CuAPTER I

ADAM SMITH AND JOHN STUART MILL.

ADAM SMITH

BXTRACT FROM WEALTH OF NATIONS (1776) BOOK V, CHAPTSR 11,
PART I, ARTICLSE I

Ground-rents are a still more proper subject of tax-
ation than the rent of houses. A tax upon ground-
rents would not raise the rents of houses. It would
fall altogether upon the owner of the ground-rent, who
acts always as a monopolist, and exacts the greatest
rent which can be got for the use of his ground. More
or less can be got for it according as the competitors
happen to be richer or poorer, or can afford to gratify
their fancy for a particular spot of ground at a greater
or smaller expense. In every country the greatest
number of rich competitors is in the capital, and it is
there accordingly that the highest ground-rents are
always to be found. As the wealth of those com-
petitors would in no respect be increased by a tax upon
ground-rents, they would not probably be disposed to
pay more for the use of the ground. Whether the tax
was to be advanced by the inhabitant, or by the owner
of the ground, would be of little importance. The
more the inhabitant was obliged to pay for the tax, the
less he would incline to pay for the ground; so that the
final payment of the tax would fall altogether upon the
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owner of the ground-refit. The ground-rents of un-
inhabited houses ought to pay no tax.

Both ground-rents and the ordinary rent of land are
a species of revenue which the owner, in many cases,
enjoys without any care or attention of his own.
Though a part of this revenue should be taken from
him in order to defray the expenses of the state, no dis-
couragement will thereby be given to any sort of in-
dustry. The annual produce of the land and labor of
the society, the real wealth and revenue of the great
body of the people, might be the same after such a tax
as before. Ground-rents and the ordinary rent of land
are, therefore, perhaps, the species of revenue which
can best bear to have a peculiar tax imposed upon them.

Ground-rents seem, in this respect, a more proper
subject of peculiar taxation than even the ordinary rent
of land. The ordinary rent of land is, in many cases,
owing partly at least to the attention and good manage-
ment of the landlord. A very heavy tax might dis-
courage too much this attention and good management.
Ground-rents, so far as they exceed the ordinary rent
of land, are altogether owing to the good government
of the sovereign, which, by protecting the industry
either of the whole people, or of the inhabitants of
some particular place, enables them to pay so much
more than its real value for the ground which they
build their houses upon; or to make to its owner so
much more than compensation for the loss which he
might sustain by this use of it. Nothing can be more
reasonable than that a fund which owes its existence to
the good government of the state should be taxed
peculiarly, or should contribute something more than
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the greater part of other funds, towards the support of
that government.

JOHN STUART MILL.

EXTRACT FROM PRINCIPLES OF POLITICAL ECONOMY (1348) BOOK V,
CHAPTIER 1I, SECTIONS 5 AND 6.

§ 5. Before leaving the subject of Equality of Tax-
ation, I must remark that there are cases in which ex-
ceptions may be made to it, consistently with that equal
justice which is the groundwork of the rule. Suppose
that there is a kind of income which constantly tends
to increase, without any exertion or sacrifice on the
part of the owners: those owners constituting a class
in the community, whom the natural course of things
progressively enriches, consistently with complete pas-
siveness on their own part. In such a case it would
be no violation of the principles on which private prop-
erty is grounded, if the state should appropriate this
increase of wealth, or part of it, as it arises. This
would not properly be taking anything from anybody;
it would merely be applying an accession of wealth,
created by circumstances, to the benefit of society, in-
stead of allowing it to become an unearned appendage
to the riches of a particular class.

Now this is actually the case with rent. The ordi-
nary progress of a society which increases in wealth, is
at all times tending to augment the incomes of land-
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lords; to give them both a greater amount and a
greater proportion of the wealth of the community, in-
dependently of any trouble or outlay incurred by them-
selves. They grow richer, as it were in their sleep,
without working, risking, or economizing. What claim
have they, on the general principle of social justice, to
this accession of riches? In what would they have
been wronged if society had, from the beginning, re-'
served the right of taxing the spontaneous increase of
rent, to the highest amount required by financial exi-
gencies? I admit that it would be unjust to come upon
each individual estate, and lay hold of the increase
which might be found to have taken place in its rental ;
because there would be no means of distinguishing in
individual cases, between an increase owing solely to
the general circumstances of society, and one which
was the effect of skill and expenditure on the part of
the proprietor. The only admissible mode of pro-
ceeding would be by a general measure. The first step
should be a valuation of all the land in the country.
The present value of all land should be exempt from
the tax; but after an interval had elapsed, during
which society had increased in population and capital,
a rough estimate might be made of the spontaneous
increase which had accrued to rent since the valuation
was made. Of this the average price of produce would
be some criterion; if that had risen, it would be cer-
tain that rent had increased, and (as already shown)
even in a greater ratio than the rise of price. On this
and other data, an approximate estimate might be
made, how much value had been added to the land of
the country by natural causes; and in laying on a gen-
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eral land-tax, which for fear of miscalculation should
be considerably within the amount thus indicated,
there would be an assurance of not touching any in-
crease of income which might be the result of capital

- expended or industry exerted by the proprietor.

But though there could be no question as to the jus-
tice of taxing the increase of rent, if society had
avowedly reserved the right, has not society waved
that right, by not exercising it? In England, for ex-
ample, have not all who bought land for the last cen-
tury or more, given value not only for the existing in-
come, but for the prospects of increase, under an im-
plied assurance of being only taxed in the same pro-
portion with other incomes? This objection, in so far
as valid, has a different degree of validity in different
countries; depending on the degree of desuetude into
which society has allowed a right to fall, which, no one
can doubt, it once fully possessed. In countries of
Europe, the right to take by taxation, as exigency
might require, an indefinite portion of the rent of land,
has never been allowed to slumber. In several parts
of the Continent the land-tax forms a large proportion
of the public revenues, and has always been con-
fessedly liable to be raised or lowered without refer-
ence to other taxes. In these countries no one can pre-
tend to have become the owner of land on the faith of
never being called upon to pay an increased land-tax.
In England the land-tax has not varied since the early
part of the last century. The last act of the Legis-
lature in relation to its amount, was to diminish it; and
though the subsequent increase in the rental of the
country has been immense, not only from agriculture,
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but from the growth of towns and the increase of
buildings, the ascendancy of landholders in the legis-
lature has prevented any tax from being imposed, as it
so justly might have been, upon the very large portion
of this increase which was unearned, and, as it were,
accidental. For the expectations thus raised, it ap-
pears to me that an amply sufficient allowance is made,
if the whole increase of income which has accrued dur-
ing this long period from a mere natural law, without
exertion or sacrifice, is held sacred from any peculiar
taxation. From the present date, or any subsequent
time at which the legislature may think fit to assert the
principle, I see no objection to declaring that the future
increment of rent should be liable to special taxation;
in doing which all injustice to the landlords would be
obviated, if the present market-price of their land were
secured to them, since that includes the present value
of all future expectations. With reference to such atax,
perhaps a safer criterion than either a rise of rents or a
rise of the price of corn, would be a general rise in the
price of land. It would be easy to keep the tax within
the amount which would reduce the market-value of
land below the original valuation: and up to that point,
whatever the amount of the tax might be, no injustice
would be done to the proprietors.

§ 6. But whatever may be thought of the legitimacy
of making the State a sharer in all future increase of
rent from natural causes, the existing land-tax (which
in this country unfortunately is very small) ought not
to be regarded as a tax, but as a rent-charge in favor
of the public; a portion of the rent, reserved from the
beginning by the State, which has never belonged to
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or formed part of the income of the landlords, and
should not therefore be counted to them as part of their
taxation, so as to exempt them from their fair share
of every other tax. As well might the tithe be re-
garded as a tax on the landlords: as well, in Bengal,
where the State, though entitled to the whole rent of
the land, gave away one-tenth of it to individuals, re-
taining the other nine-tenths, might those nine-tenths
be considered as an unequal and unjust tax on the
grantees of the tenth. That a person owns part of the
rent, does not make the rest of it his just right, injuri-
ously withheld from him. The landlords originally
held their estates subject to feudal burdens, for which
the present land-tax is an exceedingly small equivalent,
and for their relief from which they should have been
required to pay a much higher price. All who have
bought land since the tax existed have bought it sub-
ject to the tax. There is not the smallest pretence for
looking upon it as a payment exacted from the existing
race of landlords.



