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A Tcachmg Approach to the Incu:'lence

~of Taxation on Capxtal
By HARRY GUNN]SON BrOowN

THE INCIDENCE and the various possxble effects of taxation
of capital and of the income from capital are, unfortumtely,
none too well understood by legislators or the general public.
Confusing comments on the subject appear even in the writ-
ings of some -professional economists. Yet the principles
which must be appealed to for the explanatlon of the inci-
denoe and effects of such taxation are simple. "With an
‘appropriate technique of exposition, these principles can be.
made cleag to college undetgraduates and, indeed, to students _
‘in; thebeg,mmng course- (the * pnnc1pies ‘course) in. €co-

‘nomics.. If only we cnuidhope thus, to give a clear under- - .

standmg of thisand 2 few

to the majority of students in most of
* vemsities, the chances should be at least 2 shade; better for more
- mteﬂlgent fut:ure tax leglslatmn! )

y rel;md_ economxc problems

T
To UNDERSTAND THE SUBJECT of taxation of capital-it is
- essential that the student have some understanding of the
relation of the interest rate to the productiveness of capital.
- An idportant fact in tlm story is the fact—or principle—of

_"dmnmshmg returns.” - The more capital 2 community has =

&; the less is the sxgniﬁcance of an additional unit of
_t:apm} ‘1f ‘wé'have only a little capital, we seek to have itin -
the'misst important forfns, If we have 3 great deal more capi-
tal, we éﬁn"' ord' the less mna! bmldmgs, machines, etc., -
and we can- aﬁord “iridhy &em:bl&-—%ut not mperlatlvely
nnportant——-unprovmenur in quality.
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The principle of diminishing returns from capital can be
_ simply"ﬂlustrated by the case of a farm which the owner, we
" may suppose, cultivates with the aid of two sons. To have
some capital—tractor, hatrow, reiper, barn—is overwhelm-
ingly important. . Without any capical at all it would not be
worth while for the owner to try to farm. ' But to have, for
use on his farm and with the three workers, $1,000 000 worth
of capn:al would be ridiculous. -
“There is fiot space here—nor isit desirablé-=to § g0 carefully
(into all of the complicated ramifications of ‘the thedry of
interest. ‘What I particularly want to do, Yather,is to present
a type of arithmetical problem which ¥ regul:tr]y réquire stu-
* dents in my classes to work on, illustrating the prmc1ple of
diminishing returns, and to show how such a probIem can be
used in maklng clear to undergraduate students the facts re-
garding taxation of capltal There is nol:hmg new in what
the figures show ‘or in the use of such figures to Jljustrate'

+ - diminishing returns. It is, however, my very strong impres-

sion that a[most no teachers of econohiics rnake their students
actually practice on such problem.s éven in thobe Cases where
such arithmetical illustration is given. And it is my experi-
~ence that the workmg out of such: problems by students as
complﬂsory practice gxercises, w;th ample .opportunity for
_questions and. dxscusr.lon, is pedago gu:.ally most advantageous
I -was about to say it is md1.ipensable! g
_ Following, in smaller type, is:a, prublem—ta.ken from the
Appendix of my “Basic Pnnqnlea of Economics,”™—such as
L regularly assign to students in my class in “General Eco-
* nomics.” I have mterpolaned hez’e, between the quoted para-
graphs, some explanation and discussion. In my class, I do -
* not assign. the problem until the general theory of the sub }ect
~ has been discussed during a number of class hours.

1C01umbu, Mo., Lucas. Bmlwrs, 1942
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E . Assume a. rmmamre commumty having one hundred business establish-

" mepts. _Each :smbhshmmt includes a piece of land, improvements and
other capltal and a certain pumber of workers (which number we shall
suppose to remiaif, uiichanged for the period covered by t}m probiem)
Theseestabinhmentswbmayca}lh B,C, D, E, A% B, C, IV, E'; A% B,
and 4o o&. '-On‘esch of these establishments the 2dded net output from the
use of successive units of capital is as follows: . . .- :

. From the fifth $1,000 ...............2.. 385
" From the sixth $1,000 .. ........o.oo... gwin  =R8
" From the seventh $1,000  ........ 0. ....... 70
“Prom the eighth $1,000 ... ... ......... . 66
Fros the minth $1,000 .. ... ....... b sl 63
From the tenth $1,000 .................. 60
From the eleventh $1,000 ...... b o i 57
. From the twelfth $1,000 ................, .}
. From the thirteenth $1,000 ... ......... e 58
© " Prom the fourteenth $1,000 ...... Ll 82

Emomcfcnpﬁ:lhasbwnaocumulatadmdutobeusedmthe
mmcmt;t,whatuthanuofinmmtth:tinﬁmfycheemdnmof-
equdlbnm in the magkerd & el -

s “I'hé interest rate satisfymg the oandmons of equilibrium .
~ for this problem is 6 per-eent: - At¢ peér cént each establish-
- ment” (i, ity ‘maniger) would- eagerly bid for thé ninth
" $1,000 of capital, which he expects to add' $63 te the outpur
 of the establishment; since the capital would thus add to the -
‘user dlstmctly more than must be paid to the lender. At 6

- per cent or but infinitesimally less, it should be possible to

. ‘petsuade ‘the owners (or managers) of (say) eighty of the

. . “establishinents to borrow .a tenth $1,000 of capital, since the

terith'§1,000 would add to the output a net-¢i.g., in excess of
repaiss-and allowance for depreciation) of $60 a year. 'If
éach of ‘the other twenty establishments might also possibly -
‘be willing-to borfow a tenth $1,000 at about 6 per cent, it
‘should be élear’ chiat they would not offer any higher interest
‘rate to- get it; since then the outlay in mterest psud to the
lender wou!d exeead the- $60 yxeld to the user. '
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It will probably be' clear to the reader that a bigher rate of

- interest than 6 per dent could not contimie under the assumed

circumstances sirice there would be capital !eft over which
could not yield the higher rate and which the owners would
offer'in competition, so Jowering the rate. down to 6 per cent,
Suppose, for example, # rate of 6.5 per cent.. With such an
interest rate it is obvious that no establishment would use any
capital—if it ‘must be borrowed--beyond the eighth $1,000.
‘For the ninth $1,000 would add to thc ua] output only
$63 and the tenth only $60, eithet of w,hs;h,@ less. than the.
interest that must then be paid to-the leaderifor-the use of
this additional capital. ‘With each of’ ‘the one: lnm&réd estab-

- lishments using only $8,000 worth of capttal the*entlre ong

hundred establishments would be using only SSI}Q 000 of the
available $980,000 of capital. . This would mean $180,000-of
-cap:tal unused dnd yielding the owners riothing—unless the
owners used excessive amounts on their owa- estabhsh:mnts_
and so reduced their returns well below 6 per.ceas.. Rather
than do so, they wo::ld a&ea: tqlendatlesuhmrhe rate of

) w. A rate spprec .”%ﬂwépexeemwouldmake
themamger oﬁeﬂhmﬁb&uhmenﬁdmtomat least -
$10,000 of capital and:a rate below 5.7, per gent.would make

- each such manager eager .to use 411,000 capital. Thus there
* would be a total wanted,. for.the hmdmdrestzbhshments, of
$1,100,000. But since the amount of capital. available is only
$980,000, the amount wanted is §120,000 in excess of. the
amount to be had and bidding of would-be borrowers must -
inevitably push the rate up to 6 per cent. At approximately
6 per cent, several establishments (e.g., cighty) might be in-
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dueed to: nse 310,009 of capntal each but none: wwld use any
more. i
~In rea.l hft, the ﬁgures for gain would not be thus precnsely
t.he same for each establishment, and perhaps understanding
of the solution of the problem will be aided if allowance is
‘made for that fact. - The variety of real life-~as contrasted
with the formality of the illustrative figures. used—I usually
" mention in discussing the problem with my students.. Thus,
it:might be that the 10th §1,000 of capital will add $60.01 or
more on each of eighty of the establishments, will add barely
$60.00 on the eighty-first, and will add $59.99 or very slightly
less on: each of the remaining nineteen. " On that basis, it
should be clear that eighty establishments would definitely
gain by hmréwmg the 10th $1,000 of capital at 6 per cent
afid.that niteteen would definitely lose by doing so, while one
wmﬂdbemamxma{ ‘e the fence’?); of indifference. The
rate of interzst samfymg t!ae oomhm of I:he problem would
stlli be 6 per dent.

But in setting outa’ formnlpmb&mfw studen:s to work, -
it seems best not to include such’ complxcammm, Jhowever de- .
sirgble it may be to bring them out'in.discussion after the
-problem is worked (or while it is being worked, if questions
make tl'us seem necessary) '

: - I .

Lm' 's_Now however, go on wn:h l:he next step in our prob-

l’f e’ ownier of eatabhshment A has saved md“inme!f owns §14,000 of
thucipxtal,thenwouldhebehkglytolandmmetootheuorwbmow
- grill smiore For yse in his own business?  How sbout. the owner of B if he
l:asqawé ,0002... How about the owner of K if he has saved and him-
344,000 of the total $980,000 in the cmnmumty Would
- and whymdhow_much? .
had a similar, problem explained in theu text-
:by lecture as Well st:udents w:]I nearly all

book and, perhaps,
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of tlaem, reahzc that A would lend the 14th $1,000, since it
would add to output on his establishment only §52 a year or -
§.2 per cent, whereas he could lend it for $60.00 or 6 per cent.
* Awould lend, also, for a like resson, his 13th $1,000 of capi-
tal, his 12th and kis 11th; for even from the eleventh, using .
it himself, he can: gain only $57 a year whereas the competi-
tion of borrowing establishments for it will enable him to get
$60.00. As regards the 10th; he will be indifferent whether
 to use it himself or lend it—might decide by flipping 4 coin!
"B, also, will lend, but not so much.. K" -will borrow, for, from
the Sth $1,000 of capital his net output will be increased by
$85 while the interest he must pay-is $60, giving him an
advantage from borrowing of $25. ' There is also an advan-
tage, though a progressively smaller one, from his borrowing
of the é6th, 7th, 8th and 9th $1,000. As regards the 10th, he .
would be, at 6 per cent, indifferent whether to borrow it or
not.

Though the theory of interest on capltal has been carefnlly
and fully explained in advance and though it has-been illus-
trated in a way simjlér to that in the problem which we arc .

- here discussing; I have found it advaritageous to-give: students
“a problem like this 25 pmchce exsrcise béfore holding them

responsible for it on a fest, . While. they-are. wo:kmg on this

practice exercise; I go fmm one to another, answering their
questions. . We spend a class houg on it and, by the end of the .
hour, most of them seem to have pretl:y well got the idea,
although there may be some fun:her questxons ata succeedmg
class period,

" One of the dlﬁiculues is tlm fm that, to contain the prob- '
lem in limited space and make it not too loag to work im 2
reasonable time, I give the capital in $1,000 units and, there-

fore, the gains from successive units of capital are discontinu-
ous.  That is, instead of the gains diminishing infinitesimally
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'a'.s they would if the capital were represented as increasing by
infinitesimal increments, the successive figures for gain from

capital diminish by jumps,—from $85 to $75 to §70 to $66 . o

and so on. Some students, working on the problem given
here, think the answer may be 6.3 per cent or samething
between 6.3 per cent and 6 per cent. To. those who ask if it
would not be 6.3 per cent, I direct the'inquiry whether they
would themselves borrow a 10th $1,000, paying $63 a year
for its use, when it would yield them only $602 The usual
answer is in the negative. Then I ask if they think. others
would be likely to do what they admit they would not do?
When I receive a negative answer I ask how, then, the owners
 of the last $80,000 worth of capital, out of the total of $980,-
000, are going to get it used and whether they would rather -
me:tmhemselves,gettmgszpercent, 5.3 per cent, 5.5 per
cent and 5.7 per cent fiom it;. whentheyrmght:mmad lend
it at 6 per cent. . It is important, I think, thus to bring the
problem home to the student, making him persondlize it,—
_making hit consider whar. be would db under the ngen
cirgcumstances. .

“Those students who t;hmk that the interest rate in this
pr__oblem might be between 6.3 per cent and 6 per cent are not - -
fundamentally illogical. For if the total capital of the com-
munity, $980,000, is divided into units much smaller than
$1,000, no establishment would have to take the entire 10th
$1,000:but, in place of its doing so, each establishment would -

' takcapartof the $1,000, say $800.: . But ‘this solution’ would

 mean a division of the total capital into-units of - $100 or, if

the total capital were (say), $982,723, into units of- $1; and
it would mean that the stated problem must indicate how
much'esch such wwit would add to the annual output on each
establishment-—for the: gam ‘does not necessarily dimipish at
" an evem: rate: Thus,: ﬂxe mere statement: of the problem
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" would require far’ more space and the process of: ﬁndmg a
solution would certainly be longer. Yet the result would be -

_only slightly dlﬁerent and che prmmples mvo}ved wouki Bot

- be different at all:.

. We must remember, of course, t:hat in: real lzfe the bor-  ® g

rower, like the lender, does mt:knmv -just how much will be
- added to his.output by each: successive: improvement in ma-
_ chinery or increase in any kind of capital. e can but use
hmbest;udgmentmdecxdmgwimthbnmbmworkndmd_ -
 how much: - A Borrower of optimistic proclivities may fiod
lenders, on the other hand; so pessiniistic! mﬁ&sim&hhm
. and prospects.that. théy will not:Jend - to hins except at cates
- which Lnok excessive to him.but whlch look: #a: the Jender,
. 'who may balance them in thought against possible Joss from
.faulure of the would-be borrowei’s enterprise; not-high at alL.

- We may note, too, that a particular. establmhment -might =

increase its labor force by drawing labor away from: some

 other establishment; and so be ablé to- wadmtn@ously ‘an’

increased amount of capital. And it iy in similer togener,

. draw land away from other establishments, Fowever, an .. Z. |
establishment of excessive size a&:egar&eixbor and land and

- capital, may be, just for that ressen; relatively inefficient.

In any case, the total labor; forceiand vives and natural re.

sources. are limited. < If;. therefordy there are inthe Unived -
States at any given time, $320;9«99;0&&;Wm capital; it should
be clear that the interest rate mustbelower than if—all other
~ things bmg&enme-—the;ﬂ’_’ '_'ﬂg,piﬁmless by (say)-
$15,000,000,000. Tt ahuuld beneqmliydear that the savings _
of any one person (amousiting to; for example, $20,000)
could not’ normally be lentat 2 ratelngherthan the marginal -
gain from capxtd—-& spexé «cent in our problem under discus- g s
‘sion—since these AN IngS swould have to competé with the .

savings of many .Bon'uwers would use the savmgs of *




. Kinds of ¢apital or the margi
. quality of their capital, rather than pay 2 “pat
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”'-:_‘-thweot}mmandwouldgetﬂmgwhouttheimm' o
0 a&ﬂ:txonstothequ’amty o’

icufar lendes
mt!rethantlnsﬁper‘tent Tﬁus:beywouldleéwﬂwtoo'_.

B gtg,pmglmder’mthnooneroborrow from him.

e

~*‘But let us'go on- further with the- probiem

W]lat would be t..he effect an the tot:al znnu:l output of goods and whu
would be the effect ot the rave of interest if; Because of wldeapread spend..

‘ehrift habits; too- little is set asde ﬁ:rreplacuhenx of depreciated capital,
and-the capital of the community-dectesses to $885,0007
. What would be theeﬁectonthcm;emtratesf md:sprmltamgm-
L creasedthe capmi to §1,084,6007 .

' 1 the student has undersmod t?he foregomg soiutmnsa—and

'Imv&ti!emtho&l follow with my classes results in sub-

: students-—nke wﬁ&p&m ‘o dificulty ‘here. - On the
" asssmption given, thav spendebirift hubits have reduced the

' 'tnta}capltal of theco it
 output of goods will-bé Jus “Thelosr 995,000 '0f capital
" srould have aided Jabor and<in dtstabmede pﬁoduEMe effi-
- ciency will inevitably ‘bé:dedreaded. - Bav the interest rate
 which will get the. a’vaﬂable m&l’«ﬁﬂ -usédt while yet not
" Jeaving a demand from' borrowe
) avxbbietobarmw,:smw&& percent. “And if; ofr the other
: .Imd* thrifty habits-and conséquefit ineressed saving, with

: 'brﬁfperceﬁtof?S percmtofthe

e T S O

'-wmsm -the votal annual

i m of the capital

ng increase of capitak equ:pméht brmgs thie total avail-

g abkcwpm.l to $1,084; 000, the: miérest rate mll.tend tobe at
'__mﬁbmﬁ‘?percmt B

capml e g
Gomg back Bow to l:he mmeat rnte fonnd for @, total capltal :

__;_930 009,
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whar. would be the interest rate lenders wmxld charge and borrowers would -
pay to lenders, if the state should take, ¢ach year, in texation, two percent .

of the valye of all capital, viz., $20 on each $1, 000?

Perhaps this question, as stated, is hot quite- clea.r to the
common run of students. Most. students ate entirely un-
familiar with current taxation practices, They may not
realize, therefore, that the property tax, as iemed in American
states and cities, is commonly charged against the ttular
owner regardless | how much of the property is offset by debt.
Thus, if K”, in our example some ‘paragraphs ago, has saved
and- }umself owns $4,000 capital and has borrowed (say)

© - $6,000, so that the total capital to which he has title is $10,000 -

worth, this tax would take $200 a year from the income
yielded by the $10,000 of capital.to which K” has title. Note
that it is'not the lender who is-taxed. in this case, by taxation

law and custom, but the borrower and user of the capital.

But perhaps the burden finally rests on the lender, neverthe-
less, so far as concerns the amount of his.Joan, We shall see.

" Consider again borrower K” and how low an interest rate

the lender must chary if K” is 'to. barrow the 10th$1,000,
which adds only $60 2 year to his-butput. - On the basls of our

previous assumptions. he. would be “marginal,” je., “on the
fence™ or hbesitant about hortemngthm 10¢h $1;000 atéper
cent but ‘would definitely gain could he borrow &t any lower -

rate, even at 5.99 per cent,. But now the tax will take $20
out of the yield of $60 f.rom this added capital and so will
leave him only $40. Obviously he cennot wow afford to bor-

row this capital unless the interest rate is lower than before,

i.e., 4 per cent instead of 6 per.cent (or 3.99 per cent instead
of 5.99 per cent). And similarly with all other borrowers.

The interest paid to lenders. deﬁml;cly tends to be lower then -
before by the amount of the tax. X it is not lower to that

degree, borrowing. will decrease and lenders W1ll be unable t:o
get their capltal used by borrowers.

E2S

. i
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- Butin order to make perfectly clear to the student that the
intérest return must be less by the amount of the tax on capi-
tal, I call the attention of my class particularly to the case of

- the lender. - The lender’s case is that of (say) B who' has
1$12,000 of capital and was inclined, in our earlier  reference
~ to'him, to lend the 12th and the 11th because a return of $60
on each ‘was better than to use this capital himself and get

from it only $55 and $57 respectively.. How is it with him

. now that we are supposing a tax on capital? -Surely he will be
* aseager (relatively) to lend at 4 per cent as he previously was -

to lend at 6 per cent. For the tax on capital, of $20 a year per

: $1,000, will reduce his net return from the 12th $1,000, if he
 'uses it himself, from:$55 to $35. Surely he would rather lend
it and receive $40! . And the return from the 11th $1,000, if
 he:uses it himself, will be reduced by the tax frOm $57 to $37.

This, too; he will be giad-m lend for $40 or 4 per cent ‘rather
than use 1th1mse§:f et ;
-Any tax, then, oncap;tai;win&h mlewndon the xser of the

_ .cap:tal,wxﬂreduceiusmcm:&'mﬁbytheamauntnfthe
* tak if he is the unencemberexl
~ borrowed what heum,mﬂr&imem hke degmthe income
- of the lender.

d gwaer and, in-so far as he has

. ’This fact it is m'lportant to’ make the student understand

" to the end that he may contribute to publm enhghtenment on
. & matter concerning which. confusien :of thought is ‘wide-
spread.” Again and again it is clammd that bonds, mortgages,

‘and:hotes upsecured by mortgages must be especially raxzed,

on the ground that the owners of these so-called intangibles

- Yescape” the taxes levied on such-tangible property as build-

Angs; macl*nnery livestock, etc. - Of this view the student now

knows what to think. He sees that lenders, whether on mort-

gage or otherwise, do not escape bot that, on the contrary, by

: .whatever amounit: the gam from the use of borrowed capn:al
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- i$ cut-down thrwghmmmbytbatmmtimders are.

. veally taxed, sma: theporeenttbeycan gecon thmiomu
‘reduced.

, ‘There is here no mtenmn to m:gﬂe tha.t lenders cmglu‘ to be

-thus taxed or that capital oughtito be taxed. 'The contention

is merely that if capital:is taxed and. #f its net yield to- users,

including borrowmg:users, is thereby reduced; the loss, as -~

-regards the amounts borrowed, falls on the lenders—-that they -
‘definitely do.no# "‘escape” taxes wjmh m:ular ownem of eaw- '

talhavetopay. o e

- 'Fhis fact has bc;:n £00. seldom clearly bmught out avedi: m. |

' boak! on taxation and public finance. : Ordinarily thwre is

-comment on the difficulty of collectitiy. special and additional o

“taxes on “intangibles” and on the resulting temptation to

evasion and false statement on: the part of taxpayers. There .

_~ . may be suggestions looking ‘to reduction of the rafe of tax-
- ation on intangibles, in the thought that thus evasiommight
be substantially lessened. - But rarely is there forceful presen- -
. tation-of the fact;-—-as mdxca_ted abo‘we-—-thzt bondholders,

 thereby dxscbuz@ i:a&mgmimds to-interfere with the
use of capital by borrawers whocmay selk}
-able to use it more pmdacuvelyd-nnshtmm

The contention has been made in this paper that when \
: capnal is taxed, the lender doesmt"mape” but loses, so far - .
.as hmlendmgmconcetned, the entire amaount of the taxion -
the capital in which: his savings are embodied. - This conclu- .
sion would not apply, of course, as ,rcgards loans made bcfm' £

_ﬁﬁtmtbt by theﬁwﬁcr -and

"ok




By -=cﬁpxta!,eimamﬂadwmmuwxﬂablswmpem.

o E -;’wkawghthemmgm&hmmmghthywm .
¢ .mitoand did not-intend to be:lenders. For they could:invest

4. 'their savings directly in the ‘constriction. of capital: in. the .
0" jurisdictions where: the tax did not apply and where; there-

fore, :they would themselves receive the entire product of

= timn*cap;tal, undiminished by claims of government, .- -
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S the mmtmn of :bs tax on cap:tai 1f; foria-long. time,
' capital were not taxed and:tsnetmargmalynmwae,mthe' o
o average, 6.per cent:and if-certain savers had-loaned st 6. per -

. ¢ent to horrowers, the borrowers would still be liable for the
'6petmtm_~ﬁlele.ndmwhen later, a-2 per cent tax.on capi-
©“tal:made their returns minus taxes only, 4 per cent. ‘But new
- doans and. renewals would be made at. tbe lowcr mterest rate.
of 4 per:.cent. '

-Capital is everywhere taxﬁd in the. Umted States and pretty

: ‘generaﬂy in otheér countries. Butitis to be noted that if we

. 'had a purely local tax-on capital, it would not compel lenders

. tolend at appreciably lower rates than'if there were nosuch = -

. .tax;since they: would have the alternative of lendmg in sur-
mmﬁ:mmmke:ethe tax was not levied.

kaﬂ;mldahsmm mwmgonege:dwldea that

- Here we may note a significant fact about taxes on capital

_. . mmfjunsd:mmn when there aré none—or, since complete

"'_ofczpualfromtaxamnmmdeqdrm,whenﬂw

:_-.::_ "tuﬁ mc;pxza] are appreciably: hgi#er—-um ‘other jurisdictions
5 _'_m& espaul{y int: nieighboring enex:: “Tu .gereral, those who
C o 5 mcapxtalconstmcmwherethmreuun from

ik . ¢ rather than:wheve it is less. . Inevitably

mﬁfthexrown". |

‘capitil "_*mmc}wmmmhm};j
 taxed MWW in the jurisdiction ‘where it i taxed
' hgln:!yotam?nﬂk Mwherecapmldwmm,lafbot bemg _
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less Well equipped, tends to. be less productxve and unable to
-command wages so high:
In the jurisdiction where capital is hea'nly taxad the rela—

tive scarcity of capital vhaids to raise the rate of return on it

_ 50 as, partly at any rate, to offset'the tax, Thus, owners of
capital, including. lenders, may, finally, got have their returns
on capital in that jutisdiction reduced by the entire amount

‘of the tax. But this is only because a considerable number of
savers—~mc1udmg lenders—have sent. therr savmgs to other

- jurisdictions and have so made capital in the capital+taxing

jurisdiction relatively scarce and its marginal 'yield (before

subtracting taxes) higher. In any case, if and so far as the
.. net rate of return from capital is reduced by a tax on capital,
“lendeérs® returns would be reduced along with the retuens of
capitalists who themselves pérsonally manage their capital. -
- It is reasonably probable, too, that taxes.on capital which
greatly reduce the niet per cent return on capital to those who
save, will not merely drive capital into other jurisdictions but
~ will lessen the inducement to save and invest and 'so-make the
‘total amount of capntal less. For this reason: also, the heavy
taxation of capital or of the income from capital may bring
it about that labor isless well provided with tools and equip-

~ ment and is, therefore, less productive and not ‘able to-earn

“'wages as bigh: asotherwneltnnghteam.

“Taxation which draws, for public expendﬂums, on the geo-

logically-produced and community-produced annual rental

value of land, even though it may take substantially o} of this

annual rental value, definitely does #0# drive capital into
other jurisdictions. It definitely does wo# discourage saving

o .

..3

and capital construction. But it does discourage speculative

~ holding of good land from productive use. Thus, such tax-
ation is in every way, as compared with taxation of the build- .
iings and other equipment men make, favorable to effective
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productlon and to the welfare of those i contribute to the
productive process. Taxation of land values (natural re-
'sources and sites) does not penahze labor or the saving ‘which
is essential for the accumulation of capital. It draws only
from what landowners are able to get by charging for permis-
sion.to work on and live on the earth in those locations made
advantageous by geological forces and community develop-
~ment and for permission to draw from the earth m.meral and
-other subsoil deposits. o

Conceivably, in generations to come, broadly trained hls-
 torians will look upon it as one of the most amazing evidences
“of men’s prejudice and lack of understanding in outgrown -
‘economic “dark ages,” that for centuries a privileged group,
the landlords, were allowed to appropnate for thelr own use
_and en}oyment the rﬁm: of land : T
Umwmty of Muma .




