undeveloped  tract” in
Manhattan has been described by New
York developer Donald Trump, 37, as “the
greatest ptece of land in urban America™ The
West Side acreage had a price tag of $95m,
which Mr. Trump agreed to pay. The vendors
bowght the site five vears ago for $45m.

Rent controls cut
tax revenue

ENANTS in New Jersey claim that their
protection under rent-control ordinances
are being chipped away.

Landlords have replied by srguing that a
large aumber of decontrof ordinances revealed
that municipafities had tried to correct some
problems caused by rent controf,

One of these was a decline in the taxable
valug of rental properties, which resulted in a
corresponding rise in the tax burden on
private homes.

How states can
reap benefits

Cw VOTES by leading campaigners for a
- two-tler property tax {as reported in
The Christian Science Moniror):

& Very low land taxes encourage monopo-
i heldings of large tracts and induce
owners to keep their land out of productive
use™,

— Sian Rubensiein, executive director of the
Center for Local Tax Research, New York.

@ “Taxing the location value of land at a
higher rate than improvements will serve the
same purpose as breaking up of large property
g5 through direct government inter-

vention, and |it willl enable the states them-
selves 1o reap benefits that now go to private
izndowners™,

- Sweven Cord, professor of history at
Trdiana University of Pennsylvania.
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AROUND THE WORLD

New plan to rescue
global economy

EADERS of the Big Seven industrial
nations heid their sconomic
summit in Bonn this month.

Their talks were against the back-
cloth of the global crigis - rising
unemployment, dapletion of rescurces,
detaerioration of the living environ-
ment, writes Faul Knight.

Before them wasg an ailternative
agenda submitted by TOES, The
Other Economic Summit which met
for the first time last year.

Partlty sponsored by the World
Haalth Organisation, TOES is made up
of experts from around the world
representing organisations such as
Friends of the Earth, the Schumacher
Society, and the U.N, Association.

Prrector Paul Ekins said in a letter
to the leaders that solutions would,
not emerge from cenventional econ-
omic growth. Problems demanded
“a new global and local perspective
and a new datermination to liberate
the potential of people working seHl-
reliantly for the developmant of thair
own communities”,

TOES outlined ten first steps
towards such a radirection of policy,
which included land reform. The
report on its 1984 conference urges
that land value taxation "is vital if
people in both developing and
developed couniries are to be able to
take control of their lives and their
work and break out of the debilitating
cycle of dependency and deprivation.”

Vacant land values
crush mighty Daon

HE MIGHTY Daon Developmant

Corporation has finally  suc-
cumbaed to the world recession, writes
{an Barron,

From modest baginnings in 1964,
it expanded to rank among tha top
handful of real estate companies in
North America.

1t weathered the 1974 property
stump by buying land cheaply, but by
1981 the carrying cost of its vacant
land was proving - an  enormous
burden.

By then, the Vancouver-based
company owned 2,092 acres under
development, 12, 721 acres for future
davslopment and 11,400 acres under
option for purchase,

The stlump in values, and rising
interest rates, left the group with a
C$1bn debt. Land sales in the U.S.
raised over C%150m last year, but the
company's gprincipal sharsholders
have now capitulated.

Shares which reached a high of
C813 were sold to Bsall Canada
Enterprises for C8$3, ending the
independence of one of the most
remarkable real estate ventures in the
postwar years.

& NEW CALEDONIA: President
Francois Mitterrand of France has not
been able to stem the civil disorders in
this French colony in the South Pacific.

His 12-hour flying visit did nothing
to quell the anxieties of European
settlers, who oppose the growing
demand for independence.

The Kanaks, who are now relegated
to 10% of the land they owned before
the French took over in 1835, want
scle controd of the islands.

Ten thousand setilers fear that
independence would mean having to
give up the island’s rich cattle-grazing
tand to the 55,000 Kanaks, who have
been forced to live on sparse mountain
slopes.

® ECUADOR: Trade unionists have
been marching in protest against rising
prices, Febres Cordero’s right-wing
party gained .power last August: he
campaigned with promises to curtai!
land reform.

& BRAZIL: Quintino, a farmer turned
gunman, has finally been ambushed
and &illed by police.

The outlaw had been roaming the
jungie for five years, and he is reported
to have killed dozens of big ranchers
and their hired gunmen.

To the landless peasants and small
farmers trying ta eke a living on the
margins of Brazilian society, Quintino
was a hero — the symbol of the fight
for land.

@ NIGERIA: In future, landiords whose
tertants commit armed robbery or other
serlous crimes may be charged as
accomplices, says a spokesman for the
Lagos police. This is the latest move in
a hid to curb a rising tide in crime.

@ THE PHILIPPINES: Viilagers on the
island of Mindanao are being relocated
in new strategic hamlets by the army.

This is the latest move in the fight
against communist guerriilas, and it
reflects the tactics used by the United
States in South Vietnam.

But farmers in Laag, an area that has
been particularly affected by the forced
refocations, suspect that the real
reason is that the army want to take
over their lands for new plantations.

® SOUTH AFRICA: President Botha, in
trying to change his country’s apartheid
image, now says that the 10.1m
Africans who have. the right qualifi-
catlons and who live in cities, can have
freghold title to land, This mave is
linked with the proposat for new
political “structures” which will give
the Africans & say in their own affairs
"up to the highest ievel”.




GRICULTURE’S major prob-

lem is financial, although the

environmental consequences of farm-

ing methods, including animal welfare

and poliution, are putting British
farmers under added pressure.

@ Although net farm incomes have
increased considerably since the war,
farmers” incomes have — in real terms
— decreased in the last three years., A
recent survey shows that in that
time, with inflation at 13%, farm
incomes have increased by only 8%.
And real farm incomes are likely to
continue to decline as curbs on pro-
duction, similar o those on milk, are
applied to other commodities in
surplus. ‘

@ Bank borrowing by farmers has
increased in recent years — over the
past year, by 18% to approximately
£4.744m. This represents only 6.9%
of total farm assets, but 25.6% of the
working capital.

This high level of borrowing is
supported by the high price of land,
and many farmers are worried that
the banks may foreclose if the price
of land falls as grants and subsidies
are withdrawn. .

® Farm rents have increased since
Britain joined the European Economic
Community (EEC), from £6.5 per
acre in 1973 to £27.5 per acre in
1982 — and have continued to rise
despite the fall in farm incomes.

@ The detrimental environmental
effects of increased agriculiural
production, such as poliution from
fertilizers and sprays, the removal of
hedgerows and trees and the plough-

ing of moorland, have reduced public .

sympathy for farmers.

This means that their chances of
obtaining further financial support are
poor, )

® Despite the huge amounts of
money which currently subsidise
farming {estimated at between £9,000
and £12.000 per farm, in 1979), farm
incomes continue to fall — especially
those of small farmers,

More than 40% of all farm holdings
are less than 20 acres and the EEC’s
Common Agricuitural Policy (CAP)
was intended to favour the smaller
farmer, But i is well known that the
larger the farm, the greater are the
benefits derived, because to obtain a
capital grant for a development
costing £30,000, with grant available
at 20%, only a farm large enough to
finance. the remaining £40,000 is
capable of accepting the grant.
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In 1982, only 3% of the smallest
farms received grants, compared with
73% of the largest farms. With sub-
sidised product prices, the large
farmers who produce most, obvicusly
gain most in subsidy. Since 50% of
the output comes from 13% of the
farms, it is not unreasonable fo
assume that 139% of the farmers

receive 50% of the subsidies.

DR. DUNCAN PICKARD (abovel, &
iecturer in the Department of
Animal Physiclogy and Nutrition
at Leeds University, reviews the
profound problems that confrent
British agricultura.

And he explores the way in
which a change in the 1tax
structure, with a shift towards
land value taxation, would help
the farming community.

Dr. Pickard runs his
30-acre farm in Yorkshire.

own

These large amounts of subsidy
have a detrimental effect on the rest of
farmers because they result in higher
land prices and rents.

T I8 DIFFICULT for farmers to
comprehend that they are no
better off financially. Production
continues to increase. But — since
most of the grant and subsidy money
paid has become capitalised into land
prices — there has been a large
increase in fixed costs due to rent and
interest on borrowed money.

. b
Y

The average price of land in 1972
was £224 per acre: in 1982, it had
risen to £1,254 per acre,

Initial increases in land prices were
fuelled by the increases in guaranteed
prices for farm produce, but the rising
market has been its own impetus for
further rises, as financial institutions
and farmers have pushed the price far
above that which would provide a
return on capital, even with the
present high vields and prices.

A leading firm  of chartered
accountants recently reported that “it
is virtually impossible to produce a
farming budget which indicates a
proper commercial return on all of the
capital employed™,

The high price of land is indirectly
responsible for the reduction in net
farm incomes, despite increased vields
and product prices. This effect has
heen quite different for different types
of farmers. Averages give no idea of
the range and the figures for bank
barrowing indicate that the average
amount borrowed is close to £20,000
per farm, bul many farmers borrow
no money, and others are heavily in
debt. o

@ Those in greatest difficulty are
the tenant farmers who have seen
rents increase much faster than their
incomes. High rents tend to generate
pressure to borrow more from the
banks for buildings, machinery,
fertilizers, etc. When output prices
fall, these farmers cannot finance the
borrowing and without the benefit of
land ownership, are most vulnerable,

& The second group are the owner-
nccupiers who have recently pur-
chased their land at inftated prices.
They have the illusion of owning their
tand, but are, in effect, tenants of the
bank or mortgage corporation. We
refer to their mortgage repayments as
‘rent-equivalent’.

@ The third group are the owner
occupiers of long standing, most of
whom have inherited their farms.
Whilst in the best position of the
three, with lower fixed costs, the high
price of land does cause considerable
problems when transferring the farm
to the next generation, A 200-acre
farm, with livestock and equipment,
is probably worth more than £500,000.
Despite generous allowances against
capital transfer tax, elaborate planning
is needed to avoid leaving a sizeable
bill for tax,

® The fourth group are the would-
be farmers who cannot make a start
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in farming with the high price of land,
rent and interest. A virtual monopoly
in land ownership exists when the
only people who can buy land are
those who already own some.

N 1972 the average farm size was
112 acres. In 1983, it was 125
acres. The number of farms fell from
288,000 to 235,000 over the same
period. This must have led to a further
decline in rural employment,

The expressed inteation of the CAP
— to encourage people to remain in
the country - is having the opposite
effect.

When curbs on production of other
commodities than milk are enforced,
farm incomes will continue to decline.
Most of the increase in farm incomes
over the fast 40 years has come from
increases in output, not from increases
in the real price of farm produce. If
cutpul cannot continue to increase,
profit margins mast decline.

The high fixed costs in agriculture
mean that the first to be affected will
be the tenants, and then the owner-
occupiers with high borrowings.

When the financial institutions see
no prospect of land prices increasing,
they will tend to sell rather than buy,
and land prices will fall. Unfess land-
owners are prepared to accept lower
rents, many tenants will be unable to
remain in business.

One way for the landowner to
increase the value of his property, in
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the light of falling prices, is to convert
it to a freechold and sell with vacant
possession. Some landowners would
welcome the departure of their
tenants so that the farm could be sold
at the highest price, in the familiar
fashion of splitting it into several
small lots.

The recent purchaser of this farm
does at feast have the option of selling
some or all of his land, to reduce the
financial burden, :

HEN FARMERS realise that
curbs on production, either by
quotas or by price reductions, are
inevitable, perhaps they wiil see that
the real cause of their difficulties is the
high price of land, brought ahout by
the very grants and subsidies they
seek and by the privileged treatment
'of landowners for taxation purposes.

As gross incomes decline, bank-
ruptcies will increase and land prices
will fail. There will be a tendency for
landowners who were unfortunate not
to have sold early enough, to retain
their land in the hope of an increase in
the future. The pattern familiar in the
1930s ~ of derelict farms — will return
unless there is a major change in the
tax laws.

The farmers best able to withstand
the inevitable reduction in gross
incomes are the owner occupiers of
long standing. They can reduce their
input costs and still make a reasonable
living. The potential burden of capital
transfer tax will also be Hited,

1If, as output declines, taxation was
changed to encourage the owner-
occupation of land, many tenants
who face the prospect of eviction and
bankruptcy could have the hepe of
discharging their debts. The gradual
introduction of land value taxation
would lead to a reduction in land
prices and interest rates, both of
which would favour the working
farmer. The landowner would be
encouraged to sell. The large farmer
would reduce the size of his holding to
that whichk enabled him to maximise
the output per unit area — the present
system encourages him to maximise
the area of his farm by buying more
land. :
This  would reverse the trend
towards bigger farms and increasing
rural unemployment, and enable
many to obtain land for farming who
currently have no chance.

Land value taxation would:

1. Discourage speculation in land;
2. Reduce the price of fand to eguate
* with its value for production;
3. Limit farm sizes to those of the
most productive units;
4. Enable new entrants to obtain
land; .
5. Reduce the level of taxation on
earnings and capital;
6. Reduce interest rates;
7. Prevent rural depopulation;
8. Discourage urban sprawl on to
farm land; .
9. Encourage owner-occupation;
10. Promote more responsible use of
fand and reduce pollution.

Without land value taxation, the
problems of high fixed costs will
remain, The farmer cannot expect
subsidies to continue to rise to enable
him to make a living.

The Commoen Agricultural Policy
must change. The aim of Article 39,
which states that farm incomes should
be increased to equate with those in
other industries, is laudable. But the
current means by which this is to be
achieved can never succeed.

Almost as scon as product prices
increase, fixed costs increase too, and
little advantage is gained.

Subsidies must be phased out. It
would be better to admit that the
CAP is really a social policy and give
direct cash income supplements to
small farmers. Even this would not
necessarily improve the condition of
the tenant farmer who would almost
surely see his rent increase. Land
value taxation would ensure that this
would not happen, and if property
operated it would remove the need for
income supplemients, .

The necessary policy changes are:

& The phasing out of grants and
subsidies; and .

® The gradual introduction of land
valuation taxation.
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ELL BEFORE his death, at the age

of 58, Menry George had produced
maore than sufficient reasons for his
Single Tax, in terms of the natural laws
of waalth distribation, the meoral justifi-
cation for property, and the accepted
canons of taxation, ’

if ha had set asids his ambiion to
write a comprehensive science of
political econemy, perhaps he would also
have elaborated a procadure for putting
his elegant conception into practice,

That task now falis to us.

Registration and the first valuation
would present ne particular difficulbties,
because records of recent salas of land
and buildings, and of land alonse, would
provide a framewerk on which te hang
provisional estimatas of the value of land
that had not changed hands for some
time.

So far so good. But valuass would con-
tinua to alter with shifting social activity,
and, if wa ara right in supposing that the
selling price of land is a function of ths
rent that 2 user might be expacted to pay
o air owner, then, with the absorption or
rant by taxation, wes should not he
surprised to find land prices reduced to a
vanishing point, or at most, to a nominal
transfer fee.

Somathing i the nature of a step
forward into uncertain territory will ba
reguired.

S MATTERS stand at the momant,
the measure of the demand for land
is either the highast lump sum that
-somebody is willing to pay for its out-
right ownership, or the highest annual
rent that he is willing to pay for an
exciusive tfemancy. Even if the first
measure is eliminated, for the reason
already given, the second is still avail-
able; but we would nesd administrative
rmachinery to apply it.

Hare we are helped considarably by
the work of a Frenchman, Monsieur V.
Précy.® who included a short essay on
vatuation in a general discussion of tha
natura of rent and on the importance of
securing it for public use. ’

He was, incidentally, thoroughiy
familiar with Henry George's writings,
and guoted at length the parable of the
Unbounded Savannah, which he greatly
admired.

in order that there may be no doubt
about the details of his scheme, which is
based on a system of questions, | will
quote kir in full.

"The auction will be repaated at least
evary thrae years in urhan, and every five
in rural, areas.

"The auction will be a permanent,
standing one. That is to say, a special
office containing cards and a register of
properties will always be open o receive
offers for all the sites in the region. On
auction day, at a stated time, the highest
of these offars is attestad by a specisl
commission. This document constitutes
the notice of paymant to the present
hoider of the land. The iatter must either
pay the indicated rent within a month, ot
sell his fixed capital equipment by what-

ever method, and to whom he pleases.

After a month, he pays a smaill pro-
gressive fine. At the end of a vear, if he
has not paid the rent, the Government
secures payment by seizing those goods
least necessary to the bankrupt holder.
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@ MOST pre-industrial

societies
financed their public activities
{political, religicus and military) out
of the economic surplus that we
now call ground rent. ls it now
nossible 1o establish a tax system
based on the Single Tax on land
values? In this personal assessment,
DAVID REDFEARN asks:

What institutional reforms in the
land market would have to be made
to implement an appropriate fiscal
programme in a modern sociaty?

Land & Liberty would welcome
reader response to this viewpoint,

@ Pictured below: Henry George

"The holder has a perfest right 1o take
part in the auction. if he considers it
necessary, he can suggest a rent lower
than those of previous vears, He can
even claim that his land no longer brings
in rent; and if, at the auction, there is no
competitor, he will hold his land fras of

‘charge until the next augtion.

“It is the responsibility of the com-
petitors to divide or combinag sites as
they pleasa, having regard only to public
ways and lands, and waters and forests

indicated beaforehand by the Government.

"GCompetitors  designate  ssizable
capital property in the samae country 4s a
guarantee of their ability to buy a8t the
current price @il buildings and improve-
ments pertaining to the site they hope to
acquire. Seven davs hefore the auction,
thay place in the hands of the Gavern-
mant sums egual to the annual rents they
are offering. If the prasent holder pays,
these deposits are returned.

"The pecupier signs g lease by which
he commits himself to regular payment
of the rent indicated by the highest
bidder, and t¢ obey the laws and ths
decisions of a tribunal solely competent
te decide on matters concerning ths
igase and transfer’.

IMES have changed since Précy wrote

in 1930, in the place of his register
on cards in a regional office, we may wall
contemplate & national, or sven, in the
snd, an international computer fle avail-
able for consuttation at local centres. It is
more important for ocur present pUrpoOses,
however, to consider ways in which ths
full rigour and severity of his system
might safely be relaxad.

Précy does not, for exempis, mentian
any special treatment for the private
householder, though it would be obviously
unfair if owners of their own houses
could be forced to sell them merely
because others, weakthiar than them-
selves, had taken a fancy to the situation..
Perhaps domestic properties could be
re-assessed by the auction method in
cases where house-owners were putting

_their houses up for sale of their own free

will; otherwise from time to time by the
traditional method of the professional
valuer, who would thus be restored to his
full function with a framewarle of rants
instead of prices to work an.

It may he considered desirable in ths
same way to give the industrizlist and
trader somae nscessary security against
eccenirically-high bids from outside, It
all depends on whether the official
element in decision-making - for it
seems inevitable that these should be
some such elament - shouid take the
form of vetting outside bids for their
genuineness and realism, or of revising
assessments on the basis of trands in ths
auction market, in either casa, it wouid
be as wall for Précy’s tribunal 1o be there
to ensure that justice was done,

tt will be evident from this brief
summary of the options as they appear at
present that, whatever administrative
devices are set up for the fudl imple-
mentation of the Single Tax, tsething
troubles are to be expected,

Meverthaeless, it advocates of land
value taxation are to make progress, they
must outline the practical things that
have to be done. Whatever the difficulties
eventually sxperienced, it is inconceiv-
able that these should be as serious as
those that are endemic in a world of
import duties, vahie added tax, income
tax, capital gains tax, duties on alcohoi
and tobhacco, motor tax, petro! tax, and
whatever else ingenicus governments
may devise,

*N. Précy. La rente fonciére — son gssence,
sa loi, sa valeur sociale et financigre, et i
moved précis de Udvaluer. Paris; Bureaux
de la Ligue pour la Réforme foncidre,
1830,
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By T. A. ENDE

in the British Archipelago,
about 2,000 are not inhabited.
Hundreds of these were inhabited
in the past but became
depopulated In the seventeenth,
eighteenth, nineteenth and
twentieth centuries. And yet, many
of them are more hospitable than
the Falkland Istands, as far as sheep
pasture and climate — are concer-
nad.

I make the following suggestions
for the settlement of the differences
between Britain and the Argentine
Republic—

1. The British Minister for the
Environment should survey the
habitable istands in the British
Archipelago and draw up plans for

their development - and the
resettlement of the Falkland
Istanders under the New Towns
Act.

2. The plans should be exhibited
to the Falkland Islanders and a
referendum held to see whsther
those who do not wish to accept
Argentine rule would agree to he

F THE 5,000 indentifiable istands

repopulate Scotland

transferred to the British
Archipelago and re-gettied there,

3. Compensation should be paid
by the Argentine Government for
disturbance of the Falkland
Istanders occasioned by the
transfer of soversignty,

4, A treaty should be entered
into between Great Britain and the
Republic of Argentina for the joint
exploitation of the South American
continental shelf and the for the
provision of a suitable naval and
military base and civii airfield to
keep open British fines of com-
munication bestwesen the Atlantic
and Pacific Oceans.

My suggestion that the islands in
the British Archipelago should be
repopulated would lead to an enor-
mous increase in their {and-value.
This weuld afford an  excellent
opportunity for creating an experi-
mental economy based on land-
values as the sole source of
revenue, but it would require
special legislation to do this.

No advantage would be likely to
be gained unless all subsidies on

——ROBERT SCHALKENBACH FOUNDATION——

Important books on the economics and politics of land use

land-value taxation or rating and all
allowances of tax on rent and taxa-
tior or rating were abolished.

Labour Land
Campaign

'NATIONAL conference en-
titled ‘Land Abuse in Britain
- The Socialist Case for Reforny’ is
being held in London on June 13,
The conferenceé is organised by
Labour Laund Campaign, which
advocates the taxation of land
values.
Speakers will include MPs such
as Tony Benn and Frank Dobson,
{ssues for debate inclnde ihe
impact of current systems of land

ownership and {axation on
industry, employment and the
environment.

The organisers can be contacted
at 71 Glenwood Close, Harrow,
Middlesex HA1 2QN. :

University of Wisconsin Press/Committee on Taxation,
Resources and Economic Development {TRED) series of
books based on periocdic conferencas.

TRED-11 Land Value Taxation/The Progress and Poverty
Centenary: Richard W, Lindholm, ed. %15
TRED-10 Taxation of Urban Property in Less Developed
Countries: Roy W. Bahi, ed. $12
TRED-9 Metropolitan Financing and Growth Manage-
mient Policies: George F. Braak, ed. 5186
TRED-B Property Taxation. Land Use, and Public Policy:
Arthur D. Lynn, Jr., ed. $15
TRED-7 Property Taxation and the Finance of Education:
Richard W. Lindhalm, ed. $15
TRED-6 Government Spending and Land Values: Public

Money and Private Gain: C. Lowsll Harrigs, ed. $12.50
TRED-5 The Assessment of Land Value: Daniel M.
Holland, ed. $17.50

TRED-4 Land and Building Taxes: Effect on Economic
Development: Arthur B, Becker: ed. $156
TRED-3 The Property Tax and :,m Administration: Arthur
D. Lynn, Jr., ed. 515
TRED-2 Property Taxation — USA: Richard W. Lindholm,
ad, $6
TRED-1  Extractive Resources and Taxation: WNlason
Gaffney, ad.

o

Harry Gunnison Brown: Selected Articles — 32 journal
reprints covering all aspects of land value taxation over
50 vears. $12.50
Steven B. Cord: Catalyst! — mxnm:ua from /ncentive
Taxation, edited by author, stressing legistative and fiscal
news, $5.00
C. Lowell Harriss: The Property ﬂmx and Local! Finance —

19 essays from a 1982 land policy conference cffering a.

critique of the prasent tax, with proposals for reform.

. $8.00
Aaron M. Sakolski: Land Tenure and Land Taxation in
America — historical stirvev from colonial times. $2.00

Percy R. Willlams: The Pittshburgh Graded Tax Plan —
legislative history of how the first major U.S, city adopted
land value taxation. $0.50

Staven
:Cord

€. Lowell
Harriss

Mason
Gaffney

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

Robert Schalkenbach Foundation,
5 East 44 Street,
New York, NY 10017,
Tel: 212-986-8684
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