CHAPTER 1V

A TAXATION “COMPLEX” OF SOME
CONTEMPORARY ECONOMISTS

§1 |
The Single Tax as a Deterrent to Thrift!

It will be worth while, before concluding our
study, to consider some of the recent criticisms
levelled against the increased taxation of land
values, by a few of the most widely known of the
economists who oppose that policy. These
criticisms are, in large part, directed, ostensibly, v/
against the “‘single tax”. But it i1s perfectly
obvious that most of them are intended to apply
against any considerable increase of land-value
taxation, even if such taxation might have to be
supplemented by other taxes in order to provide
sufficient revenue or even if certain other taxes,
such as inheritance taxes, were wanted anyhow
for the effects believed likely to result from them.

In his elementary text for high schools en-
titled Essentials of Economics, Professor Fred
Rogers Fairchild says:

“One of the clearest lessons of the world’s
economic history is that the most efficient use of

INew York (American Book Co.), 1923, pp. 525 and 526.
203
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254 ECONOMIC BASIS OF TAX REFORM

land comes when it is in the hands of private
owners. Governments have proved to be very
poor landowners. . . . To obtain the fullest
product from the land there must be careful,
painstaking, intensive cultivation. The indi-
vidual owner will give his land this kind of
cultivation. It belongs to him. All that he does
to improve 1t by hard labor and ‘loving’ care,
all that he spends for draining and fertilizing, are
for his own gain and for his family. He will
work and spend to improve his land, and the
crops will increase accordingly. The marvelous
results of the care and labor of small landowners
in increasing the fruitfulness of the land are to be
seen all over the world. Exactly the opposite has
come from government-owned lands.

“Now the land 1s the final source of all the
wealth that satisfies our wants and makes life
possible and enjoyable. Anything that increases
the product of the land is a benefit to mankind.
Anything that would reduce the productivity of
the land would be a world calamity. Therefore,
in spite of some evils resulting from the private
ownership of the land, we conclude that a change
to government ownership would be a mistake.

“A change which 1s vigorously advocated by
some people 1s known as the single tax. The final
goal of the ‘single-taxers’ is a tax of 100 per cent
on the economic rent of the land. They would
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A “COMPLEX” OF SOME ECONOMISTS 255

like to see the government take away from the
landowners the entire economic rent. Since, as
we have learned, the value of land depends on
its economic rent, this would be equivalent to
taking away the entire value of the land. Tke
single tax is ultimately land nationalization.*”’
In his second following paragraph, Professor
Fairchild goes on to say that in “its éxtreme form
the single tax is open to the objections already
raised against land nationalization.” This he
says without any qualification whatever. It
would seem clear, therefore, that Professor
Fairchild really believes that a tax of 100 per
cent on the rental value of land, with no tax at
all upon the products of labor including what
1s spent for draining and fertilizing land, would
“reduce the productivity of the land.”s Or else
Professor Fairchild understands the single tax to
be—what it certainly is not in the minds of its
most Intelligent advocates—a scheme to tax
the value of drainage, fertility, etc., put in by,
or dependent for maintenance on, the individual
owner. Professor Fairchild’s statement that this¢
would “reduce the productivity of the land”

3]talics here are mine.
3See remarks quoted from Professor Fairchild on land nationaliza-
tion.

‘Land nationalization, but, as pointed out above, he tells us that
100 per cent single tax is open to the same objections, -
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256 ECONOMIC BASIS OF TAX REFORM

must mean, if it means anything, that people
will work harder and produce and save more
when their taxes are proportional to their pro-
ductiveness and thrift than when their taxes are
so proportioned to the advantages of the sites
they occupy that improvements in drainage or in
the fertility of their lands, more and better
buildings, improved machinery, greater pro-
ductiveness, etc., will not at all increase their
taxes.® This is certainly the interpretation which
the high-school student, if he thought about the
matter, would be obliged to put on the passage.
And this i1s the impression which the high-school
teacher—often untrained in economics and sup-
posing that the conclusions stated must be cor-
rect since they are those of a widely-known
(and really able, despite the logical slip here
criticized) professor of economics in a great
university—will get. Is the conclusion a true
one?

But perhaps Professor Fairchild is troubled by
the fear that no one would want to hold title to
land if 1ts economic rent were taxed 100 per cent,
whereas people do want to own i1t when the land
1s taxed much less as now, but every building or

sProfessor J. E. LeRossignol in his recent Economics for Everyman,
New York (Holt), 1923, p. 273, discussing the single tax, says that
“public ownership of land” which he apparently regards as the same
thing, “would interfere seriously with the improvement of land.”
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improvement put upon or into the land is also
taxed. If a farmer should have to pay a site-
value or bare-land-value tax of, say, $100 a year,
representing the full rental value of his farm not
counting buildings, machinery, growing crops,
fruit trees, installed drainage, maintained fer-
tility, etc., he would, on this theory, not care to
hold title to the land upon which and into which
all these improvements were put. But if, paying
a much smaller tax on the bare land, he had to
pay additional taxes for each of these improve-
ments, then he would be very anxious to hold
title, even if, as might easily be the case with
highly improved property, his total taxes were
larger.

Let us digress a moment to the case of urban
land which, for the purposes of the present argu-
ment, 1s analogous. My own house is built on a
lot the net rental value of which probably does
not exceed $50 or $60 a year. Professor Fair-
child, if he holds to the theory under discussion,
would have to say that a tax of that amount
would destroy the incentive to ownership. (He
does say that “the single tax is ultimately land
nationalization.””) My actual tax on house and
lot comes to $110 or $120. The house is half
stone and so 1s not removable. Can it be that my
interest in my home and my desire to hold title
to the lot on which it is built would be less if the
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268 ECONOMIC BASIS OF TAX REFORM

lot were taxed at full rental value than it is when
all the property is taxed? Is it not a reasonable
conclusion that men would want title—even
with the 100 per cent extreme of single tax—to
the land in which and on which they possessed
valuable improvements, and that they would be
as thrifty and as eager to make such improve-
ments if their taxes were not increased because
of them ?¢

But let us turn back to Professor Fairchild’s
discussion of private ownership of land versus
nationalization, in which agricultural land seems
to be especially referred to. ‘“The individual
owner,” he says, will give the land *“this kind of
cultivation (careful, painstaking, intensive). It
belongs to him. All that he does to improve it by
hard labor and ‘loving’ care, all that he spends
for draining and fertilizing, are for his own gain
and for his family.” As a matter of fact, under
existing tax laws, “all that he does to improve
it by hard labor and ‘loving’ care, all that he
spends for draining and fertilizing,” are not “‘for
his own gain and for his family.” The more the
owner improves his land the more he has to

%0Of course it may be argued that the more people are taxed the
harder they will feel odliged to work. Relieving non-landowners of
some of their taxes might then enable them to do less. But, on the
same principle, taxing some landowners more might make tkem do
more work.
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contribute of his income to the state. What
Professor Fairchild says of the present system
in his desire to defend it against land nationaliza-
tion (in his view the same thing as 100 per cent
single tax) is distinctly not true of the present
system but would be true under the single tax.

One wonders whether Professor C. C. Plehn,
also a specialist in taxation, had the similar view
which a passage from his Introduction to Public
Finance’ seems clearly to imply:

“Every tax tends to repress the development
of the particular phenomenon on which 1t rests.
A single tax of any kind® will tend to defeat its
own ends by repressing the existence of the
phenomenon which gives the signal for its assess-
ment. In Mexico land is not taxed, but if the
farmer kills a cow, or sells a crop, he is taxed.
Naturally this discourages any extension of the
uses of land that involve this disagreeable con-
sequence. The experience of nations which has
led them to diversify the forms of their taxation
1s, therefore, supported by theoretical considera-
tions.”’

The reference to Mexico, considered in the

4th ed. New York (Macmillan), 1921, p. 88. Cf. comments on
the passage cited, by Professor Jacob Viner, in an article entitled
“Textbooks in Government Finance,’’ Journal of Political Economy,
April, 1922, pp. 250-51.

] talics are mine.
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light of its context, appears to be an attempt at
an inductive proof that every tax, including the
single tax on land values, 1s repressive. But, as
Professor Viner has pointed out,® “this may be a
valid argument against a tax on the slaughter
of cows, but it i1s not a sufficient demonstration
that a tax on land values would repress the
use of land.”

Whether a single tax on the rental value of
land could provide all the necessary revenue for
our common needs or whether there may not be
special reasons for levying certain other taxes is
not relevant to the present problem. The point is
that #f a 100 per cent tax on rent should be
sufficient and if it should be the only or “single”
tax levied (this being, according to Professor
Fairchild, the same thing as land nationalization),
then indeed, and only then, would &/ that the
owner of land might do “to improve it by hard
labor and ‘loving’ care” and «// that he might
spend “for draining and fertilizing” be “for his
own gain and for his family.”

It should be noted that Professor Fairchild
(and likewise Professor Plehn) does not base his
statement upon any alleged impossibility of
separately assessing land and improvements.
Professor E. R. A. Seligman, in attempting to
make good the contention that the single tax

"Loc. cst.
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would rest more heavily on agricultural than on
urban districts, found himself compelled to note
the arguments of those who insist that the owners
of agricultural land should not and would not
be taxed on the value of trees, fertility, drainage,
and other such elements put in or maintained by
their own efforts and investment and that the
single tax would, therefore, be relatively less
burdensome to the average farmer than the
present tax system. His answer was that it is
impossible to separate the value produced by
the owner from the value socially produced. The
only evidence that I could find adduced for this
statement was the allegation!® that this 1s not
easy to do, that “it i1s quite impossible in prac-
tice, to distinguish improvements on the land
from improvements in the land,”’* and the state-
ment that “no attempt 1s ever made, in assessing
land values, to differentiate between the two.”

Doubtless such differentiation would involve
difficulties. In practice there might be consider-
able variations from the ideal of accuracy. But
even with noticeable imperfections of assessment
it 1s possible that, by seriously attempting to tax

10Essays in Taxation, 9th ed. New York (Macmillan), 1921, p. 77
and footnote on p. 91.

lProfessor Seligman’s phraseology 18 a bit confusing. For what
1s wanted i1s to differentiate between bare-land values on the one
hand and improvement values of any sort on the other hand.
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262 ECONOMIC BASIS OF TAX REFORM|

land values rather than improvements, we might
penalize thrift and the improvement of land
very much less than we now do.

An unbiased inquirer would not, perhaps, be
primarily concerned with listing difficulties as
arguments against the single tax. One suspects
that he would endeavor first to ascertain what
economic consequences would be likely to ensue
from the application of a bare-land-value tax,
and that then, if these consequences seemed
desirable, he would be anxious to know whether
a system of assessments approximately meeting
the need could not possibly be devised. It seems
not beyond the bounds of reason that the exer-
cise of intelligence in cataloging elements of
value not appreciably dependent upon owners’
efforts, e.g., situation, slope, freedom from rocks,
etc., together with experience, would go far
toward the eventual securing of workable differ-
entiated assessments even of agricultural land.
To settle the matter in the negative with an
obiter dictum or with a statement that differen-
tiation 1s ‘“‘quite impossible’’ and that “no at-
tempt i1s ever made . . . to differentiate’” may be
no more reasonable than it would have been in
1890 or 1n 1900 so to settle the question whether
travel by airplanes would ever be feasible. If,
indeed, no better scheme should prove possible
of application, we might follow a suggestion of
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Professor Commons!* and reckon the value!* of
bona fide agricultural land which 1s kept up to
par in fertility, as, say, one-half bare-land value,
after the value of all buildings, planted trees,
etc., had been subtracted. And the cost of in-
stalled drainage and other permanent improve-
ments might similarly be subtracted. If such
permanent improvements are likely to become,
in time, indistinguishable from the land, they
could be regarded as being amortized into bare-
land value!* so gradually—say over a period of
thirty to fifty years—as not seriously to dis-
courage the owner from making them. Then,
in a succeeding generation, when evidence of
their cost was no longer available, the problem
of assessment would not be complicated by
them.

Those who object to taxing land values rather
than capital on the supposition that the dis-
tinction frequently could not be made by assess-
ors with absolute accuracy, perhaps do not fully
realize what this argument implies. If we must,
sometimes, because of the inadequacy of our data

12°A Progressive Tax on Bare-Land Values,” Politscal Science
Quarterly, March, 1922, egpecially pp. 53-56. Professor Commons
makes other interesting suggestions along the same line.

3]t would be well to reckon by rental rather than by salable value
since the latter, in the case of land, is so greatly affected by any
considerable tax.

UCf. Commons, loc. cit., pp. 61-64.
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264 ECONOMIC BASIS OF TAX REFORM

and the imperfections of our judgment, unin-
tentionally penalize thrift and improvement, 1s it
therefore to be argued that we ought deliberately
to maintain a system of taxation by the applica-
tion of which we a/ways and everywhere penalize
thrift and improvement?

The valuation of land in cities 1s comparatively
simple when the best methods are followed,
certainly more simple than the valuation of the
other diversified forms of property. And city
land values far exceed agricultural land values.
Even, therefore, if the problem of assessment of
agricultural land did prove to be insuperable—as
1t almost certainly would not—this would be no
sufficient argument against applying the system
of land-value taxation in cities. Are we to con-
clude that Professor Seligman thinks i1t would be
a sufficient argument?

§2
Land Values Represented as Too ““ Narrow”’ a
Tax ‘‘Base”

In his recent book on Public Finance®,
Professor H. L. Lutz of Princeton University, in
discussing the local use of the “single tax” in
Northwestern Canada, contends that ‘“‘the taxes
on land value were a fairly satisfactory source
of support as long as the community making use

BSecond edition, New York (Appleton) 1929, pp. 406-407.
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of 1t was growing and its land values were rising”
but that this method of taxation “ceased to be
satisfactory or successful as soon as the peak of
land value inflation was reached.” Professor
Hunter of the University of Illinois evidences, in
his Outlines of Public Finance't, a similar view.
The truth is that what is essential i1s not that
the value of land shall be increasing but merely
that the total amount of economic rent shall be
reasonably large. And so long as such a tax
leaves to private owners of land any considerable
fraction of economic rent it is nonsense to say
that the tax “base” 1s too ‘“narrow’” to yield
adequate revenue. Yet Professor Lutz refers,
with apparent approval, to the “reaction against
a narrow tax base”. Nor i1s it a well-taken ob-
jection to heavy land-value taxation, as Professor
Lutz seems to think 1t is, that under its operation
many parcels of land are surrendered for taxes
and cannot then be marketed at a high price.
For one of the very purposes of such taxation
should be to lower the salable value of land, and
discourage speculative holding of good land from
use. 1o untax improvements and take no more
than the economic rent of land would normally
not force the surrender of adequately improved

land.

16Revised edition, New York (Harper) 1926, p. 291.
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266 ECONOMIC BASIS OF TAX REFORM

Even if it should be established on other
grounds—as Lutz seems to maintain on the
basis, largely, of these irrelevant contentions—
that a single land-value tax has been or would be
inadequate for municipal (or other) revenue, this
would be no argument at all against reliance on it
for as much revenue as it could be made to yield.

It may be interesting to note, in passing, that
in his 750-page book which treats at length
various kinds of taxes and taxing systems, the
author can spare scarcely more than three pages
for a consideration of special land-value taxation
and that, even of these pages, the major part is
given over to a brief discussion of a temporary
tax exemption of new dwellings in New York
State. From the remaining page, the student in a
university or college course in public finance
will certainly get no clear idea of the nature of
land rent or of the reasons why it should be
especially taxed. Leadership in necessary social
reform may come from idealists outside of the
universities, who have followed fortunate sug-
gestions in doing their own reading and study.
Only by the remotest accident will it come from
college graduates whose minds have thus been
turned away from investigating the most sig-
nificant of our economic problems. Indeed, the
author’s apparent contention that a rising value
of land 1s a necessary condition to successful
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reliance on land-value taxation would seem to
indicate that he himself has never really under-
stood the underlying economic principles on which
such taxation is to be defended. But, after all,
why should mere lack of understanding interfere
with the discrediting of land-value taxation
among university students!

In presenting his budget to Parliament in the
spring of 1931, Philip Snowden, at that time
Chancellor of the British Exchequer, said:

“The scandal of the private appropriation of
land values created by the enterprise and in-
dustry of the people and by the expenditure of
public money, has been tolerated far too long.
. « . . The present system stands in the way of
social and economic progress, inflicts crushing
burdens on industry and hinders municipal
development. When we have carried this meas-
ure, as I am sure we shall, and as we are de-
termined to do, we shall look back upon the
budget of this year as a landmark on the road
of social and economic progress, and as one
further stage toward the emancipation of the
people from the tyranny and the injustice of
private land monopoly.”

And, winding up the debate on this budget,
Mr. Snowden said:

“Although I may not live to see the step that
we have taken this afternoon advance still
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further, at any rate I submit this bill to the
House of Commons with the satisfaction that I
believe that we have begun a far-reaching reform
which some day will liberate the land for the
people and abolish once and for all the tyranny
under which the people in this country have
suffered.”1”

But to the graduates of Princeton University,
and of other universities and colleges where the
course in public finance 1s based on Professor
Lutz’s book, such a bill, and the entire contro-
versy on the problem of land rent, must signify
nothing at all beyond some inconsequential re-
flections on what 1s a sufficiently “broad” tax
“base”.

§3
Does the Community Gain from Land Speculation?

While some economists seem to argue that to
levy on land values rather than on other things

17With the Labor and Liberal parties hopelessly routed, a Conserv-
ative holding the position of Chancellor of the Exchequer, and a
Parliament overwhelmingly Conservative, we may perhaps reason-
ably expect the land tax program to be abandoned either overtly orin
practical effect. (Indeed, a discontinuance of the necessary valuation
of land provided for in the law, has already been announced on the
plea of saving expense!) Then those naive American economists
who always treat with undue respect what is “actually being done”,
will probably begin to tell us that ‘“the scheme was seen to be im-
practical and not in conformity with sound (?) and well-recognized
taxation principles and was for that reason given up”’!
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would discourage the improvement of land,
other economists (or, at least, one other) seem to
fear that such taxation would unduly interfere
with the holding of land out of use by speculators!
In the words of a well-known opponent of in-
creased land-value taxation, Professor Richard
T. Ely,'* the owner of vacant or unused land
“renders distinct service because he carries the
burden while a lower use is ripening into a
higher one.” There is no intention to argue here
that all land ought to be used when it is not all
needed. Neither is it intended to deny that the
holding of well-situated land out of use for a
few years may sometimes leave the way open
to a better use,’* that, for example, speculation
in city lots may yield a service by preventing land
from being built on too soon and so saving it for
prospective high buildings without necessitating
the tearing down of old and lower ones.?* But if

18Qutlines of Land Economics, Ann Arbor, Mich. (Edwards Broth-
ers), 1922, Vol. II1, p. 105. Cf. also, context, p. 104.

19See Fisher, The Nature of Capital and Income, New York (Mac-
millan), 1906, pp. 253-254. Nevertheless, I have no reason to be-
lieve that Professor Fisher opposes increased taxation of land values.
Indeed, he has been quoted as favoring such taxation.

0Everybody knows that, as a rule, skyscrapers are built upon land
on which lower buildings previously rested and that, usually, these
lower buildings are torn down in order that the higher ones may
be constructed. And there are persons who would be inclined to
say that, even if the speculative holding of land out of use really
were an advantage to the community, the leaving of the major part
of economic rent to private landowners would be too heavy a price
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any economic waste is ever so avoided it is
probably more than equalled by the waste in-
volved in constructing, repairing and cleaning
longer streets, in extending water and gas mains
and electric light and telephone wires farther,
in the walking and riding longer distances, past
vacant land, of thousands of city dwellers, and
in the transporting of goods farther from store
to store and from stores to homes than would
otherwise be necessary.?? Individual estimates
of the balance of gains and losses do not tend to
result in the most economical arrangements when
the individual who exercises the power of choice
experiences the gains but divides with the com-
munity the losses.

Again, the notion that money can be made by
speculation 1n land probably operates as would a
partial combination among holders of vacant
land, thus forcing up rents and land prices. Also,
such unused land 1s raised in value not only by
road and street construction, but also by other
improvements and services paid for from com-
munity funds. Hence, to tell the owners of land

to pay for it. For a further discussion of the problem of speculation
in land, see my article, “Land Speculation and Land-Value Tax-
ation”’, in the Journal of Political Economy, June, 1927.

N]n so far as space may be wanted for parks and playgrounds,
the taxation of land values makes it possible for such space to be
bought at a lower price.
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that many of the improvements will be paid for
chiefly by those owners who build upon and use
their land may be not merely to avoid discourag-
ing speculative holding but to offer a distinct
encouragement to such holding.

All persons are not alike and do not equally
find opportunity of gain in the same activity.
Even if there are certain persons who would find
it profitable to put houses or other buildings on
certain lots—in case they owned the lots—it
does not follow that those who do own the lots
wili find 1t profitable to do so. Still less does 1t
follow that these actual owners will £now such
construction to be profitable. And their specu-
lative anticipations and hopes may cause them
to put a price on the lots too high to justify
purchase of these lots by others who might see
gain from improving them. Nor will i1t always
be feasible for improvements to be made by
tenants. Indeed, there must be a good deal of
land worth using if improved, but not usable to
advantage without the construction of buildings
or the making of other improvements, which
buildings or other improvements tenants, unless
they can arrange for long leases or other guaran-
ties on terms not likely to be satisfactory to
speculating owners desiring the privilege of sale
without notice and free of incumbrances, will
not care to construct or to make.
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Some of the owners who hold land specu-
latively, even if competent to direct construction
and to make money from the improvements,
prefer to use elsewhere their surplus funds, if
they have any. Of course this may cause capital
construction somewhere, but not on the specu-
latively held land. Others hold land idle for
long periods from mere inertia or indecision. Still
others, “land poor,” have not the means—and
perhaps not the credit—to improve, but keep
all their holdings, hoping for a rise. And there
are some owners of vacant land who prefer to
invest any surplus funds they may have in
purchasing more such land, hoping to gain a
larger percentage on investment thus, through
an anticipated rapid rise, than they could gain by
investing such surplus funds in land improve-
ment.

It may be said—it often is said—that, on the
average, such large returns are not realized;
that, indeed, land speculation usually does not
pay. Perhaps, on the average, it does not.
Neither, on the average, do lotteries pay. Nor
does wagering money on a roulette wheel pay.
All such gambling devices are purposely arranged
so that the gamblers, on the average, pay in
more than they take out. Else how could the
proprietors reap any gain? But this does not
prevent thousands—should we say millions?—

Google



A “COMPLEX” OF SOME ECONOMISTS 273

of persons from participating in such gambling.
Those economic theorists who picture the “‘eco-
nomic man’’ as a person always choosing the
most profitable line of action, and who then
assume every man to be such an “economic
man,” are singularly blind to the teachings of
experience. And the loss to the community from
land speculation may often be as great or greater
where the speculation does not pay, even where
the speculator greatly loses, as where the specu-
lation 1s profitable. The fact that the land spec-
ulator may sometimes lose 1s certainly no just-
ification for permitting the speculation.

It 1s interesting to note that different conserva-
tive professional economists answer in seemingly
opposite ways the contention of land-value taxa-
tion advocates that speculation in land injures
the community by holding good land out of use,
so forcing resort to poorer land, decreasing the
productivity of industry, lowering wages and
raising land rent. For, while some economists
make light of this contention, claiming that very
little good land really is held out of use, others
(at least one other) argue that land is held out
of use during the “ripening”’ process, that this is
to the advantage of society and that heavy land-
value taxation i1s objectionable because it would
prevent such holding. Both of these arguments
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against increased land-value taxation are ap-
parently appealed to by Professor Ely.?

§4

The Unearned Increment as a Cause of Cheap
Goods!

A view which should perhaps be distinguished
from any of the foregoing ones is that of Professor
T. S. Adams. Professor Adams seems to believe
that the private receipt of the so-called unearned
increment stimulates production and thereby
lowers prices. The implication would appear to
be that, were land values so taxed as to prevent
private realization of any unearned increments,
prices would be higher. Professor Adams says®
that “farmers and farms are more numerous,
farm products more plentiful, and farm prices
lower, because of the unearned increment. . . . It
(the unearned increment) is diffused to every
one who eats.” To this one would be inclined
to reply that if we have more farmers,* farms
and farm products and lower prices of these

RQutlines of Land Economics, Vol. III, pp. 98, 104, 105. The
chapter here cited is repeated, in large part, from Professor Ely's
paper in the Proceedings of the National Tax Association for 1921.
See, especially, pp. 245 and 251.

#8“Tax Exemption through Tax Capitalization,” American Eco-
nomic Reosew, June, 1916, page 279.

UWe might, conceivably, merely have the same number of farmers,
but settling new land instead of remaining on the old.
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products, then we must have fewer people In
some or all other lines, fewer builders, fewer
manufacturers, fewer houses, fewer manufac-
tured goods and higher rents and prices for these
houses and goods.® But such does not appear
to be the view of Professor Adams! For he goes
on to say:2¢

“Similarly our railroads have counted upon
the unearned increment to justify extensions
that would not otherwise have been made; and if
the land used in operation is yielding a high
economic rent, that rent enters into the earnings
upon which traffic rates are based. Thus in two
ways the unearned increment operates to reduce
rallway rates. . . . The manufacturer in the same
way is forced to give back to the community the
unearned increment which he i1s supposed to re-
ceive. . . . Here the consumer of the product
gets the benefit through a reduction in the cost
of production. . . . Finally, tenants receive the
transmuted unearned increment’’ (in the form of
reduced rents)!?

%See footnote number 77 in this chapter (IV). Cf. Chapter III,
§6, where consideration is given to the claim that the unearned in-
crementis diffused in Ahigher wages.

26Pages 279-280 of his article.

3See, for a discussion of the relation—or non-relation—of the un-
earned increment and building, Davenport’s article on “Theoretical
Issues in the Single Tax,”” American Economic Review, March, 1917,

pp. 17-24, and my own recent book, The Economics of Taxation,
New York (Holt), 1924, pp. 225-227.
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Unlike those who contend that, because of the
hope of unearned increment, good land 1s held
out of use and production retarded by the forcing
of industry to poorer and more remote land,
Professor Adams seems to believe that there are
more people 1n every line, more land used, more
buildings constructed and prices and house rents
lower than if the unearned increment were not
allowed to go into private hands! The number
of persons in each line is increased thereby
without the number in any other line being
decreased!*®* Does Professor Adams think that
the private enjoyment of the unearned increment
increases the birth rate or decreases the death
rate, so causing more persons to crowd into all
lines? And, if so, does he suppose that the pres-
ence of this larger population (perhaps forced
to the use of poorer land by speculative holding
as well as by increase of numbers) will result in
greater prosperity for the masses, so “diffusing”
the unearned increment? If he does not suppose
this, then what does he suppose?

Confronted with one of the most significant
and portentous facts in our economic order, viz.,

220n page 281 of his article Professor Adams seems to admit that
if the increment were accurately known in advance it would be
capitalized and that then lower rents and prices would not follow.
The implication is that the stimulating effect which he alleges, de-
pends upon the increment not being expected! A future gain, not
now contemplated, is asserted to have a present effect on action!
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that a large part of the people have to pay a
relatively few for the privilege of working and
living on the earth, or on those parts of the earth
where labor is fairly productive and life com-
paratively enticing, a majority of economists al-
most entirely ignore the issue while giving many
pages to relatively inconsequential things. Or
they work out nonsensical arguments like those
of Professor Adams. Unless the students of Yale
University have some more helpful source of in-
formation, how can they ever see the land rent
problem in its true perspective and importance?
Idealistic though many of them may be, what
chance 1s there that graduates of an institution
where such is the dominant teaching will ever
emerge from the mists of confusion into which
they have been plunged, so as to see clearly
the ultimate issues involved and aid effectively
in making others see them?

§5
The Single Tax in France!

An alleged “actual fact” makes a considerable
Impression on persons as untrained in the meth-
ods of science as are many students of economics
in some of our best-known colleges and uni-
versities where the chief material offered in
economics, after the beginning course, is de-
- scriptive and narrative, as is most of the material
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usually presented in textbooks on taxation and
public finance. One who desires to convince
such students that a given policy is undesirable
can find no more effective method of doing so
than to get an historical case where it was “ac-
tually tried” and where i1t was abandoned be-
cause it ‘“‘didn’t work.”

The competent student of human history
knows that many times when a policy has been
abandoned because it “didn’t work,” it has really
been given up because, however desirable its
effects may have been on the people-in-general, it
has been objected to by some class or classes
having power or influence. Indeed, policies
which would benefit them are often rejected by
the very persons who would be the beneficiaries.
But these facts the superficial observer does not
see. Hence, the statement that an abandoned
policy was given up because it ‘“‘failed” may
seem to such a one conclusive.

Innocently enough, doubtless, so far as in-
tention is concerned, but with a carelessness that
he might not have permitted himself had the sup-
posed facts in his possession run counter to his
own views, Professor Merlin Harold Hunter has
used this kind of argument in his Outlines of
Public Finance.®® Near the beginning of his

®¥New York (Harpers), 1921, revised edition, 1926. See review by
the present writer in the National Municipal Review (November,
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chapter on the single tax, Professor Hunter refers
to France, the physiocrats, and the impot unique
of these economists.’* Then he makes the
following amazing statements:

“Much was accomplished in putting the
system into effect until glaring inequalities in the
tax burdens became apparent. Citizens with
large incomes from stocks, with unquestioned
ability to meet fiscal burdens, were escaping
entirely, while the poor landowners were able to
meet the tax burden only with the greatest
difficulty. The injustice became so marked, and
the dissatisfaction so evident, that the impot
unique was abandoned.”’®

In the Century Magazine for July, 1890, Mr.
Edward Atkinson, debating the single tax with
Henry George, made a similar statement?2. He
said: “It (the single tax) was presented more
than a century since by the economists of
France known as the physiocrats; it was applied
in France under Turgot, before the French
Revolution, with very disastrous results.”” But
in the November (1890) number of the Century,
replying to a communication from a Mr. James

1922), p. 391; cf. Viner “Textbooks in Government Finance,”
Journal of Political Economy, April, 1922, pp. 253-55.

3P, 363. See Ch. XVI of revised edition.

1Pp, 363, 364. Reprinted in revised edition, Ch. XVI.

BXL (New Series, Vol. XVIII), 393.
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Middleton, Mr. Atkinson admitted that he
had written incorrectly,® that the single tax
had not been tried in France and that the “dis-
astrous results” he had been thinking about
were the consequences of paper money inflation!

It would seem that Professor Hunter must
have obtained his idea of French “history” from
the little essay, “The Man of Forty Crowns,”
written by Voltaire in 1767 to discredit the
impot unique which was being wurged by the
Physiocrats but which was never adopted.
Voltaire discusses this proposed tax as if it were
half of the entire output, including wages, on the
land, and so makes out a distressful case for the
poor peasant who 1s assumed to tell the story,
who could hardly eke out a miserable existence
~ even with much lower taxes and who could not
pay at all when told that he owed the state “at
least the half of what I eat.” Voltaire apparently
had not the slightest notion of the nature of a tax
on the rental value of land (or economic rent)
alone, which might easily be no or almost no
tax, instead of half of his income, in the case of
such a peasant. Nevertheless, we find Professor
Edwin R. A. Seligman of Columbia University
(and he 1s imitated by Ely and his collaborators)

BXLI (New Series, Vol. XIX), 158.
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in the chapter* in which he endeavors to dis-
credit the whole idea of the single tax or any
near approximation to 1it, citing Voltaire’s
essay with seeming satisfaction as ‘“‘one of the
most effective bits of mordant sarcasm ever
written”’. If Seligman (and Ely et a/) honestly
believes Voltaire’s criticism applicable to the
modern single-tax theory, does he really under-
stand the theory? Whether he believes 1t appli-
cable or not, is not its citation certain to cause
confusion and misunderstanding in the minds
of the many students who have to read his book?

§6
Are All Goods Equally Products of Nature?

Professor Hunter’s book contains many of the
current arguments against the single tax. And he
apparently has no sympathy even with the views
of those who hold, without being orthodox
single-taxers, that land should bear a larger
proportion of the total tax burden. The often
asserted difference between land and various
other goods, viz., that it 1s a gift of nature and

UEssays in Taxation, 9th edition, pp. 79-80. So, also, R. T. Ely,
in the fifth edition (New York—Macmillan—1930, p. 461) of his
Outlines of Economics, in preparing which Professor T. S. Adams and
others coilaborated, cites this passage from Voltaire as if it were truly
relevant! The preface indicates that the late Professor A. A. Young
did not participate in the revision of this chapter.
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they the products of labor, he disallows in the
following passage:

“Here 1s a farm, a gift of nature, and on 1t a
dwelling house, a product of man’s labor. But
when a little closer consideration is given to the
house, nature appears to have played a con-
siderable part in making provision for it. The
clay in the brick was taken from the hillside;
the oak in the floors was taken from the forest;
the glass in the windows was accumulated from
various places. The entire building was a gift
of nature—man has no more power to create
houses than to create land. He simply changed
the materials of nature to make them more ser-
viceable, the difference being that he exerted
more effort on some than on others.”’ss

A very similar view is presented by Professor
Seligman in his Essays in Taxation,*® by Pro-
fessor Winthrop More Daniels in his Public
Finance” and by others. But have these
authors never heard of the theory of marginal
productivity, in which produced wealth i1s im-
puted in part to each of the so-called “factors of
production?”’ If they have, they should be able

BPp. 367, 368 revised edition, p. 279.

#Pp. 70, 71. The passage in Seligman is quoted with approval
on page 459 of the fifth edition of Ely’s Outlines of Economics.
Presumably Professor T. S. Adams, a specialist in taxation and one

of the collaborators of Ely, considered it relevant.
3’New York (Holt), 1899, p. 82.

Google



A “COMPLEX” OF SOME ECONOMISTS 283

to realize that there 1s a sense in which land, apart
from all improvements in or on it, is very much
more a gift of nature than a building. Can the
land be in any way “imputed’ to labor? Can any
appreciable part of the situation value of a
piece of land be attributed to the labor of the
owner? The house 1s, of course, produced by
labor and capital and land. Wages and interest
and rent may be saved and invested. If all rent
were taken in taxation, individuals could save
from their wages and interest only.

But how about the current argument of some
economists that the situation value of land is,
like other values, humanly produced, since the
roads and railroads which make land available
for use are humanly produced and since it 1s
human activities and wants that make some
situations better than others?

This argument, too, shows a complete failure
on the part of supposedly well-trained economists
really to comprehend the underlying principles
in the philosophy of the despised single-taxers.
It was never contended by the single-taxers that
situation value i1s wholly produced by geologic
forces. That human beings have something to do
with bringing out this value, single-taxers not
only have not denied but have strenuously in-
sisted. What they have maintained—and rightly
—is that such situation value 1s in large part a
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result of community growth and development
and of the activities of millions of persons, that
it 1s not produced—and cannot be reproduced—
by one or a few persons. Indeed, even a great
corporation can influence the situation value of
land 1n only a limited degree.*®* A house, a steam-
ship or a machine has its value influenced by the
cost of duplication. The potential buyer fre-
quently will not pay, nor will competition allow
the potential seller to charge, much more than it
would cost to duplicate the item to be so bought
or sold. But with a site this is not the case.
What owner of a valuable site in the heart of
New York’s financial district will be prevented
from selling it for several millions of dollars by
the competition of persons who might duplicate
the lot and the situation for a few thousands of
dollars! And what would-be purchaser will be
restrained by the thought that he can, instead,
himself duplicate the site at some such trifling
cost!

The truth i1s, not merely that New York
Harbor was produced by geologic forces aeons
before the dawn of history, but also that the
humanly-produced situation values around the
harbor depend upon the activities and the choice

8See my book, The Economics of Taxation,New York (Holt) 1924,
pp. 220-233. See also, Economic Science and the Common Welfare,
fifth edition, Columbia, Mo. (Lucas Bros.), 1931, pp. 246 and 266.
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of habitat of many millions of persons in the
territory tributary to New York not less than in
New York City itself. No individual—and no
corporation unless it can determine the place of
work and the place of living for perhaps a hun-
dred million people—can anything like duplicate
the situation characteristics of a New York City
lot.

Why try to confuse the issue? Are the econ-
omists who do so too intellectually inept to
appreciate the essential distinction between
capital and land! Or 1s the explanation rather
that, seeing clearly this distinction, they yet
find the single-tax idea so vicious as to justify,
in their minds, the weapon of confusion to dis-
credit 1t!

There are, also, enough recent text books and
books of readings published by economists of the
“institutionalist’”’ and “behaviorist’ schools and
pretending to be “realistic”’ which avoid, as if it
were a plague, any passage which might empha-
size or clarify the distinction between capital and
land.

On economic phenomena and questions of
public economic policy the public mind is easily
confused. Even if the teaching of economists
were clear, and unanimously favored wise legis-
lation, reform would be sufficiently hard to
achieve. But when nearly all the text books on
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the subject of taxation and most—though not
all—of the text books for beginning students in
economics, contain such sophistries as we have
been describing, when such sophistries are every
year placed before students in al/most every
college in the land, as if they were unanswerable
truth, and when it i1s recognizedly the fact that
only the occasional student will read anything
his professor does not assign, what chance is
there that the new generation of our intellectual
and political “leaders” will get us out of our
economic wilderness?

And meanwhile, from year to year, there are
coming from the press both new and revised text
books, enthusiastically touted by their publishers
as ‘“‘up-to-date’” and “liberal”’, whose authors
naively repeat the same old sophistries, appar-
ently innocent of any suspicion—despite critical
articles and books which they have presumably
never seen—that anything fallacious or untrue
has ever been discovered in any of them!

One of the notions of some economists of the
“modern” school i1s that the habit of distin-
guishing between land and capital is really but
the result of historical accident and not at all the
consequence of an apprehension of any basic
unlikeness. It just happened, they tell us, that
classical economics developed in Great Britain in
a period when the principal classes in rural life
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were three, viz., landowners from whom the land
was hired, capitalists who provided seed, tools
and livestock and laborers who were hired by
the capitalists. Since in America the person who
owns land commonly—though not always—
owns the improvements on the land and fre-
quently all the capital there used, we are told
that if economics had got its start in America a
distinction between land and capital might never
have been thought of.

““One wonders whether, had it not been for the
peculiar organization of English agriculture a
century and a half ago, the arithmetical prin-
ciples by which the expected future rent of land
1s capitalized into a present salable value would
be different from what they now are! Perhaps
the rules of addition, subtraction, multiplication
and division are also merely an outgrowth of the
historically accidental organization of eighteenth
century English agriculture! Or, possibly, the
dependence of the value of capital on its cost of
construction or duplication was peculiar to
English economic institutions of a century and a
half ago, while in America the value of capital
has no slightest discoverable relation to the cost
of building or constructing it!”’

There are various arguments presented in
Professor Hunter’s book (as, also, in Professor
Seligman’s Essays in Taxation) to which no
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attention will here be paid, partly because of a
disinclination so to extend the discussion and
partly because they have been, or will be, dis-
cussed at length in other sections. Indeed I
had already considered them or a number of
them, prior to the appearance of Professor
Hunter’s book, 1n an article?® and in two different
books.t® Considerable attention was given to
some of these arguments in Professor H. ]J.
Davenport’s article on “Theoretical Issues in the
Single Tax,” 1917,4 with which Professor Hunter

seems unfamailiar.
§7
“Vested Rights’ Again

« But the real objection of conservative econ-
omists to the single tax—or any considerable
steps toward the single tax—flows from their
respect for “vested rights.” Professor Fairchild
avoids most of the confusions we have been con-
sidering. And perhaps, if it were not for “‘vested
rights,” he would definitely support a higher
rate of taxation of land values. Yet hesays in his
Essentials of Economics:

3¥“The Ethics of Land-Value Taxation,” Journal of Political
Economy, May, 1917, pp. 464-92.
€The Theory of Earned and Unearned Incomes, 1918, and The

Taxation of Unearned Incomes, first edition, 1921. Both, Columbia,

- Missouri (Missouri Book Co.).
S American Economsc Review, March, 1917, pp. 1-30.
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“The present owners of land have come into
possession in good faith under the present rule.
Many of them have paid for their land its full
present value. To proceed now to take from
them the whole or @ part of the value of their
land or to impose upon them discriminatory
taxes would be an injustice. If there is to be land
nationalization it can be accomplished justly
only by purchasing the land at its fair value from
its present owners. Any other procedure is /ike
changing the rules of a game, while the game is in
progress, to the disadvantage of one contestant.” 4
A similar view seems clearly to be held by
Professor T. S. Adams,*® whose apparent con-
tention that the unearned increment increases
production in general and is “diffused” in lower
prices, not of one sort of goods only, but of goods
in general, we have already noted.# It 1s ap-
parently subscribed to by Professor R. T. Ely,*
whose opposition to special land-value taxation

P, 527. Italics are mine.

4See his article on “Tax Exemption through Tax Capitalization™
in the American Economic Review for June, 1916.

484 of this Chapter (IV).

“Qutlines of Economics, 3d rev. ed., New York (Macmillan), 1916,
pp. 681, 682. The fourth edition (September, 1923), does not appear
to contain the specific passages here referred to, but the passage on
page 672 (which is logically correct as against the theory there criti-
cised) would probably be interpreted by most readers as implying
the former view. Certainly there is no clear indication of any change
in this view, either in the fourth or the fifth (1930) edition.
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1s well known. It is definitely declared by Pro-
fessor Winthrop More Daniels.4¢ And it would
seem to have the support of Professor F. W.
Taussig,” of Professor C. J. Bullock,*®* and of
various other writers. We need not name them
all. Let the interested reader examine the recent
and the most popular economics texts. He will
not find this viewpoint in all of them. But he
will find it in a large proportion.

Professor Daniels 1s thoroughly consistent in
his adherence to the view that an investment
once made i1s sacred as against discriminatory
taxation whether it i1s in land or 1n a stock cor-
poration having a monopoly. For he asserts
that¢ “when the source of monopoly or unearned
profits has been once transferred from the origi-
nal owner, special or exclusive taxation involves
the expropriation of property owners, who
acquired their title by indefeasible right.”

By the same logic it would appear to be unjust
to regulate downward the high prices or rates
of public service or other monopoly companies
after purchases have been made of their stock,
in the expectation of the continued receipt of un-

$Public Finance,p. 85.

1 Principles of Ecomomics, 3d rev. ed., New York (Macmillan),
1921, Vol. 11, p. 107.

8The Elements of Economics, 2d ed., Boston (Silver, Burdett &
Co.), 1913, pp. 326-28.

WPublic Finance, p. 83.
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regulated returns, by other parties than those
who established the monopolies. If the originally
responsible persons have died, or have sold out
and cannot be found, or have sold out and dis-
sipated their gains, it must then be the duty of
the public to go on paying, indefinitely, rates
that yield 20, 30, or 40 per cent on the value of
the necessary plants for conducting the businesses
—or else to buy out the monopoly concerns at
values arrived at by capitalizing their large
anticipated returns.

Extreme cases are sometimes enlightening. Let
us suppose, then, a community in which not
only 1s all the land owned by a few, but in which
every article is under the control of, and the
price fixed by, a monopoly. At every turn the
common man finds himself the victim of ex-
orbitant prices. But the monopolists, like the
landowners, have bought the right to these
large incomes and cannot justly be dispossessed!
The masses, even though they get control of
government, cannot fairly reduce rates and
charges because this will involve ‘“‘the expro-
priation of property owners who acquired their
title by indefeasible right.”’s® No, the masses
must either continue to pay indefinitely the high
prices and rates that have become customary or

$9Daniels, Joc. cit.
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else they must buy out the monopolists at the
fair present value of the incomes that have be-
come customary! This view of the ethics of the
case might seem a hard one to persons whose real
incomes were thus forced to a lowlevel by ubig-
uitous monopoly. And they might decide that
to continue paying the monopoly charges would
be fully as easy as to buy out the monopolists at
the capitalized value of their “indefeasible”
property. In any case the victims of the system
continue to be victims. There seems reason to
believe that, in the eyes of economists like
Professor Daniels, no other alternative i1s per-
missible.

But, in general, teachers and writers of eco-
nomics do not seem inclined to insist as strongly
on respect for other vested rights as on respect
for vested rights in land. Thus, there appears to
be a willingness to have monopolies regulated
even after innocent investors have bought stock
in the expectation of large dividends. There
appears to be, also, a willingness to see tariff
changes even though industries have been es-
tablished at considerable cost on the basis of
existing tariffs. There 1s an apparent willingness
on the part of many that price levels should be
stabilized for the future, if government can be
brought to adopt the policy, even though some
persons have made their investments in the
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expectation that society would permit them to
profit from fluctuations they believe they can
foresee—and even though other persons have
invested largely in their own education on the
peculiarities of the cycle in order that they may
gain from the changes that occur rather than
lose. The Eighteenth Amendment must have v’
seriously damaged the property interests of many
persons whom society had permitted to buy and
to build specialized property for the manufacture
of alcoholic drinks, who had “come into possession
in good faith” under the then existing rule. But

I am unable to recall any protest against this
change in the economics textbooks of any
of the current writers, based on any argument
concerning vested rights. Nevertheless, this also,
to use the phrase adopted by Professor Fairchild,
1s “changing the rules of a game, while the
game 1s In progress, to the disadvantage of one
contestant.’

There are various other ways in which society
has been guilty of “changing the rules of a game,
while the game is in progress.”” Thus, the estab-
lishment of trade schools has tended to do this.
Prior to the establishment of trade schools, the
craftsman had to learn his trade by a long period
of apprenticeship. The time required tended to
limit competition. But the establishment of
trade schools operates to increase competition in
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the trades for which they are provided, by bring-
ing in new workers who are more quickly trained.
Thus the establishment of trade schools may
prevent the receiving of the wages which their
sacrifices and their long apprenticeship would
have otherwise brought them, by workers al-
ready in the field. QOught not economists to
protest against the establishment of trade schools
by the public as an infringement on vested
rights? But perhaps the vested rights of wage-
earners are not as important as the vested rights
of property-owners! A change which lowers the
wages of an artisan does not lower the capitalized
salable value of anything, since his prospective
income 1s not salable as a whole!

What shall we say, then, regarding the rent of
land? Is that particular kind of income more
sacred, more inviolable, than the other types
of income we have been discussing? In this
connection 1t will perhaps be argued that the
private receipt of land rent has a longer and
less-questioned prescriptive sanction than the
private receipt of monopoly gains, of income
from the manufacture of spirituous liquors, etc.
It should be borne in mind that the claim which
must be held inviolable as against the single-
taxers or other advocates of increased land-value
taxation, 1s a claim to a future rent which shall
never be reduced by taxation in such a way as to
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lower the salable value of land. Society is held
to be under a moral obligation not to reduce the
salable value of land by one 1ota. To do so is like
“changing the rules of a game, while the game
1s In progress, to the disadvantage of one con-
testant.”” The owners of land are said to have
bought it in the faith that ‘““the rules of the game”
will not be changed. And this appears to mean
in the view of many, if not, indeed, most writers
of economics texts, that the present taxation
system should not be changed a4 4// 1n the
direction of heavier relative taxation of land.s
Has society, directly or by implication, pledged
itself that it will not raise these taxes? Nobody
seems to think that a tax on automobiles cannot
legitimately be increased after people have

S1Perhaps, in this view, there should not even be a generally in-
creased rate of taxation on all property. For this might lower the
salable value of land on the constancy of which purchasers had re-
lied. For increased taxation of all property might discourage sav-
ing. If it did so, the decrease of capital would tend, in the long
run, to keep its value up to its cost of production. And interest
rates would rise. It would still be worth while to save some capital,
though perhaps less than before. But at interest rates which, includ-
ing the tax, are higher than they would have been and, with the tax
subtracted, almost as high as they would have been without the tax,
the capitalized salable value of the heavily taxed land rent would
be reduced. And the anticipation of this result might conceivably
cause the salable value of land to fall as compared with other values,
as soon as a generally increased tax on all property was levied—or
seriously proposed! Cf. note by H. Gordon Hayes, entitled “The
Capitalization of the Land Tax,” Quarterly Journal of Economics,
February, 1920, pp. 373-80, especially p. 376.
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bought automobiles not expecting such in-
crease. And nobody seems to think that other
tax rates, e.g. on tobacco, may not properly be
changed if to change them seems expedient. Is it
only landowners against whom any increase of
taxation is a violation of faith? Is it only land-
owners to whom society guarantees no dis-
criminating tax increase? Or would it be rea-
sonable to argue that landowners, like othery
persons, make their contracts and buy their
property with no guaranty that public policy will
not change, but merely with the practical cer-
tainty that such important changes in public
policy as occur will not be precipitate or without
the warning of years of agitation preceding the
changes s

The natural reaction of some economists will
perhaps be to say that society does have a right

$23Suppose that a group of persons, by long agitation, succeed in
making i1t appear likely that the single tax will be adopted. In
consequence of this expectation, land values decline and many own-
ers sell land at lower prices than they would otherwise charge. Do
the persons who start this agitation commit an immoral act, since it
1s as a consequence of their agitation that the salable value of land
falls? Ought the government to suppress such an agitation in order
to protect “vested rights’’? But what if the government allows the
agitation to go on until many owners have sold land at low prices
counting on the adoption of single tax and until many other indi-
viduals, perhaps, have made valuable improvements out of current
savings, counting on a future exemption of these improvements from
taxation; but finally does nof adopt the single tax! Are any “vested
rights” then infringed?

Google



A “COMPLEX” OF SOME ECONOMISTS 297

to increase taxes on land, but that it has no right
deliberately to set out upon a policy which
leads eventually to the single tax. Yet such a
position cannot be logically defended. For,
once it has been admitted that any definite in-
crease whatever of land-value taxation is per-
missible, the mathematician can point to a
smaller present increase plus future additional
Increases, the application of which would lower
the present salable value of the land no more.

It may now be said, however, that the objec-
tion to the single tax or to heavy taxation of land
1s not meant to be an objection to gradual change.
But if their objection is only to sudden change,
most economists have deftly concealed the fact.
Nearly always there 1s no intimation that even
gradual change i1s permissible.®* Indeed, one

8]t may be of interest to some readers to note that not even by out-
right purchase of land—if it were really paid for by taxes rather
than by creating a perpetual debt—could we entirely avoid inter-
ference with “vested rights.”” Even by such purchase we should be
“changing the rules of a game, while the game is in progress, to the
disadvantage of one contestant.”” For the persons who would have
to pay the taxes necessary for buying the land, would be the persons
who have taxable income or property now or in the near future, i. e.,
while the tax is being collected. Such persons would, to be sure,
be free, thereafter, of taxes, so far as the future collecting of eco-
nomic rent in lieu of other taxes could free them. But so would
other persons whose ability to pay taxes, prior to the persod of land
purchases, might be so small that only thesr usual tax contributions
toward current expenses could be secured .and nothing additional

toward buying out the landlords. The freedom of these other per-
sons from future taxes is not enjoyed at the expense of landowners,
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recent writer, Professor J. E. LeRossignol,

as such, but is at the expense of all those who are in a position to
pay extra taxes during the land-buying period and who have to
contribute, not only to buy themselves free of future taxation but
to buy these others free of future taxation. Property owners and
receivers of large incomes might, then, so buy free of future taxes
persons who could not buy themselves free. The vested rights of
these property-owners are disregarded. And landowners themselves,
being taxed with others to provide means to pay for the land—in
which thereafter they would be but part owners with the rest of
the community—would be helping to buy free of future taxation per-
sons who could not, at the time, buy themselves free. So the vested
rights of landowners themselves might not be fully respected by
such a scheme. These considerations may not be important but they
are believed not to be mathematically fallacious.

Lest this point seem not quite clear, we may illustrate it by an
extreme but somewhat analogous case. Let us suppose a community
of which one-third of the members are slaves whose total value is a
million dollars, one-third are the owners of these slaves and own a
million dollars worth of other property besides, and the last one-
third are non-slave-owners who are of equal wealth with the slave-
owners, i. e., worth, in the aggregate, two million dollars. It is
decided to free the slaves and, with the idea of avoiding an infringe-
ment of the ““vested rights’ of slave-owners, this is done by purchase.
A capital tax of 25 per cent is levied on all owners of property, to
provide the million dollars necessary to buy the slaves free. The
slave-owners receive this million dollars, but have to pay out half a
million as their share of the taxes. They are left, then, without the
million dollars’ worth of slaves and with an extra half-million dol-
lars’ worth of other property, or a total of a million and a half in
value in place of their former two million. The other propertied
classes have to pay out half a million dolldrs in taxes as their con-
tribution toward freeing the slaves and have a million and a half
dollars worth of property remaining. The slaves are thereafter
free, but the wealth of their former owners and also of the other
propertied class is reduced to three-fourths of its former amount.
Together they own, not a million dollars’ worth of slaves plus three
million dollars’ worth of other property but only three million dol-
lars’ worth of other property. The slave-owners have lost as much,
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definitely expresses his view of the “injustice and

notwithstanding they have been paid for the slaves out of property
and so “compensated,”’ as if they were deprived of their property more
gradually without “‘compensation.”” The advantage of the ‘‘com-
pensation’”’ method is that it frees the slaves instantly without
imposing any burden for payment upon them (presumably they
have, at the time, nothing to pay with), but this gain of the slaves
is at the expense of an infringement of the “vested rights” of the
non-slave-owning propertied classes. To pay for the slaves by tax-
ing all other persons and not taxing the slaves would be, surely,
“like changing the rules of a game, while the game is in progress,
to the disadvantage of one contestant.” The only way to free the
slaves without interference with the “vested rights’ of any property-
owners would be for the slave-owners to be paid by a bond issue, the
interest and principal of which (or the interest forever) should be
paid by the slaves themselves and their descendants! Similarly,
the only way that the present system of private enjoyment of land
rent and support of government largely by taxation of other in-
comes and property could be changed without any violation of
“vested rights,” would be for the rights of the landowners to be
bought out with funds to the raising of which all victims of the
system, however poor they might be, should contribute. f

It may advantageously be pointed out, before we leave this tnpi;.'\;}
that nationalization of land and government management are not Y
the things to be sought for. Rather should we aim at individual '
ownership and management and ease of acquiring such ownership.
And the way to attain our end is not to adopt the utterly imprac-:
ticable and burdensome scheme of land purchase, with possible fu- '
ture interest payments on the national debt assumed, as great as
present economic rents, but rather to remove gradually or, at least, .
greatly reduce, most other taxes and to put more and more of the
tax burden upon bare-land values.

Among various suggestions for land purchase by the community
may be mentioned one for the purchase from landowners of the
right to take, in taxation, all or most of the economic rent of land
beginning some fifty years hence. But if the public become ever
seriously aroused regarding the land problem, they will hardly want
to wait fifty years before securing any results at all; and unless
and until they are aroused they are unlikely to take interest in levy-
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impracticability” of the adoption of the single
tax “whether done at once or gradually.” s

A comment on the foregoing argument, which
I once received from a specialist in the field of
taxation, of high reputation, seems to indicate
the necessity for further explanation. The
comment was, in part, that “monopolistic rates
and charges are regulated only for the purpose of
holding the monopolist to a reasonable return”
and that “the average landowner 1s getting only a

ing higher taxes on themselves to pay for the privilege of having a
reform begin (even if their descendants were sure to do it) after
the passing of two generations. A/ such proposals serve merely to
divert attention from the only method by which there is any reasonable
possibility of reform, viz., a step-by-step substitution of land-value
taxation for most other taxes.

M Economsics for Everyman, p. 272.

Still another economist, this time an agricultural economist of
some reputation (but who shall here be nameless since his comments
were oral), suggested that to increase the tax on land values by
degrees would be like cutting off a dog’s tail by degrees, e. g., one
segment at a time! Such an analogy should deceive no one who 1s
habituated to careful analysis. To cut off a dog’s tail by sections
multiplies the animal’s pain in rough proportion to the number of
cuttings. But to increase a land-value tax by degrees reduces the
net loss incurred by the landowner, even assuming that he is not at
the same time, as a capitalist or laborer, benefited by the reduction
of other taxes. For the salable value of land is arrived at by capital-
1zing its prospective annual rents and, in capitalizing, the rents of the
more remote future years are of relatively little arithmetic signifi-
cance. Thus, a rising tax rate which slightly diminishes net rents now
and greatly diminishes only the rents of remote years, lowers the
present salable value of land less than if the reform came about
completely all at once. Of course the benefits to the rest of the public
are also correspondingly reduced or delayed.



A “COMPLEX” OF SOME ECONOMISTS 301

reasonable return’”, that “investors in land
realize no greater return than investors in other
forms of property’’ and even ‘“‘realize less’’s if his
- “observation and experience are correct.”’ So far
as the monopolist i1s concerned, it 1s doubtless
true that we regulate “only for the purpose of
holding the monopolist to a reasonable return.”
But upon what value do we desire that the re-
turn shall be “reasonable”? If the present hold-
ers of the stock of a monopoly have purchased it
at a high price because it was expected that the
monopoly would be able to continue to charge
high rates for the service rendered by it, then the
high rates must be allowed to continue or else
these holders of stock will 7o get a “reasonable’
return on what the stock cost them, on their
investment. Yet much lower rates might suffice
to yield a “reasonable” return on what it would
cost to construct, in duplicate, the entire plant.
If investors must be allowed to get, on the aver-
age, a “‘reasonable’ return on what they have paid,
then little or nothing can be done to terminate
any exploitation of the general public when such
exploitation has previously been thought of as

8This seems very clearly to be the view, also, of Professor Ely.

See his Outlines of Land Economics, Ann Arbor, Mich. (Edwards
Brothers), 1922, pp. 94, 95. And Professor Ely, too, considers this
conclusion as an important argument against special land-value
taxation.
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something which would extend into the indefinite
future. If persons owning property the value of
which depends upon exploiting power, have made
their plans and purchases on the supposition of
the indefinite continuance of such power, then
nothing can be done to relieve any victims of an
exploiting system, except as the victims pay for
their own relief.

Consider now the case of the average yield to
owners of land. However largely economic rent
may be due to the natural advantages of particu-
lar pieces of land and to advantages due to
community growth, the rate of return to owners
who have bought the land in the general ex-
pectation that the economic rent would be
considerable, 1s only a “reasonable” rate. Even
if the land purchased rises in value, the purchaser
who bought it in the light of a widespread ex-
pectation of a rise, has had to pay so much for it
because of that expectation, that the return
received by him, including the rise in value, nets
him only a “reasonable” rate on the sum In-
vested. So, if, on the average, ‘“‘reasonable”
rates of return on investments of any sort
whatever are sacred decause they are only “rea-
sonable”, then monopolists must be allowed
prices which yield a very high return on what 1t
would cost to duplicate their plants; landowners
must be allowed to receive economic rent and,
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frequently, progressively higher and higher
future rent, on land that had no cost of construc-
tion and the value of which is a function of social
growth; and even slavery, if once established,
cannot be abolished unless the slaves buy them-
selves free, for otherwise the average returns of
slave-owners on their investments will be reduced
below what is “reasonable.” Indeed to abolish
slavery while “‘compensating’ the slave-owners
with funds raised by taxing the owners of other
property, tends to deprive the owners of this
other property of a “reasonable’” return and in-
fringes on their vested rights. In general, the
only way that any kind of exploitation, be it "
slavery, monopoly or the private collection of the
economic rent of land, can be terminated without
infringing on the expectations and ‘‘vested
rights’’ of some group of persons, is for the cost of
the change to be contributed to by all the victims
of the system of exploitation the termination of
which 1s sought.s¢

To say that abolition of slavery, or regulation
of monopoly charges, or increased taxation of
land values operates to lower the return on
money invested in slaves, monopoly or land by
purchasers, below the average or ordinary rate
in other investments, below a “reasonable’ rate,

56See discussion in footnote numbetr 53 of this chapter (IV).
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amounts to the same thing as to say that such a
change in policy lowers the salable value of the
property of such purchasers. It 1s merely a dif-
ferent way of expressing the fact that “vested
rights” are infringed. But since some economists
of reputation, when the conclusion has been
pointed out to them in one way, have seemed
to think that an important argument against
land-value taxation was overlooked because the
case was not stated in the mathematically
equivalent other way, both forms of statement
are now included in our discussion.

Economists sometimes refer, in this connec-
tion, to the fact that land may fall in value as
well as rise, 1. e., that there may be a “decre-
ment’’ instead of an increment, as if such a fact
were somehow relevant to the problem. In truth,
a fall in the value of land merely means that land
owners are able to get less rent than before, albeit,
usually, still something, for advantages due not
to them but to nature, to population growth, or
to civic improvement.

It is customary to attempt the annihilation of
the “single-tax’’ case partly by alleging that it is
based on a doctrine of “natural rights.”s” Yet
this chief objection—vested rights—commonly
raised against it seems also to be based upon

¥'See, for example, Ely, Outlines of Economics, 3d rev. ed., p. 681,
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“natural rights” or something fundamentally
similar. For just as in the view of the orthodox
single-taxer, everyone has a natural right to the
use of land, so in the view of many writers of
textbooks on economics every landowner has a
kind of “natural” right not to have the salable
value of his land lowered by taxation. We are
dealing here, apparently, with an intuitive ethics.
Economists do not say that the proposed tax re-
form 1s wrong because of injurious consequences
anticipated to the general welfare, but merely
that it is wrong or immoral or unjust. In this
matter they seem to experience a sense of shock
at the mere proposal, which prevents any really
free objective investigation of cause-and-effect
relations. Hence the discussion of the subject by
many economists presents the appearance, not
so much of a search to discover whether the
general effects of single tax would probably be
beneficial or the reverse, but of an attempt to
prove the policy wicked. One rather gets the /
impression, then—is it a false one?—that in the
minds of most writers of economics texts ideas of
sacredness cluster about property in prospec-
tive land rent to a more marked degree than
about various other kinds of property. And
Professor Robinson has said**—could he, by any

$8James Harvey Robinson, The Mind in the Making, New York
(Harpers), 1921, p. 92.
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chance, have been right!—that “if a thing 1s held
to be sacred it is the center of what may be called
a defense complex” so that ‘““a reasonable con-
sideration of the merits of the case will not be
tolerated.”” The sense of proportion of many
economists has been hopelessly dulled by their
making of the doctrine of vested rights a veritable
fetish. Otherwise, the insistence that society,
which makes frequent changes of policy in other
matters, 1s under a binding implied pledge and
obligation never to move, no matter how gradually,
toward the eventual taking in taxation of the
major part of economic rent, would be clearly
seen to be, as in fact it is, utterly silly.
Occasionally, however, the objection 1s made
to heavy increase of land-value taxation that
this would destroy the sense of security and
weaken the incentive to accumulate! Do any
economists seriously believe that a gradual sub-
stitution of land-value taxation for taxation
which penalizes activity and thrift would have
any such results? Is there any evidence that such
~ a consequence has been experienced in Pittsburg
~ and Scranton, Pa., in New Zealand, in New
South Wales, Australia, and in other places
where steps have been taken in this direction?
Has the development of the policy of regulating
the rates of public service monopolies brought
about any such undesirable effect? Or 1s the
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presenting of the contention merely one more bit
of evidence that conservative economists are
determined to find some argument—any argu-
ment—against the increased taxation of land
values?

Many professional economists, 1t 1s suspected,
have never permitted themselves to think long
and without bias on the subject, examining
carefully, and not merely to discredit them in
debate, the arguments of the single-taxers.
With some exceptions, they seem to have
accepted the views of their conservative teachers
as expressed In current texts. That the single
tax 1s unsound because it is based on a doctrine
of “natural rights,” that it cannot be levied so as
to distinguish at all fairly between bare-land
values and labor-produced values, that there is
no such difference anyway because everything is
in large part a gift of nature, that there are other
unearned incomes and increments besides land
rent and land values,*®* and that, anyhow, any
change 1s unjust, are contentions generally
familiar and quite commonly accepted. And
where economists whose voluminous writing, or
whose apparent familiarity with all that has

89This contention 18 discussed at length in a later section (§10) ot
this Chapter (IV). Itis believed that what Professor Seligman says
on pages 81 and 82 of his Essays in Taxaion. 9th edition, is there
adequately answered.
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been previously written on taxation, or whose
high academic position in long-established in-
stitutions, gives them reputation, are called upon
to render “expert” advice regarding taxation,
they are not unlikely to advise something other
than, or to advise definitely against, higher taxes
on land values. And the graduate student or
young teacher who has memorized the arguments
summarized above feels no special inducement
further to investigate the views of a school of
writers—the single-taxers—who are largely out-
side the academic fold, who are supposed to
adhere to an eighteenth-century ethical standard
from which academic economists believe them-
selves emancipated, and the acceptance of whose
conclusions even with qualifications would brand
him as a heretic. |
Nevertheless, it 1s to the younger students and
teachers of economics that the present study is
particularly addressed. The older men, espec-
1ally if they have expressed their views in print,
will almost certainly not change. In their case,
the to-be-expected reaction 1s the seeking of
some ‘“‘reason” to “justify”’ the opinions to
which they have become publicly committed.
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Increased Land-Value Taxation and the Chances
of the Common Man

Certain important effects which increased
land-value taxation when accompanied by de-
creased taxation of commodities, capital, and
incomes, would tend to produce are consistently
ignored by most writers of our economics texts.
Being above all things scientists, they are more
interested in showing the non-conformity of the
policy to their intuitive ethics than they are in
exhibiting its probable consequences! Or may
it be that some of them are influenced, sub-
consciously, by the suspicion that while to over-
look an important argument for greater land-
value taxation or, even, to argue sophistically
against it, would not at all disgrace them among
the writers on taxation, to risk classification
with the “single-taxers” would so disgrace
them!

Perhaps the most significant probable conse-
quence of greatly increased land-value taxation
is a decrease of tenancy or, at least, an increased
ease of becoming an owner of land. For, as the
opponents of the “single tax’’ are fond of pointing
out in their references to ‘“‘vested rights,” in- -
creased land-value taxation would reduce the
salable value of land. Lower selling values of
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land make the purchase of land for farms, homes,
or business easier. And not only would a higher v
tax on land values make a lower selling price but
also, by virtue of it, other taxes could be corres-
pondingly reduced. If labor and interest incomes
were less taxed, 1t would be easier to accumulate,
out of earnings, the money necessary to buy a
piece of land. Despite the conventional accept-
ance by economists, almost as a fetish, of the
“ability theory of taxation,” it does not at all
necessarily follow that taxation according to
“ability,” in the sense commonly understood,
most conduces to the general well-being. Indeed,
it may be that the advocates of i1it, who have
plumed themselves upon their sympathy with
the common man, have so been in some degree
auxiliaries of the forces of reaction.

But there is another way of looking at this
matter, which, to many, may seem even more
significant. We all know that success 1s fre-
quently a precarious thing. Sometimes the
business changes of a few months sweep away
the accumulations of a lifetime. So, too, sickness
or some miscalculation for which we may or may
not be entirely to blame, will occasionally leave
us, after years of effort and thrift, financially
where we started. Our children, then, or, if not
our children, perhaps our grandchildren, have
to begin a struggle which we fondly hoped they
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would be spared. If land is comparatively un-
taxed, then it is made harder for them to get
started. The incomes they may earn have to be
taxed directly or indirectly, and they can save
but slowly. The value of land is high and they
cannot soon buy land. They may be obliged
to remain tenants or laborers for years—perhaps
as long as they live.¢®

To tax land values more and other things less
would be, therefore, a reform somewhat similar
in principle to the abolition of imprisonment for
debt, to the doing away with debt slavery, and to
the establishment of bankruptcy laws. It would be
to protect the individual—ourselves, our children,
our grandchildren—from the danger of falling so
hopelessly low in the economic scale as i1s now
possible. High land prices may mean prosperity
for some. But there can be no question that they
tend to make the situation of the propertyless
person, even though he be hard-working and
thrifty, comparatively hopeless. And, paradoxi-
cal as it may appear to those who have never
thought about it, the levying even of progressive
taxes on incomes, along with the ordinary taxes on
commodities and property, as an alternative to

- 9T axing land values at a high rate does not, of course, provide a
guaranty that all tenants will become property owners. Nor is it
necessarily desirable that they should. Some persons work better
under the direction of othess.
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special taxes on land values, may keep such
hardworking and thrifty persons down econom-
ically because it keeps land prices up. A tax on
land values 1s fully made up, for such prospective
buyers, by reduced land prices and, if land specu-
lation 1s so discouraged, more than made up.
But taxes on commodities, capital, and incomes®!
are always some burden to the hardworking and
thrifty propertyless person, unless they are so
levied—assuming this to be possible—that no
part of any of them falls directly upon, or is
shifted to, him.®

It 1s to be noted that the end sought can be
fully achieved only by a general tax on all
economic rent or land values. A progressive tax
on land values (progressively higher as the land
owned by the taxpayer is of greater value), since
the highest tax could hardly take more than the
entire rent, would leave small holdings compara-
tively untaxed. This would leave the price of
land fairly high and keep it hard for persons of

81'The incidence and other economic consequences of taxes on com-
modities, labor incomes, capital and its interest, property in general,
etc., are discussed at length in the author’s recent book, The Eco-
nomics of Taxation, New York (Holt), 1924.

“In view of the above facts and of others discussed in this book,
the conclusion seems inescapable that the passage from Voltaire
which Professor Seligman refers to on pages 79 and 80 of his Es-
says in Taxation, 9th edition, apparently with approval and as a
means of helping to discredit the “‘single tax’’ view, is a most unfair
statement of the case.
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small means to acquire land. Large holders
would, indeed, prefer to sell. But their financial
position need not be seriously injured or that of
their former tenants greatly improved. For they
could dispose of their land to these tenants and
others on mortgage security, so ceasing to hold
title and avoiding the progressive tax. Or they
could organize numerous corporations each of
which would own a small amount of land and in
all of which the original large holders of land
could keep control, or they could avoid the tax
in other ways. It is also to be noted that really to
penalize large holdings as such might operate
to force small-scale business even where large-
scale business would be more economical. Thus,
it might, if evasion were impossible, prevent the
establishment of department stores and cause the
establishment, instead, of small specialty stores. 3

But even when this advantage, viz., the pro-
tection of the individual against the danger of
falling so hopelessly low in the economic scale, of
levying taxes largely on land values is carefully
pointed out, objections are made which indicate
either an unwillingness (perhaps sometimes, mere
carelessness) or an inability thoroughly to

#No criticism is here intended, however, of those who favor pro-
gressive taxation of bare-land values because they think it, for po-
litical reasons, a good entering wedge to bring about, eventually,
non-discriminating taxation of bare-land values.
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analyze the problem. For example, it 1s some-
times said that the greater cheapness of land is
no avantage to would-be owners since, although
the land is made cheaper by land-value taxation,
the greater tax offsets the lower selling price.
The new owner, it is said, merely pays the
tax nstead of the higher purchase price or instead
of interest on a larger mortgage. Those who
present the above argument apparently overlook
entirely the fact that, if the greater annual tax
on the land no more than offsets the lower pur-
chase price, then the reduction of other taxes,
including taxes on improvements, is all clear
gain. And they also overlook the fact that thef
greater tax on land values, by discouraging
speculation in land, i.e., by increasing the com-
petition of landowners to get their land used,
lowers land rent. The salable value of land v/
therefore falls, partly because the rental yield
which is capitalized into a salable value 1s re-
duced by this competition, as well as partly
because the remaining rent is further reduced by
the increase of land-value taxation. Hence, the
new buyer finds that the greater cheapness of
land more than offsets the increased tax which he
has to pay on it, even if his other taxes are not
reduced—as they thereafter can be.%

8¢Although the competition to put good idle land into use lowers the
economic rent that an owner can get on his land, 1. e. his income as
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But some may still insist that there is as much
reason for interfering by taxation, or otherwise,
with the right to receive income from capital as
with the privilege of drawing rent from land,
seeming, despite such arguments as have been
presented in the foregoing pages, to see no dis-
tinction between land values and capital values
of any significance for public policy.¢® In order to
give every reasonable consideration to those who
hold such a view, let us inquire carefully what
would happen if, instead of removing taxes from
capital and putting them on land values, we
should do just the opposite, i.e., remove taxes
from land values and put them on capital. The
net income from capital would thus be reduced.
Unless and until this fact caused a decrease of
saving and so lessened the supply of capital and
raised Interest rates, the net rate of interest
realized on capital would be lower. But, cer-
tainly over any considerable period, the value of
capital goods could not be less than the cost of
production of such goods, else capital would not

an owner, his labor income, as such, is increased. In the technical
terminology of economic theory, labor is more productive, having
more and better land available to work with, and the product of
industry attributable to labor is greater, while the part attributable
(“imputable’) to land and collectible as rent is less.

- ®This seems to be the attitude taken by Professor Ely in his Out-
lines of Land Economics, Ann Arbor, Mich. (Edwards Brothers),
1922, Vol. 111, p. 103.
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be constructed even to take the place of old
capital wearing out, and there would finally be
no capital at all. It seems obvious, therefore,
that no considerable cheapening of the salable
value of capital could, in the long run, be expected
from the heavier taxing of capital. But the correl-
ative lighter taxation of land values would en-
courage speculation in land, keep land out of
use and make land rent higher. The fact that
from this higher rent less was taken 1n taxation
would mean a greater increase of net rent than of
gross rent. The capitalized value of land, even
if the interest rate at which the land was capital-
1zed did not fall as a consequence of the increased
tax on capital, would tend to rise in as great a
proportion as its net rent. It would be harder for
an ambitious and thrifty but poor man to save
enough to buy a piece of land. And, after he had
bought it, though the tax on his land value
would be less, the tax on any improvements he
might make would be more. The increase of
tenancy would be accentuated.

But to remove taxes from other things and
impose them on land values would cheapen land
and make it easier to acquire, while capital goods
could not become worth more than the cost of
duplicating them. Owners of land and capital
would pay heavier taxes on their land but lower

or no taxes on their capital. If they intended toy
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continue using their land rather than to sell it,
its lower salable value could be no injury to
them. Owners of land who intended to sell it in
order to buy other land would lose no more as
sellers by the fall in the salable value of land than
they would gain as buyers. Owners of land who
intended to sell, not for the purpose of reinvest-
ing but in order to use up the proceeds in current
consumption, would, indeed, lose, since the
reduced salable value of their land would mean
diminished possibilities in the way of such con-
sumption. Owners of unimproved and slight-
ly improved land would lose, at least temporarily,
since the increased taxation of their land would
more than offset any decreased taxation of their
capital. But even they, if they were hardworking
and thrifty, would gain from the reduction or
abolition of taxes on capital, since whatever
capital they might thenceforth accumulate would
be less taxed or not taxed at all. In cases where
their future accumulations in general or their
future improvements on their land were con-
siderable, a net benefit might be realized even
by some persons who, at the time the change
went into effect, had little or no property except
in unused land. To tax land values rather than
improvements certainly does not guarantee for-
tunes to the thriftless. It means heavier taxes
on the non-improving owners of land. It does
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nothing to encourage—discourages rather—the
holding of land by persons too thriftless to use it
well. It does remove a penalty now generally
placed on thrift and land improvement. Unlike
- part of our present taxation system, it 1s not com-
munistic. It does not try to reduce the efficient
to the level of the inefficient. It does not try
to reduce the thrifty to the level of the unthrifty.
Finally, despite its non-communistic character,
the taxation of land values rather than improve-
ments, incomes, commodities, etc., gives a better
chance to the ambitious poor to get started
economically and to acquire a competence.

The net effects likely to be produced by a sys-
tem of raising revenues as largely as possible
from taxes on bare-land values can perhaps best
be visualized if the reader will inquire as to the
probable consequences of the adoption of such a
system in every state of the United States but
his own. Where would people prefer to invest
capital—in his state or outside? Where would
people anxious to accumulate capital and improve
their land prefer to live? Where would persons
anxious to start large enterprises prefer to start
them? Where would persons anxious to become
home owners feel inclined to buy land and build?
Where would laborers be more likely to find
desirable opportunities for employment? Is that
policy the more desirable which would attract
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capital and labor? Or 1s that policy to be pre-
ferred which makes the community adopting it a
less promising one for both capital and labor?

For the benefit of those economists who may
still be determined to admit nothing, it 1s perhaps
worth while to put the matter in the form of a
dilemma. Either the substitution of land-value
taxation for other taxes lowers the salable value
of land or it does not. If it does not, then the
talk about “vested rights’ is nonsense even from
the conservative point of view. If it does, then
there can be no denying that such a tax removes
obstacles which now stand in the way of the
economic progress of the thrifty poor and the
economic rehabilitation of those whom fortune
has dealt heavy blows. Why try to evade the
1issue? If conservative economists really believe
the ‘“vested rights” argument to be, of itself,
a sufficient objection to change, why not frankly
say so instead of contending that such change
would not bring results which reason clearly
indicates it would bring or instead of ignoring
the likelihood of such results? Does the explana-
tion lie in a fear that an argument which to
them is conclusive might seem inadequate to
some of their readers? Or do they feel the pro-
posal to tax land values more heavily to be so
vicious that it must be attacked from many
angles?
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There are a considerable number of the more
“liberal’”’ present-day economists who, like most
socialists, with whom, however, they would be
otherwise at odds, class only labor incomes as
“earned” and class all incomes from property,
whether interest on capital or rent of land, as
“unearned,” and who are favorably disposed to-
wards discriminatory taxes on what they call
“uanearned’ incomes. The impropriety of such a
classification has been sufficiently shown in the
first part of this book.%¢ But it is desired, at this
point, to call the attention of these economists,
and of readers in general, specifically and most
emphatically to the difference in the conse-
quences which are likely to ensue according as we
levy taxes on the income from capital or on the
rental value of land. 1t sometimes looks as if a
good many economists were willing to make every
kind of distinction which might seem to indicate

sympathy with the common man except the one
distinction the application of which would da the
common man most good.

§9

Do We Avoid Trenching on Vested Rights by
Taxing only Future Increases in Land Values?

Despite the apparent condemnation by a large
proportion of text-writing economists, of the

¢See Chapter I, §84 and 5; also Chapter 11, §2.
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single tax, there yet seems to lurk a feeling,
at least among those who really want to be
“liberal,” that something should be done about
land rent. But how can something be done with-
out interfering with the sacred rights of owner-
ship intuitively determined? The answer of
many economists 1s, to tax future increases in the
value of land. To do this, it is supposed, would
not interfere with vested rights because it sup-
posedly would not lower the salable value of
land. In the simple phraseology of Professor
Fairchild’s book, written for high-school pupils,
“there 1s nothing unjust about this.”’¢?

"And yet, this also resembles ‘“changing the
rules of a game, while the game 1s in progress, to
the disadvantage of one contestant.” For the
adoption of such a policy on any extended scale
would be likely, as I have elswhere several
times pointed out,*® to lower the current salable
value of land in comparison with other goods.
Indeed, considered as a mathematical proposition
the argument is just as convincing for reduced
present value of land consequent upon a defi-

¢7P, 527. It may be noted in this connection that Fairchild,
Furniss and Buck, in their joint textbook, Elementary Economics,
second edition, New York (Macmillan), 1930, also seem to oppose
increase of taxation on the value of land in general, while favoring
some tax on future increases of value. See pp. 154-155.

88See article and books referred to earlier in this chapter (IV).
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nitely promised tax on future increment of value
as for reduced present value consequent upon a
definitely promised increased taxation rate upon
the entire value of the land. The purchaser/
of a piece of land, in buying it and in determining
the maximum price he can afford to pay—as,
also, the seller in determining the minimum
price he can afford to take—considers as well the
possibilities of future increases in value as the
present rental yield. A piece of land may sell for
about $1,000, not because of any present yield,
but because of the estimate that, after fourteen
years, it will yield a net annual income of $100
and be worth (capitalized on a 5 per cent basis)
approximately $2,000. Suppose that, on the day
after a purchaser has possessed himself of such
a piece of land at a price of $1,000, it suddenly
and unexpectedly becomes evident that half of
the increment in value, at the end of fourteen
years, 1s to be taken in taxation! Would not the
present salable value at once fall to $750?
And if the increment tax were to be 100 per cent,
would not the present value at once become $500°?
Yet economists like Professor Fairchild—who 1s
here referred to not as an isolated errant writer
but as following the beaten track—can say on the
same page®® that discriminatory taxes on land

“would be an injustice” and, of a tax on future
P, 527,
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increases in value, that “there is nothing unjust
about this’’! |

In truth, in a rapidly growing country, the
present value of a very large part of the land 1s
probably affected by the estimate of or the
reasonable hope of future increases. Even land
which actually does not rise in value may have
high present value because of the expectation
of such a rise, and the partial destruction of this
expectation by a prospective increment tax
might lower its present value. Suggest, for such
a country, any rate whatever of taxation of
future increments and 1t becomes at once possible
for the mathematician, if he has the requisite
data, to work out a lower (at first) but gradually
increasing rate on the entire value of land,
becoming eventually high enough to absorb the
entire rental yield, which would lower the present
salable value of land, on the average, no more
than the increment tax. This conclusion will be
obvious to any mathematician. Indeed, 1t re-
quires only a very little knowledge of mathe-
matics to grasp it. There i1s no occasion for any-
one to be vainglorious over his comprehension of
it. But many, if not most, of the American
economists who have become prominent as the
authors of textbooks, not only do not mention
it but write as if it were untrue.

Professor Taussig seems clearly to understand
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that the value of a piece of land is affected by its
expected future rent. Thus, he states’ that in a
growing city ‘““an advantageous site will command
a price more than in proportion to its present
rent, because it 1s expected that the rent will in-
crease still further as the years go on.” A little
further on,” referring specifically to “‘the prob-
lem of vested rights’’, he says:

“To the present owners the capitalized value
represents an investment or an inheritance.....
The whole institution of property may indeed
be overhauled; . . . . . but unless the system of
private property be remade, the existing rights
to land, as they have been allowed to develop
through the centuries, must be respected.”

And yet, after having thus pointed out that
present values are affected by prospective future
increases of rent, and after having indicated his
respect for the doctrine of vested rights, Professor
Taussig proceeds to defend the taxation of
future increments!”* ‘“The question is different,”
he says, “‘as regards the rise in rent that is still to
come. There is no vested right in the indefinite
future.”

Professor Bullock argues with more definitely

+ 19 Principles of Economics, 3d rev. ed., Vol. 11, p. 104.
nJbid., p. 107-108.
1 Jbsd, p. 108.
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conservative qualification but in a somewhat
similar vein. He points out that Henry George
advocated seizing ‘“‘gradually the present eco-
nomic rent of land” or enough of it to defray
all public expenditures.”” He then proceeds to
insist upon the confiscatory and unjust nature of
the reform.” Following after this he contends
that “to adjust municipal taxation in such a
manner as to intercept a considerable part of the
future unearned increment from land would be
- a safe and probably a desirable policy.”” But
Professor Bullock has not left unconsidered the
possibility that purchasers of land have paid, in
the purchase price, for anticipated future in-
creases in value. For he goes on to say:

“The purchase price paid for land in a progres-
sive city 1s somewhat greater than its capitalized
present rental value, since the purchaser can and
must pay more in view of the prospective in-
crease of the rent. Some part of the future in-
crease, therefore, i1s reflected in present capital
values, and should be left to the present own-
ers.’’7¢

But what part of the future increase is not
reflected in present capital values? Are present

BThe Elements of Economics, 2d ed., pp. 324, 325.
"1bid. pp. 326-28.

" Jbid. p. 329.

"]bid. p. 329, footnote.
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capital values of land arrived at in any other way
than by discounting all anticipated future rents?
Does Professor Bullock think that these rents are
in part discounted and in part not, or does he
think that the anticipated increases are, on the
average, less than the realized increases? And if
he thinks the latter, for what reason? Or
does Professor Bullock suppose that a part of
future land-value increments is unanticipated in
such a sense that to establish definitely the
policy of taxing heavily this part, would leave
every purchaser of land perfectly confident that
not any of the tax would fall upon him and per-
fectly willing, therefore, to pay as much for the
land as if such a tax were not promised ??”

7Perhaps, however, Professor Bullock supposes that there are cases
where the rise of land value is so utterly unexpected that no antici-
pation of it, no remotest hope of the possibility of it, has had any
previous effect on the value of the land. To plan for the taxation of
such an entirely unanticipated increase in land value would pre-
sumably have no effect upon the salable value of any land when the
policy was announced. But in view of unanticipated declines in
land values, also, such a policy would presumably reduce the average
rate of return on investments in land below a “reasonable” rate.
And if, when they buy land, people are ordinarily influenced by
the thought that there are possibilities of gain as well as chances of
loss, then a tax on such gain, if the tax is to have no least influence
on present salable values, must be on only such parts of the gain
as have been in no sense contemplated or considered by sellers or
purchasers of land. Whether or not a means could be devised to
distinguish any such part of any gain from the rest, it will be ob-
vious that a tax on so limited a value is, considered as a source of
public revenue, unimportant and, considered as an engine of economic
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Except as we suppose that landowners, owners
of monopolies, etc., underestimate the future

reform, utterly futile. And, indeed, ¥ the investor thinks of the
possibility of unexpected gains as offsetting the possibility of un-
expected declines, a foreseen tax on the gains, with no “compensa-
tion”’ for the declines, would certainly lower the salable value of land.

But no matter if all future land-value increases are considered as
subject to taxation, no matter how high the rates of tax on such
increments and no matter how quickly the salable value of land
might be affected and ‘“‘vested rights’’ infringed, in the long run
the salable value of land could not be made to fall as much and
the opportunities for widespread land ownership rendered as favor-
able as by gradually increasing the tax rate on land values in gen-
eral. |

In passing, it may be worth while to allude to the contention
sometimes made that an ““unearned increment”’ is necessary to keep
farmers in their business. Then what keeps the increasing proportion
of tenant farmers in the business? And is it likewise necessary in
other lines to keep everyone in a specific business? If no one received
any ‘“‘unearned increment’” would each person leave his business
for some other business in which he likewise would not receive it?
But, as we have seen, if land values were taxed the yield to owners of
land would be as high a per cent of what their land would then
sell for as now—a higher rate, perhaps, because of the reduction
of other taxes.

After meeting this objection, viz., that farmers must have an
unearned increment, it seems curious to find some economists, who
apparently do not venture to support generally increased land-value
taxation, demanding that raslroads shall be prevented from securing
“unearned increment’’ but that the means of prevention shall be
rate regulation instead of taxation. It is proposed that railroad
rates shall be regulated on the basis of original cost of plant with-
out regard to what the land necessary would now cost. But there
are a number of serious objections to such a proposal. In the first
place, if we say, in effect, to landowners, that they have a chance
at an unearned increment provided they use their land in any other
way but no chance for it if they use it for railroads—or that rail-
roads which purchase land cannot have the same chance as other
purchasers—then the tendency is to discourage railroad construc-
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possibilities of income from their property—and
they are, perhaps, as likely to overestimate—
there is certainly no possibility of ever giving the
non-landowning and non-monopoly-owning pub-
lic anything whatever, even through purchase,
without trenching on the “vested rights” of the
owners.’”® The landless must continue to pay

tion as compared with other uses of land. In the second place, if
two railroad lines are built through a given territory, one at a later
date than the other and paying a higher price for its land, such a
system of rate regulation would tend to justify higher rates on the
second-built railroad than on the first, with consequent discrimina-
tion in favor of the shippers on the first-constructed road. And no
system of taking from successful railroads a part of their increased
returns from superior efficiency can possibly be as satisfactory as a
system of taxing them and all other persons and corporations on
their economic rent (potential rent in the case of unused land) or
land value. (For a fuller discussion of this problem see the au-
thor’s review, “Sharfman’s American Railroad Problem’ in the
SQuarterly Journal of Economics, February, 1922, pp. 323-334, and
relevant passages from Economic Science and the Common Welfare,
fifth edition, Part I, Chapter VII, §8.

T®We are here supposing that the property owners in question have
bought their property in the confidence that public policy would not
change. If they have paid less because of the expectation of change,
does such change trench on their “vested rights’?

Possibly the statement above in the text should be qualified. Be-
sides the direct loss to consumers of monopoly goods from extor-
tionate prices, there is also the disadvantage to persons who are
prevented by these prices from buying the monopolized goods and
who so contribute nothing to the monopoly gains, i. e., who are in-
jured but not exactly exploited. If thereis any advantage at all to the
public in so buying out a monopoly it can only lie in the termination
of this incidental disadvantage or injury. Does speculative holding
of land thus similarly injure even where there is no direct exploita-
tion? But economists who say that speculative holding is no especial

Google



A “COMPLEX” OF SOME ECONOMISTS 329

owners for the privilege of living on or working
on their land or they must pay the owners, in
advance, not only the capitalized value of the
present rent but the capitalized value of any
future increases in the rent which the owners may
have a reasonable prospect of being able to
charge.” Similarly, consumers must continue to
pay monopoly prices to the owners of monopolies
or else they must pay such owners, in advance,
the capitalized value not of the present monopoly
profits only but, if increased prices may be looked
for in the future, of the estimated additional
future profits also. Why must professional econ-
omists continually try to evade the issue, In-
sisting at one moment that vested rights—
which are merely rights to expected future in-
come—must be respected and in the next mo-
ment discussing sympathetically the proposition
to take a part of such expected future income for
the public?s® Is economic science now where the

evil and those who say that it does good are not the ones to argue
that the public would derive even any incidental advantage from
buying out the owners of land.

]t may be of passing interest to a very few readers to note that
this point, although apparently overlooked by most current writers
of economics texts, was clearly understood by Henry George. See
his book, The Science of Political Economy, New York (Doubleday
and McClure Co.), 1898, p. 195.

80Professor T. S. Adams is both more consistent and more con-
servative. He seems very clearly to go the whole way and to be
definitely opposed to the taxing even of future increases of land val-
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physical sciences were before the days of Newton,
Kepler and Galileo?

A heavy tax on future increase of value might
conceivably infringe upon ‘“vested rights” as
much as or more than a gradual increase of
taxation on land values in general. But if we are
primarily interested in building the best possible
future society, we shall prefer the latter. For how-
ever greatly “vested rights’”’ may be infringed
upon by an increment tax, in the Jong run the
salable value of land cannot be made to fall as
much and the opportunities of the ambitious poor
to get started in life cannot be made as favorable
by such a tax as by a gradually increasing tax
on the entire rental value of land.

In practice this so-called increment tax or tax
on future increases of value has amounted to
little. The British act of 1909 applied only to
land which was sold at a gain to the seller (thus
discouraging sales), except that increases in value
as determined by a revaluation or re-assessment
after twenty years, were to be taxed. Long before
the twenty years were up, an overwhelmingly
Conservative parliament repealed the law. Such
laws 1nvolve administrative complications and

difficulties. As revenue producers they are likely
ue as unfair to ““the man who has purchased land at a price or value
determined by capitalizing unearned increment.”” See his article,

“Tax Exemption through Tax Capitalization.” American Economic
Review, June, 1916, p. 281.
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to be so disappointing as to lead to their aban-
donment. As means to economic reform they are
too hopelessly inadequate to arouse the enthusi-
asm of any one who really comprehends the
nature of the evils in our economic order.

But scarcely any least glimmering of light on
the real and important advantages of increased
land-value taxation shines through the dark
smoke-screen of confused reasoning with which,
however unconsciously and unintentionally, the
majority of writers on public finance have sur-
rounded this subject. And so what the historian,
Buckle,® remarked as being frequently true of
the so-called educated, can perhaps be fairly
asserted of many present-day students of eco-
nomics who, ambitious to understand the eco-
nomic laws of taxation and the effects of taxation
on human welfare, have sought aid from the
standard text books on public finance, viz., that
the progress of their knowledge ‘“has been ac-
tually retarded by the activity of their educa-
tion”’, that they are “burdened by prejudices,
which their reading, instead of dissipating, has
rendered moreinveterate’’, that their “erudition
ministers to their ignorance’’ and that ““the more
they read, the less they know.”

SiHenry Thomas Buckle, The History of Civilization in England,
reprinted from the second London edition, New York, (Appleton)
1894, Vol. I, p. 195.
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§10

Other Alleged Unearned Incomes: Comparison
and Contrast with Rent

“It has sometimes been pointed out by way of
objection to the single-tax proposal, that land
rent is not the only income which is of the nature
of an unearned differential. Sometimes the in-
comes of genius in excess of what persons of
ordinary ability can secure are presented as an
analogous case. Whatever may be, in some re-
spects, the degree of likeness, the two cases cer-
tainly are not alike in all respects. Thus, i1t may
not be equally possible to tax largely and suc-
cessfully the incomes resulting from the exercise
of genius, as to tax land rent, for, in the case of
the large incomes of the exceptionally gifted, the
attempt to tax them heavily might conceivably
discourage effort and cause the former recipients
of these incomes to be satisfied with smaller—
and, therefore, untaxed—returns. Taxation of
the rental value of land, however, if based upon
such general considerations as the evident yield
of neighboring sites and the apparent market
value of the land to be taxed (for the tax should
not be larger because an efficient producer or
business man gets more from his land than others
could get), would probably in no wise affect the
owner’s choice of uses for the land or his inten-
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sity of use of it or the efficiency of his use of it.
Having a tax to pay which was independent of his
efficiency, he would be just as eager to earn the
maximum income out of which to pay the tax
as he would be to earn the maximum income if he
were not taxed.

“Indeed, the levying of a tax upon the potential
situation rent of land, whether actually received
or not, would discourage the speculative holding
of land out of use and so would operate to prevent
the forcing up of rent by any scarcity of available
land induced by such speculative holding.

“Economists whose class sympathy (of the in-
fluence of which they are not always conscious) or
whose training by their former teachers, 1in-
capacitates them for seeing any distinction be-
tween land and capital and predisposes them to
accept superficial resemblances as a conclusive
defense, are fond of saying that other values than
land values are enhanced by social forces. It is
true enough that dress suits are likely to have
less salable value in the Ozark Mountains than
in the centers of wealth and fashion and that a
twenty-story office building 1s worth more in
New York City than in a country village. Never-
theless, cases of monopoly excepted, it can hardly
be denied that, year in and year out, produced
goods cannot be sold anywhere for much more
or much less than the cost of producing them
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in the places where they are to be sold. An
occasional dress suit may have to be sold at a
sacrifice in the Ozarks, and a building too large
for the needs to be met may prove to have been
a mistaken investment in the country wvillage.
But as a general rule dress suits will not be pro-
duced in or transported to the Ozarks except
as the anticipated price covers cost, nor will sky-
scrapers be regularly built to sell for less than
a return which seems reasonable 1n relation to
building expenses. And, on the other hand,
where competition is active and is carried on
fairly, the prices of goods which have to be
humanly produced cannot go much above costs.
Even making all possible qualifications for cases
of obsolescence and for changing conditions of
production, can anyone say that cost 1s really an
element of corresponding significance in the case
of land rent?

“Again, 1t may be said that there is possibleno
large remuneration, in a sparsely settled primi-
tive community, for the person gifted with an
exceptional voice or other highly specialized
talent. But neither is so large a service possible
in return for the remuneration. When such re-
muneration 1s received it i1s in return for an
equivalent service rendered by the person who
receives 1it, and this 1s not the case with the
situation rent of land. May not considerations of
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eugenics as well as of efficiency in service, apply
differently to the proposition to tax such in-
comes than to the proposition to taxland rent?”

Furthermore, if higher incomes can be secured
In one town or city than in another by most
persons, movement to that town or city tends to
continue until this i1s no longer the case. But the
rent of land there will rise.

Even though community growth or any sort
of social or economic development should yield
‘advantages to everyone, it must still be con-
tended that the rent of land 1s a specia/ and
additional gain for which, in general, no service
is rendered, going to the owners of land as a
peculiarly privileged class. Why must various
economists be forever trying to confuse the rent
of land with other, and fundamentally different,
types of incomes?

It may be said that even incomes apparently
earned by hard work are often the result of an
efficiency which has come from special training
and that this special training has frequently
depended on the acquisition of unearned wealth
by parents who were thus able to give their
children special educational opportunities. The
son of the fortunate owner of land where a great
city has grown up, goes to college and becomes a
doctor, lawyer, engineer, or business executive,
where he might have been a skilled—or unskilled
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—manual laborer. Unearned wealth or income
in one generation may thus operate, indirectly,
to enhance incomes 1n a later generation which
seem, at first glance, to be wholly earned and
which, in the sense that their recipients must
work 1n order to secure them, are earned. But,
in other cases, large incomes from labor are re-
ceived by persons whose parents educated them
wholly from the earnings of their own work or
who have had to overcome numerous and serious
handicaps in their struggle for success. And
there 1s no possible way of determining how much
of the income of any individual’s labor, where his
parents enjoyed unearned income, is thus re-
motely the result of exploitation in a previous
generation. Certainly an income dependent upon
an individual’s labor will cease if the labor be not
constantly exerted, while an income from land
will continue though the recipient do nothing at
all. If the income from land and other clearly
unearned incomes were no longer to be privately
enjoyed and if a wise public policy were adopted
regarding inheritance, the passage of time would
tend gradually to lessen such inequality as may
result indirectly from the exploitation of the past.
At any rate, the argument that the rental value
of land 1s an individually unearned income and
ought to be wholly or chiefly taken by the public
In taxation, cannot be held to apply in any cor-
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respondingly significant degree to income from
labor and from capital. Most of those who argue
for the large taxation of these other incomes seem
to be using their arguments to justify leaving the
major part of the community-produced rent
of land in private hands. The evil consequences
of such a policy have been sufficiently explained
in previous pages. They will not be overlooked
save by those who wisA to overlook them.

In connection with this problem of the classi-
fication of incomes as earned and unearned, it
should be pointed out that “some of the incomes
which are often thought of as unearned are
chance gains so offset by corresponding de-
ficiencies of incomes at other times, as to mean no
average loss to the public. If the failure of the
Argentine wheat crop may unexpectedly give to
American farmers, grain dealers and millers a
higher return than was contemplated when they
made their expenditures for seed, labor or grain;
so, also, an unexpectedly large crop of wheat In
Argentina, Canada, or elsewhere, may compel
the same persons to accept prices which fall far
short of compensating them for the expenditures
and effort undergone. The general public is
likely to gain in the latter case as much as it loses
in the former. But the general public never gains
from an unexpected fall in the rental value of
land except in the sense that the public is then
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less exploited than before. It continues to be
exploited, though in a smaller degree. There 1is
little point to an attempt at equating continuous
exploitation varying in degree, with occasional
excess pay for service which i1s likely at other
times to be underpaid.

“It will be worth while, here, to emphasize the
fact that land rent involves exploitation when the
land 1s used in socially desirable ways as well as
when it 1s used anti-socially. In the latter case,
payment is made for a disservice. But even in
the former case payment is made for a zero
service or for a service less than equivalent to the
rent. Where wages of labor, interest on capital
or rent on land are secured by activities or by
uses of property which definitely injure the
general well-being, which are anti-social, zAese
activsties or uses should be prohibited rather than
that men should be allowed thus to secure wealth
which society afterwards taxes. When a business
concern by means of unfair competition, e. g.,
by misrepresentation of competitors’ goods or by
securing discriminating rates on the railroads,®:
succeeds In getting extra profits which its rivals
do not get, or, being able to undersell the rivals
discriminated against, gets business which would

#3See, for a fuller discussion along this line, the author’s Principles

of Commerce, New York (Macmillan), 1916, Part III, Chapter
VII, §4.
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otherwise go to them, we have a clear case of un-
earned income resulting from anti-social activity.
Success 1s made to depend, not on superior
service, not on superior efficiency in economizing
labor, but on the ability to exclude rnivals from
the market even if, as may well happen, these
rivals are much more efficient in the proper
business of both or all. The public cannot afford
to let the principle become established that suc-
cess and wealth may be gained by such methods.
In the long run, consumers must expect to suffer
unless competition of this sort 1s effectively
forbidden. So too, in the case of monopoly,
which gives more than ordinary return to effort
or to the users of capital or land, it is the con-
sumers of the monopolized article or articles who
are entitled to relief since it is they alone who are
exploited. In general, industrial free-booting
should be stamped out, so far as this 1s possible.
But for unearned income in the form of land rent,
purely as such, the tax method is adequate and is
the logical method of correction.

“Again, even if there are—as there may be—
other increments than situation rent which are
equally unearned, it does not follow that the
heavier taxation of land values should be de-
ferred until such time as a general agreement 1s
reached regarding such other increments. It may
suit the views of reactionaries to have us use the
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claim that many and complicated reforms are
needed, as a reason for delaying one the justice
and desirability of which are reasonably evident,
but that kind of attitude should scarcely suit
anybody else.”

In this connection and in view of the recent
popularity of taxes on so-called excess profits,
the question ought to be raised whether such
profits can advantageously be taxed, year in and
year out, on the same basis as site rent. These
excess profits, when they are not the fair earnings
of superior efficiency in serving the public, must
be either the returns of monopoly or the gifts
of chance. If they are the returns of monopoly
1t 1s, indeed, better to tax them than to allow
- them to be privately enjoyed, but it is better
still to protect the consumers of the monopolized
goods against extortion. If the excess profits
are the gifts of chance they must be considered
along with chance losses, and when so considered
will be seen not to be analogous to land rent.
For, as has been above pointed out, it is incorrect
to equate continuous exploitation varying only
in degree (rent of land), with occasional in-excess-
of-average pay for services which, on other occa-
sions, may receive less than average remunera-
tion.

But there is another important reason for
discriminating between excess profits, so-called,
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and land-rent. Large returns in any line of
business which is relatively unable to meet the
demands upon it for goods or services are the
means by which, in the competitive system, men
and capital are induced to go into such business.
The goods and services produced by this business
are temporarily worth more than ordinarily to
the community because they are relatively scarce.
But the larger returns therefore received by
those in the business in question bring their own
correction just because they operate to draw
men and capital into the desired line of produc-
tion and so increase competition.® Not only i1s it
true, then, that the excess returns tend to be only
temporary, but it 1s also true that to tax them
largely out of existence might operate to retard
the very readjustment of occupations and in-
vestments which 1s needed. No such objection
can be raised to the high taxation of land rent, since
such taxation is specifically intended to be in-
dependent of the use which any individual
chooses to make of his land.

But 1n spite of the differences which analysis
makes it possible to point out between land rent
and other kinds of income, economists of the
conservative school will doubtless continue to

8Such evils as result from changes in the gemeral level of prices
should be corrected, so far as possible, by stabilizing banking con-
ditions and the value of the monetary standard.
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refuse to see any differences which tend to sup-
port special taxation of land rent as against
such other income. And when asked to suggest,
from time to time, how larger revenues may be
secured for important governmental services,
they will probably continue to look towards
almost any other conceivable source rather than
to advise increased taxation of rent. Thereby
they can continue to have prestige with the
dominant economic classes, to be called into
consultation as “experts’” and to be able to
point with restrained pride to their prominence
in public affairs! Could they acclaim these results
if they were to understand and tell the radical truth!

What is there in our economic life more sig-
nificant—more portentous, indeed—than the
fact that a majority must pay the relatively few
for the privilege of living and of working on those
parts of the surface of the earth which geological
forces and community development have made
desirable? What shall we say of those writers of
text books in economics who, while able to spare
many pages for the elaborate discussion of in-
consequential topics, can spare none at all for this
one,—or can spare only a page or two calculated
to give the student the idea that the arguments
for high land-value taxation are no longer taken
seriously by competent thinkers?
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§11
Summary

In concluding our brief and somewhat limited
review of the opinions of certain professional
economists on the taxation of land values, we
may, perhaps with advantage, glance back at
some of our discoveries. We have found the claim
set up, by very clear implication, that to tax
pure land rent rather than improvements would
discourage thrift and improvements more than
to tax land and improvements together at a
lower rate on their combined value. We have
seen the claim made that land-value taxation
can be “a fairly satisfactory source of support”
only when land values are increasing. We have
observed one economist apparently laboring to
show that land speculation is likely to be bene-
ficial to the community. We have noted the
assertion, by a widely known economist and
taxation advisor, that the unearned increment is
“diffused,” in large part, through generally re-
duced rents, prices and railway rates. We have
met with the claim, from the writings of a
specialist on taxation, that bare-land values and
improvement values cannot be distinguished be-
cause ‘it is quite impossible” to do 1t and because
“no attempt is ever made’’ to do it, and from the
writings of this specialist and several others
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that there 1s not much distinction, anyway, be-
tween gifts of nature and products of labor. We
have met with the claim that the single tax
(the impot unique) was “abandoned” in France,
because of its “‘injustice,” although it was never
tried in France. We have examined the conten-
tion that additional taxation of land values would
be unjust, but have found other “vested rights”
receiving, usually, less sympathetic consideration
from professional economists. We have found
that economists who are well known among their
fellows in the craft are capable of both opposing
increased general taxation of land values as in-
fringing on vested rights and, simultaneously,
favoring taxation of future land-value incre-
ments as not infringing on such rights. Finally,
we have examined an argument which has done
duty for a generation, to the effect that land
rent 1s properly to be classed with various other
alleged unearned incomes and treated similarly,
notwithstanding that its resemblances to most of
the incomes compared with it are superficial and
its differences fundamental. And this argument
many economists are still repeating without ever
having realized or, perhaps, even heard of, the
almost obvious objections to it.

What defenses will be next concocted—or re-
vamped!—by those conservative professional
economists who are determined, at all costs,
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to oppose increased general land-value taxation?
The well-being of countless common folk requires,
in all the great civilized countries, a fundamental
reform in public policy with respect to land and
taxation. Will the attitude of hundreds of pro-
fessional economists continue to be one of at-
tempting to find plausible reasons for concluding
that no such reform is either necessary or de-
sirable?

What chance is there, however cogent and
convincing the arguments for land-value taxation
when fairly stated, that the graduates of uni-
versities and colleges in which the economists
criticized herein represent the dominant point of
view, will ever lead the way toward this impor-
tant reform? How slight 1s the prospect, if such
teaching continues to dominate American edu-
cational institutions, from which come an In-
creasing proportion of our politicians, business
executives, teachers and other “leaders”, that
such a reform can be realized in any calculable
future! And how utterly superficial, under such
circumstances, is the opinion of one of the former
presidents of the American Economic Association
—who will not here be named, since the opinion
was expressed in a private letter—that the failure
of the land-value taxation movement to win
wider support is evidence that the proposed re-
form is not desirable! Would he have said the
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same thing about the proposal to abolish tariff
barriers,—or to greatly reduce them? The under-
graduate student sometimes does so, treating
with especial respect the opinions of the “great”™
political “leaders”, who hold their positions,
often, just because they represent so accurately
in their own views the ignorance and prejudices
of their uninformed constituents. It would seem
that an erudite professor of economics can be
equally naive!

But what if—by the remotest chance—a new
generation of economists should entirely re-
pudiate all such confused logic as we have been
examining! What if, feeling themselves respon-
sible, as teachers, not to a well-to-do privileged
class, but to the masses, they should eagerly
seek to make clear to their students the funda-
mental implications of our present land system
and the significance of tax policy in relation to 1t!
And what if there should then begin to issue from
our colleges and universities, at each commence-
ment season, a group of young men and women
who would seek to apply, in their states and
cities, the principles they had learned in student
days, who would stress these principles as
journalists, in their business associations, and in
personal platforms when they were seeking
political preferment, even though to do this
might sometimes mean defeat! Indeed, the
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chance of all this happening is remote. And yet,
for the teacher or the prospective teacher whois a
bit of an idealist, who has something of the fire of
youth, and who desires both to think straight
and to feel that his thinking may, even possibly,
help to further the wise guidance of future policy,
the challenge of entrenched conservatism may
seem worth accepting.
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