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THE FINANCING OF
DEVELOPMENTAL WORK 5
Introduction

T is becoming increasingly evident that the end of the
war, andl the release of enormous REANDOWET TesSOureas
from the fighting services and from non-productive works
assoctated with the manufacture of the w capons of war,
will mark the heginning of an era of tremendous activiiy
on developmental works. These works wili not, at least
at first, be restricted by financial limitations : for ome of
the resulis of the war has been that great numbers of the
pitblic believe that natiomal undertakings can be financed
to an almost unlimited extent by ‘low-inierest’ loans or
even by ‘costless” national credit, or ‘nterest-free’ Moy,
and that, therefore, the rate of progress in post-war
development should be Hmited only by manpower and
material.

It is true to say that manpower and materials will be:
the Nimiting factors—7for large scale usemplovment again
is unthinkable—but it sheuld be clearly understood that,
whatever the system of finance, the community actaally
‘Pays’ for all work at the time it is carried out. in that it
has to provide the food and clothing and other require-
ments of 2l those engaged on non-productive swork and of
their dependants, No production is, or can be. horeowed
from the future, Fven though works may be financed by
loan,” they can he construeted only by the use of existing
labour and existing materials.

The greater the proportion of the population engagead

Note: The views expressed in these pampldets are those of the
individual asther in eacl case and are ot necessarily endorsed by
the Extension Board or the Facuhy of Commerce.
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on non-productive work, the less must e the 1')[‘:_;;)(.>1‘1.i(;11
producing food and clothing and gther consumers’ gm_)d:‘f
and services and, therefore, the lower the standard of
living, Unfess there are very complete statistics ‘uf Prce-
duction, the lowered standard of living will be evident to
the public enly by high prices or scarcity of poods—as
during the present war emergency when so many workers
have besn diverted to the fighting services and the manm-
facture of munitions. Wages may appear high at present,
but the real standard of living—including all sorts of
items, such as heating, lighting, travel and recreation, as
well as goods such as tea, sagar, confectionery, tobacey.
1s mwiuch below preswar standard. No

clothing, tovs, ele . v
increase in wages can increase the quantitics of goods
available il the whole working population is emploved—
as 1t o is. ,

i the object of post-war development is to raise the
general standacd of Hving of the whele conmunity-—and
it should De-—then it s essential that men should be
engaged on non-productive works only to th(i extent tllat!
they cannot he emploved on the production of constmers
g-_{r.u;(ls and services, or on developmeniad works which—
although temporarily non-productive——will, upon comple-
tion, resall in. the continuing production of new wealth.

The cost of all works should he thought of as ‘man
hours” and the guantities of ‘material’ required fo?* their
constraction.  In actual prachice, it s more convemient 1o
consuder works i terms of money, but with the current
ideas of ‘costless” or “cheap” money, 1t is easy to lose sight
of the real position, which is that the (‘ai'r_\'inga‘:ll} uf._ any
work involves the diversion of men and material from
some other work which might have been undertaken, and
which tight actually be much mare desivable or mnc'h
more reproductive. Peaple are apt to urge the expendi-
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ture of wmillions of poands i the nterest ol developrient
on projects which appear desivable, Lot swhich svouldd give
very low returns the community, becanse they do not
vealize that the careving oat of

ch projects would deprive
the conununity of equivalent other works which nught he
much more desirable,

Consider, for example, the Prping of the Mallee
chiannels, or ihe replacement of thousan”® of miles pf
npen chanmels witly concrere pipes, whip
wrged by Tavien in order 1o reduce of

has been oiten
el mamienance
costs and water lasses. To really “value” this proposal,
which is estiimated to cos £16,000000, there shonld e
set against it the houses, schools, umversities, hospitals,

swimming  poals, roads, sewerage  schemes,  trrigation
works, electric power installations. sofl conservation and
drainage works, farm improvements, and a host of other
works which could e provided for L16000000 worih of
labour and material. 1t will be noted that ix this [st have
been included some works, such as schools, which are
not directly reproductive, and some. such as irngation,
drainage and soil conservation, which couid he very directly
reproductive. ARl such works, however, are definitely
desirable, and there does not appear to be any simple way
of comparing their degrees of desivability.  All that can
be said s that the communiy can have all the desirable
non-productive works which the returns from its repro-
ductive works enable it to afford.

A work cannot be olassed as reproductive anless it
actually increases the overall alulity of the ConBnUiy o
produce gonds, services or amenities. The Sydney harhour
bridge, for exanple, is very defimitely reproductive in
that it effects very greal savings, both in cost and in time
of transportation of people and goods acvoss the harbour,
greatly reducing the quantities of materials, such as coal,
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used for transporiation, and releasing an enoruous number
of man-hours for either production or enjoyicent.

Although i water conservation there are many ‘non-
1‘;1‘(«:111(7ti\-'é aspects,” such as 1‘(&(‘1‘9;’;&(}11;11 x-’a!ucs,_: to ?1{3 coi-
sidered, the Stafe Rivers and Water Supply (‘.01'}11'}"11557‘1011.
in planning ihe full heneficial ll‘tileatlf)li of the Wat(’,lﬁ
resonrees of the state of Victoria, s concerped }naznly
with ascertaining whether proposed ‘dt:x-'{‘lo[m]efltal water
supply works are veally reproductive in the \&:1(10:—%1‘ Vsensi-:
of that word, t.e., whether the net result of their construc-
fion will be # gain or o loss Lo the community as 2 who_]e.
An un(ﬁicrtakiﬁg that resulis in @ gain to tk1§ c()mmumt}:
can undoubtedly be described as “economically sound
from the national standpoint, although it may be t1'1atr‘fhe
distribution of costs and benelits 15 Tar frlou'?{ just. The
cost of public works 1s scldom s‘lmred by 11'1{_1;&'1(10.;1! fax-
payers in proportion to the benefits they veceive {rom the
construction of these works.

Water Conservation

Tn the case of water conservaiion and irrigatéon- uude£~
takings, the requiremenis of the Water Acts, until 1937,
were that the water nsers should contrﬂn‘ite by rates and
charges sufficient revenue to meet the ull interest, "('3(1(3{“13“
i’icm.@10;’.)1':3ci;1ti<)11, maindenance and management costs of
all works except a few iree headworks constructed many
vears previously and specified m the acts.
" This sounded quite reasonable and was regarded as a
‘husiness propesition.” It was sand tha} those who 1.'€C(31}”E’:(1
the henefit of the works should pay for the works, Yes!
hut no one would be so foolish as to say thaﬁ _th(: j‘)enﬁﬁ}.&
of irrigation are confined to the irrigator. TFar irom 1t;
Chne has only to look at the spectacular (1(&'@1(‘)1)111@1:}1 of
prosperous towns i irvigation districts, such as Shep-

o T s SN
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parton, where land sold recently in o main husiness sirect
at £100 a foor, to realize that there are very real benefils
recaved by other sections of the community.

Irrigationn districts receive from  elsewhere a great
volume of goods (iuward rail freight at Shepparton alone
in 1938-3% amounted to 35864 fons). mdicating that very
real Dusiness henefits are being received in ether parts of
the state by manufacturers and suppliers of these goods.
It 15 estimated that of the gross receipts for an riganr’s
produce, four-fifths are expended on the purchase of
manufactured goods or on pavinent for services rendered
by other persous. The inereased business due to irrigation
development results inevitably in increased populations in
the nearby couniry wwns and in the metropolitan srea,
with consequent very great increases in total values of
business and residential lands in these centres.

The real profits resulting from irrigation developiment
lie, not in the sale of water, but in the increases in Lustness
activities aund in land values resulting from that develop-
ment-—and these increases are not by any means confined
to the farm lands on which irrigation is carried out. On
the contrary, they are largely in the urban areas. To expect
the trrigator e pay the full cost of water supply was,
therefore, unsound—and it proved o be impossible.

In 19035 an attermnpt was made to place water supply on
a business Lasis. In the Water Act of that YUAT, Tevenue
ronr both irrigation and waterworks districts was 1o be
rased by a form of rating on the unimproved yvaluation
of the properties supplied, and the minister in charge of
the hili, the Hon. George Swinburne, stated in his second
reading speech that the inerease in revenue consequent
upen the rise in land values that would result from IITig-
tion would probably be sufficient by 1917 to make the
rrigation scheme—he referred 1o the Goulburn-Loddon
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Scheme—pay its wav., 1t is possible that, had s propose
svsteme of sating been adhered 1o, this result would have
heen achieved, for land wvalues in these areas have heen
mwore than doubled and revenue would have ncreased
proportionatelv. One of the advantages of Swinhurne's
vstent would have been its tendency to prevent excessive
rises {u laud values: it would, therefore, have reduced
speculation in irrigable lands.

Contrary to general belief, high land values for farming
Jand are a very great bandicap to the farning industrey.
So serious has been the effect of rising land values over
many years that it iz hacdly an exaggeraton to say that
the {armer or grazier who has to purchase his land at the
ruling market price Tor the district and has interest to
meel on a substantial part of the purchase price, can never
jnake more than the barest iving.

E. H. Langford, secreiary and econonist to New
Zealand's Minjster of Supply, commenting on the effect
of increasing land values on price stabilization, said

)

recently

One of the seemingly incurable vaciables 1s land values, and
these fluctuations tend to destroy stabilization no matter how
effective other price comtrol machinery may be. Every inceease
in price to the producer has it2 effect. The enbanced land value
immediately becomes an added capital cost and the ncreased
profit margin is reduoced.

With each increment, capitaization increases, and unless the
moverment in this part of the spiral i arrested & land boeom
£nsues.

All fnercases i profit marging find their way  inte land
values, and if these values are not stabilized hy positive action.
it becomes a never-ending process of internal price adjustment.
Tt ois likely that surples income 1s being invested in property
at the present.  This creates a keen demand and values rise,
reflecting themselves in rent and itlerest rates

There can be no stalality in roral areas while farmers
lank for their profits to increased land values mstead of

to the proceeds of the soil,

-
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A
ths condition and have strageled Tor twenly or thitty vears

ainy farmers w1 the past lave heen content o accepi

i the confadent expectation of being able to retire in due
conrse on Lhe proceeds of selling their farms at increased
values——passmg on the struggle to thelr suecessors.,

3 - . gma o . " -

o B Condlifie, an econamist, and author of New
. . S . .

Zealand in the Making (1929, said -

) There is an extracrdinary turnover of landholding in New

Zealand. A careiul estimate places the proportion of land that

changed hands in the ten vears 1915-24 as rather Toss than half

thc‘nccléplui area, oven allowing for fransiers. . . .

The i:-n‘l}n'rs having pitted their judgment of speculative
values agamst that of the financial experts, have been forced

1 recent years to reahze that they have lost in the gamble | .

Faced by th;s;ﬂtuatmn they displuy a very vatural tendency

ter blame the Gevernmoent, the banks, the merchants, the Arhi-

tration Lowrt, the trade uniens, or anyone but themscelves, dor
the financial stravis into which their own speculative activities
have brought them.

Mr, .51:‘;'111111.1111{: s proposals Tor financing  irrigation
works 1 Victoria were considered difficult o apply and
were never pul into operation, {or, under an amending
act 1 Y0¥, the svstem of raising revenue for irrigaticn
waorks was changed so that charges would be made onoa
quantitative basis at so wmch per acre foot. The sysiem 1s
aimple and easy to administer, but it means that the owner
of poor land that can produce comparatively little must
pay for water just as much as the owner of very fertile
Land which may produce two or three times as nmch with
the same quantity of water. The consequence of the flai
charge 1s that the market value of the fertile land rises
very much bevond what 1t would have reached had the
water charge been based on land values—and the whole

of thes increase goes (o ihe owner as soom as he sells ihe
property. The Water Supply Authority gets no portion
of the uncarned merement, and the incoming farmer is
usually so burdened with debt that he canuot afford 1o
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&

develop the Tarin propesly and also has difheulty 1 pay:
for the trrigation water without which the land would be

L

mosi useless.

The irrigation charge was intended to be of suc
as would, together with a domestic and siock rate, rase
sufficient 1o meet all cperating and capitad charges. In
this regard, however, it might be poisted ocut that when
a state instrumentality is under direct government control,
ers to oppose any upward revision
to meet altering conditions 15 very

amsunt

the power of rat
of rates and cha
great indeed, and although some increases were made
after 1he last war during the period of rising costs (and
prices) these increascs were not proportionate to the
increases in actual costs. With inflation of currency, wage
rates have risen fo maintain real wages at the 1907 level,
hut, as irrigation charges have not risen propertionately,
the real value of the water supply revenue m man-hours
of fabour has fallen substantially,

The following table shows variations in the hasic wage
paid by the Commission and i the irvigation charge for
water in the main districts supplied from the Goulburn
System over the period 1907-1942:

Tasic wage Trrigation charge
ner per
Eehour day acre oo
%67 0 .0 0 L s, Od.
Wiz .o .0 . L R, O, i
17 .. .. . 95, Gl 5s.
90z 0 .. .. L 13s, G, i,
1927 .. .. .. L Tds. Od. 5,
1932 ., . .. .. L. 11s. 2. s
1937 .. .. .. o L. 125, 3d. is,
1942 .. .0 .. o L. 155, od. 34,

As a result of the increasing disparity hetween Irvigation

AL v eee e
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charges and maintenance costs, deficits mereased rapidly
in all disiricts and the whole posion was reviewed by a
Roval Commission on Water Supply 1 1930

Following the recommendations of the Roval Conunis-
sion, paclament approved of the transfer from the water
users i the state of the whole of the capital liability in
respect of main storages and what may e termed head-
works, as well as portion of the cost of distributary works
Water users arve now requited to mect only mamtenance
and opsrating costs, together with mterest and redempnion
on a relatively small portion of the capital cost of dis-
tributary works.

The total loan lability at 3 June 1942 of the state
of Victoria. 1 respect of waterworks, was practically
£27 920,000, so that, with £3 437 000 granted trom gnens-
ploviment reliel funds, the total expenditure on waler
supply, food protection and drainage works has been
£30357. 0000 Inderest  and  redemption  charges  on
£25 000,000 are bome by the state, and on £6,150,000 Dy
water users, who, except in a few marginal areas, also
meet operation and mamtenance costs.

It will be seen that, although at the inception of state
water supply undertakings in Victoria 1L was miended
that the water users should meet the full cost of con-
structing and operating works, experience has heen that,

by force of ciroumstances, the state has had o accept

which the waler users

speaking, the rates and che
are required to pay are such that the surplus revenue aver
aperation and maintenance costs s sufficient to meet
interest and rvedemption charges on only one-fifth oi the
capital cost of the works. Iocluding operating and capital
charges, it can be said that for every £1 the water user is
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required to pay, the state contributes £2, which, of course,
i« met by the general taxpavers ot the state.

This disteibution of the cost of developmental works
of water supply, food protection and drainage m the
proportion of enc-third to the direct beneficiaries and
two-thirds to the general taxpavers of the state, has not
been the result of logically considered, or even aghitrary,
apportionment. but has vesulted from the aperation of
fortultons CIrCmstances.

[ might weotion here that only i marginal areas ave
ratepayers Vailing to pay the full amoint of the rates and
charges fevied for water services, and that revente from
country water supply undertakings has increased frinn
£472 000 1o £743,000 over the past eighi years.

Roads ond Railways

A somewhat similar story to that of water supply could
be told of the gradual transference of the cost of roads andd
bridges from the road users to local property owners and
irom them to the state, which recoups ftsedf {romr special
fees and tuxes by no means closely proportioned to the
ived by those who make the payments. {1 s

benchts rece
estimated that for every £1 expended on roads and bridges
by municipal authorities in Victoria, from Tocal rates, the
state, through the Couniry Roads Board or Iy grants,
spends another £1

[0 the case of railwayvs, oo, the state 1s Dearing mnterest
and redemption charges on approximately two-fifths of
the capital liability incurred on works and equipment,
having iransferred to the state account some £29,000 000
of the Hability and, by act of parliament, having {rom
time o time absolved from ‘hetterment rates’ the pro-
prietors of lands served by many lines, such as the Glen

- A L

FINANCING OF DEVELOPMENTAL WORKS 13
Waverley, Alvie, Noajee, Triholmy and athers, which were
comstructed at their request, and upon their undertaking
to contribute 1o the cost by such Letterinenmt rates. In
onby too many cases the original owners, who asked for
the lines and agreed to pay the rates, sold oul at enhanced
prices to settlers who, having paid {or the railway advan-
tages in high land prices, found the local railway better-
meni rate particularly burdensome, and protesied  that
the
which were for other sections of the comuunity without
special charge.

v were being asked to pay local rates Tor advantages

Future Developmental Works

As has been indicated, the community has heen obliged
by force of circamstances to accept responsibility for a
substantial proportion of the cost of water conservation,
flood protection, drainage and other developmental works
which have heen carried ont in the past,  Although thas
responsibility was not anticipated by the state in regard
to water conservation, it cannot be said that it has been
accepted unwillingly, for all sections of the community
have recognized {or many vears the very great ndirect
benefits of these works, and all political pariies lave had
progressive policies w regard to {urther development.
Nevertheless, it must be admitted that the works were
originally planned and approved as husiness propositions
in econnection with which those receiving direct benefits
wonld meet all costs.

This comfortable beliel 15 no longer possible, and tor
the past ten or a dozen years the greater part of financial
provision {or new developmental works has been made
Iy what were frankly admitted to be Tree grants from
unemplovment relief  funds—the beneficaries being re-
guired to meet maintenance costs only. Sowe three and
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a quarter million pounds have been provided for water
supply, flood protection and drainage works in this way
over this period.

As a result of this method of Anancing by grant—which
the state has adopted to meet the acute unemployment
problem during the workl depression—a great deal was
done in the way of carrying out work, which, although
very urgently required and definitely reproductive, could
never bave heen underiaken in the ordinary way,

Although the state has acquired valuable assets from
mast of this expenditure, it was most difheult at the time,
under the emergency conditions that existed, to assess the
relative merits of the many proposals which were sub-
mitted for consideration as ‘desivable works of a repro-
ductive nature suitable for carrving owi under unemploy-
ment reliel conditions.”

The urgent need for work for many thousands of
unemployed precluded detailed investigation of the hun-
dreds of proposals, such as is given by the parliamentary
Public Works Comumittee, and the approval or rejection
of proposals had to be largely a matter of judgment after
consideration of a brief siatement of the merits of the
various proposals. It was seldom possible to present
detailed estimates of benehts and costs,

As far ag water conservation is concerned, and probably
most other developmenial works, it is hardly lkely that it
will be possible to present post-war proposals as business
propesitions to be paid for in fall by the waier users, and
if such works are to he heavily subsidized by the cowm-
munity, it is evident that there will he a wild scramble
for local works io be carried out in every pari of the state,

Tt is desirable, therefore, that a svstem of classification
of developmenial works should be evolved so that the
relative merits of all proposals can be readily compared.

- WOHEKS [

A
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Classification of Developmental Warks

Tn order to permit classification of developmental pro-
jects, it is desirable that the basis of classification should
he generally accepted, and an endeavour will, thereiore,
be made to set up eriteria which could have weneral
application to all kinds of seproductive works.

(a) Profituble Undertalings. {r the following romwarks,
the term ‘profitable’ is used only to imply that there would
he more to be gained (or less to be Iost) as a result of
proceeding with the pndertaking than as a result ol
refraining irom or discontinuing it. The terin is not used
in the sense that any fixed obligations in regard o interest
will be met or any dividends paid in respect of sagnial
liahilities already ineurred. Having in mind these limita-
Hiems of the term ‘profitable, the following crteria are
suggested ;

{i} An undertaking is profitable to the individual i the net

return to him is greater than the amount other PETSONS ATE

prepared to pay for hig personal services, plus Lank interest
esay 3 %-—on the amount he could obtain by the sale i
the open market of his assels in the undestaking.

(i) An undertaking s profable 1o the state i the rc:ﬁultmg
increase ir state revenme excesds the :Am'm;%l cost 1o the
state. The increase i state TEvenEe Comies i VETY mainy

direct but mostly indirect—and can be deter-
mined only approsimately. It is csiimated  that under
pre-war conditions state and federal revenues g(‘:mbme.d
amounted to aboug two-ffths of total production, this
revenue Deing approximately cqually divided between state
and Commonwealth.

WAFS—SGIme

it is considered, therefore, that a national wndertaking
iz profitable to the state and the Commonwealth if 1t
results in an increase in production amounting to approxi-
mately two and a half times the ammual cost. Tt would
be profitable to the state i the increase m production
exceeded five times the annual cost to the state.
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(i) An undertaking 15 profitable 1o the commmnity if it results
in the production of more wealth than is yeed up i the
establishment and operation of the wnderiaking. The ander-
ang begios to be profitable when the total amouint of new
weatth produced has excecded the total amomt of wenlth
catstimed fn establishment and operation.

Land vadues are not wealth in the economic sense.
althonugh increzses i land values iy serve as an indica-
G that an underaking is profitable o the community,
The ownership of land consists of the legal right 1o receive
a share of the wealth which can be produced by fabwouar on
that dand, present and future, and land value is sty
the capitalized value of that share. The carrying oot of
public works, such as roads, ailways and water sapply,
mitkes possible tcreased production from landl, or more
mtensive use of land, and, as practically the whole advan-
tage goes o the owner—as distinet from the worker
engaged on production-—this advantage is capitalized in
mereased land value.

Our great prime minister, Winston Churchill, gave a
considerable amount of aitention o the land problem
arlier in his carcer. In the course of a speech at Fdin-
burgh on this subject, he said ;

A portion, in some cases the whole, of every henefit which js
laboricusly acquired by the commmmity 15 represented in the
land valoe.

I the apening of a new raifway or a new tramway. or the
mstitution of an improved service of workmen's trams, or oA
lowering of fares, or a new inventisn, o any other public con-
micnce afferds a benefit to the workers in any particular
district, it becomes easier Tor them to lve, amd therefore the
landlord and the ground landlord, one on top of the other, are
able 1o charge them mare for the privilege of living there,

Reverting to the classification of public works, it might
also be pointed ont that the making of so-called free grants
toveards the capital cost of an undertaking cannot conver
an unprohtable enterprise into a profitable one as far
the state or the conmunity is concerned, although it mav

=
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do so for the individuals comprising the seciion of the
comnmnity directly benefiting by the works.

(b) Kelative Desirability. For the present purpose i
sary o determiine the relative desi ralility of

18 ot nece
wndertakings as far as the individaal is concerned. for in
practically alfl crcumstances the advantages will, i a
relatively short period of vears, be absorbed i jnereased
land values, and the producer will receive little, i any,
more for his labour than the average worker in the industry
concerned. The abjective of public expenditure shoald
ot be to boost Tand values for the beneft of a few
mndividuals, and the state should, therefore, endeavour 1o
distribute the benefits of any national underiaking  as
widely as possible so long as the producers concerned arc
able to maintain a reasonable standard of living. Taxation
toneet the cost of public expenditure lowers (he stanczard
ut fiving of the taxpavers, and it would be ynreasenable
i1 those who received the henefits were cnalled o reags
excessive profits at the expense of the community.

As far as the state of Victoria is concerned. relative
desivability of pulbilic wirlertakings may be measured by
the relationship hetween gross vroduction resulting from
the undertakings and annual cost 10 the state, and may e
expressed very approximately in a simple foramula -

Onefiith of value of gross production at
farm or factory
Desirability to state — R —

Where one-fifth of gross preduction s equal to the
annual cast 1o the state, the ‘desirability’ would he iy,
indicating that there would be neither gain nor loss as far
as state fimances were concerned, Where the result is Jess
than wnity, there would he a ioss. and where the vesult
15 greater than umity, there would he a gain 1o sale
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fnances. The factor ‘ene-fifth is, of course, subject to
variation [rom time to time, and should be periodically
reviewed in the light of changing rates and meidence of
taxulion.

As already pointed out, the Commonwealth revenues
hepefit Trom increases in production, and it would be quite
ceasonable for the Commonwealth to contribate to the
cost of developmental undertakings in proportion o the
relative increases in Commonwealth and state revenues.

As far as the community is concerned, relative desira-
bility of public undertakings may he expressed as the
relationship hetween the new wealth produced and the
wealth consumed. and, because much wealth will be con-
sumed in constructing works before there can be any new
wealth produced, it is necessary that a time factor De
mtroduced

Wealth produced to end of nth vear

Diesirability to Com- l
wunity at end of ¢
]

wealth consumed in

nth year .
’ I Wealth con- | :
! ; H ] maintenance and
sumed in plus operation to end of
construction :[ peratirst 16«

{ nth vear
Mon-governmental Industries and Taxation

tu considering the financing of developmental works of
the kind generally termcd ‘public works,” we must not lose
sight of the fact that practicaily alt wndertakings engaged
m production—whether publicty or privately financed—
contribute to the nationai well-being and the public
revenues. Uunless the return to the state from public
developmental worls is sufhaent to offset the cost, they
can be financed only by penalizing, through taxation, non-
governmental industries which have been established by
private enterprise without assistance Trom public revenues.

Vaxation of a private enterprise is eguivalent 10 2

e
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fump st levy of, say, twenty-five times the anpual tax.
11 an industry, which has cost £100.000 1o establish and
bring into production, pays in taxation £4,000 per year,
this tax is equivalent, it capitalized at 4 per cent, to an
addition to the capiial lability of the business of a further
£10C 00

Practically all taxation is in the last resort pad from
production, so that it would not be incorrect o say that
any subsidy wwade by the government 1 encourage Of
increase production in an underiaking—public or privaie
—_which is actually unprofiiable to state revenue involves
an cquivalent burdes on other industries engaged 1n pro-
dirction, and usually increases the prices of the products
of those industries, as with most forms of taxation the
taxes are passed on to the consumer. Tn the case of the
workers whose wages are varied with the cost of living,
the cost is passed back to industry, and so the vicious
circle goes on. It is, therefore, most anportant that close
attention be given to the relationship between prospective
production and estimated cost hefore approval is given 1o
any underiaking requiring as sistance from the state for
its establishment.

Finonce
The classification of post-war developmental proposals
and their arrangement in order of priority leads to the
very difficult problem of finance. i is probable that, fot
some vears after the war, very large numbers of men will
be available for developmental works, and if ihey can be
emploved there will be extraprdinarily rapid development
of the state, The expenditure involved will, however, be
colossal, and careful consideration should, therefore, be
given o financial policy in regard to public works. Some
notes on methods which have already been applied to large
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scale works in various parts of the workl witl, therefore,
be of wterest.

(n) Assiean Dap. The great Assuan Daun,  which
supplies the Nile valley, was financed hy an increase of
£0-5 per acre i the land tas over a very large arex which
received supplementary stnmner irn rations irorm the reser-
coir. The cost of the reservoir was given in 1913 as
£4.220000. Its capacity was 2425 million cubic metres
(1,966,000 acve feet}, and it was stated . that each 1LOOO
mithon metres (210000 acve feet) was suffictent for the
irrigaiion of 450000 acres. The increase in land tax from
this area was £225.000, and the indirect benefits to revenae
frated to amount (o as much as £2750000 At

were
these tates, the total rveturn to the ireasuey from the
reservoir would he nearly £1.230,000 per annum i a year
when all the water was used.

(1) Svdney Harbowr Bridge. Part of the cost of the
Sydney harbour hridge was met by a betterment tax’ on
land values. This betterment tax was W be discontinued
when one-thivd o the capital cost had been paid and an
ddditional sum accumulated to meet in perpetuity one-third
of the cost of maintenance. The construction of the bridge
inereased the “desirability’ or attractiveness’ of land for
residential and business purposes and greatly extended
the residential Timits for ‘Svdney workers,” and, as a con-
sequence, 1t was expected that there would be a marked
inerense in overall land values over a wide area.

Flowever, the opening of the hridge coincided with the
world depression and receipts from the Letierment tax.
which had risen from £114768 i 1923 £194,631
1630, fell by 1932 to £157. 204, Property awncrs. par-
ticularly those who were speculating in fand suhdivisions
aud were unable (o dispose of their holdings, complatned
that they were unable to veceive the benefits they expected,
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and were successiul in having the rate reduced in 1933
aned again 1 1936, [n 1938 it was discontinaed aliogether
after approximately £2.300 000 had been rarsed fowards
the total capital cost of £9878.624

Some 43000000 travellers  crossed  the Imdge o
193943, and the tolls pard amounted to £382,000. Never-
theless, owing 1o the clinunation of the betterment tax,
the annual operations of the lridge showed a loss of
£35000. The toll svsteny is popular with property owners,
!‘ml cannot be regarded with any great <l(';{1‘<-<‘y<_;f satise
faction in a modern convnunliy.

(c) Rizer Murrey Wovke In the case of the River
Murray works, costing £12.000,000, the contrilation of
£3.000000 from the Commaonwealth has been mostly from
revenud, while the similar contnbubions by the three states
of New South Wales, Victoria and South Australia have
Ieen made from loans. No ddirect charges are made on
properiy owners or others in vespect of the River Murray
works, and the annwal costs ol the states—the Common-
wealth does not contribate towards mamtenance—are met
from consolidated revenue. The completion of the Hamne
reservoir aud other River Mureay works have, however,
enabled assured supplies of water to be mamtamed along
the river, particularly i dry scasons, with cg"sns{upmrﬁ

direet benefit to state revenues {rom water sales m irviga-
tin districts. ‘
() Eadted States Keclamation Works, The United
States government comontted itself {rom the outser 1o
%‘ill:}llcing‘ cemstruction of federal reclamation projects, 1.2,
irrigation undertakings, on an dnferest free bosis durimg
the period allotted to settlers for repayment, Such waiver
of interest was considered to he a just and reasonable
compensation Tor support of large developmental enter-
prises

which are decmed advantageous to the general
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Certain definite fundamental principles were en
mation Act of 1902, The act
d by the reclamation SETVICE
igation should

public.
bodied in the original Recla
provided that the moneys nse
for reclaiming arid and semi-arid Jand by e
At first these moneys were
Mlic lands in the states Lo he
Lenefited. Later, moneys derived from the toyalties from
oil and potash lands were added, and more recently they
have been supplemented by special appropriations  to
¢ of the construction of such colossal works as the

aot he raised by taxation.
detived from the sale of pu

perm
Toulder and Grand Coulee dams.

The act provided that the moneys in the fund should
net be lost, but should be ol & revolving character, so that
the service of the fund might be continucus. This 18
accomplished by the provision that those who settle upon
the recluimed lands shall be vequited 1o vepRy. in instab-
ments and without interest, the money which has been
expended in the building of the engineering structures
necessary to make water avaifahie to the farmer, The cash
collected hy the government as reimbursement for con-
striction of one project hecomes capital for the construcs
tion: of ancther project.

On nearly all the projects a const
the land was privately pwned.  In many
gwners of the land capitalized the goverment’s expendi-
ality of its Lerms of repavinent by selling
igher prices than cotid

derable percentage of
cases the

tures and the liber
the lands to the settlers at much h
otherwise have heen obtained. The benefiis ol the reclama-
tion act, therefore, went in such cases almost entirely 16
and an obligation of paying

these speculative OWHETS,
inposed upon the

inieresi on inflated land prices was
setler, in addition 1o his other hurdens.

The following extracts from an official report, subaitted
to the United States government by the Burean of Tecla-

i ettt =
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mation 11 P29 are of parn 1
o i m1 29 are of _;.mucu].ar niterest imsofar az they
zTEYr e owtene I . N g
r o the extension of the range of practicable projects:

E_",}_ the sirict canons of private enterpris
E.-rn‘jut_ n Cwould need to show aonet return i ex 5f all
costs, including interest on const o Ml public. polics

) [ rest on construction. A sound it }
foets, meluling Interest on ¢ s A senmd public policy
o ﬂf,i“jf"(.r"l recognize the fmportance of the relation bvltwef-;:l
1);“.1'%’ ..‘3]!]1{1;;!211([ u{\:tf a}ld will hesitate to enter upon an évttrj

s¢ where the dehoit i excessive, B i s into

* _ it 13 excessive. Bur itoalso takes intc
e ] dehat 2 alsn takes toto
;ulte:;:‘!']:l other items, such as the social value of a s‘t*i'kt!cd ‘Lt’lrli

PRI o g - M : . oo i
ar mi!‘krt?x;nzu;mn} to the population of the adjacent graring
‘ 3 the : grax
m"‘ifltclnipdn; 5, ]th(.lmn;ulautum of the irrigated [;md?tu the

aintenance of schools, churehes, roads, railways ‘he o
mamtenance of sehoots, 5, roads, ratwars. When these
) gene cnefits are properly evaluate ;
IS S oly evaloated, the reclama-

L v of the Federal Gevernme as been fatstifi
e e sovernment has been fully justified
rm]j{;[f;;ﬂ.tlf;lzwut. in adopliog ?,i.lﬁj principle of repayment of
=>1-L-:111:€ )1 ¢ WrgEs over & periodd of vears without interest
i Q ¥ ;,\tm_u[cd the range of practicabie projects o
. ({;1'5.11_11113 ions lead 1o the conclusion that perhaps the Govern-
; Tt 18 PDUCSUING o0 naryow a pohoy m regtricting (‘f)ilﬁi:.filﬁ‘iié 1

rorader 4 ety i . Tl £ e
for water conscryation to works which can be paid for i u
wiven period of time—20 to 4 ves - s e the i
given penod of 1 =2l to 4 vears—hy charges upon the irmi-
_?;.]1 L ‘;:;( :j_)u?&:ﬁ[tu.h and further, to works that can be financed
aut of the Hmited reclamation fund. V. " Hittle ;

: damation fund. Very Htile of the Feder
at o te 3 and.  Yers ¢ Federal
:\:::{1& J!m ﬂu;;d (s_.yi!ifi(.l}, river navigation or harbour tiwvi{‘*pm;nt
- wve been andertaken if fhe principle of : ing b
oo ave a1l n e principle of fAinascing througk
charges for specific bencfits had been fullowed g throsen

R O S b ki " T
g (&) (_-ii-lf{«‘f States Anii-Speculation Low. The Ant-
R A i T ey T 1o
éi,g,{,g(t}itmem ‘.\d of 1037 was designed to protect settlers in
I(E :-r.)iumb.lij. Pasin project from speculative land prices
i%ﬂ(} o provide opporiunities {ov many farm bomes by
imiting land owpership o speecifie i cas, The
b mg la .1 ownership to specified maximum areas, The
‘t roquiTes tand vwners to agree to sell holdings over
his oot at a fair gover nment-appraised price: denies
;‘:dt’ﬂ t(]> holdings over this limit, and io land over thas
it sold for more ths e {ar gove porised
orioe: equires fu an 't.lu. 1.;1_1rMgr.n-{z?fm'lent~appi';11:~:€d
1, 25 requires fair, wpartial apprasal of privately-owned
ands within the irrigable area at present dav ma et :
fals vt § at present day market value
: out refervence to proposed wrigation works, The act
dioes not deprive any ki swner of his right Ty
prive any land owner of his rights to buy oy
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sell frecly at any price, This is the land owner’s inherent
right. However, unless the land owner coniracts with
the governent 1o comply with the provisions of the act,
water eanuot be supplied him.

The Columbia Basin projeci-—the main work of which
to the Grand Conlee Dame—embraces an area oi 24 mullion
acres inn eastern Washington. O this total area, about ane-
nall, or 1200000 acres. is estimated to he irrigable, that 1s,
sitalile for irvigation farming. Appraisals of the irrigable
inds are based on the land’s ‘pon-irvigated” value—the
armng power ol the lapd—deternmined by its character
and use, without reference 1o the prospects of Irrigation.

When the Bill was introduced m the Sepmte Commmttee
aun Trrigation and Reclanation, in 1937, it was accompaned
by a statement from President Roosevelt, who wrote:

A tremendous beneht will acorue Lo the Northwest by the
building of Grand Coulee Dam and  power plant. and the
Columbia Basin frrigation project. [ am in faveur of ihe
Federal Government providing adequate Tunds so that the con-
structiom at Grand Coulee may proceed inoan efficient wanner
and without delay.

Nevertheless, it 15 only fair that T should telt vou that before
the appropriation of funds $ur the comstruction of Girand Coulee
Diam as a high structure, i1 my thought that the Congress
assure itscli of complete control aver the lands in the Colulia
Pasin which would be irrigated.

i baowe tHhat vou will agree with aw
that  yeal-estate  profits sheuld acoruc o privafe individunls
solely because of fhig great Goerrrmment awark.

Therefore, 1 iy Fudginent, construction of the high driin
shipuld be dependent o the climinafion of private profifs, spee-

colick wenld reselt from this proposeid

yeeriient.

it it s unthinkeble

{atize oF ol ,
action by the Federal G

(f} Nuational Planning in Great Britain. Recommenda-
tions for the future control of land development which,
i adopted Dy parliament, wilt ultimately affect a large
nmmber of industrial as well as private propesty owners,
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are gomtained i the final seport of the Conmunittee en
Compensation and  Betterment, presided over by M
j}lst'ic.f: Uthwatt and more usaally kiown by his name,
j']zt: computies was set up m January, 1R, by Lord
RciAth, then Minister of Works and Bualdings, and hadl
as its primary object the prevension of 51‘)(‘*cul“é;iiml in e
land bkely to be included in post-war schemes for recon-
struchon.

In their interim veport, published in July, 1841, the
committee vecommended that a Ceniral Planning Authority
should be constitated, with power 1o coutrol lIliild%nsi :-mfji
other development work throughout the country z;pmw
p(::a:.ii which, Lord Reth stated in the house of Tords on
17 fuly 1941, the government had accepted. In therr final
report, the committee put forward recommendations 1o
provide a basis on which national planning is mtended
to e a permaneni feature of the internal adminstration
of the country, and that the Central Plaming Authority
will bring to it ‘a high degree o mitiation anl f:{:mm»]_,’
based on arganized research and backed by the national
TERONFCes.

The main recommendation, relating and outside of
bult-up areas, 15 thai the state :hlrzill;d t({l}u]l:;:ii ",11:1{:"‘('1‘("]01“

: $ ure r1ghts
ol development’ in such land (with cerfain exceptions )
on payment of Tair compensation; that the com]}éﬂsz.tiid]
should be fixed as a single swm for the whole conntey and
divided among land owners in proportion to the '(l{f{“eh‘r;v
ment values' of ther land at 31 BMarch 1939 and that
the acquisition of development rights should he coupled
Ei’ith poweer to agquire the land iself when it is wanted
for public purposes or {or approved privaie development.

On the subject of the collection of betterment  the
conunitree reconmaended a periodical levy—735 per cent is
suggestod-—on the increases

o oannual site values,
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(g) Victorian Roilways. A member of the Victorian
legislative council. a number of years ago, published &
pampliet dealing with raibway problems and sugrgested
that the interest charge on state railways should be met
from the proceeds of the land value tax and that railway
fares and freights should then he reduced by the fudl
measure of the tax. He estimated that-even allowing
for an exemption on wwmproved land values up to £500
—_fares and freights could then be reduced hy some 25
per cent,

This reduction would andoubtedly have been ol marked
advantage to primary producers and to other country
dwellers who are very greatly affected by freight charges
which reduce their returns frony all they sell and increase
the cost of all they buy. Reductious in rail fares and
freights would also reduce the ability of road hauhers to
compete with the railways over long distances where
loading and delivery costs do not represent a large pro-
portion of the total cost of trapsportation.

(h) Canada-Winnipeg Water Supply. The idea of
meeting capital charges from a special tax on land values
is not new. as this principle was adopted n Canada as
long age as 1912, when a water corporation was eatah-
lished by legislation to supply water in bulk to the muaici-
palitics comprising the greater Winnipeg water district.
The works cost approximately $17,000000 and, frow
1912 10 1927, the whole of the revenue requived to pay
interest and sinking fund was raised by a special levy
oF tate on land values, exclusive of improvements, of all
of the lands within the district. The charge for water in
bulk was very low indeed, being based on mantenance,
operation and managemeni costs only. o 1927 the act
was amended, to allow the divect charge for waler to he
raised to 5 cents per 1000 gallons, but even with tins
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charge nearly three-quarters of the total revenie is received
from the tand value levy.

Post-war Development

In erder that the financing of post-war developmental
works should be placed from the culsel on 2 systematic
rather than a haphazard basis, it is recommended that
apital labilities in regard fo all state developmental
works——past and future—--might with advantage be grouped
it a single account to be known as the State Development
Account—with, of course, appropriate subdivisions for
the varions activitics such as water conservation, voads,

railways, regional planning, soil conservation, ete.—and
that interest charges might well be met from a special tax
designed to distribute as equitably as possible the cost of
developmental works over the owners of properties bene-
fiting both directly and mdirectly from the works,

I all developmental works were included i the pro-
posal, then a uniform tax on tand values without graduation
and without exemption would effect the fairer distribution
of cost. Such a tax would be properly called the State
Development Tax. Tt would be simple io assess, and
fmpossible o evade. It would not penalize industry ov
increase the cost of living, but it would reduce land specu-
Tation and it would transier a good deal of the burden of
taxation from rural industries and farms, where Tand
alues are relatively low, to the cities, where land values
go to thousands of pounds per foot frontage or hundreds
o thowsands of pounds per acre.

Sir John Grey, Prime Minister of New Zealand, said
many vears ago:

i is perfectly just that land improved by public works, and
increased in value by the competition for land artsing from =
de population. should bear a share of taxation.

The tevving of a state development tax would, of course,
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davolve the aboliton of the present land tax, and also the
ceduction of other Torms of state rates and taxes, including
water rates, rail freights, motor registration fees, etc, o
the extent that they provide for inferest on capital expendi-
ture. The outstanding advantage of a state development
tax en land vahies is that revenue from the 1ax winadd
cost of Ananc-

automatically expand to meet the increasing
ing new developruental works, cxpenditure on which, if
they were truly developmental and profitalile as already
defined, would be reflected in mnercases i land values m
town and country at least equal 1o the b il expenditure.

Summary and Conclusions

1 The end of the war will mark the commencemei ol
an era of tremendous activity on developmental works.

? The community can have afl the desirable non-produc-
tive works that the returns from its reproductive
works enable it to afford—and no moere.

3. The greater the proportion of the population cogaged
on non-productive work the lower the standard of
Living.

4 The real cost of any work should be thought of as
qianchours of Jabour and  quantities  of material
diverted from some other work,

5. An underiaking that results in a gain to the coim-

muaity can be deseribed as economically sound from
the national stapdpoint, although the distribution ol
cosis and henefits may be far from just.

6. The cost of public works is seldom shared by indi-
vidual taxpavers in proportien to the henefits they
receive Trom the construction of these worls.

7. The real profits resulbing from irrigation develop-
ment be, not i the sale of water, but s the nerease
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i business activities and in land values yesulting
fronn that developmient—and these increases
o means confined to the farm fands on which sriga-

are by

tiem is carried out. On the comrarcy. they are largely
m the urban areas.

Ty expect the irrigator to pay the full cost of waler
supply 15 unseunde—and has proved to be impossible.
in Victoria, the state has had 1o accept responsibility
for four-fifths of the capital cost of waler supply
works,

An undertaking is profitable to the state tf the resuli-
ing increase in state revenue exceeds the anmiiad cost
to the state, and this will prohably be so 1f the under-
taking makes possible increases production valued
ot more than five times the annual cost of the under-
taking,

An undertaking is profitable to the community i i
results in the production of more wealth than is used
up in the establishment and aperaiion of the under-
taling.

For the purpose of comparing developroental pro-
posals, velative ‘desirability” can be expressed moa
simple formula relating gross production at farm ot
factory to annual cost o state.

Unless the vetirn to the state Trom public develop-
mental works is sufficient to offset the cost. they can
be financed only by penalizing, through taxation, non-
governmental industries which have Leen cstabhished
by private enterprise without asststunce from public
TEVEDtes.

Lurge-scale pational planning will be found to be
impossible 1§ the practicability  of each  separate
developmental undertaking 13 jdged by it abiliy to

retin its cost to the state irom rates and charges
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tevied only on those receiving direct benefit from the
undertaking.

1t is essential for the commitity 1o re-think iis
attitude towards public expenditure on developmental
works. and to decide whether it can afford to subsidize
such works largely for the henefit of the Hmited
section of the commusity which receives practically
the whole benefit in unearned increment. Unearnad
fortunes are made only at the expense of the com-
munity.

A slowing  dewa or cessation of development is
anthinkable, and the acceptance of stagnation because
of adherence to old-fashioned principles of matiopal
finance and taxation propounded in text-books written
leng belore large-scale utilities were considered 2
proper field for state operation is out of the guestion.
in erder to exiend the range of practicable develop-
mental projects, 1t will be necessary for the com-
munity to adopt sone form of fimancial policy which
will enable the capital cust of works to be shared by
the whole community.

It is considered that alf expenditure on state develop-
mental work, past and [nture, might well be groupesd
under an account to be known as the State Develop-
ment  Account, and that il interest charges might
he met from a State Develepment Tax.

Te distribute as equitably as possible the cost of
developental works over the owners ol propertics
henefiting from the works, such 2 tax should be 2
umiforn tax on land values withent graduation and
without exemption. The present state land tax would
he abolished and certan other vates and taxes, such
as water rates, rail freights, metor registration iees.

s i
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et

reduced to the extent that they provide for
! st oft cost of developmental \wn:ks. .

.!{c'a-’cl.lut:i from a development tax of thig kingd wonld
:illt{‘m’latlfall}' expand io meet ncreasig  cost 0~f
additional developmental works to an alnm;{ lllﬁui‘i.}lﬁ(.’f'l
extent provided the wo . .

oxtenc rks were truly reproduciive,
as al @Lh works result in increases in land values
?tppmxnnatmg‘ to or exeeeding the actual expenditure
incurred on the works,

) Ihese n:{:;mnﬁ'!em.s_zmd suggesiions are subiitted o pro-
vide a basis for discussion on the problem of ﬁﬂ‘uu‘iurﬂ‘
post-war developmental works, about wl'lich.nu 5@-‘3555
pelicy or clearly defined views have yet been st t"1l :
expressed. ' e
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