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ance companias
and non-residents. The owner cannct borrow anywhere else,
Consequently, the former have & monopoly of the farm mort-
gages-—even in the cities these lenders have a great advantage ;
for, although it is less likely to be known that an individual is
lending on mortgage, all are uneasy on the tax question, which
keeps the rate of intevest on these loans as high as possible.
The attempt to collect a double tax is, therefors, oppressive to
the land-owner, while it does not profit the town, because the
mortgages are either in the hands of institutions exempt from
taxation, or are covered up when owned by individuals.

If an attempt to collect the double tax were abandoned and
morigages were exempied from taxation, there wounld resulf :

1. An immediate reduction in the rate of interest. Indi-
vidual lenders could not make the liability to a tax, which
generzily he does not pay, an excuse for exacting 9 per cent.
on the morigage.

2. Animmediate increase of lending on mortgage.,  Most
trugtess, executors and individuals with money to invest,
although they realize that bonds and mortgages are the safest
securities, are unwilling to take them, because of possible tax-
ation. So they invest their money out of sight of the fax
collector in railroad or ity bends and city morigages that pay,
perhaps, only 434 or even 4 per cent., preferring the certainty
of this return to a 6 per cent. mortgage out of which, perhaps,
a 2% per ceat. tax would be taken.

3. This bringing of money into the mortgage market
would relieve the laud owner from the monopoly that the non-
taxpavers largely have in the mortgage market and would
make such competition for good mortgages that people would
take thew at guite as low a rate as they take railroad or city
bonds.

4. 'The bringing of more money into the mortgage market

would increase building, would increase buying and improving
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oti the part of pecple of small means, because they wonld feel
certain of accommodation in the shape of loans, and thuns it
would at once increase the taxable value of the town’s property.

The exemption of mortgages from taxation, besides working
an immediate reduction in the rate of interest, and thus profit-
ing the land owner would in no way diminish the revenne of
the town, but on the contrary very soon incresse it and permit
of a reduction in the rate of taxation. It is well known that
a town eollects scarcely anything from the fax on mortgages,
so that it would be giving up little. On the contrary, by ex-
empting mortgages, inasmuch as the step would encourage im-
provements and add to the taxable valne of the town, the town
would gain in the taxes collected. A clear demonsiration of
the practical efiect of the step is seen in the result of exempting
bonds of cities from faxation. Take the case of the City of New
York, where fifteen years ago the rate of interest on all of its
honds was & per cent, and 7 per cent., the full legal rate, and held
up to this rate because they were not exempted from taxation,
while, as a matter of fact, not 10 per cent. of them were ever
catight by the tax collector and levied upon. It took great
persuasion {o induce the Legislature to permit the City of
New York to issue bonds that were exempt from taxation, or
to persuade the city to try it itself, but once tried the resuit
has been magical. The rate of interest ou its exempt bonds
has gone down permanently to 3 per cent., and its bonds have
been sold at 214 per cent.  The city practically collected noth-
ing by way of tax on the old bonds, so that it has lost nothing
in that respect, while it has made an immense gain in the
reduction of the rate of interest at which it can borrow. The
same resnlt would inevitably follow if the tax were taken off
from mortgages. ‘The land-owners who constitute the town

would lIose nothing in the taxes collected, while they wonld

bl

gain from 1 per cent. to 2 per ceni. from the reduced rate of

interest at which they could borrow on mortgages, to say noth-
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tng of the fact that there would be plenty of money to lend on
mortgages for new buildings and for improvements where tow
there is very little,

The vate of interest can be effectually reduced only in this
way. It is a shame that every farm mortgage should run at
& per cent, ; but you cannot stop this by enacting that 5 per
cent. shall be the legal rate, and no one shall collect more.
The inevitable result of this latter plan is to still farther reduce
the existing supply of fimds to loan on farm morteage. The
savings banks announce that they will at once call in their
mortgages if the rate is arbitrarily reduced ; and certainly the
individual lenders wiil be fewer in number than they now are
if ihe rate is so reduced.  Such reduction will have the very
opposite effeet from that contemplated by the small land owners.
It will result in a call upon practically the whole of them to
pay their mortgages, and a disasirous crisis in conseguence,
hecanse there will be no one to make new loans, On the con-
trary, if the present fax on morigages is abrogated, funds that
are now invested at a low rate of inierest in non-taxable secur-
ities, not as safe or as easily watched as good mortgages, will
be immediately turned inie the market for such nvestment,
and competition will do what arbitrary legislation canmnot—
reduce the interest expenses of the small land owner.

No plainer instance of the unfortunate position in which the
taxation of mortgages places the small land owner, as well as
the holder of such maortgages, can be found than that of the
Ulster County Savings Institution, in which a large defalcation
wis discovered a short time ago.  More than half of its assets
—to wit, $1,250,000—were invested in Ulster County mort-
gages which were perfectly safe. So long as they were held by
a savings bank they were exempt from taxation. Itwas found,
however, that these mortgages could not, while subject to a
tax, be placed elsewhere, and it was certain that they could not

be paid by the farmers. Unless the bank could be permitted to
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resume, it was plain that either the depositors must go without
their money, or the farmers of Ulster County who had mort-
gaged their farms must be put to great distress.  Fortanately
the bank was allowed to resume; but it has been obliged to
scale down its depositors and ask them to leave their balances
in the bank, because the mortgages could not be eollected or
sold, and there was no way of realizing on them speedily, If
they had been entirely exempt from tfaxation, there was un-
doubtedly money enongh in the county, in the hands of indi
viduals and executors, for fnvestment, fo have taken up the
bulk of the mertgages, and te have permitted the bank to pay
every depositor that wanted his money.

We come down to the inevitable and infallible proposition,
that supply and demand will control the rate of interest. ‘The
land owner should realize this, ard if he secks relief from
heavy interest burdens, he should do what is necessary to
attract capital to him, You cannot do it by arbitrarily cntiing
interest down to 5 per cent.  Vou will simply drive away what

little capital there is left now, seeking investment on mortgages.
You can only do it by making mortgage loans attractive to
lenders, and making capitalists strive with one another to get

slatnre

good mortgages, which they will do the moment the legi
enables them to place them at 434 or 3 per cent. and pay no
taxes on them. They wonld rather have them on these terms
than the fluctuating securities which they now bny, but on
which they are able to evade taxation.

Here is the arithmetic of the proposition. Farmer Jones
owns a farm assessed at $i,000. It is mortgaged for $i 000,

sed value of his

He pays a tax—say 2% per cent.—on the ag
farm, or $25. Fe pays & per cent. interest om the morigage,
or $60, a total of $85. Screw, who lends him the money,
charges him 6 per cent., because, theovetically, he has to pay
a tax of $25, which would leave him only $35 as the net return

on his #r,c00, or 3% per cent. FPractically, he zays: “If I
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have halla-dozen mortgages, T can keep half of them out of
sight, and will ouly count on a balf tax, so that T need allow
only $12. 50 for my tax out of my interest of $60.”” This leaves
him $47.50 net, or 434 per cent.

Farmer Jones may think that by making Screw pay the 23
tax on the mortgage, he can get his own tax rate reduced.
But does Farmer Jones suppose that Screw will continue his
loan of $1,000 at 6 per cent. and pay the tax of $25 out of it
and take 234 per cent. for his money? Wot at all. Screw
would at cnce call his money, and so would every other lender
on morigage, and Jones would find himself perhaps ruined, if
he could not pay his $i,00c. Real relief will come to the
farmer by fhe opposite course, If Screw were relieved alfo-
gether of any obligation to pay a tax on his mortgage, he
wounld much rather lend the money at s per cent., or %50 per
anpum, than at 6 per cent., taking his chances on taxation,

Neo good would come to the farmer from allowing a dedue-
tion of morigages from the assessed value of farms. The fact
that a farm was mortgaged for 1,000 wounld be conclusive
proof that it was worth af leas! $2,000, and so its assessed value
wonld be doubled,  The farmer would have to pay more taxes,
not less, because he would then be required to pay the tax on
the mortgage and take his chance (which would be very small)
of getting it back from the money lender. The lender would
eail in the loan, zod the farmer would be left assessed for all
future thme at $2,000 instead of $1,000.

The exempiion of mortgages from taxation would bring to
the farmer relief which ke cannot hope to get in any other
way ; and with the abolition of the tax on mortgages, the
competition that will follow for good mortgages will eventually

still further reduce his rate of interest.



THE CALIFORNIA MOrRTCAGE Tax
BY CARI, C. PLEHN.

BERCE, UNIVERSITY oF CaLIFORNIa.

FPROFESSOR OF POLITYICAL S0

One of the most interesting of the many novel measures
introduced in California by the Coustitution of 187g, is the
method preseribed for the taxation of loans secured by mort
gages. In 1876 the Supreme Court decided that under the ¢ld
constitafion mortgages could not be taxed. ‘The convention
to frame a new constitution, which met three vears later, was,
in a general way, vufriendly to capital, as was natural, since
Denis Kearney, with his sand-lot followers, and the Grangers
plaved an important part in the movement which led to the
calling of the convention. The infention of the members to
see to it that money and the money-lender did not escape tax-
ation, is especially obvious {ni that part of the new instrument
which deals with revenus, and the decigion just mentioned did
not escape their attention.  In the hope of placing the burden
of taxation on the lender, and at the same time of avoiding
dounble taxation and of proteciing the borrower, it was pro-
vided that:

A mortgage, deed of trusi, countract or other obligation
by which a debt is secured, shall, for tie purposes of assess-
ment and taxation, be deemed and treated as an interest in the
property affected thereby ¥ % #  the value of the property
affected by such mortgage,” ete., ““less the value of such
security, shall be assessed and taxed to the owner of the prop-
erty, and the value of snch security shall be assessed and taxed
to the owner thereof.”’

Another section of the Constitation declares that every con-
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waet by which a debtor is obliged fo pay any tax or assess-
ment on meoney loaned,”” shall De null and veoid, and as a pen-
alty oo interest can be collected on mortgages affected by such
illegal contracts,

To comprehend clearly the nature of this tax it is necessary
to know its place in the iax system of the State. California
depends, almost entirely, on the so-called general properiy-
tax. ‘Theoretically each property-owner is required to con-
tribate toward the support of the State and local governments
in proportion to the amount of property of every kind which
he holds, The fax laws carry oat the theory of this system
with logical consistency and prescribe what is generally con-
sidered to be a model form of the general property tax. The
method provided for the tavation of mortgages is strictly in
accord with the theory and has on that accoant met the
approval of many experts in taxation. But the general prop-
erty tax is entirely unsnited to modern economic conditions,
and even the California tax law, approximately perfect ag it is,
canuot be successfully administered. In the general wreck of
a tax system exceptionally strong features of the law are apt
to cause exceptional hardship.  If by any possibility all prop-
erty could be reached, ag the law requires, the California svstein
of taxing mortgages would be perfectly fair and proper. But
all property is not and cannot be reached, while mortgages are.
‘This tax is therefore regularly shifted to the debtor together
with a little something more, about one-quarter of 1 per cent.,
to insure the lender against a possible Ioss by a change in the
tax rate. Moreover, the tax is heavier than ou other property
because mortgaged property is more sharply assessed. The
consequence is that borrowers have to pay, in interest and
taxes together, about one-third of 1 per cent. more than they
would have to pay if the entire fax were assessed to the prop-
erty owner and the mortgage, as such, were exempt, Mort-

gaged property is more sharply assessed than other property
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because a clue to its value is to be had from the record of the
mortgage. Real eslate in California pays nine-tenths of all
taxes, and of these nine-tenths mortgages, aithough consti-
tuting only one-sixth as to value, pay one-fifth,

The shifting of the tax, which entirely defeats the purpose
of the framers of the measure, can be seen from the fullowing
facts: The average rate of taxation throwghont California, for
State and local purposes together, is about 1,75 per cent. on
the assessed valuation. It varies this vear from 1.03 per cent.
in Santa Clara County to 3.20 per cent. in Sierra County. In
San Francisco it 1% 1.6954 per cent. The average rate of
interest upon mortgages in California for the decade 1880-"89,
according to the Eleventh Census, was 890 per cent., or
exactly 2 per cent. more thap the average throughout the
United States, which was 6.go per cent. At present the rate oi
interest has fallen here, as elsewhere in the United States: but
the best evidence shows that it is still, for mortgages, at least
2 per cent. higher than the general average.

There is no reason, outside of the tax system, why the yrate
of interest on mortgages in California should be any higher
than, or even as high as, the average for the United States as a
whole. Capital has been abundant, the security is excellent, the
prospect for the future of land values good, and there is less
than the average demand for loans. In 1890 less than one-
siwth of the real estate [by value) was encumbered, and the
average pereentage of such encumbrances o the value of the
property affected was 43.81. ‘These facts seem to justify the
conclusion that the mortgage tax raises the rate of interest to
borrowers by abowt 2 per cent. on the average. It is further
true that the rate of interest charged on mortgage loans of the
same degree of safely 18 greater in counties where the tax rate
is regularly high than in counties where it is usually low.
Amnd, as a last bit of evidence, mortgages due, but which

might be safely permitted to run for the timse allowed by the
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statuie of Hmilations, are frequently called in and the rate
raised to cover an incresse, or even an anticipated increase, in
the tax rate,

The explanation of the failure of the mortgage tax to
accomplish what was expected of it is to be found in the fact
that this is almost the only form in which a money investment,
23 such, is taxed. Few, if any other forms, can be reached.
This year only $31,000,000 of ' money and solvent credits®
appear as part of the total assessiment which amounts io
$1,089,000,000. Hut mortgages are assessed at $177,000,000.
No device has yvet Deen found which will enable the assessor to
discover the multitude of intangible forms of property which
are chargeteristic of modern times; and whenever capital
comes out of its hiding-place and shows itself in some form in
which it is bound to be taxed, the man who calls it forth must
pay the tax and all the other costs of such exposure.

In practice, then, the Califorsnia mortgage tax sins against
the fundamental principles of just taxation in two wavs:
1. It brings about ineguality of taxation, since morigaged
property is assessed more sharply than other property.
2. Being regularly shifted it imposes a barden on the eventusal
taxpaver larger than the tax actually received by the Govern-
ment.

BERRBLEY, Car.



Tar Tax Inguisrror Law 15 OwHIO.

BY THE HON., E. A. ANGELL,

Latrs opF OHio Brars Tax COMMISSION,

The proposition that all property of every kind should be
taxed at its trne valwe in money al a umiform rate is one
which, upon its face, ssems fair. In many of the States this
principle of taxation iz established by the fundamental law.
It is expressed in the Ohio Constitution of 1851 in the follow-
ing language :

“TLaws shall be passed, taxing by a wniform rule, all
moneys, credifs, investments in bonds, stocks, joint stock com-
panies, or otherwise ; and also all real and personal property
according 1o its true value in mouey,”’

The debates of the Constitutional Convention of 18531 show
that the advocates of the general property-tax held rose-colored
opinions about its efficiency ; they thought our State would
become a Utopla when this system was once set in operation.

It is meedless to say that thelr dreams were not fulfilled.
One of the first lessons learned by ail students of taxation is
the inevitable breakdown of the general property-tax when-
ever it {s tried. The atiempt has heen made for hundreds of
vears. The tax bas been abandoned everywhere else in the
known world except in the United States and in Switzerland.

In Ohio, however, for twelve years past an stferapt has
been made to render it effective.  The stringent requirements
of the Ohio listing law, which compels every one, under a
penalty of so per cent., to return under oath for tawation all of
his property, have been supplemented by a system of paid

nformers.
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The system really dates from 1885, although a curicus act
was passed in 1880, applicable only to Hamilton County, in
which Cincinnati is located. By the act of 1885 the county
officers of Hamilton and Cuyahoga Counties (Cleveland is in
Cuyahoga County), were authorized to employ any person to
ascertain and furnish to the Counnty Auditor the facts and
evidence necessary 1o authorize bim to sublect to taxation any
property improperly omitted from the tax duplicate; payment
for these services was to be made ouly out of the meoney
actually paid in as taxes on the omitted property. Three
vears affer this another act was passed applicable generally
throughout the State. It was, however, provided by this act
that the compensation should be limited to 20 per cent., and
the field of inquiry was limited to “omitted moneys, credits,
investments in bonds, stocks, joint stock, apnuities or other
valuable interests.”

Let us now see what the operation of these laws has resulied
in. {Confessedly, the energies of the tax ingnisitor are limited
in stocks and bonds. It has been asserted by the advocates of
the law that it results in inducing large returns of personal
property for taxation.  If the law {5 a success in this respect it
will appear in the returns of intangible property (moneys,
credits and stocks and bonds), in Cleveland and in Cincinaati.

Let us campare the returng of intangible property in Ham-
ilton County thirty years ago with the corresponding returns

at the present time :

IB06. coee R17,46G0,477 00
T8O vt e 17,199,669 oo
TEGS. i 15,455,611 00

The corresponding figures for the present fime are as
follows :
TGl ar e e et e e 5,722,789 o0

TBGR. 6,036,943 00
I896. i e e 5,389,350 oo
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The amount of money returned im Hamilton Couwnty in
1866 was $6,778,883, while in 1Rg6 it was $1,097,283. The
amount of money on deposit in Cleveland banks in 1896 is
about $70,000,000, and of this there was returped for taxation
in 1806 $r,741,129.  Ii must be borne m mind that the popu-
lation and wealth of these ciifes have marvelously increased
within this period.  Cinclunati was a city of about 160,000 in
1860, it has now more than goo,000.  Its growth in wealth is
move striking than the growth in population. So, too, of
Cleveland.  Any discussion would be inadequate which did
not take these facts into consideration.  There are on deposit
in the banks throughout the State about $190,000,000; of this
$1335,000,000 of $140,000,000 are in the fve city counties.
These city counties return for taxation about $5,000,000 in
money, while the remainder of the State returns $29,000,000
out of perhaps $60,000,000. So of credits and stocks and
bonds.  The whole amount of stocks and bonds returned in
the whole State is but $7,000,000. Thirly vears ago it was
over $1z2,000,000. 1t is evident at once, therefore, that the
mformer scheme does not make the pgeneral property tax
effective. It has utterly broken dowsn in Ohio as elsewhere.
The merest bagatelle is reached outside of visible tangible
property.

What else has been accomplished? We do not know the
amount collected in the State at large by the operation of these
laws prior to 1891,  Since that date the igures are attainable,
We do know the amount collected under this law in Hamilton
and Cnvahoga Counties since 18835, To Hamiiten County
$705,007.30 has been collected, and In Cuyahoga County
$5891,239.99 has been collected,  Of these amounts 25 per cent.
has been paid to the inguisitor and 4 per cent. to the County
Auditor, a total of about $462,929. ‘The amount net to the
two counties is £1,133,378.  Under the system of taxation mn

Ohio the amount which poes to the State Treasury is ahout 7
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per cent. It is a matier, therefore, of jocal interesi wmainly,
The indirect resnits of the operation of the law bhave been (o
drive away large masses of capital from the State. Tt is esti-
mated that at least $2o00,000,000 has been lost fo Cleveland
alone, and as much more to Cinciunati., Another well-
established result has been the unparalleled depreciation of
real estate in Ohio,  Real estate in Cleveland is much lower
than in any other city on the (Great Lakes. ‘The reason is
obvicus. Let one hundred men of large wealth be driven from
acity and the possible buyers of high-priced real estate are
limited in number. This depreciation has been most marked
in high-class vesidence property,  Twenty to twenty-fve years
ago land in the residence part of Huclid Avenue had a ready
sale at $400 to $s00 & foot front ; i is not worth half that sum
to-day. ‘The reason is an obvions one when it is recalled that
the people who formerly bought such property now live in
Washington and New York.

The moral aspects of this guestion are, however, the im-
portant ones. Tt should be remarked that neither of the act of
1885 nor of 1888 provides any of the safeguards which are
commaonly thrown arcund the making of contracts by public
officials.  There is no provision for the advertising for bids,
nor that the contract should be let to the lowest bidder; there
is no provision for publicity in the making of these contracts,
In the Act of 1885 there is no restriction whatever placed upon
the rate of compensation to be paid to the tax inguisiter; this
ate is absolutely wunlimited. In the Act of 1888, which
applies to the rest of the State, it 1s resiricted, as we have
seen, to 2o per cent. There is no limit whatever in either of
these acis to the length of time for which these contracts can
be made; the term has generally been three years; but it
might be twenty years so far as any limitation is fixed by the
act.  Again, the Connty Audifor in all these cases sifs to hear

evidence, to consider and determine ; vet he receives a large fee if
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