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well as fiscal considerations are often the determining fac-
tors in the introduction of the tax, fiscal expediency alone
cannot determine what form will be most expedient. We
shall find, for instance, that in the British colonies the tax-
ation of the unimproved value of the land on the basis of
its capital value is not only most expedient economically,
but is most consistent with the democracy of those colonies;
that in Germany the value-increment tax founded on the
system of taxing “Konjunktur” gains ! conforms best with
the prevailing system of taxing income 2 rather than prop-
erty; that in England, where the taxation of capital value
has hitherto been unpopular, if not obnoxious, a plurality
of duties— an almost fantasticadaptation of a transplanted
system of taxation — was deemed necessary to effect the
purpose in view.

Again we find that where the purpose was fiscal rather
than social or economic, the proportional direct levy on
unimproved value was found most productive and most
expedient; that where the purpose was social, where, for
example, the disintegration of large estates, and the dis-
couragement of speculation and absenteeism were sought,
the progressive scale of rates, or the especially discrimina-
tory undeveloped land tax, was most effective; that where
the ethical, or economic motive, the question of the *“un-
earned increment” was uppermost, the indirect mode of
levy, i.e., on occasions when the increment would accrue,
was adopted; and that where a particular system of land
tenure, such as the leasing system, had taken deep root, as
in England, a new form of levy had to be devised, namely,
the reversion duty.

1 See supra, chapter 1v, § 8.

? That the German system is to tax the increment which has actually
accrued at the time it is appropriated is seen from the fact that the
occasion of the levy of duty is on transfer of property by sale. This is in
contrast with the English system which levies a duty on a hypothetical
or anticipated increment, as, in the reversion duty, undeveloped-land
duty, and value-increment duty in case of death, or lease, ete.
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from the provincial government supplement the local
revenue. As for the value-increment, undeveloped land,
reversion, and mineral-rights duties, the intention has
always been to make these merely subsidiary sources of
revenue. In fact, the nature of these forms of the tax pre-
vent them from becoming the prevailing taxes, since their
yield is uncertain and inelastic. Thus, the revenue from the
undeveloped land duty, unless the purpose of the tax is
frustrated, should diminish in amount as the land becomes
better utilized. It would seem that only the direct pro-
portional tax is adapted to a general levy, that isfor general
purposes, while the revenue accruing from the other forms
of the land-value tax has been sometimes devoted to a
special fund, as, for example, for municipal improvements 1
or old-age pensions. With the exception of one form of the
tax, then, the direct proportional, the tax on land value
constitutes a subsidiary impost. Indeed, wherever levied,
the accruing revenue constitutes a trifling proportion of
the total public income.

§ 3. Taxes may further be classified according to the
civic division, local, state, or national, by which and for
whose use they are raised. Great emphasis is laid by au-
thorities on public finance upon the problem of separating
the sources of revenue according to their suitability for
local, state, or federal purposes.? It is, therefore, necessary
to show to what extent, if at all, the tax on land value con-
forms to the most authoritative scheme of separation.
The tax on land value is in essence a tax on real property.
Now, whatever difference of opinion there may exist with
regard to the classification of the other taxes, there seems
to be a consensus of opinion, in this at least, that the real
property tax should be relegated to the local governments.?

1 Asin Frankfurt a. M., for example. Cf. supra, chapter 1v, § 20.

2 Cf. Seligman, Essays in Taxation (1913), chapters xr and xir.

3 This position is taken primarily because it accords with the wide-
spread practice in this country of supplying nearly all the municipal
budgets by means of the realty tax.
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fore, favor the relegation of the tax on real property to the
local governments.

In actual practice the tax on land value, in spite of its
kinship to the realty tax, has been levied now by the muni-
cipality, now by the state, and again, by the federal au-
thority. As we have seen, however, the proportional,
direct, general land-value tax, such asis levied in the Cana-
dian municipalities, has down to the present been confined
to municipal purposes, while the progressive, indirect, and
subsidiary forms of the land-value tax are state and federal
taxes.! Thus, it would seem, the purpose of the respective
forms of the tax determines by what civic division it should
be levied. Where fiscal considerations predominate, as in
the case of the Canadian and Australasian municipal levies,
land-value taxes are as yet strictly municipal taxes; where
the purpose of the levy is primarily not revenue, but social-
economic reform, the tax is levied by authorities of wider
jurisdiction. It is significant in this connection, and in view
of the apprehensions of some economists with regard to the
results of separating the sources of public revenue,? that in
both the Canadian and Australasian municipalities, where
the tax is in operation, not only is the principle of separa-
tion in force, but autonomy, or rather local option, in taxa-
tion exists in a great measure.?

If it were necessary to justify the levy of the discrimina-
tory land tax by the state or imperial governments, in
accordance with the fiscal principle discussed above, it
might be contended that the cause of the value increment
of land is not wholly local, but that the expenditures of the

1 The German “ Wertzuwachssteuer” is an imperial tax in form only,
the revenue accruing to the local bodies.

2 For example, Professor Bullock, who is opposed to the principle of
separating the sources of revenue partly because it will lead to local option
in taxation. Cf. Seligman, Essays in Taxation (1918), p. 867.

3 Nevertheless, the provincial government in Canada and the state gov-
ernment in Australasia control the local authorities in their tax legisla-
tion, while in Queensland the local tax on unimproved value is even
compulsory, not optional.
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to the “location” or “differential site” value.! It is as-
sumed by this theory that the landlord always exacts the
highest possible rental from his tenant, a “rack” rent.
Hence an additional burden, as a tax on rent, cannot be
shifted to the occupier or lessee, but must be borne by the
landlord himself.

Now, where conditions are as thus assumed,? this prin-
ciple of incidence logically follows. But whether the tax
on rent as ordinarily charged can be shifted or not has not
vet been experimentally demonstrated. Indeed, Professor
Nicholson * and others seem to have refuted the doctrine
with respect to agricultural land in England by demon-
strating that rating on agricultural land — values having
declined so considerably during the last quarter of a cen-
tury —is a tax on profits, and is borne by the tenant in
part, as well as by the landlord. Does it mean, therefore, in
so far as the tenant bears the tax, that the much maligned
English landlord had not exacted the highest rack rent
from the occupier after all? It is also to be noted that
practical students do not accept the principle of rent un-
questioningly. Thus, for example, in the conference pro-
ceedings of the * Verein fiir Sozialpolitik ”’ the question of
the incidence of the ““Zuwachssteuer” was admitted to be

1 According to Professor Davenport, unless the fertility differentials be
separated from the location differentials, and unless the tax fall only on the
latter, it will be shifted to the tenant who will in turn recoup himself by
“skimming the soil” or exhausting the fertility. See his Value and Dis-
tribution, p. 249, note.

* Like many other assumptions of the classical economists, those under
which the rent theory was worked out are preposterously inconsistent
with the facts. Free competitive conditions do not exist; in the variety
of the uses of land, the differential value cannot be computed except
theoretically and diagrammatically; and, moreover, numerous other
factors enter into the determination of rent besides the economic.

3 Cf. Rates and Tazes as Affecting Agriculture, pp. 124 f., 146. His ex-
planation is, of course, that there exists little agricultural land subject
to economic rent; that the rent paid is to a great extent profit on capital
sunk in the land by the owner. This does not contradict the Ricardian
theory, but illustrates how the theory is inapplicable to existing condi-
tions.
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an additional tax on buildings, for example, assumes a
readjustment in the demand and supply of houses. That is,
fewer new dwellings would be built until the rentals ad-
vanced sufficiently to cover the tax burden. The remission
of the tax would similarly cause a readjustment in the
demand and supply resulting in reduced rentals. Other
factors enter, however, to complicate the problem of in-
cidence, because the tax on land value may raise the tax on
land, synchronously with the remission of the tax on build-
ings. To elucidate some of the frictional factors arising
from this twofold change in taxation, its probable effects on
building operations must be discussed.

§ 5. The recent developments in the economic theory
revolving about the effects of the taxation of land value,
called forth by the Single Tax agitation, are notable. It
used to be consistent with sound theory to believe on the
one hand that the remission of the tax from buildings, as
from any reproducible good, would act as an incentive to
their production; on the other, that the expectation of
rising land value and of landownership was responsible for
the development of new countries and new communities.
Now, once we recognize that building too is inevitably
bound up with land-value increments and landownership,
and that, as Professor A. S. Johnson believes,! the latter
are incentives to building operations, the antagonistic
tendencies arising from the untaxing of buildings and from
the appropriation of the value increment become apparent.

Before attempting to determine which tendency will be
the stronger, it is necessary to point out the refutation on
theoretical grounds of the doctrine that the owner is in-
duced to build by the prospect of the future rise in land
value. Dr. Anderson ? has shown by a mathematical illus-

1 Cf. “The Case Against the Single Tax,” in Atlantic Monthly, January,
1914, p. 86.

2 Anderson, *‘ Unearned Increments,” Land Taxes, and the Building
Trade,” in Quarterly Journal of Economics, vol. xxvin, pp. 811 f.
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assessments, might be tempted to build even when the ren-
tal did not promise a greater return than the interest on
his borrowed capital,! and the carrying charges on the land.
But such operations would be confined necessarily to
outlying districts and new communities, and even there
their scope would be limited. For the borrowing power
of the “land-poor” builder, where the rise in value is re-
mote is very much limited, and the rate of interest higher.
The best proof, on the other hand, that the speculator
with means is not induced to build prematurely is the
large number of vacant lots in every city, and the large
expanse of uncultivated rural land in the hands of ab-
sentee owners. And are they not deterred from building
prematurely by the fact also that the low income would
be a convincing proof to them, and to their creditors, of the
true low value of their property? The importance of this
psychological factor is seen in the usual practice of land-
lords to allow their apartments to stand vacant, or to offer
“concessions” to the renter, rather than to accept a lower
rental. It is scarcely credible that, taking any city as a
whole, building operations could be based on the whims of
speculators, rather than on actual values. Altogether then,
whether he builds on leased ground, on ground which is not
rising in value, or on ground which does promise an incre-
ment, the landlord “must extort from his tenants rental
covering both the ground rent and interest on the invest-
ment.” 2

Now, grant that the development of a new country
and that premature building, e.g., the “pay tax” kind
of structures in Western Canada,® are attributable to the

1 Disregarding the depreciation of the building to be covered by the
anticipated *“‘ unearned increment.”

2 That there could be a difference in rentals according as the builder is
the owner or lessee, if it does not invalidate the argument, at least shows
that the number of operations that do not cover interest on the land in-
vestment can be but exceptional. Cf. Johnson, op. cit.

3 Haig, Eremption of Improvements from Tazation in Canada and the
United States, p. 47.
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dian municipalities to the operation of the land tax, it can
be said with confidence nevertheless, that no evidence of a
restriction of building operations appeared anywhere. Nor
could the inactivity in the building trade which followed
the enactment of the land-value duties in England, and of
the imperial increment tax in Germany, be charged to the
tax on the “unearned increment.” !

§ 6. The principle of “amortization” rests on the as-
sumption that the land tax is not shifted. The argument
runs as follows: Since the value of the land represents the
capitalized annual net rental actually accruing or antici-
pated, and since the tax on this rental cannot be shifted to
the tenant, the value of the land when the tax is imposed is
reduced by the capitalized value of the tax. Therefore, the
proprietor in possession, when the tax is levied, alone pays
the tax, as is evident from the reduction in the selling value
of his property. When the tax is thus capitalized, or
“amortized,” the purchaser of the land subsequent to the
imposition of the tax is in reality exempt from its payment.

The process of “amortization” applies to the land taxin
so far as the latter is an exclusive tax, i.e., not levied on
other forms of capital, or income. The facility of capi-
talizing the tax depends upon the certainty of the levy,
that is, the constancy of the rate of tax and of the assessed
value. Provided the amount of the tax can be counted
upon, the purchaser will deduct its capitalized value, for he
will not pay more for the property than the capitalized
value of the anticipated net rental. The fact that land falls
in value on the imposition of a tax, therefore, corroborates
the principle of incidence of a tax on land value. Theoreti-
cally the value of the improvements will not fall, for their
value equals the cost of their production and it would seem
as if their value could not fall below their cost. In other
words, the tax on improvements is shifted to the tenant.
Practically, however, especially when the structures are

1 Cf. chapters 1v and v.






THE TAX IN ITS FISCAL ASPECT 317

for example, the progressive urban communities where land
tends to appreciate in value, as in western Canada, and
where the untaxzed value of the land one year may not rep-
resent the net value the following year. Again, by intro-
ducing a progressive scale of rates, how shall the purchaser
estimate the capitalized value of the tax with any degree of
accuracy? Even more does the tax on value increment de-
feat the process of “amortization” of the tax; for as the
owner is taxed, not on the selling value, but on the profit or
surplus likely to accrue in the future, the untaxed value of
the land cannot be foretold. The amount by which such a
tax may reduce the value of land becomes entirely specu-
lative. Indeed, as the interest of both speculator and tax-
ing authority is the same, namely, that the land appreciate
in value, the value-increment tax may not have a severely
depreciating influence on the value of the land at all. At
any rate, the objection by some that the real property tax
is no tax whatever because it is “amortized,” does not
apply so much to the tax on land value, especially to the
value-increment form of the tax.

§ 7. The question whether the capital value, i.e., the
capitalized net income, or whether the net income of the
land (not deducting taxes) should be made the base of tax-
ation is unimportant as regards the slight tax on land value
at present in operation. Inasmuch, however, as critics of
the Single Tax have pointed out the futility of attempting
to raise revenue by a tax on the capital value of land and
have employed the argument also against the proposal of
land-value taxation,! it is necessary to analyze the point at
issue. As a fiscal policy taxation on the capital value of
land may be regarded as a paradoxical proposal, for by
taxing land value you destroy the value by the amount of
the tax capitalized. If, as has been pointed out,? the mar-

1 For example, see E. R. A. Seligman, in The Survey, March, 7, 1914,

p. 701.
2 Mr. Pleydell, Secretary of the International Conference on State and
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taxation is preferred, that the actual or anticipated rental
be capitalized for purposes of taxation. From the stand-
point of the proprietor certainly the change is of no conse-
quence. Whether you tax the market value or the rental
his net income will remain practically unaltered. From the
point of view of fiscal policy, however, the change is im-
portant. Since, according to theory, the rent remains un-
affected by the tax on land value, the government can
always appropriate a portion of this economic rent by
taxation, irrespective of market conditions.

For practical purposes, however important these sug-
gestions may be for the Single Tax policy, the tax on land
value may continue to be levied on the selling value with-
out loss to the government. So long as confiscation is not
proposed, through the regulation of the rate of tax the
state can appropriate whatever share of land value it de-
crees by taxing the selling value.

More practical difficulties may be raised when the as-
sessment is reduced by the decline in the value of the land.
For, if a law exist limiting the rate of tax in the municipal-
ity, or if, as is customary, the amount of municipal indebt-
edness is restricted legally by the amount of the assessment
of real property, the exemption of improvements, or any
other cause of restricting the base of revenue, may neces-
sitate a change in the statute. Thisisagain a matter of ad-
ministration, necessary to point out, but which does not
vitiate the fiscal principle of the tax.! Moreover, full-value
assessment and the tendency of appreciating land value
will counteract the restriction of the base of taxation.

Another consideration important alike from the stand-
point of the taxing authority and that of the taxpayer, is

1 To circumvent the constitutional difficulties with respect to the legal
limitation of the borrowing power of the city, the recent proposal for
untaxing buildings in New York City retains one per cent of the value of
improvements in the tax base. Thus, it is hoped, the total value of the

improvements would continue to constitute part of the assessment value,
by which the borrowing power of the city is limited.
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is' yielded; therefore, speculation is fostered. In urban
communities the withholding of land from use has been
said to promote congestion and unsanitary housing condi-
tions. Furthermore, the exemption of vacant and poorly
utilized land from taxation is fiscally inexpedient, for it
becomes a means of escaping taxation. When it is con-
sidered also that the value of vacant land tends to appre-
ciate equally, sometimes even more! than the improved
lots, it will be admitted that the rent does not constitute
a test of the taxpayer’s ability to contribute, unless sup-
plementary taxes are levied. For these reasons, the local
authorities in England are desirous of adopting the pro-
posed change from rental to capital value assessment.?
And the purpose of the undeveloped land duty in England
was to correct the inequalities resulting from the older sys-
tem of assessment. Similarly in Canada, the wild-land tax
and the method of superassessment have been resorted to,
to offset the tendency of evading taxation by keeping the
land undeveloped.

A word about the status of the absentee. Not all unim-
proved land is owned by non-residents; yet, in many com-
munities much of the vacant land is the property of ab-
sentees. In the countries where vacant property is not
liable to taxation, the general antipathy to the non-resi-
dent is comprehensible. But where taxation on capital
value is in vogue, the non-resident contributes to the reve-

1 For example, when a parcel of ground is sold, the building which
may be out of date may be an impediment to the plans of the buyer.
Thus, as the writer has been informed, the site on which the Masonic
Teraple is located in Chicago would be worth a great deal more if there
were no building upon it.

* Cf. E. Porritt, “ The Struggle over the Lloyd George Budget,” in
Quarterly Journal of Economics (1910), vol. xx1v, p. 257. “ The mansions
have been on the rate books at merely nominal rental values. They have
stayed at such ridiculous valuations because no one in the parishes con=-
cerned cared to antagonize the local feudal aristocracy by objecting to the
assessments.”

The new system of land valuation which is being completed in England
will help usher in the rating of capital value.
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governs taxation.” ! So long as the ideal, a single tax, if
such exist, is found impracticable, and it is necessary to
have a multiple system in the hope that the inequalities of
the respective taxes will offset one another,? the justifica-
tion of a subsidiary tax on the basis of justice will be prac-
tically futile.

Now, the tax on land value is not only a subsidiary, but
it is a discriminatory tax. But there is need of subsidiary
taxes, and like the corporation, inheritance, business, and
other imposts, the tax on land value may be made to per-
form a valuable function, wherever it is found expedient.
As to its discriminatory character, all subsidiary taxes are
discriminatory. Like the corporation tax, for example, the
tax on land value is class legislation, an attempt of the
dominant party to place an extra burden on the land-
owners. The excuse of course is that this particular group
or class fails to contribute to the public budget in propor-
tion to its ability.?

In calling the tax confiscatory, the opponents of the tax
forget that all taxation is essentially confiscatory. A tax
is no voluntary contribution, it will be recalled; it is “a
compulsory contribution from the person to the govern-
ment to defray the expenses incurred in the common
interest of all, without reference to special benefits con-

' First National Conference on State and Local Tazation (1907), p.
219,

2 Thus Cossa said, *‘by means of their variety rendering the burden
less oppressive to the taxpayers.” Premiers Eléments de la Science des
Finances, p. 108.

3 It is possible to argue that the landlord is better able to pay this
extra charge because of his particular position of special privilege and
because the growth of the community enhances the value of his land, so
that his income is augmented over and above the interest on his invest-
ment. “Is it too much, is it unfair, is it inequitable, that Parliament
should demand a special contribution from these fortunate owners to-
wards the defense of the country and the social needs of the unfortunate in
the community, whose efforts have so materially contributed to the
opulence which they are enjoying.” From Lloyd George’s Budget Speech,
Parl. Debates (1909), vol. 1v, p. 536,
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for other than fiscal purposes, 1.e., to secure an adequate
revenue.

Since Professor Adolf Wagner promulgated his “socio-
political” theory of taxation, this question has aroused
considerable controversy. But as regards many a contested
theory, the opponents are nearer agreement than they will
admit. Professor Seligman denies Wagner’s thesis that
taxation “is something more than a means of raising reve-
nue, that it is also a means of correcting the distribution of
wealth which results from competition.” ! Yet Professor
Seligman reaches the same conclusion through reconstruct-
ing the conception of justice.? In setting up this socio-
political point of view, Wagner was merely interpreting the
new basis of justice, the socio-political versus the eight-
eenth-century competitive and individualistic basis. And
that is what Seligman has done in constructing the “Social
Theory of Finance.” ¥ Where shall the line be drawn be-
tween the soclo-political theory stated in Wagner’s own
words above and the admission that the government
should be able “to utilize the taxing power as a political
or social engine?”* Nothing, indeed, shows this socio-
political tendency more than progressive taxation and the
English income tax, which distinguishes earned from un-
earned income. These may be explained on the assump-
tion that they measure better the ability of the taxpayer
than the proportional or ordinary income taxes. On this
basis, however, the tax on land value can similarly be
defended, for the profits accruing from land ownership can
bear a heavier tax with less sacrifice on the part of the
owner, it may be argued, than can earnings of labor.
Nevertheless, in this age when, it will be agreed, wealth

1 Lehr und Handbuch der Politischen Oekonomie : Finanzwissenschaft,
vol. 1, bk. v, chap. 3, § 159.

2 Seligman, * Progressive Taxation,” American Economic Associalion
Quarterly, vol. rx, pp. 130-31, and his practical admission of the stand-
point in Essays in Tazation, pp. 316-17.

3 Itnd., p. 842. ¢ Ibid., p. 78.
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gressive scale of rates must occasion, or, what is more likely,
to avoid the more strenuous opposition that would have
been aroused by a departure from the traditional adherence
to proportional land taxes, Lloyd George and his party con-
tented themselves with proportional duties on land value.!

§ 11. There remains, then, by far the most important
question, the fiscal expediency of the tax on land value.
First, as toits productiveness. At the present rate of taxa-
tion, the conclusion from the data in the preceding chapters
must be that the tax for state or federal purposes can sup-
plement the sources of revenue but meagerly. Further-
more, the duties on increment, on undeveloped land, and
on mineral rights are inelastic sources of revenue. Not only
is the base of the tax limited, but the yield cannot be regu-
lated. Fiscally, therefore, the value-increment duty and
the other imperial duties are unimportant imposts. For
local purposes, on the other hand, when all land is sub-
ject to a direct, proportional levy, the tax is not only pro-
ductive but elastic. The experience with the tax in the
Australasian and Canadian municipalities is evidence of
this. Wherever the value of the land tends to increase
enormously, so that the rate of tax can remain moderate,
the yield of the tax on land value can be regulated so as to
supply not only the major portion, but even the entire
local revenue. The recent depression in Canada has not
necessitated a change in the system even in “Single Tax”
communities, but it is doubtful whether an additional
source of income would not have facilitated the collection
of revenue and relieved somewhat the landowners already
hard hit by the collapse of land values. This would apply
more strongly to older communities, where landowners
constitute a small proportion of the population, and where
landed property is not the chief source of wealth. The

1 Instead of adopting the progressive scale as in Germany, the average
rate of the increment duty in England, however, was made higher than
under the German system.
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cratic and virgin communities as in Australasia and in
western Canada. In these cases, the “leveling” factor, the
use of the tax to right a social evil, moreover, played little
or scarcely any part. Asregards the other forms of the tax,
the exemption of a minimum increment under the value-
increment duty shields the less fortunate landowner from
the burden. It will be remembered also that the retroac-
tive feature of the ‘“Zuwachssteuer,” however inconsist-
ent with our standards of justice, was upheld by the
courts. It is improbable that the tax would have been
upheld, if, besides being unprecedented, it were oppressive,
This illustrates, indeed, how local conditions may influence
the criterion of justice, how expediency overrides abstract
principle.

Thirdly, in considering the discriminatory feature of the
tax on land value, the local tax must be again differentiated
from the imperial and state taxes. As subsidiary sources of
revenue the latter are no more discriminatory than the
corporation, inheritance, business, or even realty taxes.
But, when the tax on land value is made the only tax, the
expediency of exempting all other income from taxation
even for local purposes may be questioned. The fact is,
however, that setting against the apparent inequality
created by the exemption of other than the landowning
class from taxation the comparative difficulty of assess-
ment and collection of other imposts, and considering, too,
that the value of the land depends so much upon the public
expenditure, the apparent injustice dwindles. Especially
is this true where the land constitutes the chief source of
wealth and income, as in the new communities where the
land tax is now in operation as the only source of public
revenue, and where the municipality itself, given the op-
tion, wills to exempt wage-earners and the capital invested
in industry from taxation. In that case only the non-resi-
dent landowner is discriminated against, and has cause to
complain,






THE TAX IN ITS FISCAL ASPECT 831

the practical difficulty in the way of an accurate valuation
of the site. Although some experts had declared such valua-
tion practicable, public opinion generally opposed what
was called a hypothetical valuation. Under the theoretical
assumption that the tax on land value should fall on eco-
nomic rent, and that, therefore, it was necessary to take ac-
count of all the capital ever sunk into the soil which might
have affected the present value of the site, every one will
readily admit the hypothetical character of such a valua-
tion. The ascertainment of the exact “location’ rental
is an impossibility. Professor Seligman makes this clear
in the following passage:! “Now, it is manifestly not so
easy to assess the land values — that is, the bare value of
the land irrespective of all improvements — asit is to assess
the selling value of a piece of real estate. For instance, an
acre of agricultural land near a large town may be worth
$200; but if used for truck-farming, considerably more than
$200 may have been expended on it during the last cen-
tury or two. Who can tell how much of the $200 present
value is the value of the bare land and how much is to be
assigned to the labor expended? Under the present method
we have at least a definite test — the selling value; under
the new method we should have no test at all. There is
every likelihood, therefore, that the difficulties of the pres-
ent situation would be intensified.”

If every reform had to be rejected on account of some
theoretical objection little progress would be made. In the
case of valuation, the experience in this country with sepa- -
rate valuations for land and improvements has demon-
strated the practicability as well as the usefulness of the
system. In fact, the theoretical objection seems unwar-
ranted in the present advance made toward the more scien-
tific valuation of land. Even admitting that improvements
made a century or two ago have had an influence on the
present value of agricultural and even urban land, that

! Essays in Tazation (1913), p. 77.
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an assessment broadens the base on which the municipal
loans may be contracted.

It is furthermore being recognized that to attain accuracy
in assessment it is necessary to determine the value of the
land and of the improvements separately.! The system of
separate assessment is almost universal in the Australasian
colonies and in Canada and is becoming so for England,
Ireland, and Scotland. In this country only Indiana, Mon-
tana, North Dakota, Wisconsin, New York, and California
provide for separate listing of land and improvements. It
is also practiced in a number of American cities in other
states.? The application of the more or less scientific prin-
ciples, which have been evolved, to the ascertainment of the
value of the site, 1s as yet confined to less than a dozen
cities in the United States.?

§ 13. How does a scientific method of valuation differ
from the present method? In general the assessment of
property is now based on an estimate, for which there is
more or less warrant, depending largely on the experience
of the assessor, the time he can devote to this office, and on
the political and personal influences at work. The assessor
is guided by the selling price of land, by the rental, and by
the assessment returns of the property owner. An expert,
scientific valuation, on the other hand, must be based on
certain principles of value which will assure uniformity and
accuracy, and which will eliminate wholly the influence of
personal and political considerations. The possibility of
finding a more accurate value than the selling price may

! Such was the opinion of some of the expert valuers who testified
before the different British Select Committees (¢f. supra, chapter v), and
such is the practice of realty appraisers in the United States. See also
Webb, Valuation of Real Estate, p. 6.

2 National Conference on State and Local Taxation (1907), pp. 131 f.
The following cities, besides those using the Somers system of valuation,
also list the value of improvements and site separately: Washington, and
the cities of New Jersey and Massachusetts. Cf. Report of Commissioners

of Tazxes and Assessments of the City of New York (1913), p. 120.
3 See infra, §§ 13-15.
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according to the unit of measurement. Thus, the lot or
block system for urban land is inapplicable for farm land,
for which the acre constitutes a more appropriate unit.!
Tax maps have been in use in the city of Newark, New
Jersey, for forty years, in Milwaukee, Wisconsin, for nearly
twenty years, in the Province of Quebec for even a longer
period.?2 In 1907, a “timber cruise” was inaugurated in
King County, Washington; maps were then employed
which are expected to form an accurate basis for all future
valuations.? Thirdly, the separate valuation of land and
buildings is necessary, because the causes of their value are
different. Fourthly, the selection of a unit of measurement
and of a table to compute the relative values of other tracts
of land is requisite to an efficient valuation. The two well-
known systems for computing relative values for urban
real estate assessment are the Hoffman-Neill Rule and
the Somers system.*

§ 14. The function of the table employed to compute the
relative values of different shapes and sizes of land is more
important for assessment purposes than even the ascer-
tainment of the accurate value of the unit, for it secures
uniformity and equality in assessment; and uniformity and
equality even exceed in importance the search after ab-
solutely accurate values. The ‘“Hoffman-Neill Rule” 5 is

1 L. G. Powers has classified non-urban land into eight kinds for assess-
ment purposes: (1) acres under cultivation, or being used for meadows;
(2) land not under cultivation, but capable of being plowed; (8) land
covered with a heavy growth of timber; (4) with orchards; and (5) acres
properly classed as waste land because incapable of cultivation or of
growing timber; (6) the number of acres of mineral land; (7) of quarry
land; (8) land valuable by reason of oil, gas or other deposits. Interna-
tional Conference on State and Local Tazation (1909), p. 826.

3 Itid. (1911), pp. 347-48.

3 It is interesting incidentally that the “cruise” cost $70,000, lasted a
year, but resulted in an increased valuation of the timber land in the
county of over $12,000,000., ibid. (1909), pp. 335-86.

¢ For other rules see Manual on the Methods of Assessment of Real
Estate in New York City (1914).

8 The “‘ Rule,” first used in New York, is known by that name because
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fluences of abnormally high or abnormally low sales will be mini-
mized, and the assessor will be doing what he ought to do; namely,
exercising his judgment in assessing all lots within a given area in
their relative values to one another.!

The most difficult problem that the assessor encounters
under this system is the valuation of corner lots. It is ob-
vious that a corner lot has more value than an inside lot.
There is no standard under the Hoffman-Neill Rule, how-
ever, as to how much greater the valueis. “All that we can
at present say on this point is that the consensus of opinion
appears to be that corner influence varies according to the
use to which the property is put, being greatest in retail
business districts, and smallest in suburban residence dis-
tricts.” 2 The accuracy of this new system of valuation,
mechanical and hypothetical as it may seem, can be sur-
mised from the fact that purchases and sales of property in
New York City are based on the same scale or rule as the
assessor uses.®

§ 15. Based on the same principle, namely, that there is a
mathematical relation between the values of the different
city sites affected by the same influences, but with a some-
what different method of computation of this relationship,
the Somers system of valuation has been devised.* This
system is more complete than the Hoffman-Neill Rule, for
besides the table of percentage of value of different depths
of lot, Mr. Somers has worked out a scheme of valuing

1 International Conference on State and Local Tazation (1911), p. 858.
For a more detailed account of the “Rule” see Craigen, Practical Methods
for Appraising Lands, Buildings, and Improvements.

2 Jnd., pp. 353-54.

3 In Chicago a similar plan for computing the value of urban land was
worked out, but according to the Manufacturers’ Appraisal Company, for
whom Mr. Somers has become land valuation actuary and who have pur-
chased control of his system, the Chicago plan is less scientific and less
accurate. Cf. Report of Manufacturers’ Appraisal Company, Analysis of
the Chicago Assessors’ Plan of Computing Site Values, etc.

¢ Somers, The Valuation of Real Estate for the Purpose of Tazation.
See also The Somers Unit System of Realty Valuation (pamphlet issued by
the Manufacturers’ Appraisal Company).
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licity in the city newspapers, these tentative valuations
are scattered broadcast, and the community is invited to
discuss them. At a series of public meetings of the Board,
section after section of the city is covered, many parts being
gone over several times, until all interested persons are
given ample opportunity to appear before the Board and
submit evidence in favor of changing the tentative unit
values. After being thoroughly debated by the public in
this manner, the unit values finally agreed to by the ma-
jority are regarded as representing the consensus of opin-
ion. These unit values are confirmed by the Board, and are
not open to further discussion.” * When these unit values
have been thus agreed upon, the individual lots are then
valued in accordance with a systematic table or curve of
values. Corner lots and those abutting upon the alleys, and
lots near corners or alleys are appraised according to a
complicated table, whose underlying principle is that the
influence of corner proximity on the value of the lot ex-
tends both ways from the corner, growing less as the dis-
tance from the corner increases, until it disappears. In the
following table the application of this principle is illustrated
in part merely: 2

Ratio of poorer frontage Ratio of corner lot to Ratio of second
lo better middle lot lot
.1 1.11 &
2 1.14 1.02
.8 1.17 1.03
.4 1.22 1.03
5 1.28 1.04
.6 1.36 1.05
7 1.48 1.06
.8 1.60 1.08
.9 1.74 1.10
1.0 1.90 1.12

1 Lutz, “The Somers System of Realty Valuation,” in Quarterly Jour-
nal of Economics, vol. Xxv, p. 174.
2 First National Conference on State and Local Tazation (1907), p. 132.






THE TAX IN ITS FISCAL ASPECT 341

cannot fail to arouse public spirit and interest in one of
the most essential, but shunned, fields of legislation, taxa-
tion. The efficiency of the assessors and of the other tax
officials will also follow; while the economic influences of
the standardization of the value of real estate, upon con-
tracting loans, and upon realty investment, for example,
will likewise be advantageous. Moreover, the taxpayer
will be able to compare his assessment made in rem with
that of his immediate neighbors, which under the system
of n personam assessment is not so simple.

§ 16. The classification, underlying principles, and fiscal
expediency of the tax on land value having been discussed,
there remains the consideration of the objections raised
against its levy. The most vehement opposition which the
new proposal has to brook grows out of its identification
with the Single Tax.! The apprehension is current that the
tax is merely the entering wedge to the Single Tax régime.
Bearing in mind the differentiation made between the two
proposals, however, most of the objections vanish. For
example, such questions as the elasticity of the yield, which
for the Single Tax is an all-important query, becomes in-
significant for a subsidiary impost. So also with regard to
the discriminatory, confiscatory character of the tax, and
with regard to the generally accepted theory of justice in
taxation. If the land-value tax be opposed on any such
ground, any of the numerous excise duties, or the inheri-
tance tax, must be similarly opposed. On the contrary,
it has been argued that by the new land tax the govern-
ment aims merely to shift or to impose a heavier burden of
taxation, occasioned by the ever-increasing budget, on a
class which is thought to be best able to bear it; just asis its
purpose always in choosing one object, rather than another,

1 Tt is almost entirely through fear of the adoption of the Single Tax
that Professor Bullock opposes local sutonomy in taxation, as is in-
dicated strongly in his article in International Conference on State and
Local Tazation (1911), p. 271. See also Professor Seligman, in The Survey,
March 7, 1914, pp. 697 f.
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tent to which the share of the state should be increased, the
community must be guided by local conditions, the rate of
increase of value increment of land, the amount of revenue
needed, the expediency of exempting other forms of in-
come, and so forth.

There is, however, one serious objection which we have

City. Real estate is in this city assessed at very nearly the full value,
and the land is listed separately from the improvements. Assuming
that the rate of increase in the value of all the land, which the tax
commissioners of New York City estimate at from four to five per
cent annually, will counterbalance the fall in value as the result of the
tax, the rate of tax will have to be raised through the exemption of
all the improvements. Taking all five boroughs comprising New York
City together, it is found that 37.9 per cent of the assessment in 1913
was on buildings. In order, then, to raise the same revenue as in 1918,
the rate of tax would be increased from $1.81 on $100 to about $2.92.
Whether the constitutional requirement which limits the rate to two
per cent could be amended or not, it is interesting to note that in 1899
the rate was $2.48 for Manhattan and $8.27 for Queens. This reduc-
tion in tax rate on real property since 1899 means that purchasers of land
before that year, and in fact before 1902 (see table on p. 92 of Report of
Commissioners of Taxes of New York, 1918), according to the principle of
‘““amortization,” were granted a donation as it were. By raising the rate
under the new system the long-time owners will have little cause to com-
plain. It must, however, be borne in mind that the increased rate will not
necessitate an increase in the amount of tax for all landowners. All those
whose property has upon it structures of a value of at least 37.9 per cent
the value of the site will find their tax bill either the same or reduced
under the land-value tax; only those whose land is unimproved will bear
a heavier burden. The fact that the value of the land in certain sections
of Manhattan is nearly 70 per cent of the assessment corroborates the con-
tention that the buildings there are not as they should be to accommodate
the congested population. Brooklyn, the town of small dwellings, on the
other hand, and which has called forth recently commiseration on ac-
count of the excessive assessment (see Cederstrom, Unjust Tazation)
will be most relieved through the new system, because the value of im-
provements in Brooklyn exceeds the ratio existing between buildings and
land values in Greater New York taken as a whole. For the probable
redistribution of tax burden on the different classes of landowners result-
ing from the untaxing of buildings, ¢f. Haig, Some Probable Effects of the
Ezemption of Improvements from Tazation in the City of New York.

The changes proposed by the Herrick-Schaap Bill will be slighter
than those incurred by the total exemption of improvements and will be
discussed in chapter x. The non-fiscal objections of Professor Seligman
to the tax are treated in the following chapters.
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land in 1910: Pennsylvania, in ten counties; New York,
in ten; Maine, in nine (total number of counties, 16);
Connecticut, in four; Massachusetts, in two; New Hamp-
shire in one; New Jersey, in two; Vermont, in four; Rhode
Island, in one.! Moreover, if farm machinery, implements,
etc., were added to the buildings, — a legitimate assump-
tion in view of the purpose of the tax to exempt all im-
provements, — the land would show the smaller value in
many more cases.

But in the main we may assume that the value of the land
in the country is higher relatively to that of the structures
than in cities. What will be the burden on rural land-
owners? That will depend upon the method of levy and
assessment. If the tax is raised for state or even county
purposes, and is apportioned aecording to valuation,? the
relative burden of rural districts may be inordinately in-
creased under the taxation of land value. Thus, in Aus-
tralasia, in those cases where the tax is obligatory, the rural
districts were said to be proportionately more burdened
than the urban municipalities. But where the principle
of local option is instituted, local conditions will deter-
mine the expediency of the tax in the various districts. In
those poorer communities where land even has not a suf-
ficient value to yield any considerable revenue,? other taxes
must be levied. It is noteworthy, nevertheless, that in both
Australasia and in western Canada, among the localities
that have optionally adopted the tax on land value are
many rural communities.* In the country, when levied for

1 Thirteenth Census of the United States (1910), vols. v1, vir.

3 As compared with apportionment by expenditure or revenue. Cf.
Seligman, Essays in Tazation (1918), pp. 859 f.

3 Ibad., p. 85.

¢ A contributor to The Public (August 22, 1918) claims that the reform
in taxation in western Canada is a farmers’ movement. “These Canadian
farmers are not satisfied, however, to have only municipal taxes levied on
the land. Their organizations . . . have expressed themselves as in favor
of levying all taxes, Dominion, Provincial, and Municipal on land values »
(p. 800). The President of the United Farmers of Alberta spoke as fol-
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sideration is not uppermost and where taxes are levied for
special purposes, the value-increment tax has certain ad-
vantages: first, its collection is simple; secondly, it can be
levied on future increment only, thus interfering less with
the present owner’s expectations of profit; thirdly, it lends
itself better to the progressive scale of rates. In view of the
system of realty taxation in this country, however, these
considerations have less value for the United States.!

favor the value-increment tax in preference to the annual, direct tax on
land value, if the spectre of the Single Tax régime were to them less im-
minent.

1 The machinery for assessing and collecting the direct tax already
exists in this country.



