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A THIRD WAY FOR
THE THIRD WORLD

)

. LESSONS FROM  DENMARK
< IN
., ECONOMY SANS  MONOPOLY

. The author, Knud Tholstrap (1904)

began as a farmer, 1n 1936 at age 32
| he became an entrepreneur. In 194
v he bought Kosan Gas Co. Later b
sl founded Kosan afs, of which he i
still chairman, Kosan a/s is a con
glomerate of 11 trading companie
and factories, with foreign affiliate:
and a fleet of 19 LP-gas tanker
ploughing the seven seas, Eﬁon
to 100 countries. ) e,

Knud Tholstrup is wooaw intereste
in national economy and social jus
tice. During the past 60 years, he h

written countless articles abou

economics. Member of the Danig %

Parliament 1946-58 (Justice Party) :

Tholstrup is known as a relentles :

fighter against monopolies and s ?—‘—Q A—qucmmm”mﬁ—wu
spokesman for unconditional fre .

- trade and real {ree enterprise.

Olfice: 1, Vester Farimagsgade, DK-1648 Copenhagen V, Denmark
Private: 10, Immortellevej, DK-2950 Vedbaek, Denmark
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ing to Ricardo’s Law of Rent, is how
sauch more the site could yield com-
pared to the poorest one in use - the
margin,

HOW TO ASSESS
LAND VALUE

Al assessments would be based
upon the actual selling price of land.
Although the market does a good job
of detormining the value of locations
in the agpregate, certain sites may
still be assessed too high or low, con-
ferring an unfair penalty or reward to
vartous citizens. This may be espe-
cially so during the beginning of
switching to sharing only land value
(SOLY),

To allow for mistakes, any land-
gwner may have the new assessment
revised at any time on request. So
that ruoning adjustments could take
place, assessmenis could be imple-
mented over 2 ten to fifteen year
period. And because land’s lasting
value is usually increased not by Na-
ture but by human effort - rock clear-
ing, terracing, {ertilizing, draining or
irvigating - and because the margin
should be free (especially to self-
reliant farmers), it would be a good
idea to allow room for error and per-
init users to deduct from the value of
their sites the first $2,500 per hectare

($L00 per acre),

PROCEDURE
SCHEMATIC

FIRST YEAR:

1. Assess all land at market value per
hectare {of square meler).

2, Deduct, say, $2,500/ha
(31,00/acre).

3. Impose on all land a duty of 4% of
this reduced value.

4. Register this total (minvs deduc-
tion) as a permanent annual duty

5. Use the yielded revenue for im-
mediate reduction of personal in-
come tax on a per capita basis.

SECOND YEAR:

6. Assess all land according to actual
market value as influenced by the
burden of the duty and taking into
consideration the future annual
duties,

7. Impose on all land 2 further fixed
duty of 2% of the newly assessed
value.

8, Register this duty on top of the pre-
viously registered duty, resulting in
a new fixed duty, totaling 4% of old
plus 2% of new.

9. Use the yielded revenue for further
reducing income fax.

THIRD YEAR AND FURTHER
YEARS:
10. Continue the whole process - the
same as the second year - with a dif-
ferent 2% value each year.
11, Use the yielded revenue for
reducing all other taxes, too.

NO TAX, JUST RENT

In the end, when a tax on land s the
only tax remaining and it collects full
market value, it will be more ac-
curate {0 say that the community
rents all land. Taxing and renting dif-
fer in crucial ways.

Taxes arise when rulers want money;
rent arises when people use more
than two grades of land (Ricardo’s
Law), Taxes are limited by only how

ECONOMY

A THIRD WAY
FOR THE THIRD WORLD -
LESSONS FROM DENMARK IN
SANS

MONOPOLY

L. INTRODUCTION

In my younger days when bank in-
terest was 5%, a 10% profit was good
business, When bank rates rose to
10%, it was difficult to make a
reasonable profit. When bank char-
ges rose further, many businesses
had to close down; old jobs were lost.
Few entreprencurs found it
worthwhile to start up; no new jobs
were created,

Up to the 1940s, inflation and inter-
est were not a severe problem. But
since World War II, economic

growth has been so rapid that

demand for land to build on (and
land’s amount is finite) created a
land price explosion. An enormous
surplus of unearned purchasing
power accrued to a few. This resulted
in high inflation and interest that buz-
dened the many.

Inflation and its faithful follower,
high interest, is a problem that
beleaguers both industrial Denmark
and the agricultural Third World. In-
terest on borrowed money has risen
to the point where Third World na-
tions cannot pay off their debts, en-
dangering the money economies of
all nations.

Interest payments threaten not only
companics and poor countries with
bankruptcy, in recent years big loses
on credit have severely shaken some
of the world’s biggest and strongest
baoks. Our whole civilization is
threatened. Stopping inflation and
high interest rates has become ab-
solutely essential,

II. TAXATION

WHEN REFORM
LOOMED LIKELY

In Denmark in 1957, inflation was
5% and baunk interest oo loans was 6
1/4% (both high rates then), In the
election of that year, the Labor Party
(the largest Danish party), the
Liberal Party, and the Justice Party
{the classical liberal free enterprise
party) won enough seats in Parlia-
ment to form a ruling coalition, To
reverse rising rates, the coalition
planned to raise taxes on land (loca-
tions only, not buildings) then lower
them on labor and capital.
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bank interest drops, wiping oul any
last vestige of usurious rates.

3) Inflation s ended because the
valuc of land returns to those who
created it in the first place - the
public. Thus production and pur-
chasing power are put in balance,

{4) Usemployment is lowered be-
cause production is raised. Lower
taxes, rent, and prices means putting
more goods in the range of more con-
sumers, Their purchasing will re-
guire more hiring. When jobs seek
labor, wages rise.

SOLUTION’S
MORAL BASIS

Because 'we have it in our power to
halt inflation and usemployment and
prevent any further damage, it is ab-
surd that we don’t. We are negligent
i that we don’t abolish taxation and
coliect ground rent.

A betier understanding of owner-
ship, of the differences between
private aad public property, would
make the rightness of this tax reform
more obvious, Consider that the best,
most justifiable claim to something
is having made i, ltems of wealth -
food, clothing, shelter, medicing,
vehicles - belong lo whoever made
thers (or their customers). Similarly,
the value of land belongs to the com-
munity making it, Land itself,
created before we got here, should
not be owned outright but be "bor-
rowed” from posterity and, though
used privately, be held in trust for fu.
{ure generations,

Individuals have mo right to keep
rent; society has no right to take in-

come or savings from one’s effort or
enterprise. Society is obliged to col-
lect rent; individuals are obliged to
pay it.

Paying reni returns public property
to the public. Spending rent on
desired social services compensates
each excluded from another’s site.

The right to life gives us a right to air,
water, and land. Yet not all land was
created equal; sites vary in quality.
To even out the advantages, society
should charge rent amounting to the
site’s annual market value, Qwners
of the best sites would pay the most;
owners of the worst would pay the
Ieast.

If collected, rising land vatue would
benefit all people instead of only the
few who benefit today af the expense
of others. No taxes and greater ac-
cess to land will encourage initiative
and determination; the most clever
people will take advantage of most
of the possibilities, so the total
production will grow - the horse of
egoism would be hitched to the car-

riage of progress. More goods and .

services will benefit everybody.

PRACTICAL RESULTS -
ASIAN EVIDENCE

That this land reform would improve
social conditions is evidenced by the
successes of moderate versions of it
in Asia. Before World War II,
Japanese landowsners, who mostly
bved in towns, collected 2/3 of the
yield from their tenants who for iheir
hard work were left with only 1/3.
Afier paying for seed, interest, etc.,
farmers might get only the last 1/6 of

Annual percentage increases inn .. 1967
Production (in fixed prices) 4
Consumer prices 15
Frivate investments 5

Wage-eamners' savings
in mithon kr. (estimated) 2,468

WHEN ONE TAX FREEZES

1968 1969 1970 1971
4 8 3 3
8 35 6.5 6
5 205 95 0

2,857 3,774 3,137 3,059

"work creates more work". All
together it was 4 remarkable ex-
perience.

MYRDAL’S REVERSAL

Gunnar Myrdal was the 1974 Nobel
laureate in economics and Sweden’s
former minister of finance with the
Social Democracy government, In
Ekonomisk Debatt (1977/8), he
made a remarkable admission:

"The Swedish tax system is too
radical and there is much to be said
in favor of reducing the progressive
income tax considerably, not be-
cause I consider the total pressure of
taxation too high, but because of the
way in which the taxation takes
Place.

In spite of the progressivity, the
result is that people within all in-
come groups must pay, because the
rich are so very few.

For an old welfare politician, it is
depressing to think of the unhappy
consequences of our income taxation

and especially the bad effects of the
high marginal rates of taxation.

Swedish honesty and my own pride
suffer because my generution made
such bad laws that they have made
the Swedes intc a people of smail-
cheais.

To this may be added that this tax
system requires a  huge
bureaucracy.”

In Sweden, the marginal income tax
is up to 85%; in Denmark, 78%.

In Switzerland, one of the four
richest European countries, the
situation is the opposite. Switzerland
has less than half as many citizens
engaged in civil service as the other
three richest countries in Europs, and
unemployment is less than 1%. Real
wages are the worid’s highest. Infla-
tion and interest rates are low. There
is no foreign debt. And perhaps most
importantly, their highest income tax
is 309%. The Swiss never dream of
socialism.
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withhold their, sites from use. This
restricts supply, further driving up
the cost of land. Ironically, the best
time to speeniate is in "boom"
periods when many people wani to
build houses and factories,

H I print my own dollar notes, I will
soon be put in jail; a surplus of false
money will dilute the value of the
dollar (inflation), because more dol-
lars are chasing the same amount of
goods. If, however, my surplus dol-
lars come from dealing in land of in-
flated value, they still dilute
purchasing power yet 1 am con-
sidered a good citizen. And the more
I do it, the more esteemed and
prominent { becon:e,

As true with all others costs, the cost
of location ends up in the production
cost, meaning higher commodity
prices, Higher prices is the external
symptom of inflation. What we don't
see 18 that inflation is actually greater
than the final, total cost of a product.
Were it not for technological
progress increasing productivity and
deflating cosis a bit, the jump in
prices would

be even worse, Without inflation,
icchno-progress would lower prices
for commoditics and all consumers
would benefil.

V. HOW TO END
INFLATION

Inflation will last as long as the
present system does. As long as
merely owning land makes money,
there’ll be more purchasing power
than products to purchase. But
production and purchasing power

can seek balance by means other
than inflaiing prices; unearned in-
come can be taxed, Rather than
have the state try to determine how
much of personal income is earned
and how much not, the government
coutd merely tax land, the greatest
source of unearned income. This
reform would reverse current policy.
In 1983, taxes on Danish land value
was only 5% of total tax revenue.

VL. THE THIRD WAY

HOW TO HEAL THE
WHOLE ECONOCMY

We cannot prevent land from in-
creasing in value, but we can prevent
this increase from hampering our
economy. By taking this unearned
income out of private pockets and
putting it into the public treasury, we
can plug the four main drains on
producers’ income: (1) taxation, (2)
"rentention” (private retention of
rent), (3) inflation, and (4) ua-
employment.

(1) Taxes can wither awny because
rent is enough to fund government;
no tax would be needed. With suffi-
cient funds, government would not
need to borrow money to build
public utilities, Deprived of this
business with spendthrift customers,
banks would have to lower interest
to attract ordinary customers.

(2) Rent is lowered because with-
bolding becomes cost-prohibitive.
More good sites will be put on the
market, and competition will drive
down their price. Buyers won't need
to borrow as much money, so again

to queue up at shops, and the Finns
rich, with a standard of living two to
threc times higher than Russia’s.

The reason for the difference is the
reward for work in Finland. We must
admil that for motivating production,
egoism is stronger than altruism.
Thanks to the Third Way, real free
enterprise, all Scandinavia ex-
perienced much material progress up
to the beginning of the 1970s.

OiL SHOCK AFTER-
MATH - DANISH DEBT

During the 1970s, another natural
resource besides land took off in
price - oil, the lifeblood of the in-
dustrial West, The nations blessed
with abundant oil organized them-
selves into a cartel, OFEC, and led
the way in raising the price of oil
from all extractors. Interest rates fol-

Knud Tholsirup skeiver ., .

lowed and then unemployment.

To deal with joblessness in Den-
mark, the new government in power,
the Social Democrats, began
redistributing wealth even before it
was created; they borrowed money
heavily, saddling the government
with a huge outstanding debt. From
1979 to 1982, domestic debt in-
creased fivefold and foreign debt
threcfold. During these three years,
the Social Democrats devalued the
krone 19%, directly increasing infla-
tion, By 1982, bank interest was
20%, increasing unemployment by
100,000.

These discouraging trends showed
no signs of letting up, so the Social
Democrats quit, lcaving the task of
imposing the necessary economic
measures for reducing public expen-
ses to the subsequent nensocialist
government. Wiiling to try free
enterprise, the new coalition of the
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