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Relieving Business

Through Scientific Taxation
By HARRY GUNNISON BROWN

(1)
Some Criticisms Stated

Every important reform has to meet, before
it can be put into effect, objections based on
misunderstanding of the nature and real effects

( ¢ the reform. The proposal to raise the greater
“gart of public revenues by a tax on bare-land
values is no exception. That there is serious
lack of comprehension on the subject of land-
value taxation should be obvious from the
mutually destructive nature of the arguments
advanced against it. Among these arguments
I shall give particular attention to the following
four: .
1—That the proposal to tax chiefly land
values is communistic!
2—That the reform is socialistic!
3—That it is unfair to the poor because it
does not tax the rich in proportion to
their “ability”!

4—That it infringes on the long recognized

“vested rights” of landowners.

(2
(_ _The Present System of Taxation the More
E © Communistic

Let us consider these objections in the order
stated. The first objection, viz., that increased
land-value taxation is communistic appears, on
analysis, a most inconsistent objection to be
raised by conservative critics who support the
existing tax system. TFor the existing system
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of taxation is strongly tinctured with commun-
istic principles, whereas the faxation of com-
munity-produced land vaiues rather than of
individually-produced wealth is far- removed
from communism. The theary on which exist-
ing tax systems are frequently defended is the
so-called “ability theory” of taxation. The idea
that taxes should be levied accordmg to abil-
ity is one of those ideas which we come to ac-
cept through hearing it constantly repeated. As
a matter of fact, the ability theory of taxation

is in large degree a communistic theory, while;_—% o

nevertheless, taxation based on that theory & ¥
not the best kind of taxation for the interests
of the common. man, '

The essence of communism lies in the equal
sharing in the products of industry without
much regard to contribution or efficlency, The
larger output of goods produced by the com-
paratively efficient is, in part, taken from them
for the support of the inefficient.

When conservatively-minded .persons criticize
communistic schemes on any other basis than
their own immediate selfish pecuniary interest,
their criticism is to the effect that such schemes
fail to reward efficiency and thrift, divorce
superior service from supertor remuneration,
and are likely, therefore, not to work well.” Yet
these same conservatively-minded ‘persons will
defend the existing system of taxation——which

certainly has large elements of COMIMUMISI—, . o
:} {J_museholder may have somewhat less garden

against a system which would penalize mucl
less or not at all any future labor or thrift of
any person. Qur Federal income tax is cer
tainly, in some degree, communistic, Not only
does it take more from those whose hard work
and thrift give them larger incomes than the
inefficient, wasteful and lazy, but it taxes the
former at a much higher rate. Even our state
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and local property taxes put a greater burden—
though not a greater proportionate burden—on
those whose efficient work and whose habits
of thrift enable them to accumulate capital. Tf
a man saves and improves his property, he must
pay more taxes. If he is lazy and thriftless
his taxes remain low. If, constracting a -great
factory, he increases the efficiency of hundreds
or thousands of workmen and so adds to .the
sum of commodities which all may enjoy, he is
punished by increased taxes. Bunt if, instead,
he keeps a piece of land vacant and unused
_atil the activities of those around him and the
growth and development of the community have
given it high value; if he then makes -money
out of what these.others have done, requiring
the person who would use the land to pay him
a high price for advantages of situation for
which not his activities but the activities of
others are responsible: we keep ‘his taxes rela-
tively low. And this we do notwithstanding
the fact that such holding of land out of use
amounts to a public nuisance. For, because of
it, gas pipes, electric light and telephone wires
must be extended farther, street railway lines
must run longer distances, retail store delivery
service must cover a larger area, and pedestrians
must walk longer distances-to and from their
work ; yet the holding of land out.of use dor
speculative gains tends to make land -dearer
tather ‘than cheaper, so that the individual

space than otherwise,

On the other hand, a tax on ‘bare-land values
which-are produced by the growth and activities
of the community s clearly not communistic as
communism has been above defined. Such a tax
would take from the individyal only that part of
his income for which the community is pecul-

3




iarly responsible. If his income is larger be-
cause the growth of the community about him
enables him to secure a high rent from a favor-
ably situated piece of land, his tax would be
higher. But if his income is larger because he
works more efficiently than others or because by
his thrift he is enabled to build stores, factories
or houses or to cover bare acres with fruit
trees, his bare-land-value tax would be no
greater. The rewards of his superior efficiency
- and of his superior thrift would not be taken

from him. His efficiency and his thrift Woulg.d“%

not be penalized in order that the inefficier, ,J
lazy and unthrifty should share, without de-
serving, in what he has produced.

Land-value taxation communistic! Truly, the
cliarge is laughable! Let those conservatives
who are sincerely opposed to communism be-
cause they do not wish efficiency and thrift
penalized—and are not merely opposed to
change as such—1lend their support to increased
land-value taxation as fundamentally more con-
sistent than  our present tax system with the
principles they advocate.

(3) '
The Present System More Closely Allied ]
to Socialism .
" The second objection to which attenfion will
be directed is that land-vaiue taxation is socialis-
tic. This objection is no less untenable than the., .
first. Whatever may be said regarding t J
merits or demerits of socialism, it is certainly
not true that bare-land-value taxation is more
in keeping with the principles of socialism than
is the taxation of all income-bearing property.
The truth is that our existing tax systems and
the conservatively-minded people who support
them may. be classed with orthodox socialism
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and with orthodox socialists for their failure to
make a most important distinction between in-
terest and rent and, therefore, between capital
and land, which the orthodox socialists also
fail to make.

In order that both the position of socialists,
and our justification for taking a different posi-
tion, may be entirely clear, it is important that
we distinguish intelligently and carefully be-
tween incomes that are earned and incomes that
are not earned. Let us devote a little considera-

éz*:ﬂn to this distinction. What is an unearned
%, ucome and when is an income earned? T should
class the income of the burglar as unearned. I
should class the income of the highway robber
as unearped. Although such persons exercise
some industry and irequently a great deal of
foresight, their industry and foresight do the
rest of us no good but are used to get something
for nothing. Stmilarly, T should class the ex-
cess prices received for his goods by a monopol-
ist as unearned, because they are gained at the
expense of consumers. Unearned incomes like
these, indeed, T would not desire to have taxed.
It is better that they should not be recetved in
the first place. Burglary and highway robbery
should be stamped out. Monopolistic extortion
should be effectively prohibited. But these serve
to illustrate the idea of an unecarned income;
and there are, as we shall see, other unearned
¢~ "ncomes which can advantageously be taxed.
%./ On the other hand, the income which is se-
cured in exchange for a real service rendered
is earned. Such an income is that of a farmer
whose efficient labor adds to the world’s supply
of corn and wheat; or the income of the mer-
chant whose intelligence in the selection of his
goods makes purchasers desire to frequent and
buy in his store; or the income of the manu-
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facturer whose net returns are large because he
uses material wisely, effectively co-ordinates his
labor force, and installs the best and most up-
to-date machinery.

There is a widespread notion that the interest
on capital is not earned as truly as are the wages
of labor. The socialists regard all income from
property as unearned and consider only the in-
come from work as legitimate, The socialist
is not necessarily a communist. He may not de-
sire to have all incomes equal. Ie may not

wish that the enjoyments of the efficient Worktg’"}
shall be decreased in order that the inefficieri”
worker shall have more. His complaint is not
that incomes from work are unequal—although
he doubtless sometimes regards them as more
unequal than they should be—but that many in-
dividuals receive income from property. The
socialist would have the public own and operate
industrial plants in order that individuals should
not get income from investments but only from
their labor. Yet the notion that interest on
capital, as such, is unearned has not the least
basis in logic. It is an utterly wrong notion.
Capital can be brought into existence only by
saving. To have capital we must produce more
than we consume, i. e, save. By not consuming
all of your income but instead investing part of
it you really turn the usc of the invested part
over to laborers, et al, whose time is thus set
free for the construction of capital--the tooI;)y
and equipment of industry. If nobody saved% i
all the time of all laborers would have to be
spent producing goods for immediate consump-
tion; no time could be spared for producing
equipment.

And capital is useful. Though to save it in-
volves temporary sacrifice, yet much more
wealth can be produced with capital than with-

&

out,it. So the person who works and, saving
part of his proceeds, thereby makes possible the
construction of capital, adds thereafter more to
the annual output of industry than the person
who works but does not save. To give him a
larger income—in the form of interest on capi-
tal—is not to rob anyone else. It is merely to
give him wealth which, except for him, would
never have been brought info existence.

But the case is not at all the same with re-
gard to land. Land is not humanly produced.

¢ ("T‘he situation advantages of land are not

rought into existence by the individual owner.
The rental yield which the owner derives from
land or sites is not therefore, in general, the
product of any owner’s work and is not the
product of any owner’s saving. Land is valu-
able because of natural advantages of location
and because of community growth and develop-
ment.  The latter influence is recognized
wherever the phrase “unearned increment” is
current.  We all know that the annual rent
which an owner could charge for a piece of
bare land in Chicago’s loop district, to a pro-
spective builder desiring a long lease, is not a
consequence of the owner’s saving the land or
making the land, but is the consequence of the
growth of Chicago and surrounding territory.
An eighth of an acre at the corner of State and
Madison streets in Chicago has been expertly
* ¢ ppraised as worth, bare-land value, about two
%.dnd a half million dollars or at the rate of
twenty million per acre. Wherein is such an
eighth of an acre better than an eighth of an
acre of farm land worth twelve or fifteen or
twenty dollars? Is the additional value of the
land in Chicago due to the owner’s activities?
Everyone who is honest with himself knows it

is not. It is the result of the growth and de-
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velopment of the geographically tributary coun-
try, and of Chicago as a port and a market
center.,

The same is true of the several billions of
dollars of land value in New York City. New
York is situated on a great natural harbor. If
there were none to use it except a few pioneer
farmers on ‘Manhattan Island trading some of
their surplus produce for the textiles and other
goods of Europe, landing space for a very few
boats or perhaps for a single one would be all

The demand of the tributary country for this
service makes a demand for the use of the land
by the people who must live and work there t0
render the service. Incidentally, too, it makes
a tremendous demand-—and correspondingly
high rents and values—for the use of especially
well-situated lots for the location of department
stores, lunch rooms, banks, lawyer’s offices, etc.,,
necessary to supply near-at-hand the require-
ments of those who live there to serve the non-
sea-coast sections. _

Surely, the rent of land is in a very peculiar

- PIR T
that would be needed, But as the rich Ié:} %{)_'.ense socially produced rather than individually

terior of the North American continent wis’
settled, with its mines of iron ore, copper
and coal; its prairie and river-bottom wheat
and corn lands, and its other resources,
more and more goods were produced to
be poured through the port of New York
into foreign countries and more and more
foreign goods were wanted in exchange which
could most advantageously pass through the
same port. Today there is needed in New York
City a large population to meet the require-
ments of this great finterland (as the Germans
would say) or tributary country. :

If all the present working population of New
York were whisked away overnight, the land
of New York would still have great value be-
cause of the need for millions of men and
wormen on it to serve the commerce of the back

country. A new population would move in an) f f: K

take up the important work for the rest of us™
which can be done nowhere else so well; and
those who own that part of the earth’s surface
would be in a position to make this new popula-
tion pay handsomely for the privilege of work-
ing for us and of living where we need to have
them live in order that this work may be effect-
tvely done.

i

earned, and ought to be sharply distinguished in
thought from interest on capital produced by
individuals. _

The distinction between interest on capital—
an earned income, and rent on land—an un-
earned income—is slurred over by socialists.
They, as a rule, class both together. They
would abolish both as private incomes. But our
most conservative citizens, though many of them
would be shocked and perhaps angered to be
classed with the socialists, seem to share in some
degree the socialist notion. They, also, see no
distinctionr between interest on capital brought
into existence by work and thrift, and rent from
sites made valuable by community development.
They also see no esséntial difference between
land and capital. Although they would npot
abolish private income from either, they insist
on taxing the income from both-—and at equal
rates. Both socialists and conservatives are, in
regard to their inability to distinguish between
land and capital, like the farmer’s new hired
man who, sent to drive in the sheep, spent sev-
eral hours at the task. Pointing to a little animal
in the pen with the sheep, the farmer asked:
“What's that Jack-rabbit doing in here?’ “Oh,
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is that a Jacke-rabbit " said the new man. “Why,
that’s the little fellow that gave me all the
trouble.” ,

If we were not blinded by a prejudice which
will not let us see facts, we could not help ap-
preciating the logic of taxing land values more
and other values less. Why should we penalize
saving? Why should we levy a higher tax on
one who improves his land than on one who
holds his land idle? Why should we levy as
high a tax on income from labor and capital
as on an income produced by the presence of
the community? 1

But those of us who criticise socialists and
the supporters of existing taxes for not grasp-
ing the distinction between interest and rent
ought certainly ourselves to be careful to apply
the distinction consistently. Let us remember,
then, that fertility elements put into the soil-—
and, equally, fertility elements
through constant renewal—by a farmer, are, in
the economic sense, capital rather than land. In
the city we construct capital on the land. In
the country we often put it, largely, info the
land. Let us reckon as bare-land value, there-
fore, in the case of agriculture, only that value
which the land would have if in large degree
exhausted, and consider any greater value which
it may have as a result of the care and attention
applied to putting it into or keeping it in fertile

condition, as compared with its “run down” .
value, to be capital as truly as the buiidings;@}

machinery and planted trees upon it. If we
really wish, as distinct from communists, so-
. clalists, and those conservatives who partiolly
share their point of wiew, not to penalize effici-
ency, not to penalize thriit, and not to tax as
unearned income values which are produced by
individuals rather than by nature and society;
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then we shall wish so to plan our tax system as
not to tax more heavily than he otherwise would
be taxed the farmer who builds up and improves
or, even, who merely maintains, the fertility of
his land.

(4)

 Land-Value Taxation Nevertheless Better for

the Common Man

We come now to a third objection frequently
raised against the proposal to secure the major

{'w_art of public revenues from a tax on land

Jaluies, viz, that it is unfair to the poor because
it does not sufficiently tax the rich. In this
view the ideal tax system is one which will
“soak the rich.” Communistic this view may
indeed be, but it has very large popular support
and represents opposition to the land-value-tax-
ation program, of an entirely different nature
from that of those conservatives whose objec-
tions we have just been criticizing. Nevertheless,
this objection also is based on a lack of real
comprehension of the principles of the land-
value tax. We shall see that, on the contrary,
the taxation of land values iz more advantage-
ous to the poor than taxation according to
“ability,” even than the progressive taxation
which is nowadays so popular.

In order to make this perfectly clear, it is
necessary that we distinguish between the con-

#ditions determining the value of capital and
...those determining the value of land. The differ-

ence lies in the fact that the value of capital
depends upon its cost of production—or of du-
plication—while the value of land depends
solely upon its expected future income. This
distinction is, from the point of view of public
policy, of the utmost importance. Capital in-
cludes all tools of production brought into ex-
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istence by the effort and thrift of human beings.
It includes planted trees and the fertility put
into land by the owner’s effort and investment
or restored and maintained by the owner’s care
and thrift. The bare land is a gift of nature.
Since capital has to be produced, its value de-
pends on its cost of production, whereas land
has no cost of production and its value is de-
pendent solely on its expected future income.
Of course the value of capital, also, is related
to the prospect of income. An unseaworthy ship

does not have high value just because its cos™g © F™
; Q Y.’ Since the value of land has no relation to any

of construction was high, and a raitroad built=*
through a desert may have little value despite a
high cost of building. Yet in the long run and
on the average there is certainly a close relation
between the value of capital and its cost. Com-
petition tends to bring about a price for any
capital which just about covers the cost of pro-
ducing i, including in cost the ordinary “profit”
to the producer. Indeed, no one will go on year
after vear producing capital instruments to sell
for less than their cost; and no one, unless he
has a monopely, can go on year after year
charging much more.

But the value of land has no relation to any
cost of production, since the land was not
humanly produced and is not reproducible. The
would-be buyer of land asks only how much net
return he is likely to be able to make from it.

Such an expected net yield is then (:apitalizedé)= !

at the prevailing rate of interest. However
much the community may grow, capital cannot
rise in value except as the cost of producing it
increases; while land rises in valite as and be-
cause the community grows and develops, and
in proportion as roads, subways, railroads,
schools, etc., are built around, through and in
it. A business block in the center of a great
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city is valuable (bare-land value), 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
owner of that block to enjoy larger 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 constructing
the capital. Nature and society create the value
~f land.

cost of production but depends solely on its ex-
pected 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 difference, f{requently overlooked
or not comprehended, between the effect of
taxing capital and the effect of taxing land
value. The more land is taxed the less 1s its
salable value, while the less it is taxed the great-
er 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 more heavily
taxed, therefore the taxation of land values,
above all other economic reforms, tends to
diminish tenancy and to give all who are hard
working and thrifty the opportunity of owning

#land. Tf incomes, commodities and capital saved
“.are less taxed, it is easier for a poor man to

accumulate a competence. And if land is taxed
more, then it is cheaper and can be bought at
a lower price. The greater cheapness of the
fand fully offsets the higher tax on it and there
is to be reckoned, also, the reduction or removal
of other taxes. Thus there is a clear gain to
any person intending to buy land for a home
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or other use, but no gain to the mere land
speculator. :

Many persofis, and among them some pro-
fessional economists, have never succeeded in
getting a thorough comprehension of this point.
Thus, the writer has heard the objection ad-
vanced that the greater cheapness of land is no
advantage to the poor man who is trying 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 pur-
chase price. What such objectors do not see 1%
that even if the lower price of land does
more than balance the higher tax on it,* the
reduction or removal of other taxes is all clear
gain, It is easier to save in proportion as eart-
ings and commodities are relieved of taxation.
Tt is easier to buy land, because its selling price
is lower, if the land is taxed. And although the
land, afier 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 sav-
ing in taxes on buildings and other improve-
ments 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 lacking

in the ability to make a very simple mathe™

matical calculation. And if to tax land values
rather than other values would aid the property-
less person to acquire a competence, it would

*Tn, THE TAXATION OF UNEARNED IN-
COMES second (revised) edition, Columbia, Mo.
(Lucas Bros.), 1925, pp. 101 and 154-156, the
author has given reasons for thinking that it may
more than offset the higher tax.
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obviously make easier the economic rehabilita-
tion of those whom fortune has dealt heavy
blows or of their children who must begin, at
the bottom, the struggle to restore their broken
family fortunes. Thus, this reform may be’
fikened to the abolition of debt slavery and of
imprisonment for debt and to the establishment
of bankruptcy laws. Men could not sink so
hopelessly low in the economic scale as 1s NOW
possible.
The taxation of land values rather than in-

. comes, commodities and capital is not comi-

%_aunistic, as a part of our present tax system 1is.
T and-value taxation does not penalize the effici-
ent. It provides no royal road to wealth for
the lazy and the thriftless. It does not attempt
to reduce all to a common level. It is essentially
individualistic. It leaves to the individua! all
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 com-
modities, incomes, and property in.general can
possibly be so good for the common man, do so
much to encourage ownership as against ten-
ancy, make the opportunities of getting a start
in life so hopeful, as a system 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 superficial student of economics, the idea of
levying progressive taxes which shall be high on

|, _he rich, as such, without distinction as to the
source of income, seems to have a considerable
appeal. To the masses this means, often, “soak-
ing” the rich and, therefore, it is presumed, re-
lieving the poor. Certain economists who ap-
pear never to have really grasped the distinction
between land and capital have elaborated this
idea into the “ability theory” of taxation. And

15




these economists have apparently the endorse-
ment of certain “fiheral” nNeWspapers and
magazines.

To persons whose sympathies are with the
comnon people rather than with the well-to-do,
an attack upon the “gbility theory” as having
glements of communism, may not seem very
significant. Though it be shown conclusively
that the application of such a theory of taxation
penalizes jndustry and thrift and, even, that it
thereby discourages accwmulation and deprives

the commumnity of the use of as much capitah

as might otherwise be had, many “liberal” sym ‘}

pathizers will still be inclined to favor “this
theory. Buf the masses have more to gain from
justice than from charity. A tax on land values
is no burden at all, as we have Secn, on the
property-less person and it makes it easier than
before for him to become an OWLeT of land.
1t does not increase rents of the prices of goods.
The taxed landowner ¢all less afford 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. 1f wore land rather than
less is on the market, the rent of land can not
be higher; and if -more goods—certainly 1o
fewer goods—are produced, the prices of goods
can not be raised. Are any of the systems of
taxation which Yiberals of “ability theory” per-
suasion support, anything like so favorable to

the comimon man as the taxation of lapd values ?

Are not most other taxes likely to operate, 1
directly if not directly, to burden the masses?
Tn 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 unconsciousty, an auxiliary of
the forces of reaction. For the effect of such
advocacy may be t0 relieve land of taxation, ©f,
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ot best, to weaken the support for increased
taxation of land. Hence, land tends to be high-
er in price, the unearned increment from the

rowth of cities becomes 4 cause of great foi-
{unes, tenancy s unnecessarily and undesirably
accentuated, and the opportunities of the thrifty

| poor to tise in the economic scale are lessened.

Iiberalism needs more than sympathetic ‘hearts.

Tt needs, as well, economic intelligence. With-

out the aid of such intelligence it 1s likely to be
found flirting with the ideals of communism and

_ %ialuming itself that it is thereby serving the
€

tommon welfare.

To conclude this part of our case, let us sup-
pose that ]l the surrounding states should
~ adopt 2 system of taxation such as 1 have sug”
gested, while my own state, Missouri, shoul
. keep to the existing system. What would hap-
' pen? Obviously, the surrounding states woul

be better places for business to locate. All

. buildings, machinery and other capital would
t be untaxed—ot, anyhow, less taxed than in
. MGssouri. Comsequently the net returns to in-
vestors would be greater. There would, to be
sure, be a higher tax oD pare-land value. But
this would be fully offset, for any one desiring
to buy land in these states for any business
whatever, by the lower price of land. For as
we have seefn, fand has no cost of production

and its value is arrived at solely by capitalizing

E;h‘:its net income—the net income due tO the own-
5./ ership of the bare tand, not counting the im-
provements. Furthermore, speculative holding

of vacant land would not pay- Land would be
: available on reasonable terms 1o people who
| wanted to use it.

People ate constantly boasting about the rise
in land prices in their towns or states, s if this
were desirabte, “Come to our town,” they say-

b
!
H

i
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“It’s a fine place; land is going up in price by
leaps and bounds.” But if bread and meat, or
potatoes, are rising in price in their town, peo-
ple do not boast. Land, too, is a necessity of
life. And it is a necessity of business. If the
surrounding states should untax capital and
business, therefore, and should tax land values
more heavily, the cheaper land so made possible
and the larger net returns remaining to inves-
tors on their improvements and other capital
would -stimulate a flow of capital into those
states and away from Missouri
conservative Missourians who were most bitte
ly opposed to the idea of land-value taxation
would be found preferring to invest in the
neighboring states which had adopted the new
plan !

As business investment would fow to those
neighboring states, so would population flow.
The hard working and thrifty person trying to
accumlate a competence for his children would
prefer to live in a state where his savings would
be taxed as little as possible and where he could
bity cheaply the land necessary for a home.
And the opportunities of profitable employment
also would presumably be best in a state to
which capital would thus be flowing.

The cities of Pittsburg and Scranton, in
Pennsylvania, already tax improvements at a

rate only half as high as that on land. Some _

of the cities in Northwestern Canada have gonef
even farther in this direction. Sydney, in New
South Wales, Australia, a city of over a million
inhabitants, raises all its local revenues from 2
tax on land values alone. Many other cities
and towns in Australia and New Zealand do
the same.

ig
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(5)
Cradual Increase of Land-Value Taxation Not
Unfair Infringement on Vested Rights

; But when the case is complete, when it is

. convincingly established that our present tax
system is the more communistic and that our
present general property taxation has the more
in common with the socialistic failure to dis-
tinguish interest from land rent, but that, never-
theless, taxation of land values is clearly better

_«For those who must begin at the bottom of the

__fw_conomic ladder the struggle to secure a com-
petence ; there may still be some who are op-
posed. These will be mainly, perhaps, persons
who are greatly concerned lest there be some
infringement of “vested rights.”” Objection to
increased land-value taxation on this score is
heard so often that it will be best for us to
meet the issue frankly and in detail.

The first observation which I shall make in
this connection is that many landowners would
~ not only not be at all injured by the proposed
| change but would enjoy a clear net benefit. The
' landowner whose land is highly improved might

easily gain more from the removal of taxes

on his improvements than he would lose because

| of increased taxes on his land. And he would
| avoid the burden of various taxes on production
| which he now pays in the cost of purchased
77o00ds. It is true that the salable value of his
wpare land would be less. But his real income
would frequently be greater. And the fact that
“his land would sell for less is surely of no
importance if he intends to keep it and use
it and, perhaps, pass it on to his children, rather
than to sell it. Even if he intends to sefl his
land, the fact that land is cheaper does not
necessarily mean that he is worse off. For he

A
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may desire to sell it only in order that he may
buy another piece of land, in which case his
gam as a buyer is as great as his loss as a
seller. It is true that if he sells his land with
no intention to reinvest but meaning to use up
the proceeds as soon as possible, he will lose
in not having so much money to spend. It is
also true that the owner of but slightly improved
valuable land and of valuable vacant land will
lose. But, so far as the owner of vacant Iand
is concerned, we have seen that the holding

of good land out of use is a public nuisan(:@:
and it is entirely legitimate to levy increases

taxes on a nuisance in order to discourage it.

The second consideration to which I shall
devote attention is that few of those who oppose
greater land-value taxation on the basis of
“vested rights” show anything like the same
concern ior persons other than land-owners,
who may be injured by changes in public
policy. Not long ago the eighteenth amend-
ment to the Federal constitution and the legisla-
tion incident to carrying it into effect were voted
by state and Federal legislatures with no pro-
vision for the “vested rights” of brewers, saloon
keepers, etc., many of whom must have been
~seriously injured by the new policy in their
business interests and in the salable value of
their property. In recent decades there has
been, too, a movement in the direction of state
regulation—through public service commissiong

and street railway companies. What about an
investor who, prior to the establishment of a
stafe public service commision, had bought for
a high price, because of its large monopoly yield,
the stock of a city electric lighting company,
only to find that regulation of its rates and
consequent reduced profits has made the salable
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—of the rates of gas, electric light, telephoné..

value of this stock less than before! Is not
the salable value of his property reduced? And
would the opponents of land-value taxation say
that the public ought to pay monopolistic rates
for their electricity indefinitely and not regulate
these rates, lest the “vested rights” of stock-
holders be infringed?

Consider, now, the attitude of Republicans
and Democrats towards the tariff. Democrats
are supposed to favor low tariff. Given the
power and the clear support of public sentiment,

they would reduce tariff rafes even although
{ Sme business concerns must thereby receive
smaller profits, their stock sell for lower prices
and, therefore, the salable value of the property
of stockholders be reduced. And conservative
Republicans, also, show no excessive regard for
. “yested rights.” Returning to power after
i Democratic defeat, they ordinarily raise the
tariff even although the increased cost of raw
material, machinery, etc., may completely bank-
rupt companies which have built up an export
trade in some finished product and which can-
not charge correspondingly higher prices in the
foreign countries to which they are exporting.
It 1s diffcult to think of a change in public
policy that does not disappoint someone’s ap-
¢ parently” reasonable expectations, Even the
proposal to stabilize the purchasing power of
money and business conditions, so preventing
~periods of depression, widespread bankruptcy
?@/ind unemployment, may be attacked on similar
grounds. Thus, one of my students recently
expressed doubt whether he would really like
to have husiness stabilized. His thought was
that he had spent some time—and, doubtless,
at considerable expense—studying the theory of
the so-called business cycle. He hoped to be
able to use his knowledge to his own advantage
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by purchasing securities when low and selling
them when high and he foresaw that such po-
tenfial profits would be greatly reduced by
stabilization. The sticklers for “vested rights”
ought in consistency to argue that since society
has permitted this young man to spend time and
money adapting himself to the existing eco-
nomic régime, society has no right so to change
that régime as to prevent him from realizing on
his investment.

The truth seems to be that no system as a
result of which some profit at the expense of
others can be abolished without infringement
‘“vested rights” unless the victims of the system
which is to be abolished themselves pay for their
own relief. Many people say with regard to
slavery that the ideal 'way to have freed the
slaves would have been to pay the slave owners
their full value. But who should have paid this
money to the owners? If the property of non-
slave-owners had been partially confiscated by
taxation—or the future income of this property
heavily taxed—to provide the requisite means,
would not the “vested rights” of non-slave-own-
ing property owners have been disregarded?
Should the slaves then have beem paid for by
the proceeds of a bond issue which they them-
_ selves would have had to redeem, principal and
mterest? In other words, was it not necessary,
if “vested rights” were to be fully respected,

that the victims of the system of slavery should |
¢ ) 1§ and value in general.

buy themselves free?

In regard to the increased taxation of land
values, one further consideration may be pres-
ented. Such a change is almost certain to come
. by degrees. I do not believe ‘it is politically
possible fo introduce it suddenly or without
vears of discussion. Whether or not we should
regard an immediate change as legitimate, surely
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we can not reasonably maintain that no change
at all, no matter how gradual, is permissible. The
purchaser of a piece of land does not buy 4 with
a guarantee, either overt or implied, that so-
ciety will never chonge its fax policy, even by
gradual steps, though he may buy it with the
practical ecertainty that no such change in tax
policy will be made suddenly,—say tomorrow

¢ morning!

We do not hesitate to increase the taxes on
automobiles. after people have bought cars not
<xpecting such increase. We do not hesitate to

(ﬁ vy increased taxes of various other kinds
without regard to their not having been antici-
pated by those who must pay them. In many
places increased taxes have already been levied
on Iand values, and there is no reason to assume
that this particular change in tax policy is so
new and unheard of as to stand altogether in a
class by itself. In short, the contention that
this is the one change in tax policy which is
i no degree permissible is simply ridiculous
and perhaps may be most effectively dealt with
by laughing at it. Indeed, it would be hard to

! believe—did some of them not take pains so to
assure us—that any serious student of eco-
nomics cotild hold so extreme a position.

Before leaving this topic T would like to warn
you of the danger of accepting the taxation of
future increases of land value as in any way a

~satisfactory substitute for increased taxation of

' Such a policy involves

considerable administrative  expense and has
relatively small vield. As usually applied it
tends fo discourage transfers of ownership. Tt
cornpels continued reliance, for most of the pub-
lic revenues, on other sources than land. ILeav-
ing as it does, all the present net rental yield of
bare land in the possession of private individuals,
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it can never very greatly cheapen land and make
it easy for the poor man to become an owner.
In spite of this fact, it does not fully avoid the
objection of those who would not permit any re-
duction in the salable value of land. For the
present salable value of a piece of land does
depend, in some degree, upon the expectation—
even upon the hope—that its future yield and
value will be higher; and the sure prospect of a
heavy tax upon the increase would be likely to
lower the present value. But however this may .
be, I sincerely hope that the movement f = i
greater taxation of bare-land values will not E 4
diverted into so almost futile a reform as the
mere taxing of future increments. I would
rather that the reform should be in the direction
of a generally increased rate of taxation on
Tand values both old and new even if it must,
therefore, be delayed a hundred years. For
then, at least, there might be hope that at some
time the salable value of land would be low.
And so there would be hope that the charnces of
those who, though ambitious and willing to
work, must begin at the bottom of the economic
ladder, would in that distant future be reason-
ably good.

(6)

Conclusion

Most of you who are here tonight are as
eager as I am to see our tax system changed-
in the direction of heavier taxes on land vaIuei_)
You know, as I do, that the movement to in~
crease the tax rate on land has been misunder-
stood and misrepresented. Tt is for us, so far
as we are able, to see that such misunderstand-
ing and misrepresentation be not possible in the
future. Let us make clear that not land-value
taxation but our present tax systern comes

24

closer o communisii in those respects in which
communism is generally criticized. Let ns show,
too, that it is not we, but conservative suppori-
ers of the existing tax system, who miost resem-
Lle the socialists in their usual inability to dis-
tinguish between lard and capital. Let us em-
phasize, on every oceasion, the fact that, despite
its essentially non-communistic character, z tax
on land wvalues is far more favorable to the

economic prosperity of the commmon man than

‘taxation based on “sbility to pay.” Finally,
fet us be ready to show and to show clearly how
utierly preposterous is the argpument based on
“yested rights,” certainly in the extreme form in
which it is frequently stated. On this last point
let us emphasize our own moderate position.
Fven those among us who are most impatient of
deldy in the securing of the reform we regaid as
50 irnportant may well wrge that the change be
gradual. Yor this reform is more likely to come
and it is Tikely to come more vapidly if only
gradual change is urged than if sudden change
is urged. Those who demand sudden change
shock into opposition maty who might become
allies and so delay the tirae when we can re-
alize any chargé at 2ll.  Just in order thai the
tax system we hold so essential may begin o
be realized during our own lives, we would do
well to accept ds the ideal in reform for our

wii country that expressed in the lines in which

‘Tennyson described Fngland :

“A dand of gettled government,
A Jand of just and old renown
Where freedom broadens slowly down
From precedent to precedent.”




