Is American Liberalism a Betrayal

of the Masses?
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. HE taxation of land values as & substitute for most or all
other taxes has been advocated as a fiscal reform, which

would greatly simplify and improve our tax system and -

) which would remove the penalty on efficiency and thrift.
It has been advocated, also, as a fundamental reform in our
economic system, which would remove an important cause of
inequality and do much to open the door of opportunity to the
commpn man. It is to this latter aspect of the matter that Henry
George gave chief emphasis in Progress and Poverty and it is

ihis aspect of it to which the reader’s atteniion will be here spe-

cifically directed. - For there can be, the present writer is con-
‘vinced, no doubt, in the mind which approaches the subject seri-
ously and without prejudice and considers carcfully all the fac-
tors involved, that hardly any economic reform-—if, indeed, any—
promises half so much in the way of amelioration of the common
lot a8 does this one. The sophistries of teachers, swayed, per-
haps unconsciously, by class interest and the traditions of ortho-
dox economics, may often conceal this fact from budding schol-
ars; and the eloquence of demagogues who know how to gain
popularity and to secure high office by giving effective expression
to the prejudices which inhibit the common man from acting in
his own interest may strengthen the hold of these prejudices on
the masses and so delay the general understanding of important
economic relationships. The truth is there; for minds persistent
and unswayed by prejudice, to see. But with misunderstanding
and misrepresentation so wide-spread, it is likely not to be scen
"clearly and fully except by those who are willing to devote to the
problemy some intellectusal effort and to follow through a some-
what intricate analysis of cause and effect relationships.

An appreciation of the case for land-value taxation depends
on a comprehension of the difference between land and capital,
of the difference in the factors determining land value and capital
value, and of the consequent difference in the effects of taxstion
on land and on capital. These differences many liberals have nev-

er apprehended. And they therefore think themseélves befriend-
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ing the mé.sses when they are really supporting a system of tax-
ation that penalizes industry, entrenches privilege, confirma
tenaney and prevents or retards the accumulation of property by

" the ambitious poor. For those who would be the servants of the
‘cotnmion interest need miore than an amiasbie sympathy for the
- - masses. They need also an understanding of cause and effect

relations in complicated economic phenomena, and such onder-
standing is not to be had otherwise than by concentrated and un-
biased mental exertion. '

Capital has been defined, by a well-known contemporary econ-
omist,* as “the produced means to further production.” It in-
cludes all tools of production brought into existence by the effort
and thrift of human beings. It includes planted trees and the
fertility put irto land by the owner's effort and investment or
restored and maintained by the owner’s care and thrift. The
bare land is & gift of nature. Since capital has to be produced,
its value depends on its cost of production, whereas land haa no
cost of production and its value is dependent solely on its expected
future income. The value of capital, of course, is not unaffected
by its expected future income. An unseaworthy ship does not
have high value just because ita cost of construction was high, and

& railroad built through & desert is not valuable merely because
. muany men and much material were required to build it. Never-

theless, in the long run and on the average, there is a close rela-
tion between the value of capital and its cost. No one will con-
sciously pay for a ship, factory, machine or house much, if any,
more than it would cost to produce another like it. And no ore
would go on, year after year, producing such capital instruments
to sell for less than their cost. =
The value of land, however, has no relation to any cost of pro-
duction or of duplication, since the land was not humanly pro- -
duced and is not reproducible. The prospective purchaser of
land asks only how much net return he is likely to be sble to
make from It. Such an expected net yield is then capitalized at
the prevailing rate of interest. Regardless of the growth of a
community, capital cannot rise in value except as the cost of its
production increases; while land rises in value 88 and becanse
the community grows and develops. The growth of a town into

_'* Professor Henry Rogers Seager in the AMERICAN ECONOMIC RE.

VIEW, December, 1812, p. 846, in an articie entitled “The Impatience

. Theory of Intereat.”
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a city, the building of roads, the construction of railroads, the
putting through of subways, the erection of schools, the laying
out of parks, all help to raise the value of land. The value of
land, in so far as it is not a matter of natural advantage, is
almost altogether & matter of social growth and development. A
Lusiness block in the center of & great city is valuable, not be-
cause of the activities of those who own that particular piece
of land, but chiefly because of the way in which others settle
about it. The development of the environing areas enables the
owners of that block to enjoy large rents, and the possibility of
enjoying these rents gives the privilege of ownership value and
makes the land sell for a high price. Individuals create the value
of their capital by saving and construeting the capital. Nature
and society create the value of land.

Since the value of land has no relation to any cost of produc-
tion but depends solely on its expected future rent, a tax on this
value which reduces the net rent of land will correspondingly
reduce the salable value of the land. Here is a fundamental diff-
erence, frequently overlooked or not comprehended, between the
effect of taxing eapital and the effect of taxing land value. The
more land is taxed the less is its salable value, while the less it
is taxed the greater is its value. But this rule does not apply to
capital.

Since the salable value of land is lower in proportion as land
values are heavily taxed, it follows that the taxation of land
values, above all other economic reforms, tends towards the
diminutior of tenancy and towards giving to all who are hard
working and thrifty, the opportunity of owning land. If in-
comes; commodities and capital savings are less taxed, it i eagier
for a poor man to accumulate a competence. And if land is
taxed more, then land is cheaper and can be bought at a lower
price.

Many persons, and among them some professional economists,
have never succeeded in getting a thorough comprehension of
this point. Thus, the writer has heard the objection advanced
that the greater cheapness of land is no advantage to the poor
man who is irying to save enough from his earnings to buy a
piece of land; for, it is said, the higher taxes on the land after it
is acquired, offset the lower purchase price. What such ob-
“jectors do not see is that even if the lower price of land does no
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more than balance the higher tax on it,* the reduction or r.er_noval
of other taxes is all clear gain. It is eagier to save in proportion
as earnings and commodities are relieved of taxation. It is easier
to buy land, because its selling price is lower, if the land is taxed.
And although the land, after its purchase, continues to be taxed,
not only can this tax be fully paid out of the annual interest on
the saving in the purchase price, but also there is to be reckoned
the saving in taxes on buildings and other improvements and in
whatever other taxes are thus rendered unnecessary. It would
seem, then, that those economists who can see no advantage to
the common man in ease of becoming an owner of property, from
the taxation of land values rather than of other things, are lack-
ing in the ability to make a very simple mathematical calentation.
And if to tax land values rather than other values would aid the
property-less person to acquire a competence, it would obviously
make easier the economic rehabilitation of those whom fortune
has dealt heavy blows or of their children who must begin, at
the hottom, the struggle to restore their broken family fortunes.
Thus, this reform may be likened to the abolition of debt slavery
and. of imprisonment for debt and to the establishment of bank-

_ ruptcy laws. Men could not sink so hopelessly low in the econo-

mic scale as is now possible.

The texation of land values rather than incomes, commodities
and capital is not communistic, as a part of our present tax sys-
tem is. Legnd-value taxation does not penalize the efficient. It
provides no royal road to wealth for the lazy and the thriftless.
I{ does not attempt to reduce all to a common level, It is essen-
tially individualistic. It leaves to the individual al! that he can
acquire by labor and saving. It takes for society a value which
is in a peculiar sense a social product. But no system of taxing
commodities, incomes, and property in general can possibly be so
good for the common man, do 80 much to encourage ownership
as against tenancy, make the opportunities of getting a start in
life so hopeful, as a systenr of relying chiefly on the rental value
of land for the provision of public revenues.

To the popular mind and even ‘to the mind of the superﬁc1al
student of economies, the idea of levying progressive taxes which

* In THE TAXATION OQF UNEARNED INCOMES second (revised)
edition, Columbaa, Mo. (Lucas Bros.), 1925, pp. 101 and 154-156, the

author has given reasons for thinking that it may more than offset the
lugher tax
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shall be high on the rich, as such, without distinction as to the
source of income, seems to have a considerable appeal. To the
masses this means, often, “soaking” the rich and, therefore, it
is presumed, relieving the poor. Certain economists who appear
never to have really grasped the distinction between land and
capital have elaborated this idea into the “ability theory” of
taxation. And these economists have apparently the endorsement
-~ of certain “libers)” newspapers and magazines.
‘To persons whose sympathies are with the common people
rather than with the well-to-do, an attack upon the “ability
theory” as having elements of communism, may not seem very
significant. Though it be shown conclusively that the applica-
tion of such a theory of taxation penalizes industry and thrift
and, even, that it thereby discourages accumulation and deprives
the community of the use of as much capital as might otherwise
be had, many “liberal” sympathizers will atill be'mclmed to favor
-this theory. But the masses have more to. gam. from, justice than
from charity. A tax on land values is no burden at all, as we
bave seen, on the property-less person and it makes it easier than
before for him to become an owner of land. Tt does not increase
rents or the prices of goods. The taxed landowner can less af-
~ford to hold his land out of use than if the land were not taxed.
He must either use it himself or let others use it on favorable
terms. If more land rather than less is on the market, the rent
of land can not be higher: and if more goods—certainly no
fewer goods—are produced, the prices of goods can not be raised. _
Are any of the systems of taxation which liberals of “ability
theory” persuagion support, anything like so favorable to-the
common man as the iaxation of land values? Are not ‘most
other taxes likely to operate, indirectly if not directly to burden
the masses? In truth, the so-called liberal who thinks to serve
the interests of the masses by advocating the application of the
“ability theory” of taxation, may be, however unconaciously, an
auxiliary of the forces of reaction. For the effect of such advo- _
cacy may be to relieve land of taxation, or, at best, to weaken
the support for increased taxation of land. Hence, land tends
to be higher in price, the unearned increment from the growth
of cities becomes a cause of great fortunes, tenancy i3 unneces-
sarily and undesirably accentuated, and the opportumtws of the
thrifty poor to rise in the economic scale are lessened. Liberal-
ism needs more than sympathetic hearts. It needs, as well,
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economic intelligence. Without the aid of such intelligence .it
is likely to be found flirting with the ideals of communism and
plumirg itself that it is thereby serving the common welfare. *
“There is another idea, essentially socialistic rather than com-
murnistic, which seems to have attracted many persons of liberal
persuasion, though most of them would scout the suggestion
that they are in any sense socialists. This is the idea that in-
come from properfy—sany kind of property-—is unearned, and

“that only income from labor is earned. And the application of

the idea is to levy heavier taxes on the “unearned” than on the
“earned” incomes. ’
Against such a policy, as in any way a substitute for the

‘increased taxation of land values, it is pertinent to advance two

criticisms. The first is that land and capital are two kinds of
property of entirely different nature so that, although the in-
vome of one is not individually earned, the income of the other
is normally earned. Capital is an advantage to the community.
It adds greatly to our wealth-producing power. But it cannot
be brought into existence otherwise than by labor and aaving.
The person who, though he works hard, consumes in current

gratlﬁcatlon all that his’ labor produces, brings no capital into

&ince capital aids production, the person who works

| and nves -does ‘more for xndustry than the person who works

just a3 hard but saves nothing. - To assert, therefore, that inter-
est on capital is unearned is econamic nonsense, ~ This, however,
is the orthodox socialist theory and it has permeated far beyond -
the confines of professedly socialist groups.

The second criticism is that the resulis of taxing land rent
or land values are quite different from the results of taxing eapi-

- tal or its income. Since land is not brought into existence by

production and saving, taxation cannot decrease its quantity;
while the taxation' of capital may discourage capital aceumula-
tion. - Since the value of capital depends upon its cost, taxation
of capital or its income cannot, in the long run, reduce the value
of capital, whereas the taxation of land values makes land cheap
and easy to buy, reduces tenancy and, by virtue of the correls-

- tive reduction or removal of other taxes, encourages industry and

facilitates saving. And so those persons who suppose that they
are manifesting liberal sympathies by supporting a discriminat-
ing tax on incomes from property while making no distinction

between property in land and property in capital, are merely
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confirming the masses in a generally recognized but relatively .

unimportant distinction and helping to divert their attention
from a less generally recognized distinction which is far more
important. Socialism emphasizes the superficial distinction
which the masses easily see. “Liberalism” frequently does the
same. What is needed, above all ¢else, is an economic intelligence
which will grasp and help to popularize the distinction which is
really fundamental and important. Sentimental liberalism,
without economic understanding, may but fasten more firmly
upon the masses the shackles of poverty and tenancy.

But perhaps the greatest of the obstacles which block: the
progress of the land-value-taxation movement is the doctrine of
“vested rights.,” To increase the rate of taxation on land while
-decreasing other taxes is held to infringe upon the legitimate
expectations of present owners of land since it would lower the
salable value of land. The theory seems to he that society is
under an implied obligation not to disappoint the expectations
of landowners by one iota. The expectations of the manufac-
turers of spirituous liquors may be interfered with by prohibi-
tion laws., The expectations of skilled workmen may be disap-
pointed by the establishment of trade schools which train com-
petitors quickly. The expectations of monopolists may be ig-
nored when public service commissions are established and the
rates of public service industries regulated, but any change, no
matter how gradual, in the rate of {axation of land is held to be
objectionable. Other taxes are raised or lowered according to
prevailing sentiment and the weight of political influence. Tar-
s are established, increased, reduced, abolished. Is the rent
of land the one thing regarding which any chang‘e in taxation
pelicy, however gradual, must not be allowed? Or ig this objec-
tion, in fact, utterly silly? May it not reasonably be arpued that
landowners, like other persons, buy their property with no pledge
or guarantee by society, either overt or implied, that public
policy will never change, but merely with the practieal certsinty
that such changes as oecur will not be precipitate or without the
warning of years of agitation preceding the changes? Must the
masses, because they have paid rent in the past for benefits dye
not to landowners but to society itself, therefore cortinue to do
so for all future time? In fruth, any change in public policy
regarding this matter is almost certain to come glowly. The
danger is that the protests of the conservative, coupled with

o

[



THE LIBERTARIAN - 325

the lack of understanding of the liberal minded, will prevent its
coming at all. ’

Before concluding our discussion it will be of interest to ex-
- amine briefly some of the arguments against increased land-
velue taxation presented by various academic economists who
have become prominent in the field of public finance, We may.
. note first a statement from Professor C. C. Plehn* of the Univers-
ity of California. - “Every tax,” says Professor Plehn, “tends to
repress the development of the particular phenorenon on which
it rests. A gingle tax of any kind** will tend to defeat its own
ends by repressing the existence of the phenomenon which gives
the signal for its assessment.. In Mexico land is not taxed, but if
the farmer kills a cow, or sells a erop, he is taxed. Naturally
this discourages any extension of the uses of land that involve
this disagreeable consequence. The experience of nationg which
has led them to diversify the forms of their taxation is, there-
fore, supported by theoretical considerations.” The almost
unanimous testimony of economists, since the time of Adam
- Smijth, has been to the effect that a tax on land values does not
discourage industry and cannot be shifted. There is no less land
because of such a tax, and, certainly, there is no less use of land.
Po.fax land does not encourage owners to hold it out of use for
- speculative purposes. Yet here we find an economist and taxation
specialist apparently endeavoring to create the impression that
land-value taxation discourages the use of land, presenting, as
evidence, the statement that a tax on cowa discourages the rais-
ing of cows! As Professor Viner, of the University of Chicago,
has pointed out.*** “this may be a valid argument against a tax
on the slaughter of cows, but it is not a sufficient demonstration
that a tax on land values would repress the use of iand.”

. While Professor Plehn thus argues, in effect, that land-valué
taxation has the disadvantage of discouraging the use of land,
Professor Richard T. Ely, formerly of the University of Wiscon-
sin and now of Northwestern University, seeks to convey the
impression that such taxation would too greatly encourage the
use of land by unduly interfering with the speculative holding of
land out of use! The owner of vacant or unused land, aceording
*+ INTRODUCTION TO PUBLIC FINANCE, fourth edition, New York

(Macmillan}, 1921, p. 88, o

** Ttalics are the present writer’s.
*#%*In the JOURNAL_OF PCLITICAL ECONOMY, April, 1922, pp. 250-51,
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to Professor Ely, “renders distinet service because he carries N

the burden while a lower use is ripening into a higher one. nEo It
is, of course, s fact that the holding of well-situated land out
of use for a few years may sometimes leave the way open for
a more profitable use. Thus, speculation in city lots may occa-
gionally keep land for prospective high buildings without neces-
sitating the tearing down of old and lower ones, although it is
generally known that, as a rule, skyscrapers are built upon land
“on which lower buildings previously rested. But whether or
not any economic waste i8 ever so avoided, it is probably more
than equalled by the waste involved in constructing, repairing

and cleaning longer streets, in the walking and riding

‘Jonger distances, past vacant city land, of thousands of city
dwellers, and in the transporting of goods farther from stores
to homes than would otherwise be necessary. '

A still different argument against increased land-value tax-
ation is put forth by Professor T. 8. Adams of Yale University.
Professor Adams appears to contend that the private receipt
of the unearned increment stimulates production, lowers prices
and so is distributed to the masses. And the implication ap-
parently is that to tax land values so as to prevent private en-
joyment of the upearned increment would make prices higher.
For Professor Adams says** that “farmers and farms are more
numerous, farm products more plentiful, and farm prices lower,
because of the unearned increment. . . . . It (the unearned
increment) is diffused to every one who eats.” But if the un-

earned increment thus caused us to have more farmers, farms-
and farm products and lower prices of these products, it muat:

necessitate our having fewer persons in some or all other lines,
fewer builders, fewer manufacturers, fewer houses, fewer man-
ufactured goods and higher rents and prices for these houses and
goods. But, mirabile dictu, Professor Adams does not reach this
chvious conclusion. On the contrary he goes on to contend that

~the unearned increment not only lowers farm prices but also -

lowers railroad rates, the prices of manufactured goods, and

-~ house rentg.*** Does Professor Adams seriously believe ihat

labozers work harder becauvse landowners get an unesrned incre-

ment, or that the ideas of inventors mature faster becausé part .

* Se¢e Professor Ely’s OUTLINES OF LAND ECONOMICS, Ann Arhor,
Mich., (Edwards Brothers), 1822, Vel. III, p. 105, ¢f also, context. . 104,

»* “Tax Exemption through Tax Cap1tshxatmn,” AMERICAN ECONOMIC
BREVIEW, June, 1918, 279,

_ *4¢ Pages 270—280 of his ‘article.

.

ol




THE LIBERTARIAN 327

of the product of industry goes to persons who merely own land?
If this is not his opinion, on what theory can he possibly contend
‘that the unearned increment makes goods cheap? Is not the
argument frequently presented by advocates of increased. land-
~value taxation, that the prospect of receiving an inerement . of
" value encourages men to held good land out of use as a specula-
tion, 80 decreasing the supply of gocds and raising prices. more
reasonable?

It is sometimes contended—and the argument is supposed to
be a crushing one— that whatever may be said, in theory, for
land-value taxation, it'is a failure in practice. Back in 1890, in a
magazine* debate with Henry George, Edward Atkinson stated
that the gingle tax had been tried in France, under Turgot, “with
very disastrous results.” But in the November number of THE
CENTURY, replying to a commmnication from a Mr. James Mid-
dleton, Mr. Atkinson admitted that he had written incorrectly,
that the single tax had not been tried in France, and that the
“disastrous results” he had had in mind were the results of the
revolutionary paper money issues! But the ides of the “failure”

_of the single tax in France has received the recent endorsement
of Professor Merlin Harold Hunter of the University of Illinois
._.m hw Outlines of Public Finance.** Near the beginning of his
-chapter on the single tax, Professor Hunter refers to France, the

- physiacrats. and the tmpot unigue of these eeonomasts Then he
goes on ta say i-—

“Much - was accomplished in putting ‘the system into effect
until glaring inequalities in the tax burdens. becamie ‘apparent.
Citizens with large incomes from stocks, with unquestioned abil-
ity to meet fiscal burdens, were escaping entirely, while the poor
landowners were able to meet the tax burden only with the great-
est difficulty. The injustice became so marked, and the dissatis- .

faction so evident, that the impot unique was abandoned.”

Here i8 certainly an interesting tale about the woeful effects
of a tax law that didn't exist! And, in the light of what haa been
explained in this article regarding the advantages of land-value
taxation {o the common man, the statement quoted from Profes-
sor Hunter would seem to be as misleading in its implications as
to the to-be-expected congsequences of land-value taxation as it is
_historically.

* CENTURY MAGAZINE, July, 1890, _
**. New York (Harpers), 1921, psges 363-364.
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One more of the puerile and silly objections of certain special-
ists on taxation, to land-value taxation will be here given atten-
tion. This is that the difference between land and capital is,

~after all, of minor importance, and that, instead of land being a
gift of nature and capital a product of labor and thrift, both are
gifts of nature. This idea seems to be held by Professor E. R. A.
Seligman of Columbia University,* by Professor Winthrop More
Daniels of Yale University,** and by Professor Merlin Harold
Hunter of the University of Illinois. Professor Hunter expresses
his view of the matter in the following passage*** :— _

“Here is a farm, a gift of nature, and on it a dwelling house,
a product of man’s labor. But when a little closer consideration
is given to the house, nature appears to have played a consider-
able part in making provision for it. The clay in the brick was
taken from the hillside; the oak in the floors was taken from the
forest; the glass in the windows was accumulated from various
places. The entire building was a gift of nature—man has no
more power to create houses than to create land.”**** He gim-
ply changed the materials of nature to make them more service-
able, the difference being that he exerted more effort on some
than on others.”

Of course no competent student of economics ever contended
that men create houses out of nothing. But land is, in a special
sense, & gift of nature and its value is a function of natural ad-
vantages and community growth and development. .Houses re-
quire labor and saving for their production. That there is a
distinction, any careful and unbiased investigator should be able
to see. If the advocates of greater land-value taxation do not -
always present the distinction elearly or if they occasionally ex-
hibit confusion about seemingly border-line cases, the business
of the trained student of economics whose point of view iz the
objective one of the scientist, should be to dissipate the confu-
sion and make the distinction clear. Yet here we find three well-
known writers of books on public finance, attempting to make
less clear rather than more so a distinction that every student
ought to be made to understand, and this for apparently no
other reason than to discredit the single-tax philosophy. 'The

- * ESSAYS IN TAXATION, ninth edition, New York (Maemillan), 1921,
pages T0-T1.

** PUBLIC FINANCE, New York {Holt), 1899, pape B2.
*¥* QOUTLINES OF PUBLIC FINANCE, pages T0-71.
*4%¢ Ttalics are the present writer’s.
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points of importance are, that the rent of land is not individually
produced, that the value of land depends solely upon its expected
future income while the value of capital can not, in the long run,
greatly differ from its cost of production, that a tax which takes
“most of the rental value of land substracts nothing from the re-
wards of future industry and thrift but lowers the salable value
of land, thereby making it easier for the thrifty to get a start
in life and to become owners of property.

It seems a pity that persons of liberal sympathies, seeking to
know what policies will most conduce to the common welfare,
should so often be misled by the teachings of those whose pres-
tige as authors of current texts and as professors in famous
universities gives them an authority which their logic could not
give. It seems a pity that liberals should be attracted by the com-
munistic philosophy underlying the “ability theory” of taxation
and by the socialistic doctrine that all incomes from property of
any sort are equally unearned, and ought to be subjected to
special taxation. For, as a consequence of the influence of these
“authorities” and the spread of these theories, there is danger
that the permanent subjection of the masses to exploitation and
to the burdens of & hopeless tenancy and poverty will be most
contributed to by men who sincerely believe themselves to be
leadérs among the forees of liberalism. And for such a situation,
if it arises, those professional economists who have been so
awayed by class prejudice or by the traditions of their craft as
to become, however unconsciously, the spokesmen of privilege,
will be largely responsible.  “Political Economy,” said Henry
George, “has been called the dismal science and, as currently
taught, is hopeless and despairing. But this is because she has
been degraded and shackled, her truths dislocated, her harmonies
ignored, the word she would utter gagged in her mouth, and her
protest against wrong turned into an indorsement of injustice.”
Surely, those who would serve the cause of humanity ecan not
afford bhndly to follow as “authorities” or “experts” teachers
and writers who oppose with logical fallacies and historical in-
~accuracies the economic reform which promises most for the com-
mon welfare, despite the degrees, the academic position or the
erudition in matters of detail, which these “asuthorities”. can
exhibit. Liberalism must do its own. thinking; else it will find
* itself indirectly betraying, while seeming to further, the inter-
ests of those its adherents seek to serve.



