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The current attitudes toward government and its ac-
companying fiscal malaise can be explained in good part by
the groundswell of resentment people feel about paying taxes.
The dilemma has its roots, I believe, in the economic para-
digm dominating public thought and discourse for the past
century, People resent paying taxes for good reason. Most
taxes disconrage economic vitality—taxing sales reduces con-
sumption; taxing wages discourages work; taxing interest
reduces savings—and so on. But there is one exception to the
impact of taxation: taxing a base with an inelastic, or fixed,
supply. Such laxes engender growth and cconomic vitality.
Here the greater the tax the more the activity. Recently Pro-
fessor Joe Stiglitz wrote

“One of the general principles of taxation is that one
should tax factors that are inelastic in supply, since there are
no adverse supply side effects. Land does not disappear when
it is taxed. Henry George, a great progressive of the late nine-
teenth century, argned, partly on this basis, for a land tax. It is
ironic that rather than following this dictum, the United States
has been doing just the opposite through its preferentla.l teat-
ment of capital gains.” . :

He gocs on to say;

“But it is not just land that faces a low elasticity of
supply. It is the case for other depletable natural resources.
Subsidies might encourage the early discovery of some re-
source, but it does not increase the supply of the resource; that
is largely a matter of nature, That is why it also makes sense,
from an efficiency point of view, to tax natural resource rents
at as close to 100% as possible”™

The word rent as it is used by economists has all but
disappeared from the vocabularics of the general public. 1t is
sometimes called Ricardian rent {afier classical British econo-
mist David Ricardo), ground rent, or resource rent. Rents, one
needs to know, are the yields that flow from
wealth not created by human beings but from nature. What
market prices they have occur only after there is an economic
demand for them. Once they are no longer free goods and
command a scarcity value, they typically become owned,
then to be booght and sold as commodities. What is arguably
the common birthright of all humanity, and has been in most
civilizations since time immemorial, has in the Iast three cen-
turies turned into a "land grab," ratified by governments as the
sacrosanct privilege of property ownership. No distinction is
made between ownership of one's car, one's computer, or
one's house, as opposed to land, air, or water. In the modemn
western mind it has all become property. But nature's flow of
rents still exist, even when understood in capitalized form,
and it is now captured for privileged gains. That wealth and
value becomes a windfall gain to whomever is the titleholder,

a "free lunch." It i5 unearned income.

If we taxed these “resource rents,” they could totally
supplant other revenues streams that are such anathema; in fact
taxing rents is essentially painless. This is because their source
is “the commons,” socially created wealth that arguably should-
n’t be private in any case. "The earth.” Jefferson wrote, “belongs
in wsufruct to the living; the dead have neither powers nor rights
over it." Usufruct itself is a term lost to today’s discourse: it
means 1o own something provisionally as leasehold. Land own-
crship in fee simple is the ancmaly in world civilization, only
having laken hold beginning in the 17th century. In most times
and places nature in whatever form has been held in common,
and rents were collected from users.

Rent 15 the perfect tax base, as it comports with all the
texibook principles of sound tax theory. A land value tax is
completely neutral, totally efficient, highly progressive, casily
administered, reliably stable, simple to understand, and impossi-
ble 1o avoid. Secondly, becanse rent that flows through site paz-
cels is socially created value, there is sound moral ground for
society to collect that which it has created. This then leaves to
members of the community the full retention and ownership of
their labor wages, as well as any products of their labor for
which they are responsible. When the flow of rent is not taxed it
remains as frozen capital, thereby .reducing the velocity. the turn--
over, of potential capital circulating. Thirdly, it reduces the’
“throughput” of natural resources that otherwise obtains by use
of other tax regimes. With resource conservation in mind, a tax
on ground rent fosters efficient land unse configurations. The
centrifugal forces of sprawl development are reversed, along
with excessive reliance upon transportation from one place to
another, and thereby consumning inordinate quantities of natural
resources, malerials and time,

Adam Smith, writing in 1776, observed, "Ground-rents
and the ordinary rent of land are...the species of revenue which
can best bear to have a peculiar tax imposed on them." He un-
derstood, along with the French Physiocrats by whom he was
influenced, that rent was common wealth and that it in no way
impaired productivity. At that time landed property was ihe only
element of natre that commanded a market price; today there
are many commeodities that are titled to individvals or corpora-
tions that make them wealthy, But this wealth is totally un-
carned; it is a function of a government granted privilege with
questionable moral pgrounding, Examples of other such grants
are the bestowal of spectrum frequencies to the broadeasting
industry, the granting of timeslots for airlines to land and take
off, and the awarding of water rights — uspally at far less than
cost — for agricnitural, industrial, or power generation purposes.
Other resources with market value and should be patt of the
public domain are the genetic code, fossil fuels and minerals,
patents and copyrights, satellite orbits, various langunages and
codes, and of course seignorage — the coiming of money.
(continued on page 13)

May-June 2013 GroundSweil, Page 5

!



THE TAX SOLUTION (from page 5)

If the “public owns the airwaves,” as we frequenty
hear, they should be auctioned off periodically to the highest
bidder rather than ownership be perpetually grandfathered as
originally granted in 1928, We now read that the air-sink it-
self may soon be given to the power utilities for release of
poltution emissions to the extent that natural absorption al-
fows. Rather than cap-and-trade, the air-sinks should be regu-
larly auction-rented to the highest bidders, and their remtal
income used for public purposes. There are so many elements
of nature that today have marketable value that the rental in-
come they provide counld easily take the place of taxes on cur
labor. Uneamed income is the rightful source of public reve-
nue because the earth is the cominon heritage of Tummanity.

But the public hardly understands the concept of rent
as the termn is used in old economics; it has been largely extir-
pated from its literatire except among those that know classi-
cal economics and the work of Henry George and his aco-
Iytes. Professor Mason Gafiney has traced how formulas and
definitions were changed so that the term rent became a trivi-
al factor for todav’s neoclassical school. In his book The Cor-
ruprion of Economics, Gaffney shows that only by recogni-
tion of rent as a factor of production is the economy really
comprehensible or indeed manageable. His subsequent work
shows that the extent of rent from all sources is more than
adequate to provide revenue in support of public services.
This is corroborated by the empirical amalysis clsewhere
where data on resource rents can be garnered more easily.
Because the economic profession neglects to take account of
this wealth, our tax structure is also able to ignore it. This
enables some people to capture rents with relative ease and
without scrutiny.

Dr. Stiglitz has noted in his most recent book the
extent to which our economy has been distorted, indeed cor-
rupted, not just by treating unearned income in the same way
as that which people carn by brain and brawn but even by
giving it special status by taxing it at lower rates! Rent seek-
ing has reaclied proportions in American society that make it
a high art. “We have a political system,” he says, “that gives
mordinate power to those at the top, and they have used
that power not only to limit the extent of redistribution but
also to shape the rules of the game in their favor, and to ex-
tract from the public what can only be called large 'gifis.”™

He then shows that, "The botiomn 90 percent of the
population gets less than 10 percent of all capital gains. Un-
der 7 percent of households eaming less than $100,000 re-
ceive any capital gains income, and for these households cap-
ital gains and dividend income combined make up an average
of 1.4 percent of their tolal income. Salaries and wages ac-
counted for only 8.8 percent of the income of the top 400,
capital gains for 37 percent, and interest and dividends for 16
percent—s0 73 percenl of their income was subject to low
rates. Indeed, the top 400 taxpayers garner close to 3 percent
of the country's entire dividends." He concluded that "We
have created an economy and a society in wlich great wealth
is amassed thirough rent seeking, sometimes throngh direct
transfers from the public to the wealthy, more often throngh
rules that allow the wealthy to collect 'rents’ from the rest of
society through monopoly power and other forms of exploita-
tiom."

Henry George called the private capture of the rent-
al yield from common resources theft! *Thou Shalt Not
Steal!” he told the Anti-Poverty Society of New York in
1887. It was as immmoral to capture freehold ownership of
nature as it was to own other human beings—slaves—as
properly. Some contemporary economists also view renl-
seeking in such a light. Arye Hillman the author of one
current public finance textbool, says. “Rent seeking is the
“competition for privilege. The form of government affects
the extent of rent seeking that takes place.... In general
whenever personal benefits depend on decisions made by
other people. life can become a quest for personal favors,
and people spend time and effort in rent-secking activity.”
A contemporary economic historian has a stifl more pointed
definition: “the use of resources to get a rent by reducing the
welfare of others.” John Stuart Mill saw it clearly almost
two centuries ago: "Landlords grow richer in their sleep
withont working, risking or cconomizing, The increase in
the value of land, arising as it does from the efforts of an
entite community, should belong to the community and not
1o the individual who might hold ttle." British statesman
William Gladstone calied it “lazy income,” and Henry
George called if the “uncarned increment.”

We have today so corrupted our economic dis-
course that we fail even 1o recognize rent, let alone tax it
We even give it privileged standing on the ground that only
by allowing wealthy people 1o retain their unearned incre-
ment will investment incorne be available for financial enler-
prise. This is nonsense. We have the means of analysis, with
computers and better data, to show that our economy would
be far more productive. and its members would be far better
off, if the public purse were to come from renial revenne
instead of our earned income.  John Houwseman, an actor
perhaps most widely known as Professor Kingsfield in the
long-running TVseries, The Paper Chase, later became the
pitchman for Smith Barney. In that advertisement, his tag
line was "They make money the old-fashioned way — they
eamn it." That we should earn our money rather than live off
the efforts of others seeins a simple enough moral tenet. But
it seems to have lost its cogency in contemporary economic
thought,

{GroundSwell does not have room for footnotes, but they are
available on request from Dr. Bill Batt. He may be emailed

at albanveeorgist@igmail.com)
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