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JUSTICE AND SENSE IN TAXATION

Harry Gunnison Brown

No. 1
The Incomes from Which Taxes May be Drawn

In regard to taxation, as with other matters of government pol-
icy, the influence of individual and class interest is powerful.
Disinterestedness -and - objective analysis are encountered far too
seldom. The members of each pressure group attempt i convinee
others that what this group secks is fair and just to all. And there -
is ordinarily at least a pretense of reducing the plan or program

“of the group to a formula. Taxes are to bé levied in proportion
to total income. Or they are 1o be levied in proportion to benefit
receivéd. Or they are to be levied on the basis of “ability to pay.”
Each such formula has or has had its proponents whose view is
that their particular formula, and their formula alone, meets the
requirements of “justice.”

Unlike any of the above is the view which takes its effective
start from Henry George and has been developed by him and his
followers. This view puts emphasis on the difference in the sources
of income, It distinguishes sharply among (1) incomes received
by virtue of work done, (2) incomes received by virtue of title
to a part of the earth, and (3) incomes received from ownership
of capital, i.e., such.things as livestock, farm buildings, fertility
and drainage ditches put into land by men, and also machinery,
locomotives, steamships, factories, wholesale and retail stores, ete.
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Incomes received by virtue of work done are commonly called

wages. - But the term “wages” should be understcod to include
“much of what is received by anyone who runs his own business,
though this income is not paid to him by an employer. Thus, the
“greater part of the income of the average working farmer is really
wages. Only so much of his income as he could enjoy without
working, by leasing his farr. together with all improvements, ma-
- chinery, etc., 1o another, can he teckoned as anything else.

Tncome received by virtue of titie to a part of the earth is called
land rent or (sometimes) economic rent. In the case of city land,
“especially, it is often called site rent, because location or situation
is there o ohviously a matter of the greatest significance. Land
refit, as the term is generally used ih economics, includes not only..

~income which an owner receives from land leased to a tenant. It
includes, equaily, income that the owner receives when hé man-
ages his own land. In the laiter ease, the owner is certainly re-
‘ceiving wages too. But so much. of his income as he could get
without working and without owning any iools, machinery, build-
ings or other capiial, merely by leasing his land to a tenant, is
just as much to be régarded as land rent when the owner uses the
land and gets the benefit of this use in his own business, as if a
tenant used the land and paid the owner an explicit rent.

Income from ownership of capital has been called interest.
Since capital, unlike land, has to be made or produced by men
and has a cost of production, the return from it yielded to the
owner is naturally thought of as a per cent on this cost. The owner
of capital may derive interest by leasing it or by lending to an-
other, or he may use his capital himself and gain from such use
of his capital in his own business. ,

Land and capital are alike thought of as property and most”
peaple show mo interest in making a distinction between them.
Nevertheless, there is a distinction and careful consideration can-
not but show that the distinction is important. Land is provided
by nature. Tt may be spoken of as the gift of nature to all men.
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The situation advantages of land, e.z., of central business sites in
great cities, in so far as these situaton advapiages are not the
result of geological forees such as those which formed WNew York
Harbor, are alinost altogether a by-product of the way millions of
people have settled, of where streets and roads have beer built,
“été. The reat a particular piece of Tand yields toits owneris fiot;
therefore, a measure of his worth to society but of how much he
can require men to pay him for permission to make use of advan-
tages duc to the past operation of geological forces and to thie
growth and development of the conmmunity, )
- Capital, on the other hand, is the result of production directed
to the specific end of bringing capital into existence. And capital,
can come into existence enly as theve is saving, Those who produce
capital, unless they do so only in extra time bevond that required -
to produce the necessities of 1ife for themselves and their families,
must he provided with these necessities through the saving of
others. Only so can thev possibly afford to spend their time con-
structing harns, faetories, office huildings, ships, stores, locomo-
tives and trucks, planting trees, and producing other kinds of cap-
ital. For all such capital, though it will aid, eventually, in the
production of food, clothing and other consumable goods. eannot ‘
iteel! he eaten or worn. Thus. thote whe save and who invest thetr
savings in the consiruction of capital, make such copstruction poz-
sible. And thereby they make possible the greater output of in-

dustry which this additional capital produces.

_ No. 2
Land and the Reni of Land

~ Henry George. distinguished insistently—and properly—be-
tween capital and land. Thus, he pointed out that:! :

“A house and the lot on which it stands are alike prop-
erty, as being the subject of ownership, and are alike

1 ngresé and Peverty, Book VII, Chapter L
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classed by the lawyers as real estate. Yet in nature and
relations they differ widely, The ene is produced by
labor and belongs to the class in political economy siyled .
wealth. The other is a part of nature and belongs to the
class in political economy styled land. '
““The esseniial characier of the one class of thmg@ Is
‘that they embody labor, are brought into being by bu.
man exertion, their existence or pon-existence, their in.
crease or diminution, depending on man. The essential
characier of the other class of things is thai they do not
embody labor, and exist irrespective of human exertion
and irrespective of man; they arve the field or environ-
ment in which man finds himself; the storehouse from
“which his needs must be supplied, the raw material upon
which, and the forees with which zlone his labor can
acl. . ..
“The equal right of all men 1o the use of land is as
ciear as their equal righi to breathe the atr—it is a right
proclaimed by the {zet of their existence. For we cannot
suppose that some men have a rlﬁht to be in this world
~ and others no right.”

But Henry George did not at all propose to abolish lan*] titles.
What he proposed, rather, was 1o proceed step by‘ step with the
substituiion of taxes on land values for other taxes until most ot
all of the privaiely received rent and royalties from land was
taken as public revenue. -

In this view of taxation, great emphasis is placed on the source
of income. Wages ave received for work, hence for a personal
coniribution to the production of desired goods. Interest on cap-
ital is received as a reward for making possible (through work
and saving) the construction of capital by means of which we can
produce more of desired goods than we could without such cap-
ital. Both of these incomes are, normally, earned incomes. The
rent of land, in and of iiself, is paid to the owner of land, not
because he brought the land into existence, and noi because fe
gave it the situation advantages due to community development.
It is paid to him, as has already been pointed out, only because
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he is in a strategic position (under our present property and tax
system) to charge others for his permission to make use of advan-
tages for which he is not responsible. Thus, land rent is an un-
earned income. Henry George’s proposal was that we use this
thmu:"fh a Lmd value tax-—in lece of. eamed

uneamed neome-

Henry (ye(;rgﬁe ht.lleved there was enough of this unearned in-
come to meet all the needs of government,—presumably in times
of peace. But whether it is sufficient or not is irrelevant to the
main question. Even if it should prove guite insufhicient, it ought
still to be the first source of revenue and he drawn on for substan-

tially all it can be made to yield.
In this connection it is appropriate to quote from Henry George 5

Progress and Poverty:”

“Take now . . . some hard-headed business man, who has
no theories, but knows how to make money. Say to him:
‘Here is a little village; in ten vears it will be a great
gity—in ten years the railroad will have taken the place
of the stage coach, ihe electric light of the candle; it will
abound with all the machinery and improvements that so
enormously multiply the effective power of labor. Will,-
in ten years, interest be any higher?” He. will tell you,
;NE)
“ “Will the wages of common labor be any higher; will it
be easier for a man who has nothing but his labor to
make an independent living?” He will tell you, ‘No; the
wages of common labor will not be any higher; on the
contrary, all the chances are that they will be lower; it’
will not be easier for the mere laborer to make an inde-
pendent living; the chances are that it will be harder.”
“ “What, then, will be higher?’
““ ‘Rent; the value of land. Go, get yourself a plece of
ground, and hold possession.’
“And if, under such circumstances, you take his advice,
you need do nothing more. You may sit down and smoke
your pipe; you may lie around like the lazzaroni of
. Naples or the leperos of Mexico; you may go up in a

21n Book V, Chapter IL
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balloon, or down a hole in the ground; and witheut
doing one stroke of work, without adding one iota to the
wealth of the community, in ten years you will be rich!
In the new city you may have a luxurious mansicn; but
amoung its public huildings will be an almshouse,”

And elsewhere it hits Progrésy and Poverty;,” commenting on -

subsoil deposits, the same auilor says:

" “It is a well provisioned ship, this on which we sail
throuzh space. If the bread and beef above decks seem
to grow scarce, we but open a hatch and there is a new
supply, of which before we never dreamed. And very
great command over the services of others comes to those
who as the hatches are operied are permzttetﬁ to say; ‘This
is minel * 7 \ : '

‘No. 3
"A Commeon Confusion

But it can hardly be pointed out too often that the proposal
to take by taxation the anuual renta] value of land, or, most of i,
is utterly different from any proposal to tax only future “incre-
ments” of land value. Indeed, some conservative econonists op-
pose even this inadequate measure. These argue that no increase in
land value can be regarded as unearned unless its recipient has
gained, in relation to the price he paid for the land, more than
the current rate of interest. They further argue that the owner
took a risk of his land decreasing in value—or, even, of its in-
creasing by less than enough to yield him the current interest raie
on the price he paid for his land—and that the lucky increases
must be regarded as offsets against the unlucky losses. As a num.
" ber of writers have expressed -it, there is not uniformly an “un-
earned inérement”; there is, in many cases, an “unearned de-
crement.” And some of these writers raise the question whether,

'if a tax is laid on any increment, there should not he compensa-
tion awarded in the case of a decrement.

3In Book IV, Chapter I
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Such objections indicate that those who make them do not
really understand the economic philosophy on' which the land-
value tax program is based. For the complaint of those who would
make the rental value of land the first and principal source of
public revenue is not at all about the “unearned increment”

“the ‘seise that somé Tand will now bring a higher price than the
present owners paid for it |

To -illustrate, let us. compare the land problem'in this regard
with the problem of slavery. Those who have opposed human
slavery have not put their opposition on the ground that some slave
owners may find their slaves worth more than these owners paid
for them or may be able 1o sell them for more than the price at
which they hought them. For example, suppose thai Smith has
bought a young slave for $2,000 that he is able to sell later for
$2.900. The real exploitation involved is surely not to be meas-
ured by the increase of $500 in the sale value of the slave. Though
the total value of any slave or of all slaves may indeed be an
indication of the amount of exploitation geing on, the question
whether slaves are becoming more valuable—or less valuable
than at some previous date has little or no relevancy. The real
question is not whether Smith has got more from Jones than he
formerly paid in purchase price to White. The question con-
cerning injustice is rather, aside from the matter of deprivation
of personal liberty, whether Smith is getting more from the slave
than he pays to the slave. '

The prineiple involved is the same in the case of land. Whether
a particular piece of land, or land in general, has now a higher
sale value than it bad at some specific date in the past, is definitely
not the important question. The truly important quéstion is whether
some must pay rent to others for the latters’ permission to work
on and live on the earth in those locations which geological forces

- and community development have made relatively productive and
livable. Tt is, expressed in reverse, whether a part of the people

shall bave the exclusive privilege of collecting this rent. The sale . .
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price of a piece of land or a site—as distinguished from any im-

provements on it or in it~—is but the capitalization of the expected

future rent to the owner. And, therefore, any sale price @ all,
even though it be lower than some previous sale price, so that

there is what some economists call & decrement, neveriheless indi:

cates an expectation that the private owner of the land may still
collect tribute merely for giving his permission to make use of
advantages due not at all to his efforts but to geological forees and
to community development. '
7 Ne. 4
Taxation According to Ability o Pay

The ulira conervative— whom some would call “reactionaries”

are generally partial to taxes on expenditures or consuinption,
such as retail sales tax. In some cases they assert categorically that
‘taxes ought to he levied af the same rate on all incomes, regardless
of either source or amount. '
The attitude which seems to he most common among “liberals”,
‘however, is that taxation should be based on the amount of income
from all sources received by the taxpayer and that the larger in-
comes should be taxed at a higher rate than the smaller incomes,
When, therefore, it is proposed that the annual rental value of
land, geologically produced and socially produced, be drawn on
first for public revenue and that earned incomes be correspond-
ingly relieved of tax burden, not a few of those who think of
themselves as sympathetic towards common folk and as “liberal”,
“place themselves in opposition. For they contend that such land-
value taxation would operate to the relief of owners of capital,
such as buildings, and to the relief of recipients of large salaries,
and that both classes “ought” to be required to pay appreciable—
even large—sums in iaxes. -

Before discussing at length the major principles involved, it

" may properly be pointed out that to appropriate most of the rent
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of land to community needs does not necessarily mean the aboli-
tion of all other taxes. We can, therefore, combine with" such
heavy land-value taxation, if we want 1o, especially heavy taxes
on the largest salaries, even though these are fairly earned by
skill and-hard work; and similar-heavy taxes on-the capital (or
~ the income from it) of those who have a great deal of capital, re-
gardless of how hard they may have worked to acquire it. We can
use the revenue from an increased land-value tax, if we want to,
for the purpose of lightening the tax burden only on the incomes
of those who earn low wages (or “salaries”) on the capital of those
who have but lizzle capital and on commodities (e.g.; cigareltes
and goods subject to a general retail sales tax) which are bought
in considerable degree by the comparatively poor.”

Nevertheless, it is highly important to emphasue the fact thal
the economic philosophy of these objectors is altogether different
from that of advocates of the public appropriation, by increased
taxes, of land and site rent. These o_bje(%térs to the land-value tax
program are litile interested—indeed, one is inclined to believe
that most of them are not at all interested——in the source from
which the taxpayer’s income is derived. They are much more con-
cerned with taxing heavily large incomes, however fully and fairly
earned by service given to those from whom the incomes, in the
last analysis, are received than they are concerned with taxing
incomes which are not earned at all by any service rendered in
return. That some should be able to derive incomes by charging
others for permission to work on and live on the earth, in those
“locations where work is relatively effective and life relatively
pleasant, does not especially disturb them. What disturbs them is,
rather, that some persons have appreciably lerger incomes than
other persons. And this appears to disturb them just as much
when such larger incomes are received in return for equivalent
service rendered as when they are purely exploitative.

Perhaps it will help to bring home to the reader the principle
involved in this controversy if we suppose a couniry where there
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is private oWnefship of seas, rivers, lakes and air and where,
therefore, a large part of the people have to pay rent to the own-
ers of such “property” for the permission of the lalter to transport
goods on—and to tow, fish or swim in—1the seas, rivers and lakes

“and to breathe the air. Suppose, then an effort to bring it about '

that the rents paid to use seas, rivers, lakes and air—which the
“owners” never themselves brought into existence—should be the
first source of public revenue and, therefore, used for the benefit
of all. Immediately it is objecied that this arrangement might
relieve of taxation some persons whose incomes, though fully
earned by the rendering of equivalent service in return, may nev-
ertheless be larger than the incomes received by some of the
poorer owners of sections of seas, lakes or rivers or some of the
owners of small amounts of the country’s air or some not very
prosperous owners of very small lakes! '

Such concern over the mequailtv of income resulting from in-
equality of contribution, together with comparative indifference 1o
the problem of exploitation, is nearly identical with the attitude
of those who urge charity to aid the poor but have no interest in
justice.. T, having understanding minds as well as sympathetic
hearts; we were willing really to establish substantial justice—in
the sense that incomes were received henceforth for services ren-
dered and not through chicanery, monopoly, slavery or charging
men for permission to use the earth—there would certainly be
much less need for charity.

Those who express such gréat concern lest sizable earned in-
comes be somewhat relieved of taxation by making the rent of
Jand the first source of public revenue ave probably, in general,
adherents of the “ability theory” of iaxation. They believe that
taxes “ought” to be levied on a basis of “ability to pay.”

The idea of basing taxes on ability to pay grows out of the fact
that a dollar has less significance to a person who has many
dollars than to one who has few. To a person whose income is
already large an additional dollar means only the ability to buy
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some inconsequential luxury. In the case of a person whose in-
come is very small, on the other hand, the lack of a single dollax
of it may mean deprivation of sufficient food, clothing or other
necessity. The contention is made, therefore, that taxes on the
larger-incomes-involve less “sacrifice” from the taxpayer than _
“taxes of similar amounts on the smaller incomes and that taxes

on the larger incomes should be greater.

No. 5
Equal Sacrifice and Least Sacrifice

But how much greater? So far, the notion that taxes should he
})akf‘(i on “ability 10 pay” ic vague. How much more “ehility 1o
pay” goes with a $50,000 income than with a $2,000 income?

Here we need lo consider two somewhat divergent branches of
~ the “ability” idea. One is that taxes “ought” to be so levied as to
tmpose “equal sacrifice” on the different taxpayers - The other
is that taxes should be =0 levied as 10 impese the least ageregate
or jotal sacrifice. '

Individuals differ in needs, tastes and desires, and so we can-
not be certain that two persons of equal incomes will be undergoing
equal sacrifice if they are equully taxed. However, it is evidently
assumed by those who hold the “equal sacrifice” philosophy that
for practical purposes we are not to bother with individual tastes

-and habits but only with differences of income and of relatively
necessary expense (such as the expense imposed by dependents).
Then, presumably, 2 rough guess would be made regarding

“equality” of sacrifice. Such a guess might be, for example, that

an annual tax contribution of $15,000 from a person with a

$50,000 income involves a sacrifice “equal to” that imposed on
the recipient of a $2,000 income by an annual tax of $10!

But the question inevitably obtrudes itself whether an yone, any-
where, at any time, has worked out or could possibly work out
cogent evidence to show what would be “equality” of sacrifice.
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Might it possibly be the case that the phrase “equality of sacri-
fice” is just a slogan used to persuade an unanalytical public to
accept the policy of those who use the expression? '
But why should we want taxes levied so as to make the “sacri-
fice” of different taxpayers precisely equal? Is the word “equal,”

in this connection, anything more than a euphemism? Why not

claim that the amount contributed by different taxpayers should
be “equal”’? Or that each should contribute an “equal” per cent?
Is there any reason from the point of view of logie, ethics or the
welfare of the social group why the thing to be made “equal” in
the case of different taxpayers should be their “sacrifice”? Indeed,
why not make the “sacrifice” very unequal in order that the magic
word “equal” may be applied to the net income remaimng to tax-
' payérs after tax contributions are subtracted? Ts there, in short,
any really convincing argument for baving the word “equal” apply
to sacrifice rather than to amount of tax coniribulion ov per cent
of income taken or amount of income left for individual spending,
except thal some economists inuitively feel that way about it?
Are not some of our mentors, in fact, giving us a mumbo-jumbo
economics? :

T there is nevertheless some sort of case for taxing the larger
incomes more heavily so that sacrifice between different taxpayers
is “equal,” may there not be a still more plausible case for =0
levying taxes as to produce the least possible aggregate sacrifice?
In this view, if $15,000 has been taken in taxation from a $50,000
income and still more revenue is needed, whether $10 more or
$100 more or even $32,000 more, this additional amount should
st be taken from the $50,000 income before anything ai all is
taken from the $2,000 income. Indeed, even if $47,000 ($15,000
plus $32,000) has been taken in taxation frqm the $50,000 in-
come, there still remains $3,000, and so a dollar still has less
utility (or importance) to such a taxpayer ihan fo the recipicnt
of an annual income of $2,000. Therefore, if (say) another $900
is needed by government, there will be less sacrifice imposed in the
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$50,000 income, brin
the recipient’s net income down to $2,100, than if it is taken from
the $2,000 income. And likewise if still another $99 or even $100
is needed by government, Jess aggregate sacrifice will be imposed
by taking it also from the larger income, reduc_mg this to a net of

~$2,001 -or- §2,000,-than-bytaking -t -from- the-smaller-income of - - -

$2,000 and so reducing the. smaller income fo a net of only $1,901
or $1,900. :

But what if the expenses of government do not require so much
revenue and such high taxes as we have just been assuming? And
what if, therefore, the recipients of the initially larger incomes
still have more left, even though they pay all of the taxes, than
have the recipients of smaller incomes?

The logical answer, from the point of view of one who favors
taxation to impose least aggregate sacrifice, would be that, since
additional wealth has greater utility to the recipients of the smaller
incomes than to those whose incomes are large, i.e., since their
need is greater, therefore government should increase its levy on
the larger incomes and spend the resulting additional funds mostly
in providing services gratis for the needy. In other words, the
only logical stopping place for the advocate of taxation according

to least aggregate sacrifice is the communistic terminus of equal
~incomes for all,—or, perhaps, “from each accordlng to his capac-’
ity, to each according to his need.”

No. &
Considerations Overlooked by Ability Theorists

But any such scheme of iaxation and public expenditure, it will
be said, would largely weaken the motive to efficiency. If the more
competent and efficient worker, who earns more by virtue of his
superior efficiency, is to have all——or even the major part—of such
additional earnings taken from him, is it equally likely that he
will work thus efficiently? And is it equally likely that he will
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spend the time and effort to become thus cempetent? If the benefit
of his extra effort is to flow, not to those of his own family, for
whom his affection is presumably ihe strongest, but to ihe entire
comuunity in larger tax revenues, is it humanly likely that he will

{eel the same incentive to effore? If to undergo an extended period

the trainee’s income, can we be confident that men will be as eager
as now to undergo such training? Under the direction of Nicolai
Lenin, even the communistically-minded Russian Bolsheviks aban:
doned their earlier communistic' ideal of equality of incomes and
began to pay more to the skilled and eﬂiment ihan to the inefficient,
the unskilled and the untrained. :

But to say all this is to admit that “ability” or “sacrifice”
should, at most, riot be our only basis for the apportionment of
taxes. And we may find, as we go on with our inguiry, that not
only the matter of incentive to efficiency but also other imporiant
considerations have been and constantly are being overlooked or
ignored by the tax theorists who pr‘ite so earnestly of comp&mtlve

“sacrifice” and of “ability to pay.

One consideration which certainly ought not to be overlooked is
the possible effect of taxation on saving and, therefore, on the
_available total of capital. Inadequate capital means less and poorer
equipment for a country’s working force. Tt means lower produc- -

tiveness of labor. And so, other things equal, it means lower
wages. '

If capital is very heavﬂy taxed or if the income which it yields
is very heavily taxed, there is at least some basis for doubting:
whether the amount of saving and, therefore, the amount of capital
equipment will not be less. Certainly this, possibility should not
be completely ignored in planning a system of public revenae. If
those who save are allowed to gain but a tiny share of the extra
'Vweaith' the capital they have saved makes possible, they may have
less motive for saving. And certainly the ability to continue 1o
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save and to save increasing amodnts, on the Dd.I‘l’. of those who have'
acqulred the habit of saving, is lessened by such a tax. . - 7

But even if we refuse to admit that taxation of capital may ‘tend
to reduce saving and investment and thus invelve a decreased
totel amount of capital, there is still the question of the effect

~suchtaxation-may-have in reducing the.available amount of cap- .

ital in a particular statc or nation. For il in one jurisdiction or
state, capital is very heavily taxed, whereas inn another jurisdiction -
it is taxed less or not at all, investors will certainly prefer. with
- other conditions anything like equally favorable, to send  their-
“savings for investment into the jurisdiction where capiial it rot
- taxed or is taxed but lightly. (H pecessary to avoid future taxa-
tion on the income from such investment. they may themseives
move.) For investors, like other men, -prefer more o less! Thus
the people in the state or jurisdiction where capital is heavily taxed
may come to be less well provided with the eapital needed { for
effective production. _ '
What sori of economic “science™ i it which bases its tax theory
on intuitive slogans such as “equal sacrifice,” which ignores the
possible effect of taxation on thrift and the aggregate amount of
capital, which ignores the effect of taxation in a Ny given commi-
nity in causing those whose saving makes capital possible to invest
" in other communities, and which ignores entirely any bearving.
taxation may have on the incéntive 1o efficiency? : '
But this is not all.- Ever} one who is aeqlmmted with the facts
knows that very considerable quantities of land are held waste-
fully vacant for years in the hope of a rise in the price at which
the land can be sold or, sometimes, in the defermination not to
sell for less than the potential seller has paid. Thiz fends to
crowding and slums in the cities, to lower productiveness of lahor
(e.g., because much land near cities and, therefore, well ocated
for truck farming and dafrying, remaing vacani and nnused await-
ing a hoped-for suburban residential use which may be delayed
for decades or never materialize at all)? a-nd to varlous other

4 For'a fuller discussion of (his problem, see my book on “The Economic Baq- “of
Tax Reform,” Co]umb;a ‘Mo., Lucas Brothers, 1932, Chapter IV, § 3.
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wastes. Taxation according to “ability to pay” or according to
any system of equal or least sacrifice means that these considera-
tions also are altogether ignored. In fact, there is a tendency - to
commiserate with the speculative holder of vacant land and assess
his property for taxation at a relatively lower per cent of its actual

_value than other property, desplie his being a cause of waste and

of loss to the community. “Poor chap!™ it is said. “He certainly
-shouldn’t be taxed much on his vacant land since he isn’t making
anything on it. He hasn't really much ‘ability’ to pay taxes on
it.” :

But taxes ought to be levied with a view to promoting the com-
mon welfare. And a heavy land-value tax, as a result of which
‘men could not afford to keep others—by high rents or prices for

“land—{rom using land they themselves do not use, would definitely
promote the common welfare. '

- Not rightly to be ignored, either, is the question of tenancy.
High land-value taxation would make the price of land low. It
would make possible great reduction in the burden of other taxes
as well as increased produciivity of labor and higher wages. The
would-be owner of his home or {arm could earn more, save faster
and buy land far more cheaply. His rise from tenancy to inde-
pendent ownership would be far easier. And ihe social conse-
quences of this might well be profound.

Yet all this is entirely ignored by those who, when questions are
raised regarding taxation and the tax hurden, are able merely to
mouth such phrases as “ability o pay” and “equal sacrifice.”

“The educated classes,” said a distinguished sociologist of an
earlier generation,” “are victims of the phrase. Phrases are rheto-
rical flourishes. They are artifices of suggestion. They are the

same old tricks of the medicine man adapted to an age of litera-
~ ture and common schools.” '

The one tax which can be urged most consmtﬂntly with a defense
of “capitalism™ {the system of free enterprise) is a tax which ap-

5 William Graham Sumner, “Folkways,” Boston, Ginn, 1907, p. 179.
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propriates practically all of the annual rental value of lTand. Such

_ a tax does not discourage efficiency. It does not penalize thrift and -
the construction of capital. Tt does rot impose a burden on so-
called “venture capital.” Tt penalizes only the interference with
preduction which comes from holding good land out of usé. It~

“takes {or the use of the public wily the geologically- produc ed and

community- pr()du(*cd rental value of land.

Neo. 7

The Threat of Regimentation

Why is not this tax enthusiastically supported by all those pro-
ponents of the system of free private enterprise who vociferously
claim 1o dislike communism and all its works? Ts i1, perchance, -
because many men who pretesid to desire a system of free enter-
-prise are primarily interested-—or only interested—in their own

) gaine and so are move cager to preserve incomes ulterly incon-
sistent with the principles they. pretend to appeal to than they are
to establish a fair and decent “capitalism”? ‘ '

- Business leaders as m(hﬂduaia. and buslnes- men’s organiza-

imes comment dr}vevgg]w oy

ES ¢ 1wl

’ I 43, AT
tiong and their commitiess 25, Ild

heavy tax [Jﬁl’ldltlf"w on efficiency, thrift and enterprise, much as
has been done herein. But when they do so it is seldom if ever that
they suggest, as an aliernative, the taxation of the geologically-
produced and community-produced rent of land. On the contrary,
they are likely to be found urging an extension of the general sales
tax or the levy of other taxes which rest heavily on common folks,
- which definitely increase the tax burdens of men who have hut
small incomes and incomes that they truly earn by hard work. Re-
formers of that stripe have not the slightest interest in removing or
reducing taxes on production as such or on the contributions of
capital and of labor as such. Their only interest is in removing
taxes from the larger incomes {and, therefore thelr own incomes
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or the incomes of the class with which they are closely assoeiated)

and putting them, instead, on the smaller incomes. What woader

if their prefense of being interested in efficiency and thrifl and
produciive contribution is somelimes greeted witk lifted eyebrows!

ot may possibly turn out. in the end,-that-the stresses in our

Ceconomic system induced by such featurves as the fact that some

must pay others for permission to use the eatth, will, if the system
“be not reformed consistently with. freedom, bring us to regimen-
tation and socialism. Reform of the economic system along the
line of keeping it & svstem of free enferprise, requires intelligent:
understanding. 1f trained economists and business leaders cannot
understand or, beeause of prejudice or self interest, will not help
in this most fundamental of reforms——to establish the right to work
on and live on the earth—changes may be made, blunderingly,
along lines utterly different. That has been the trend in Europe
and, recenily, in America Loo. | ,

Perhaps the outstanding economic phenemenon of our time s’
the almost complete socializalion of indusiry in HRussia. And
" Russia’s wilitary might in the last and greatest war of all history
has certainly helped give prestige to her cconomic system. Who
Cam say Hoyw mdnv of ihe m]punp{*tut‘u workers in \Uuiui‘u EN 14} the
west of Russia and her satellites have hieen exaltant, either ope uly
of secretly, at the spread of husmt s influence and of her economic

system and theories?

The “systeny of free private enterpnsc
‘make it consistent with the principles on the basis of which it is
commonly defended, would be definitely preferable, 1 believe, to
any system of re oimented socialism. But the adoption of a social-
istic economy seems less unlikely than it did only a few decades
ago. And I am inclined to think that this 1 is, in part at least, be-
cause most ‘protagonistsof our so-called free enterprise system do

L ARl e LML ULE B LY

~ not really undersiand it and do not see-—even when they are not
~ unwilling to' see—how it must be veformed if it is to operate really -

27

if so refornﬁ..ed' as 1o
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as in their defenses of it they say it does. Land-value taxation is,
indeed. not the only reform needed. - All forms of monopoly and
monopelistic conspiracy must be ;;d(*.e’{nat{:.!.y deall with. Our mone-
tary and banking sysiem must be such as to make for stability
“the general price level, to the end that inflation shall not enrich '
borrowers ai the (‘xpf‘n&( of lenders nor deflation h‘rmw ruin w0
borrowers and widespread unemplovment to wage earners. But
‘unless our velorms encompass land-value taxation, and, therefore,

a practical recognition of the right of d“ to use the earth, they
w1ll niol be mmnoh. -

Mo, 8
fnheritance Taxation
“Other than land-value taxation, perhaps the most favorable case
can be made for the taxation of inheritances. The recipient of

wealth by inheritance has not generally hlmsé%l{: earned the wealth, -

although it may have heen earned by a parent who was largely
mofivated by the desire to provide for his children, Furthermore,
cur past inept economic policies have in various ways pevmitted,
and even promoted, exploitation and so have Upf*hil(‘d 1o make

ls}n ale

omie vich and others pour, uttet ;
“contribuiions to production. Qomethmg is to he ‘-aal(l thereforc, in
favor of mherltame taxation as a means of mitigating this unjusti-
fied ine qua]xty : :
On the other hand, it is 1(15,1{‘&11&? no more ]uquﬁdb e 1o d(“prive
parents of the pr wilege of making gifts or leaving property to their
children than it would be to seek to prevent anv child from gaining
advantage in life, physically or culturally, over others. by virtue
of the affection, care, effort and intelligence of his parents. Ty
hring it «bout that all children shall have ahsolutely equal oppor-
tuniities—-if-thic could possibly be done —would certainly require
the zholition of the family us an instifution, the making of all chil-
dren wards of the state from birth, and the pmvulmu' for all of
them of identical institational care. -
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. Even if it is argued, therefore, that inheritances going to distent
relatives of the deceased and fo non relatives cught to be heavily

taxed, and even if it iz contended that, in any case, the inheritance
of excessive fortunes should be heavily taxed, there can be no

justification for anything approximating abolition of the right of '

inheritance. : :

~ And inheritance taxation, whatever advantages it may appear to’
have, should under no “circumistances be substituted for taxation
 of the annual rental value of land or be used as & means or excuse
~ for making Jand-value taxation low. Inheritance taxation does not
prevent the waste that results from speculation in vacant and near
" vacant (grossly underimproved) land. Tt does not, therefore, tend -
to increase the productivity of labor and raise wages. It does not,
as land-value taxation does, greatly lower the sale value of land
and thereby facilitate the transition from tenancy to ewnership of
land by those who are using it or wish to use it. And inheritance
taxation, if unduly heavy on moderate inheritances going to direct
descendants for whose benefit the saving was done, discourages
such saving and tends to keep down the amount of available cap-
ital; while land-value taxati(m does nothing to weaken the motive

to save,

Ne. 9
Fimdamental Reform of Taxation Can Be Impérc“eptible

In Chapter T of Book VI of “Progress and Poverty,” Henry
George says that, as “the remedy for the unjust and unequal dis-
tribution of wealth apparent in modern civilization, and for all the
evils which flow from it: '

“We must make land commaon property.”

Here at once is a challenge to nearly all conservatives. “Surely,”
they are likely to think, “this is a mosi revolutionary proposal con-
taining a most vicious element of communism or of other alien and
wicked ‘isms.” '
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Yet it appears on careful examination that the one specific
change in policy which Henry Geofgg sought was the substitution
of a land value tax for other taxes and the taking, thus, by taxa-

~tion, of all or nearly all land rent. This, to be sure, may be said

- to amount to making land “common property,™ on the ground that~ - -

if the rent of land goes mostly io the public, the land iz, in effect,
owned mostly by the public. But if the conservative critics of
Henry George take that tack, they must logically admit that build-
ings, ships, trucks, orchards, livesiock, machinery and other capital -
(as distinct from land) are right now parily owned by the public,
since they are taxed and since, therefore, much of their annual
vield goes to the public. ¥f for the public to take, in taxation of
such property, a large proportion of its income does not make this
property in some degree “common property,” then how can any-
one logically claim that to take, instead, most of the rent of land
in taxation, makes lond “common property”?
~ Conservative opponents of Henry George’s proposal must there-
fore admit, it would seem, that only if this proposal is put mio
effect and taxation is removed from the things men make, such as
trucks, buildings, ships, etc., can it be said that these items of cap-
ital are truly and solely owned by individuals. In short, if these
conservatives reason at ail consistently, they must admit that Henry
George’s reform, as regards all the capital that results from in:
dividual work and saving, would take us not towards but away
from the socialistic and communhtlc ideal of common owner.«rth :
and socialized operation.
7 Furtkermore, of all the seemingly radical reforms the advocaby
of which has aroused the bitier and determined, albeit uncompre- -
hending, opposition of conservatives, perhaps none is capable of
being realized more imperceptibly than the reform of our land and
taxation system as proposed by Henry George. '

Suppose we take note, in this connection, of the case of a 1ocal
ized and partial application of the land-value tax pOll.CY in the
United States. When, in 1913, the Pennsylvania legislature estab-




fe4 . PWENTIETH CENTURY ECONOMIC THOUGHT

lished the Pittsburgh (and Scramion) graded tax system, it pro-
- vided that the city tax rate on buildings should become, in 1914,
only 9} per cent of the rate on land; that in 1916 it <hould be 80
per ceni; in 1919, 70 per cent; in 1922, 60 per cent, and in 1925,

ol per cent- This meant that to get thesame revenue forthe ey ]

the fax on !dml values had to be gradually raised. If this gradual
change had been continued by corresponding stages until 1940 and
applied also to the taxes levied by other taxing authorities, such
. as the County and the School Distriet, all taxes on huildings in
Pittsburgh (and Seranion) would have been then done away with,
and the Tand value rax rate would presumably be high enough by
vow 1o absorb for public use by far the greater part of the situa-
tion rent of land. o
CAre we'to conchude that, if sech 2 change in the tax system can
- be shown to be conducive to efficient production and favorable to
the common welfare, society ought to be stopped from ibtro-
ducing t? - : s : B

. Whether we reg d‘i‘d it as desivable that such a refonm as that
pr(_)[.}t}sed by Henrv George be realized Tully right away or only
after a lapse of vears, we should recognize that its sudden, con-
plete and immediate adoption is hardly possible politically. Short
of revolution, certainly—and ‘even revolution, if directed toward
a specific reform, can come only :lter years of agitation and of

growing desire for change—such a reform must-almost mevitably
. be gradual, or-else not be realized at all. In the case of land-value
taxation, as in the case of other significant reforms, the slower the
process of adoption the longer delayed are the full henefits which
may be fairly anticipated from it. Nevertheless, significant reform,
in a-democratic society, can come only as rapidly as mass opinion
and sentlment permlt.

No. 10
Who, If An}, one, Should Be Compensated for Tax Reform?

With somie Who oppose the land value tax reform, especial objec-




JUSTICE AND SENSE IN TAXATION | 105

tion is made to the fact that its propt)nenté intend: to introduce it
without “compensation.” And this ebjecticn is made despite the
complete :or almost complete lack of any precedent for “compen-
sating’” those who are disedvantaged by tox changes! So-let us
givea htﬂf- attention to the “compensation” idea:

© There snse in which, should we adopt the land-
value tax system., most lan(.lnwn@rs would automatically enjoy com-

pénsation. For most owners of lund are owners of capital, too——
factories, machinery, trucks, livestock, planted fruit trees, stoves,
houses, cte. And these it is proposed not to tax at all. Is not such
‘relief from taxes on capital a very valuable compensation for
higher taxes on one’s land? .
In his description of “Pitishurgl’s Graded Tax in Full Opera.
tion,”® Percy R, Williams tells us that. in “a typical residential
district,” this plan of taxing kand more heavily than improvements
involved a lower tux burden on 99.2 per cent of the homes than if
the city had raised the same amount of revenue by taxing land and
buildings at the same rate. The owners of homes in this district, 1t
would appear, were definitely benefited. Should they, in addition,
have received other compensation?
{t i true that a lapd value tax system fends to lower the sale
prlce of land, o that even a home owner whose total taxes-have
been reduced wnight contend that, in. case he wished to sell his
property and use up the monetary proceeds, he would be a loser
by the reduction in its sale price. Should he then receive some spe- -
cial “compensation” because of such a contingent loss?
Of course, th, if a land value tax system is introduced; it does
not automatically provide “compensation” for all land-owners.
Owners of valuable unimproved land (e.g., vacani lots). and of
valuable land which is but slightly improved, will not generally
- gain through their relief from other taxes as much as they will lose
from the heavier tax on land values; but since other taxes are

_ & National Municipal .Review, Vol. XIV, No, 12, December, 1925.
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many and rest on different taxpayers with very unequal weight and -
since the vacant land of some is worth more than that of others, we
cannot say categorically that all cwners even of vacant ldnd will
suffer a net loss. _ o

But lf th(* GWners of vacant Ianﬂ Would in generdl suffer net
economic [o.ss to tha (,mnmunuy. How can we eﬂectlveiy pr(,vent
the waste and loss from this speculative holding, if we are deter-
mined that neither through our tax system nor in any other way
shall we visit upon those who thus hold land from use, any con-
vircingly substantial penaliy? T

If & community is tormented by a superfluity of dogs and im-
poses a dog license fax as a discouragement to dog owners, “com- .
pensation” is not customarily demanded. Shouwld it be? Ought
“society” to make no such change in its municipal regulations
withoul first “compensating” all who may have acquired dogs prior
to and without specific warning of such regulations!

The very heavy tax on cigareties certainly discriminates against
smokers relatively to colfee drinkers, motion picture addiets, & al.
Yet the conservative economists, who are o ready to snipe at land
value taxation withoﬂt “compensation,” as causing discriminatory
loss to landowners have never, any of them, so far as I am aware,
offered the faintest suggestion that smokbrs should be “compen--
sated” because of ihe discrimination against them in the cigarette
tax or in the various increases of it. Why do they not insist, at
the very least, that all persons who learned to smoke prior to and |
not anticipating the tax—or prior to and not anticipating any par--
ticular increase of the tax—ought to have been or ought now 1o be
“compensated”! Why is such protest so much more vocal for—
or -reserved solely for-—changes in taxation which affect land-

_owners!
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No. i1 _
The Deoctrine of an Implied }.’Iedgé by “Soeiety”

“But the objection which secms o be most commonly urged by
economists is that. even though the introduction of land value

~ “faxation be not sudden but gradual, even theugh-many landown--

ers gain by it, even though no landowner suffer great and sudden
lose and even though the change is demonsir ably for the common
welfare, nevertheless it involves unfair (“uwnethical™) infringe-
ment on the vested rights of landowners. Since, however long the
prior period of growing faverable public opinion and however.
gradually the reform is put into effect, some landowners will be-
come poorer than if the change were never made at all, the change
is held to fnvolve an “injustice.” “Society,” it is said, would thus

violate an implied *pledge” of permanence in existing arrange-

© ments.

Just what is this “society” which, in a world of continued
change, has impliedly pledged that there will be no change in the
tax system such as 10 increase even slightly the taxes on owners of
land in comparison with taxes on others? And is “society” simi-
larly stopped from making changes of policy detrimental to any
other elass? )

What, after all, does it mean to say that a particular change in
p0]1( y»—e g., a change in faxation—cannot be fairly made because

“sociely” has impliedly “pledged” that the exutmg sef-ip will
continue? Just who (or what) constiiute “society”?

Hiiman affairs are full of complexities.- Policies may be deter-
mined by a king and some advisors, by a king or an emperor with
his mind on the danger of-antagonizing a feudal aristocracy, by a

Fascist party subject to a tight discipline and (perhaps} limited in

numbers, by a “democratic” parliament which in turn is swayed
especially by the most selfishly alert and blatant pressure groups,
and so on. And ofien—one is tempted to say always—some mem-
bers of “society” disapprove of institutions and policies that others
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favor. Does the fact that those who disapprove of slavery, monop-
olistic extoriion, tariff restrichions on exchange, or other such eco-
nomic policies, have long heen in the minority or, for some other
reason, out of the scats of power, mean that if and when they get

into power it is a sin Lor them to abolizh these evils against which

they have been protesting, unless they buy (“compensate™) from -

those who devive income therefrom the “right” to abolish the evils!
~by

I part of “society” is being exploited by another part
monopolists, slave owners, owners of the earth who can charge
others for permission to. work on it and live onit, o by any other

“privileged class—how cun such exploitation be ended without
taking something away from somebody and so making “society”
viodate an implied “pledge”™! How, for example, can slaves be
treed without such a “violation of good faith”™! 1 they are freed
directly by means of an emancipation proclamation, property value
is certainly laken from the owners. IF the owners are fully com-
pensated, something hes certainly to be taken from others who
might similarly claim that °
faith” toward them! ,

Will our conservative [riends, then, he frank enongh to say,
witheut equivocation, that f slaves are 1o be freed, not only must

: . ¥y -] T R
‘society” has been guilty of “bad

their owners be fully compensated but that this compensation must
rightly come chiefly or only from the slaves?

I “society” is under a moral obligation, by virtue of an im-
plicd “pledge,” not 1o change any existing and long continued
econemic institution or tax system without full “compensation,”
are the victims of that institution or tax system properly to be re-
garded as a part-of that “society”? If, for example, in a clave

state, the slaves are thus-to be regarded ak part of the “society”
and so morally responsible for “society’s” implied “pledges,” and
if the slaves eventually become numerous enough and strong
enough, or get enough sympathizers to help them, so as to be there-
after the dominant force in the “society,” what are their “rights”?
Are they guilly of a sinful act i case they stage a revolution, estab-
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lish a new government and become free without contributing any-
fihii‘:g i foture aves 1o

compensate” their former owners?

In precisely what sense ave the victims of the present land sys-.
tern “responsible” for it so that they ought to Insist exther on s
~gontinuance in perpetuity or on being themselves taxed to provide.-

“compensation” for the to-be-henceforth-more-beavily-taxed land-

owners? Ias the present land svstem been agreed to, consciously

and wvoderstandingly, by its victhns? Are we to conclude that they

have vicariously—and hence bindinglvl—agreed to it if any of
their ancestors have ever approved it? What shall be said of the
fact that, thronghout the history of landlordism, the vich and in-
fluential have mostly favored i, that arguments against it and in

favor of the socialization of land rent have rarely dpp&lﬂ*d in the

public press, thal university professors of economics have mostly

either ignored it in their texthooks or have attempied fo discredis

it while giving only cursory aitention to the case for it, and that

the victims of the present system hzm* therefore, had very litile

chance to know the basic cause of their unhappy predicament?

If interested groups, with the aid of i ignotance and prejudice, suc-

ceed in establishing institutivos that exploit the masses, must we

conclude thai the fonger these masses have suffered, the more they

are under an ethical obligation to continue to suffer?

The fact is that the notion of any “pledge” by “society,” making
it a “violation of good faith™ to change the tax system, is funda-
mentally preposterous. The implied “pledge,” if it could he said
to have any reality, would be nothing more than & long countinued
economic policy or custom, a sort of community habit. But taxation
has changed in such numerous ways as to saggest, rather, the lack
of any consistent taxation policy or custom and to give the nut‘i{m

" very much the appenrance of a myth!
‘Tariffs on trade hetween countries have heen subjéct 1o iz[té -

of an implied “pledg
nating increases and decreases. Taxes on the production of speeific
commodities have been successively introduced, increased, de-
creased, abolished and again introduced. Property taxes have been
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the main source of revenue, have been then supplemented by other

" taxes, have been increased and have been decreased. Federal in-
come taxes have been introduced, abolished (by decision of the
Supreme Court), reintroduced, increased, decreased and again in- -

~igreased. States which had previously raxed property but not e o

. comes as such have added income taxes. These income taxes have
been Jevied at a fixed per cent (above exemptions) and at gradu-
ated per cents according o the amount of the income taxed. Gur
Federal income tax has at ene time been levied at the same rate
on incomes of a given size, regardless of source and at another
time has been levied at a higher rate on income from property than
on income from labor. Taxes on inheriiances and bequests have

~ been introduced and raised io very high levels after long immu-
nity from such taxation bad given the impression to scoumulators
of property ihat all of this property coeld be bequeathed to and
be enjoyed by their heirs. The Federal government and the vari-
ous state govermments have levied excise taxes on specific articles,

such as intoxicating beverages, cigaretles and gasoline and, later,
many of the states have introduced, also, the general retail sales
tax. One slate legislature, that of Pennsylvania, has enacted the

“sraded tax law” applying to cities of the “second class” in Penn-

- sylvania and providing for higher rates of taxation on land than

on the buildings thereon. This is the system described above in this

paper in conneciion with Pittshurgh. In various other sections of |
the United States campaigns have heen waged and—sometimes—a
subgtantial number of -votes have been cast for a land value fax
system. Not & few cities in Australia, Northwestern Canada and

New Zealand tax sites and not improvements on them, or tax sites”

at & higher rate than improvements. Steps have been taken toward

this system in Denmark and in British South Africa and the policy
has been debated at length in (ireat Britain where a. good many
cities, through their local governments, have formally requested

Parliament to make possible for them the system of (as they €x-
press it} “rating on land values.” :
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Surely, then, those who insist that “society” has made even an
implied “pledge” not to change the tax system or not to change it
‘in any particular direction or not to change it in this particular
. probably,

direction, are the gullible victims— Y
------ largely because of their prejudices——of a fatuous myth. -
Indeed, in many of our economic policies other than taxation,
-change has been frequent and, therefore, is reasonably to be ex- -
pected. We first allow the manufacture of intoxicating beverages,
_ then prohibit it, then allow it again. We allow monopolistic busi-
‘nesses to be free of prosecutions and of regulation and subse-
quently apply one or hoth of these devices. We permit young men
te spend vears of apprenticeship mastering a trade and later set up

trade schools, or curricula in the regular public schools, in which .-~

we train othetr young men to compete with them. We establish a
monetary system through which the general price level sometimes
rises and at other times {alls. Seme of our policies have been,
Vi_ndeed, wnwise and unfair but, if o, it is because they are inirin-
sically bad and lead to bad resulis and not because they violate an
implied “pledge” to make no changes. In the world in which we

live, it is more accurate Lo say with the poct, Longfellow that

All things must change
To something new, io something strange:
" Nothing that is can pause or stay:
The moon will wax, the moon will wane,
The mist and cloud will tarn to rain,
The rain to mist and cloud again,
Tomorrow be today.

In such a world of constant change, including change in social
and economic policies, surely it is a ridiculous assumption that
human beings are committing a sin when they try to change one
particular line of policy—involving land rent and its taxation—of
which they feel many are victims. Surely it is reasonable to pre-

7 In Keramos.
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sume, mthez that men purchase their pmperLy or make their
other commitments lrrzou’mg that tax policies and taxed objects
kove chonged, do change and are likely agzdm to change, d.‘ﬂd
assiming this risk when ih{‘\, purtchase.

~Kach substantial-effott 40-edueate the- eluto:tate +to- the: advan--
tages of the public appropriation, lsy taxation, of the major part

of the rent of land, is a notice to landowners that they may not.
always be able-—or that the next generation of owners may not be
_able--to live on the rent of land. Each step in substituting land-
~value taxation for various other and relatively undesirable taxes
constitules a notice 1o owners of land 1o prepare for a time when
they can no longer live by charging others for permission to work
on those parts of ihe earth where work is relatively productive or
tor permission 1o live on those parts of the earth where life is
 relatively pleasant or for permission to draw from the earih sub-
soil deposits placed there by geological forces. ,

- Yet most of the text-books in the “principles™ of economics,
whose authors deign 1o give any attention at all to land-value taxa-
tion, conclude on the note of its “wrongfulness,” on the note that.
“society” would be guilty, in making such a change, of “injustice,”
of an act of “bad faith,” of “changing the rules of the game while
the game is in progress.” Such considerations in reply as have
been presented above are not even mentioned. They are not men-
tioned even where the author makes a pretense of giving both sides
of every ““controversial subject” or savs he means 1o be “meticu-
].oﬁs]'y objective” on such subjects. They are not mentioned even
‘to express disapproval of them. The siudent, if he follows his
text-book, is left with the definite impression that no reply can be
made and that, therefore, the land-vctlue!{ax reform need not be
takeri seriously.

‘Perhaps this is one reéason why those college graduates who are
oppressed by the realization of the poverty and inequality thai
_they see all about them, and who are inclined to social idealism,
‘bave tended to be influenced by socialist and communist ideology.
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For there has been too little in the college teaching of economics
to give them the vision of what an economic svstemn based on {ree
markets and free enterprise might be, if so reformed as to make

it consistent with the. principles on which it is comrmonly defended.

and not at all for. permitting others (o use the earth,

No. 12

Explanation. of Economiec (onsequences of a Fuonddumental
Reform in Faxation

A careful stedy of the economios of tand-valoe 1

_ on leads
inevitably to certain important conclusions rega rding the effects
to be expecied from a land-valuetax poliey. And expevience in
those parts of Australia, New Zealand, Novthwestern Canada and
South Afriea which have enjoved a limited application of the pol-
ey, is consistent with these conelusions.” : '

The conscicniious and unbiased student cannol but ses, there-
fore, that ' ; : _ _

(1) A land-value-tax systemn makes it unprofitable e hold good

© asud out of use. ¢t is not generally rewsgnived how much
good land——often a third or more of the hanlding

a large city—is held wastefully out of use, whether in agri-

cultire, manufacture or trade, for years and even for de-

cades.)

(2) By thus. puiting "preésure on speculative holders of vacant
land to get their land used, such a system brings lond rents
down. : :

. %Sex in regard 1o Australia, Public Charges Upon Land Velues, published for the
Land Values Ressarch Group by the Henry George Foundation of Australia, Mel- -
bourne, 1945, Note especizlly sections 2, 8, 4. 5, 8, 9, 11. This booklet is commentéd
L(l‘pﬂn in the hibliography =t the end of this chapter, under Land Values Research
FOup. : .

See also, article on Municipal Real Estate Taxation as an Instrament for Cem-
munity Planning, prepared wnder the direction of the editors of The Yale Law Jour-
nal, by Leon Silverman and published in the December, 1947, issue of that journal,

lots i
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(3) With" more -good land avaﬂable for use. (labor now better -

(6)

M

(8)
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provided with land-=more good land per worker) lahor

. becomes more pmductlw, and the real wages of labor tend

upward.

With the reduction orabolition of taxes on commodities and — =
services, the net enjoyable mal wages of workers are still

further mcreased

For these reasorig (2, 3 and 4 above), the worker who
wishes to save is able io save more ecasily,

The reduction or aholition of faxes on capital gives the
worker whe does save, a };whpr nei per cent return on ‘ifv}lat
he saves and thus m(ﬂ\m further saving casier.

Capital and the savings that enable capital o be con-
strucied flow from other jurisdictions into the jurisdiction
where capital is thus untaxed and where, thus, the net yield
on capital to the investor is a larger per cent.

The_ increase of capital in the land-value-axing jurisdic-
tion or area means that the productivity of labor there is

o I S S,
i1l further

equipped-—and this tends to a further increase of wages,

{9} The sale prices of land are reduced for three reasons, viz.,

(a) because forcing speculatively held land into use lowers
the rent of land;

(b) because most of this feduced rent is absorbed as tax
and the sale price of a piece of land depends on the
net reni anticipated by the privaie owner and by
would-be owners who contemplate purchase; -

(¢) because the net interest rate (after subtracting taxes

on capital) which is used in capiializing the net vent
of Tand into a sale price, is higher when capital is
taxed less or not at all.

PR T }..,;.,;m | NPT
1(!.(::1::&:{1 s § Ll e 4 0 bt UL I }Cl[i%-; JHCULGL
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~(10) With sale prices of land thus greatly reduced and with
" workers' - incomes increased in the ways indicaied above

(in 3,4, 5, 6 and 8), it becomes far easicr for a worker io

acquire title to land for & home, a farm or any aiher pur-
_pose,—and if becomes easier for cities 1o acqquire land for

children’s playgrounds and for patks.

Thus 4 taxation system that uses the annual rental value of lend
as the first and chief source of public revenue is in every way most
faverable to thrift and capital accumulation, to productive eff
ciency and to the common welfare. Those who would levy taxaiion
on incomes without regard to source and would burden heavily all
the larger incomes regardless whether these be earped or un-
earned —thinking of themselves as “liberals” beeause of this em-
phasis on taxing those whose incomes are lorge—are definitely not

" doing the best for the poor, however strongly their program may
“appeal to the prejudices of the poor. On the conlvary, any thor-
ough analysis of cause and effect relations points unequivecatly
“to the fact that the most drastically progressive taxzation of in-
comes, even though it leave the properiyless worker of low income
paying no direct tax at all and even though it involve no tax what-
ever on any goods he would consume, nevertheless leaves him
poorer and more handicapped in life than would a land-value-tax
system. The effort to substitute drastically progressive taxation of
earned incomes for the simple justice of land-value taxation not
only tends to discourage thrift and efficiency. Ii not only deprives
of a proportionately reasonable compensation those who have
earned it by efficient service. It is not even best for ihe property-
less poot. And neither is any other taxation which may be chosen
for any reason as a substitute for taxation of land values, best for
them or for the prosperity and progress of the community or of

scciety as a whele. .
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