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Land Policy, Land Taxation,
and Economic Development

C. Lowell Harriss, Professor of - Economics,
Columbia University. A summary of portions of this
study will be presented August 25, 1971, at Chengchi
University. Views expressed are'-r;l';own and not
necessarily those of any organization with which 1
am associated. Funds from the John C. Lincoln
Institute, University of Hartford, Conne_cticutt’ and
the Asia Foundation have helped to make this report
possible. Taxation of rural land presents special
aspects which are not covered here. Time limits
have prevented the fuller disecussion of many points
as 1 should have liked. _

Your economic progress reflects that fact that
you have been doing many things very well indeed.
The figures prove it. Our own eyes--those of you

who are on the spot here and those foreigners who,
like myself, have been privileged to visit more than

once--ours eyes,reveal new and impressiveachieve-
ments. And the future offers bright opportunity. The
general level of economic well-being can continue to
rise impressively. Projections for. the next few
years show substantial improvements in levels of.
living of a growing population.
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To make the best of opportunities, modern man--

7 here, in América, everywhere--must deal wisely
with the problems of land. And merely to keep some
things from getting worse and thus nullifying part of
the gains we shall work hard to get, land policies
must be suitable. Poor land policies in urban areas
will make, for ourselves and especially for our
children, much poorer lives than will be possible, if

land use follows good plans.
(I)Introduction: General Setting

Private Ownership of Urban Land: A Fact

Although Dr.Sun Yat-Sen may have favored very
extensive governmental ownership of land, this con-
dition does not now exist ‘here. Nor are large
enough funds likely to be available in the foreseeable
future fér Chinese governments--national, provin-
cial, or local--to buy land other than as needed for
high priority public uses. The realities, therefore
call for tax and land-use policies which assume that
private ownership will be the chief form.

From the point of view of capturing unearned
increment, wide government ownership could be
better-—except that thle’amount of increrﬁent might be
a good deal less. The "'size of the lpie" (the incre -

ment) to be éhared does depend in pari upon what
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owners of land do, as well as upon the general trends
of the economy. In a dynamic, progressive economy,
such as on this Island,the opportunities.for construc-
tive, -imaginative, creative uses of urban land will
 be very much greater than in more settled and stable
economies. Could the procedures of governmental
agencies, as they will actually exist, manage land as
well as private owners? For the United States I am.
sure the answer would be "No". .

Necessity of Limiting the Free Play of Private

Ownership of Urban Land -

What one person, or thousands, can do in daily
life always depends in part upon how others use land
they own. What one owner does with urban land has
significance for others--nearby landowners, of
course, but also pervsohs as workers, | shoppers, oc-
cupants of housing. Moreover, the usable value of a.
piece of land depends upon facilities provided, or not,
by government such as streets, sc‘hools,wat‘er supply,
sewers, parks, and so on. (Develop further if time
permits).

These points are abvious. The reason for making
them here is to help show why public policies which
affect land, tax policies specifically, also affect
other important aspects of urban life.

Taxes do not influence (except on a very small
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sce.le) the amount of urban land in existence. Taxes
on land do, however, influence the way the land
which exists is used, or withheld from use. More-
over, the amount collected in land taxes makes a
difference in the quantity and quality of governmental
facilities and services which affect land values and
the entire nature of tkhe comrﬁunity.

The Reasons for Tax Revision

Consideration of any possible tax changes has
meaning in light of goals to be advanced. A foreigner
has difficulty in judging the goals of land tax policy
" which are most important for your society now.
Ordinarily, and I believe such is true in your con-

cern about land taxes, the objectives, the purposes,

of any tax revision are numerous, but they usually
fall into three broad groupings. (1) Revenues to pay
for governmental services; almost always, expendi-
ture pressures are Sso great that more revenues are
a major reason for tax revision. (2) One or more

economic and social purposes other than revenue may
be prominent. Certainly, progress as envisaged
from points of view other than revenue should be
assisted where possible--as in better land use--and
obstructed as little as possible. Taxes in producing.
revenue will inevitably influence the way individuels

and businesses carry on their affairs. Some of these
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influences are undesirable. Hopefully, tax reform
can reduce these bad effects. (3) Greater fairness
in sharihg the cost of government--more equity (or
less inequity) in taxation--ought to result.

Each of the three broad goals just listed can,
I believe, be advanced by greater use here of urban
land values as a source of revenue. And revisions
of the present system can make it operate more ef-
fectively. The actual results will depend upon the
specific features of the various taxes applying to
land and to other property as these taxes actually
operate in the "real world" of actual administration.
The most fruitful tax reform will be that which re-
cognized such realities as the willingness of tax-
payers to make great efforts to excape high tax
rates. '
Principles (Criteria) for Judging a Tax and a Tax

System .

Time limits have not permitted me to summarize

the various criteria which apply to comparisons of
revenue sources. Several aspects, however, are
dealt with to some extent at various points below and

in the appendices.

Features of the Present System of Land Taxation in
Taiwan '

The present system of taxing urban land--and
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taxing building and transfers of = property--has
several unique features (compared with what I have
found in other parts of the wbrld). There is much of
excepﬁonai value. - The ingenuity, the <aspirations,
and the public spirit which created the present
system would, I feel sure, welcome efforts to con-
tinue to improve. In a changing economy there will
be opportunity to adapt to new conditions of the pre-
sent and, especially, for serving in the future. The.
actual results during the years of opefation can help
to guide further development.

To identify some of the features which deserve
note (as compared with what other countries do), one
can cite:

(1) the separation of land and structure so that taxes
can be adapted to the factors which make land an
outstandingly suitable basis for x;é\?enue to
finance government;

(2) the land value incremtn (LVIT);

(3) progressive rates of land value tax (LVT);

(4) progressive rates of land value increment tax
with top rates which are very high;

(5) rates of land value tax which are not subject to
‘change by the units of government getting the
revenue, as might be desired to meet changing

revenue needs;



(6) rates of house (building) tax which provide little
scope for adjustment (in the light of revenue
needs); |

(7) deed tax with rates which are high as falling on
transfers of ‘capi-tal (not annual income);

(8) different principles applied to rural and urban
land;

{9) owner ‘»'participa'tion", to some extent, in valua-.
tion for tax purposes;

(10) possibility of government purchase. at prices
related to value for taxation;

(11) the adjus»tment of starting points for progression
of LVT; )

(12) a carefully designed system of valuation.

Some of these features, and others, seem to me
well suited to the long-run interests of the society.
Others may, or may . not, be desirable. Some,. 1
believe, will actually impede economic and social
progress. Thérefore, a crucially important point
needs to be stated without delay.

. Directing Incentives Most Productively

Tax policy, land policy,and policies for economic
development ought to be made in light of what human
beings want (and dislike). People do respond  to
incentives. Positive incentives and negative one‘.s——

taxes, for example--influences will vary with the
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intensity the height, of the tax rate

The desire to pay less rather than more iﬁ taxes
is, I believe, universal. A fundamental consideration
in making tax policy is that the people who will be
called upon to pay will look for ways(legaland illegal)
to escape tax. Moderate rates of tax will not give
rise to strong inducements. But high rates of tax,
and big differences in rates, will create large incen-
tives. | A

Tax rates as high as 40 or 50 percent must exert
great force. Rates of 70 or 80 or 90 percent will
often be of dominating consideration. They can out-
weight other factors. Such rates will tend to be the
determining, compelling, aspects of. taxpayerv deci-
sions. An individual acting for himself or his family,
or a business manager fbr his company, will let tax
consequences carry great weight. They can over-
shadow the inherent economic consideration which
really reflect the opportunitiés of efficient and pro-
ductive choice. Such responses are human. Gover-
ment treasuries would benefit if men were more will-
ing to pay taxes rather than trying to excape them.
But few of us are made with such attitudes when
government insists upon taking thé lion's share.

Tax policy, therefore, should ‘take careful account

of the incentives »create‘d'. High tax rates create
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obstacles for the treasury. The higher the tax rates,
the greater the obstacles which the tax administration
must overcome. Differences in rates also create
difficulties for those who are expected to collect
revenue. -

To repeat, a government in imposing ‘high ~tbax
rates, and large differences in rates (as in a pro-
gressive rate schedule), thereby creates forces which
are in opposifion to itself. The higher ihe tax rate,
the more that human motivations will be | directed
against the government (in its capacity as tazx col-
lector).

Specifically, the highest rates of the LVY, LVIT,
and the deeds tax, are certain to ,h have effects which
are adverse to the objectives which are presumably to
be served. But the magnitudes do differ considerably.

(See Appendix on "excess burden".)

(I)Land Taxation; Economic Fundamentals

The basic economic principles which support land
taxation include somewhat more than may be under-
stood from the term '"unearned increment". Even if
land prices are stable and give no indication of rising, -
they will be a good base for getting revenue to finance
government. Focus on the earnéd increment aspect

can lead to overlooking others.
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Judging by the generally accepted standards for
judging a source of government revenue the tax on
pure land (location) value can be one of the best. And
it can do more of advantage than '-produce revenues.
1t can also exert pressures for better use of land
than if the tax were lower or not imposed.

Land Price as Related to Tax: Summary of Capitali-

zation

in ‘Laiwan there is distress about high prices of
urban land. Although I am toid, some people believe
that land taxes raise the price of land, just the
opposite is the case. The increment tax by dis-
couraging sale of land in some may tend to raise
prices, but the more general results of land taxation
are to reduce the price of land. The basis principle
of determination of land price is summa.rized in the

formula.

Expected net annual income on assets
of comparable quality.

" Land Price =
Rate of interest

If the annual net income expected is 1,000 and
.he rate of interest is 10%, then the price will be
10,000. Such a sum invested in the land will bring
a yield equal to that obtainable elsewhere (on the
assumption of a 10% rate of interest). Now assume

that the annual tax goes up by 100 so that the net
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income falls to 900. A potential buyer who. can get
a yield of 10% on assets will now pay only 9,000 for
this land. T

The 100 tax increase has been capitalized into a
1,000 drop in the price of the land. We return to
this point later.

Land Values a Desirable Source of Revenue:

Preliminary Statement

(Urban) land values are one of the very best
sources of revenue, especially for those units of
government which provide local facilities and servi-
ces. This conclusion was reached, in  general
principle, by economists many generations ago (in
England, France, the United States, and probably
elsewhere). ‘Governments, however, made rather
little use of what waS the potential. (British India
did accomplish a considerable amount in rural taxa-—
tion in the 19th century). Use in much of the United
States was probably greater than elsewhere. Even
our system, however, has not relied so heavily on
land values to pay the costs of government as would
have been wise. To think of the lost opportunities
saddens. Recently in the United States there has
grown up more awareness of the possibilities.
Scholars studying taxation find themselves in ex-

pand‘ing agreement that high and rising land values
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ought to be used much more to finance the expenses
of government, especially local government. In- the
United States it is local government which pays for
much of the facilities and services which directly
affect land values., (In Taiwan, also, the revenues
from urban land taxes go chiefly to units of govern-
ment which provide services '"close to the (urban)
land".)

Land Valués as a Product of Nature ahd of the

General Development of the Economy

On fundamental point in making tax policy is look
to the effects of alternative tax measures upon the
creation of income. How can the inevitably harmful
effects of taxes on production be kept to a minimum ?
In this respect we find one of the overwhelmingly
outstanding reasons for taxing land.

Land as a productive resource differs in crucial
respects from labor and capital. Labor is human
effort. Capital goods--machines, housing, and so
on--are man made. The quantity- and quality of
training, the vigor of hhman endeavor, the amount of
machi’hery and-structures, all these depend to a very
large extent upon what individuals expect to get in
compensation—r—the incentives. To bring such pro-
ductive capacity into existence, society{consumers)

must pay.  And if government tries to take through
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taxes much of the rewards for the services of capital
(that is, take in taxes much of what customers pay), the
future supply df éapital goods will suffer.

Not so land. Nature created it in the physical
sense. And éociety has created much of the demand
that makes many locations highly desirable. Tax land
heavily--it will not cease to exist or take a vacation
or move elsewhere. This bésic fact has more and
more importance as the high costs of government invite
tax rates on capital, earnings, and consumption which
will have a variety of bad effects.

In its basic sénse, the amount of land in existence
will depend scarcely at all upon the amount that is
paid to buy or to use it. The payment made for the use
of land, however, do&‘make a difference in the actual I
availability of any particular parcel, and in the useto
be made of various plots of groundi. Holding land es-
sentially vacant, or in a use much below its full
potential, may‘ seem attractive to the owner as a
speculation. If out-of-pocket cests do not compel
muqh use of cash, and if there /is a belief that the
price will go up, an owner may wisely hold land in a
form of low yield. (To commit it to a use with better
income now, perhaps with a buildings, will hamper the
freedom to sell or try in some other way to get better

terms later). Society, however, loses the benefits
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that would cbme ffom the fuller use now of the land's
potential. Vacant and underutilized land are of con-
cern in urban areas of Taiwan.

Parcels of land vary greatly——especiélly in their
characteristics of location. Therefore, some system
to help get most efficient use of various pieces of land
is of utmost importance. The economy needs a system
of inducements so that the different plots of land can
serve most effectively. The allocation of land among
alternative uses will depend upon the net amount (after
tax and other costs) that the owner éxpects to get from
the various possible uses. Payments for the use of
land do perform this function, a function which is one
of outstanding significance. (I return to ‘this  point
_soon).

One Thing not Changed by High Tax and Land--The
Quantity '

- One result of a high tax (which is in force for long)

will be to reduce the quantity of the thing taxed--with
one exception, a high tax on land. Nature made land
(in its original state) and has ﬁot charged for it. For
the most part, land as space or location value (the
chief element in urban areas) has not come into ex-
istence because someone paid to get it produced. Yet
users sometimes pay a very high price (to buy or as an.

annual rental)\k. When we do so, the forces which
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created the land do not receive the generous payments.

Perhaps the person who gets the payment, and
prior owners through history, will have invested money
and effort in the parcel and in the neighborhood. (Dr.
Sun Yat—Sen called attention to this fact, thus in-effect
alerting us a.gainst_oversimplification). In such cases,
something of what present users pay will represent
compensation for such investment of capital. ‘Most
urban land, however, brings pricés which are vasily
greater than the worth of what the past and present
owners have done to improve the location.

The amount which Taiwan's urban populations pay
now, whether capital value or annual rental, will
exceed by a 1arge. amount whatever was needed to get
the land in its present state. What city today has more
land (within the same boundaries) because the average
price which people must pay is many times the payment
15 or 10 or even 5 years ago? If more of the payments
for land had been channéled into the government trea-
sury, the land as space would still be here. Land
prices would be much lower. ‘

For land——_and land only--price does not in general
have much effect in causing the production of the
productive resources. (without trying to debate terms,
we should be clear that the charge on land, such as

"special assessment'", which finance streets, sewers,
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and other public facilities do help to create value).

One of the basic functions of prices in an economic

system is to induce the production of goods and

services--but not land.
The Economic Functions of Price: Importance of a
&Good Market in Land

Price,however,does have an importance economic

function other than getting things produced. That
other function consists of guiding' use, (1) of preventing
waste in consumption and (2) of allocating resources in
production according to their relative productivities
and scarcities. A "high" price for sdme land is es-
sential for guiding it to the best available uses.

A good market in land is of the utmost importance

in getting the most productive use of something we

must all have, space. A good market means one in

which potential buyers and sellers (and owners and
renters) have freedom to act on the basis of good in-
formation. Subject to rules of zoning, land-planning,
and any other controls which reflect community inter-
ests. .Buyers and sellers must be able to take
account of all factors which affect the possible uses of
each piece of land. Their decisions should not be
influenced by factors whiéh are unrealated to the uses
of the plot.

The LVIT, however, is a factor which is relevant
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for the potential seller. If he sells, he must give ilp,
perhaps, 30% of the value of the land. Yet this /30%
has not true and systemétic relation to the productivi—
ty of the particular piece of land (location). Of plots
of land which are side by side and eSsentially similar
in economic . productivity and worth 100, one owner
selling might be left after LVIT with 100 (because the
land was purchased recently), another with 70, another
with 50. '

In this respect the LVIT makes for a less effectiyve
market in land. The deeds tax also has this result; a
burden of 7}% on sale price does influence the alter-
natives open to buyer and seller but without any rela-
tion to costs of governinent associated with the trans-
action or any benefits. A local government has no
need to sbend more if a piece of };roperty ‘is sold.
Neither buyer hnot seller enjoys more or better bene -
fits from government service if a deeds tax is paid.
The tax will have some bad effects on the market in
real estate. In confrast, an annual tax on land value
(at a uniform rate) will generally tend to make for a
better by discouraging underutilization.

' Space limits do not permit an adequate discussion
of the vital importance of a good market in urban
land--or of the enormously difficult obstacles. The

‘fact that land has buildings of widely ‘different value
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affects transactions. So do the uses being made,
and contemplated, on neighboring plots. So does the
state of urban land-use planning. And so do purely
speculative factors.

Economic Nature of/Tax and Land

The house (buildings) tax falls on capital values
and in some degree is a burden on owners(suppliers)
of capital. It is alsoto some extent a tax on income
(as when owners of property rented are not able to -
shift the tax fully to the user), on consumption be-
cause the cost of housing and other things includes
this tax, and on the processes of production. This
tax is a burden in the basic ‘economic sense. It does
affect the amounté which will be. produced and con-
sumed. '

The buildings and deeds. taies fall partly on
business property. Presumably, therefore, as part
of the cost of business operations they become part
of the price of outputs of goods and services. To
some extent they are a largely hidden, and a dif-
fused, tax on consumption, including exports.

The land value tax, however, has economic

characteristics which are essentially different from

those of other taxes. Much of the LVT is ;mt really

a burden on the present occupant or user. The

amount of tax which was in effect at time of purchase
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would have been taken into account by the buyer. It
would have been "capitalized" so that the price paid
was lower. This process is explained later. For
persons not familiar with the economic analysis
please accept my assurance that this principle is
accepted by economists without any exception so far
as I known. It follows from the fact that the tax
does not affect‘the quantity of land in existencé.

Another general point bears directly upon land
tax policies here. The appendix- which discusses
three bases for taxationQ—income, consumption, and
wealth~--deals in more general terms with reasons
for keeping these distinctions in mind. Moreover.,we
should remember that taxes fall on people, not on
things. The financing of government involves,
always, questions about how costs are to be shared
among people.

The land value tax, like property taxes in the
United States.and everywhere else known to me, is
hot a tax on net wealth in any meaningful sense.
Almost never is there deduction for debt, and on
urban land, debt is often a significant amount, per-
haps much over half. (True in Taiwan?) More
bonds, stocks, other securities, and deposits in
financial institptions are excluded from the base or

property taxes in other countries, and properly so,
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because such assets represent claims rather than the
things themselves. To tax tangible things and then
the intangibles of ownership and debt would be to
impose multiple burdens in an irrational manner.
Efforts in the United States have failed, and for rea;
sons which grow out of powerful economic (and poli-
tical) forces-~the resistances to economically un-
sound taxes. Although some governments in Europe
do attempt to tax personal net worth, the principles
are very different from those which underlie land
taxation. The progressive features of LVT and iVIT
do not relate to a meaningful total of wealth. _

Nor is. a land tax correctly thought of as an
income tax as that term is ordinarily used. Although
payment of tax comes out of income from 'some source,
the tax base is an estimate of the capital value of
land; the tax base is not income as it is actually
received. Generally, of cohrse, the capital value of
a piece of land does relate to income; but when land
is underutilized, the income that ought to be used for
determining assessment is not the actual, but the
potential, income. Attempts to base éssessments on
actual income (somewhat the practice in parts of the
British Commonwealth) will distort the tax when land
is used in ways that are not the best - possible--or

when held vacant for speculation. The methods of
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valuation used in Taiwan try to avoid this defect.

To repeat a point which may be hard to see but
“which is economically true: In a meaningful s/ense‘,
all or much of the tax on land is no current burden
on the present owner or user. The tax rates have
been largely fixed for many years. To the .extent
that the tax is one on land values that have existed
some time, many present owners must have allowed
for the tax in the price they paid. The annaul pay-
ment is no true burden on the user. In other words,
this part of what an owner pays over to the govern-
ment each year does not really leave him worse off,
compared with what would have been his situation if
the tax has not applied when he bought the property.
To the extent that land prices have risen since the
owner purchased the land, the higher tax takes a
part of the increment of value.

Economic Advantages of Taxing Increments of Land

Value

One .reasonvfor urging greater use of taxes on
urban land values to pay for public services seems
to be widely understood in Taiwan. It was emphasi~
zed by Dr. Sun Yat-Sen. Much of these values are
created by society. He pointed out, '"the increase
in land values is due to improvements made by

society and to the progress of industry and com-
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merce'. (P.178) He emphasiied' the “distinction
between "bare land'" and those plots \;;lﬁosé present
values reflect in part the expenditure of capital and
labor on improvements. And, of course, many costs
incurred by the community do affect the desirability
of locations of land.

The tax as it can be applied thus ranks high on
grounds of fairness. The general economic effects
in terms of incentives for better allocation of re-
sources are also better than for taxes generally.
And, as we havé seen, the quantity will not be af-
fected because, for the most part, payments for land
use to not, as do payments for man-made productive
capacity, also perform the economic function of
inducing the creation of the productive resource.

The amount paidin taxes can influence the growth
in community facilities and governmental services
and thus the worth of land. "People expect govern-
menlal spending on streets, schools, water and
sewage systems, police and fire stations, parks, li-
braries, and other goVernmental facilities. Or the
private ‘developer of a new area provides such

facilities and includes the costs in the land price.

" In an urban area today, some part of what the

buyer pays for land often goes to cover inputs of
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capital by a private developer (True in Taiwan?) or
government.'

As public funds pour into governmental invest-
ments, and as population grows and incomes rise,
land prices go up. And, of co'urse, a speculative
element can speed and add to the process of price
increase--and ‘also distort the relations of land
prices. (Apparently land price increases in the
urban areas of Taiwan have often jumped for ahead
of values based on near-term uses). If a bigger
fraction of the price rises were used for the financ-
ing of government, faster devélopment of govern-
mental infrastructure would be possible. In view of
the need in Taiwan for such facilities, as well as for
current services of education and other funcfions,
more use of this potential source of revenue appears
to me to deserve support. More of the annual flow of
benefits from land could be taken (through LVT) to
pay for current expenses of government.

As‘one contemplates the outlook for growth of the
economy, what can we expect to happen to land prices -
in ten, twenty, and fifty years? Will 'they not gene-—
rally be highér than today? So it would seem. Here
is a most promising base for taxation. Land values
have risen tremendously in some parts of the Island.

There is firm reason to believe that over time there
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will be further increases. Though the rises of
" recent years undoubtedly reflect much anticipation
of the future, and have discounted a great deal of
the near-term expension, long years of growth must
lie ahead.

If a larger fraction of the value changes of the
last fifteen years or so had go‘ne to finance govern-
ment facilities and services, Taiwan would now have
the same land but better infrastructure or better
services. The past cannot be done over, but its
lessons can help in tax decisions for the future.

The land value increment tax recognizes the uni-
queness of land. It captures some of the past in-
crease in land prices. Even larger revenue might
be feasible from raising the starting rate, but this
approach has the defect noted elsewhere. It dis-
courages sale. The market in iland, a resource of
great importance, becomes less active and less free
to reflect the changing conditions of ﬁnderlying,true,
demand and supply. Another effort seems to me to
be worth considering as a way to reach changes in
land values over the longer run -a higher annual
tax. Today's opportunity in improving land taxation
is not by any means limited to the LVIT to capture
future increments.

. Financing government, however, is not the only
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part of the problem. Land use is another. Man has

as yet found no close substitute for price as an allo-

cating mechanism, but in the case of land other
influences must also operate. Land-use planning,
zbning, and other controls in the public interest are
essential. The latter can make a world of difference
in the quality of cities. The results of these various
controls will, of course, be reflected/ in land prices;

but land prices cannot possible accomplish the plann-

ing function in the absence of direction from a

planning authority. A few efforts--Great DBritain-
and some cities of South Africa--have been made to
tax expecially the ecohomic benefit resulting from

favorable decisions about permitted land use.. On

the basis of my studies of such cases, 1 should not

consider them even a small fraction as desirable as

your LVIT. (How do land valuations here allow for

changes in land use, building authorizations,and any

other governmentally influenced efforts on ' land

prices?)

Land Tax as Affecting the Use of Land but not the

Quantity

Let me restate: What he pay out as more for
some plots than for other has a purpose which is
somewhat different than other prices. For things

other than land, "higher" price not only affects use -
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guiding, allocating, apportioning. Price also en-
courages and pays for more (or less)new output. But
not so for land. To assure efficient allocation of
land, the user must pay; but the owner need not
receive all that is paid. Therefore, government can
step in and take quite a portion of what the user
pays, with no harm to the supply (the "output") of
land nor to the pressures and incentives for ef-
ficiency in use.

But if society wants the best results, government
must not try to take e,ll (nor even the lion's share).
An owner must feel confidence that his skill and
effort in finding a use which will yield more return
will bring him benefit. Moreover, as a practical -
matter ample room should be left for rewarding in-
vestment in land and in the development of val‘ue of
location. (Valuation for tax purposes will not always
be able to separate out such elements of value to tax
them differently from pure unearned iﬁcrements).

The (1) way that urban land is taxed, the struc-
ture and features of the tax, and (2) the amount of

it uhdl
revenue collected will affect the growth and the
nature of cities(in ways beyond the spending of the
tax revenue).

In general, the chief function of taxes is to raise

revenue so that government can serve the public.
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But any tax which is important enough to raise
significant revenue vﬁll have other ef’fects on the
way that individuals and businesses arrange their
affairs.

No one I know likes to pay taxes. Yet for each
person the quantity of governmental services re-
ceived will not be smaller if he pays less rather than
more tax. The same applies to business companies.
For the public as a whole the amount paid in taxes
most certainly does affect the quantity of services
from governmental spending. DBut for each taxpayer
the amount that he pays will not reduce the services
available to him and his family or company. We are
human, therefore, to try to éscape taxes even if
some nontax disadvantages result.

People do modify their actions because of a
(high) tax. One consequence of this predictable
aspect of be,hav»ior‘ is that taxes can be deliberately
designed to produce some desire nonrevenue ef-
fects, such as land uses which would not otherwise
result. Sometimes the goals other than revenue may
seem more important, at least to some people, than
revenue. Actual conflict of interest in governmental
policies must be faced. as fully as facts will permit.
Tax policies should ‘harm'nnize with oth.er.J Proper

balance must be sought.
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If land-use and urban and suburban development
plans are not complete and definite, then land values
will be subject to an element of uncertainty. - The
effects of taxes beyong meeting revenue needs cannot
be adapted as well as would be meet other needs.
The role of city (and suburban) planning, of zoning
and other directions for land use, must be paramount
in achieving these vital objectives. Tax policy can-
not possibly do this job, and to reply on differences
in taxation to substitute for land planning is to
assure much disappointment./ Taxation can capture
for the public treasury much of the value created by
public actions affecting the permitted (and forbidden)
uses of land and in building streets, parks, and
other facilities. But a tax system cannot bring to
successful completion thé paramount purposes of
good land-use planning.

Since the details of the tax laws are within the
power of gox}ernment, it should, other things being
the same, try to select those which actually advance
the other objectives, or hampar them the least. The
tax laws for r_evehue ought to conform with--be con-
sistent with--the policies for urban land use. Gene-
- rally, however, as I have studied taxation I have
become more aware of the disadvantages of using

differences in features of the revenue system to
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achieve other goals.

(I)Comparison with other Countries

International comparisons of taxes, must be used
with caution. So many conditions differ from one
country to another that comparing the role the any
two or three élements of the economies can mislead;
the failure to consider other features adequately may
involve overlooking factors of significance.  And
even the best tax practice in actual use may not be
the best that could be obtained. You want to achieve
the very best possible. As regards 1and value taxa~
tion, your objective--one which you can attain--=can
be the best in the world (as far as I can judge from
extensive travels and reading). ,

No country now gets as much revenue from land
taxation as seems to me desirable in view. (1) of the
needs for (local) government services and (2) of the
prices which must be paid for the use of land. |
" The use in Taiwan of all taxes related to property
exceeds that of most countries: (For comparative
purposes it seems better to include than to exclude
house and deeds, taxes, but both alternatives have
disadvantages). Relative to income, however, the
use here is less than in the U.S, .Land value(including

rural) and land increment taxes will equal about 1.8%
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- of National Income and 1.3% of Gross National
Product. (I estimate. Figures are approximate at
‘best. For 1971 ). " These taxes pllis the house and
deeds taxes will be about 2.8% of National Income
and 2.1% of G N P (in Taiwan). In the U.S. the
corresponding figures for prbperty taxes are around
'4.4% and 3.6%. But in addition the U.S. tax on
capital gains (Iﬁt_' included in these figures) applies
to gains on land somewhat  like the LVIT whose
revenues are included in the Taiwan figures.

Data for other countries as published in the
Statistical Yearbook of the United Nations do not
permit the kind of comparison which would be help-
ful here. A sampling of the.tables in the section on
"Pyblic Finance'" does not reveal enough cases. of
.clearly identified "land" or "real estate" or "pro-
perty" taxes to justify a complete study. My own
knowledge would suggest that countries of the
British Commonwealth may in some cases tax por-
perty about as heavily as is the case here (relative
to national income and product). - Canada is perhaps
higher. No country to my knowledge approachesthe
United States, especially in some sections. (A
special tabulation received on 26 August prepared
.at the International Monetary Fund, copy attached,

shows "property taxes'"in relation tc G N P in many
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developing countries).

Governments do not utilize even approximately
to the optimum whatl am sure is a very good revenue
source. (1) One reason is lack of undefsténding..
The basis principles have not been clarified and
explained and taught. (2) Another reason is the
difficulty of valuation. The administrative problems,
however, are not too difficult for reaé’onably good
solution even where staffs are quite limited in
number and training if, and this "if'is very impor-
ant, thete is a real desire to make the tax work. (3)
The lack of such desire plays a big part in’ actual
results because of a third reason 'for the failure to
make reasonably adequate use of land taxation.
Owners of land exert influence on governmental
policies. Such pressure is only natural. Buf the
general"public interest does not in this respect
necessarily conform to the private interests of land-
dwners. An owner of considerable urban land will
have good reason to concentrate on keeping taxes
from rising;' the far more numerous members of the
general public will have, on the average, too, small
4 concern in the other direction to apply equal effort.
In more than one place there is_’eridué;h influence
from landowners to prevent land taxes from channel-

ing to public treasuries more of the financial bene-
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fits of social development. Yet social progress does
much to create urban land values. (Sometimes, of
course, profit-seeking private ownership does con-
tribute to.actual usefulness of urban land).

Present Weight of Land Taxes in Taiwan

Land value tax in both Taiwan Province and Tai-
pei in 1969 and 1970 will average about 1.9% of the
declared value. In % of cases declared value is
80% of the value estimated by the government. And
those are below the actual market prices asindicated
by announced current values; if the level of govern-
ment estimates (1/968,) is now 90% of the market, then
the tax applies generally to 80% of 90%, that is, 72%
of market value. If the original values were more
nearly 80% of the present rﬁark"et prices, then tax
is paid on around 64% of the present value. A tax of
1.9% would in the first case be around 1.37% of the
current market. In the second case it would be
1.22%. (In the United States, where in my view land
taxes are lower than is desirable, the general
average rate would be nearly twice as high as in
Taiwavn.) In some areas it would be much more. The
U.S. does not have a LVIT, but the income tax on
capital gains reaches increments of land value and
over time will tax a considerable portion--but by no
means all--of increases in land kprices at rates as

high as 25%, or (more in some cases).
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The rates here, of course, cover a wide range--
from 0.7% to 7%. On taxable value the average
actual rate went from 0.7% to 5.6% (Taiwan Pro-—
vince, second period, 1970; for Taipei the average
for the seventh grade was 4.88%). The marginal
rates, however, are higher than the average; and
the marginal rates are the more significant for in-
fluencing the behavior of the rational landowner. On
current value,the actual marginal tax rates probably
wenf from around 0.4% to 4.5%. A range of rates
from one to ten will in itself create ;;(;Eems for the
economy, as discussed later.

In Taiwan Province, and also in Taipei, approxi-
mately oﬁe fifth of the landowners paid the lowest
rate——O.7%v on declared value. And around 70%
paid the 1.5% rate, which in 1970 was probably not
~much, if anything, over 1% of current value. For
the whole island 153 out of 606,000 paid some tax at
the top 7% rate on declared value.

"Burden'" of Land Tax Difficult to Determine:

Effection Land Price

Is the general average of less than 1.4% on
market value "low", '"moderate", or "high" in re-
lation to some meaningful standard? To answer S:ilch
a question for a tax on income or on a product, we

can make a judgment. The tax can be related to a
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base, perhaps 10% of a salary or--12 cents (u.s.)
per gallon of gasoline. The base, that is the price
or the amount, is determined independently of the tax
on it. For a land value tax,bhoweve'r_, the problem
is more complicated. From one year to the next, the
tax will itself affect the price of land and thus the
amount of value to be taxed. ‘Other things -remaining
the same, the higher the tax--NT$1,000 as against
NT$800-~the lower will be the market price of land.
When the tax rate is increased, the immediate burden
will include any resulting drop-in the land value.
(Thereafter, the tax is not a real burden on the
person who has paid a lower price which was a re-
sult of the higher tax on the land). A land tax at a
"high" rate on current market price of all land may
in fact impose no true burden on some owners - and
rather little on most others. But a high rate which
applies to only a portion of the land in a city  will
burden the owner or user because the "extra'amount .
of tax will not be subject to capitalization on any
general scale. '

Raising fhe tax rate on gasoline will raise the
price of gasoline. But raising the tax on land will
lower the price. The quantity of land will not go
down. This relationship differs fundamentally from

that for products and services. The significance is
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of the utmost importance for getting revenue to pay
the costs of government. »

This effect of tax on land value helps to explain
why economic analysis (beyond the unearned incre-
ment aspect in its customary meaning) supports
greatér use of land taxation than might otherwise
seem reasonable. The owner or usef pays less to
get the land when the tax is higher, therefore, he
does not really carry a burden of tax even though he
does pay funds to the government. (This point is
discussed more fully in an appendix). (A second
reason for relying more on land values than migh
seem normal is that the tax revenue raised from the
land value tax may be used to pay for the services of
government that benefit the community. These bene-
fits can affect land prices positively.)

Land has value because it brings benefits.  (In
some cases, such as on Taiwan in recent years,
these may to a significant extent include the possibi-
ljty of a rise in price--"speculative value".) The
flow of benefits has worth whose total will be valued
in the market in relation to the incom‘e‘ from ‘other
assets. The gross earnings as capitalized do not
detei‘mine‘the land price because ownership may
involve obligatidnse—such ‘as paying tax. (Develop

this point).
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(IV)Equalization of Urban Land Rights as a

Guiding Principle '

(This section includes some discussion of land
value tax as such. Time has not permitted revision
to sharpen the organization and to reduce duplica-
tion). As I began this duty and tried to understand
the principles which Chinese tax policy seeks to
follow, the concept of "equalization of urban Iland

rights" obviously demanded attention. The progres-

sive features of both LVT and LVIT seem to rest in
part upon the concept, and so does the importance
attached to taxing increments of land value. The
meaning of the concept will probably influence deci-
sions on some points and the usefulness of my sug-
gestions. Translation may not succeed in conveying
all the aspects intended. Sol iry to express what
may be relevant interpretations.

Differences from Rural Land

For rural lands where the source of income is
work on the land, the access to land has vital signi-
ficance in a way that can be seen. The income for
living will depend heavily upon the amount ‘which
must be paid for the use of land (to a landowner or
to government in taxes). The home will be on, or
close to, the land cglti‘vated. Rural land reform,

therefore, could be guided by a concept of "equali-
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zation" which was probably clear. ‘

In urban areas, however, the conditions differ
significantly. "Equal" has - less clear and useful
meaning. Shops and stores need land, often but by
no means always, about the same. amount of area for
each. Factory and office work must use land, but
the amount of land per worker (in area) is usually
small, not necessarily equal from one business to
another, and h'avin‘g no, necessary relation to the
areas per worker for stores. ‘

Obviously, too, the dollar values per unit of_’
area can differ tremendously. Therefore, equality
in area and equality in value mean very different
things. '

Urban areas consist of many units of land and
many users. Anv of several particular pieces of
land will ordinarily serve about as well as other for
any specific user. To the owner any one of many
possible users will be equally satisfactory.. Fur-
thermore, the worker will not as a rule have any
real need to o_wgthe fraction of the land area on
which he works. The security -and productivity of
the job will not be associated with ownership. of the
land as in farming. Some of the success in agricul-
ture depends upon rr.xaintenance and improvement of

the land; they go better with ownership than with
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tenant status. Urban jobs, however, are largely
different in this respect. The majority of workers,
I assume, are very much better off if someone else
owns the land of the job--a point which is obvious
when made. In a sense a large holder of business
land is doing the employee a favour.

~ Where living in the city is not on the same spot
as the job, the choice will not be limited narrowly in
the same sense as for farm population. Transporta-
tion makes a wide range of locations available near
or farther from work. Shortage of land for housing
may be serious but for reasdns other than that any
one family must have any one specific location. ~ In
cities, land for housing takes on a. significance
different from that of rural life.

For many city persons, as compared with rural,
pérmanence on one specific location, one lot as
against another, would seem to be less generally
important, at times, however, business location (re-
tailing and service establishments) vﬁll have value
which is not fully transferable to another spot. - In
rural ar;eas, as noted above, investment in the farm
itself is a significant factor for longer-run improve-
ment of productivity. For much of urban economic
life, however, the capital investment which has a

large role in making jobs more productive is  not
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much associated with any specific p_iec"el of land for a
" company. New and better machines can be used in
any of many locations. In cbities land.is only one of
the nonhuman instruments of production. With cor-
porate ownership, the economic value of land can be
converted into shares of stock '

Is Monopoly of Urban Land a Realistic Danger"

Discouraging land monopolyis one of the reasons
I have heard cited for the progressive rates of LVT.
But in urban areas what 1s the reality of "monopoly"
as the term is applied to land? The number . of
separated parcels of land is ordinarily so great that
oniy a few are "1arge" in the sense of comparising
more than a truly tiny percentage of the whole.
There are 108,000 landowners in Taipei 14,000 in
Keelung, and so on.. As regards an urban location,
the owner's power is both strong and weak. ;

A singlé owner can keep others from using his
particular land, trying to get a high price. Other
land nearby will usually be of almostveq‘u;al usefulness
and thus offer very close competition. = Many other
plots can serve about equally well. Therefore, éxf-
clusion from one does not mean the kind of exclusion
from alternatives which is ordinarily a condition of
monopoly. In most cases, the area within cities is

so divided into numberous plots or parcels that no
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one owner controls a big fraction of the total. (In
Taipei municipality all of the 44 largest holders (in
value) combihed own 6% of area and about 9% of
valie. In Taiv;an Province the 109 landowners
paying LVT at the top rate owned about 3%% of the
taxable area and 4% of taxable value in 1970). Even
if one makes very generous allowance for possibility
of that concentration now would be higher if LVT
had not been in existence, the general fact  seems
clear. "Monopoly" is.not a traly descriptive term if
it means, the control of much over half of the supply
of something. The land unit over which one owner
does Have great power is not a big fraction of the
total land wh_ich can s'Aerve the many purpos‘es of the
potential users in the area.

Yet in another sense the concept of "monopoly"
in urban land does involve issues of importance.’
The ownership of a piece of urban land can give
power which greatly exceeds the power that results
from the worth or productivity of the parcel itself.
(A producer of shoesl has economic power because of
the worth of the shoes). The owner of one plot can
sometimes influence what others nearby will do with
their land. Thus he has power which relates to the
total of land whose use he can influence without

owning it. From the other side of the coin, the use
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which one owner of city land can make of his plot will
depend upon what is happening in the neighborhood.
To significant extent he is‘ at the mercy of other land-
owners. Good city plananing, zoning, énd guidance of
land ﬁsage can.make a difference in the power of in-
dividual users and lead to better total results.

- The present progressive rates apply if an owner's

holding in a city are in one plot or a dozen or more.

Advantage of "large" Units of Land: Consolidation

' Some modern urban development to be most fruit-
ful, most productive, and most attractive must be on
a "large" scale. Because soxﬁe land is scare (high in
price because of good location) it must be used
intensively. Both building height and the land area
of the development must be bigger than in the past.
The two--height and ground space--are related. To
be economical, a tall building must serve many users
because the cost of the electrical, elevator, heating
and air-conditioning, plumbing, and such facilities

must be spread rather widely; and to . accommodate
this number, the ground area cannot be "small".
Water and gas and electric and sewer facilities can
be less expensive per user in a larger-scale project.
Aesthetics may also call for planning on a considera-
ble scale. The ground space needed can be greater

than that of several plots of land of typical size.
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The small units which heive _been econcmical in the
past, as for small shops or factors, cannot .meet
some modern needs of great. importance. Two,three,
five, twenty, or more times the space is required.
And many users benefit. |

Fragmentation qf Land Hampers Best Use in Some

A tax policy which under the designation of
"equahzmg urban land rights". dlscourages such
projects W111 in this respect obstruct a .= desirable
type of ‘'urban development. . Tax. rates ,of 7% as
against 1.5% of value will add to the owner's costs
(but not because the owner is using correspondingly
more of productive capacity .or getting rAelayt,ive‘ly
more government. seryices). I have not seen figures
of how costs per unit of floor space might differ and
feel Su;:‘e that in some cases of high ‘r'is_e buildings
the effects would be unimportaht, But at many
margins the tax-cost disadvantage of large-scale
projects would be of concern. If there is "equaliza-
‘tion” 1n such cases from keeping parcels of land
smaller than market forces would call for,the public
suffers a disadvantage but one\ which few people will
ever recognlze (A form of "excess burden"results)
In another sense the aspect of "monopoly" noted

above has additional meaning. It will be encouraged
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by tax policies which favor small holdings. As-
sembly of separate -parcels into a unit which ' is
large enough to be usable can be held up by one or
two owners. A person with land in a strategic lo-
cation relative to other plots being"vconsolidated‘
has great power. In this respect the term "mono~
poly" may be somewhat correct. The meaning dif«
fers from that of a manufacturing or other company
which is a "single supplier" of a product. The -
monopoly producer may charge consumer ~ more
than is necessary to get the product to market. The
owner of a piece of land can sometimes hop to get
more than it is "really" worth, its location relative
to other pieces enables it in an economic sense to-
--exert a form of exploitative monopoly power.
Fragmentation of holdings will enlarge the num-
ber of landowners who can get some potential power
over ''meighbors'--and enlargées also the number of
owners who can suffer if they wish to assemble land
into a consolidated plot. The development of an
urban area can be obstructed and hampered by dif-
ficulties of land cohsolidation. The community\as a
whole will suffer. This result is hardly the bene—
ficient type sought through "equalizationv of urban
land rights". The progressive rates of LVT work

in this direction.
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Yet by how much? The scale of tax graduation
operates differently from one place to another. - If
fragmentation is desirable, and if the tax instrument
is to be the one used to bring it about, rather - than

land=use controls, should there not be more analysis
te clarify the reasons for wanting more dispersion
of ownerghip? T

I have not beeh able to study the practical possi-
bilities here of .using corporations and other devices
to excape tax progression. Apparently, some such
methods are used. What are the results? One must
be-an unfortunate inequality in the actual application
of the law. .As a general principle, I believe that a
society should not try to continue tax policies which
cannot, or will not, ‘be enforced to assure broad
application in actual practice. It is hot desirable to
tax ."honesty-" or unwillingness-or inability to utilize
';, legal and illegal methods of excaping tax.
.Taking Benefits for Public Use

If "equalization.of urban land rights" is inter-
preted to focus on benefits from the land--rather
than on the dispersion of ownership (the anti-mono-
poly aspect)--the possibilities of achieving the ob-
jectives change. One practical way to give the
general public the benefits from urban land, as

recognized especially in LVT, is to take a part of
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them in taxes. The money can then be used to pay
for government services. In this. way, ownership
and some of thé benefit can be left with private in-
dividuals or companies. But a part of the truly sig-
nificant benefits, the income, will go to the public
as a whole.

Things, including land, have value because of
the services they produce. The benefits which land
_yields may be a farm product. For our purposes,
however, we are concerned with the use of space
and location in a city for housing or business. Such
results may be inré, combination of forms‘which are
not always easily valued and separated, especially
when thé owner occupies the property, as for a
business. The advantages of a sense.of personal
security from owning land are also difficult to mea-
sure. But inany case; however, whoever may be
the legal owner of a:piece of land, what counts most
is who gets the benefits. |

Land (or other property) produces a flow  of
benefits. They come into existence from one period
of time to another. They may be more or less
regular; they may be uneven seasonally or from
year to ye’ér. * One reason’for’ho'ldirig land, as you
need not be told, is that it may be a source of added

wealth due to general growth of the society rather
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than to effort and owner's investment to make them
better. The fact that some owners have gotten hand-
some gains Witl;out much effort builds in others a
hope for speculative gains. People vkill pay for the
right to get future increments; but estimate of the
amount and timing of future land prices will différ,
and the worth this year (1971) of uncertain amounts
(2x or 10x) at uncertain times (1973 or 1978) will be
subject io very different appraisals.

In Taiwan today through the LVT, and in some
other countries, government by taxation takes a
portion of each year's flow of benefits from . land.
The size of the  tax determines the portion of the
real product which goes to the general public. The
average rate here in Taiwan of less than 2% - of
market value may compare with gross yields of,well,
how much in Taiwan? Excluding the expectation of
price rise (which for present purposes is ‘not really
a correct procedure), if the gross yield in a freely
competitiire market would be around 12% the average
LVT takes about one sixth. If gross yields' are
around 15%, the tax is less than one seventh. (The
tax, as we have shown, will affect the price of lapd).
A higher tax rate could take more, but even the very
highest rate which is likely to be considered seri-

ously for taxation in Taiwan would not absorb 'a |
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really "1arge" protion of the whole. But the specu~
latlve element in land prJ.ces has pushed some prices
SO hlgh that current gross’ income will fall rnuch
short of 12% (?) of the market pl“lce, ‘69 perhaps. In
such ca’ses the tax ‘will seem hlgh as a percentage of
the current yield (expressed in relation to capltal
value and not including the hoped-—for ‘element of rise
prlce) because the pr1ce has a large art1f1c1al (spe-
‘culative) element. ) o

Whatever one me,y think of the desirabilify' of
complete public‘ownership of land as a way to cap-
ture unearned increments, no propsect of extensive
government ownershlp seems at all realistic. In
fact, the lack of funds retards the purchasmg of
plots which are needed for immediate public pur-
poses. But there is another way--the LVT--to get
each year some of the element of uhearned inéremeht
but not limited to it. ‘The higher tax to be paid in
cash would add to. On the owner pressure to put
land to uses bringing more current yleld the higher
tax would reduce the w1thhold1ng of land for specu-
lative purposes and thus make for lower land prices
(in addition to the capitalization effect).

An increase in the land value tax (with the funds
earmarked for local government purposes) would

channel more of the benefits to the general public. If
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f;he money is spent reasonably well, the locality will
be a better place for everyone. The good effects
will be felt on land prices and in this way offset
some of the initial effects of a higher tax in depress-
ing land prices. When land prices go up because
the city is a better place to work and live, the
results are significantly different, and better, than
when land prices rise because of speculatioh.

The LVT would reach all 1arid, not merely the
plots which are sold and subject to LVIT. A better
market in land would result because owners would
have more inducement to get money incdme at once
rather than to hold out for a speculative gain. For
this and other reasons, I should think that the Re-
public of China would do well to rely more heavily
on LVT. (See later)

(V)Land Value Tax

~Of the land taxes, the land value tax is the
fargest for revenue over the whole island. (The
rural land tax, however, brings more outside of
Taipei). The LVT yields half as much as the per-
sonal income tax. Most U.S. economists would
consider the income tax much preferable as a re-
venue source, but I would insist that by reasonable

standards a tax on land values ranks about as high
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as, or higher than, an income.tax. The LVT will
presumably continue to be a main revenue source
and could become of greater importance. It des”erves
attention, not only for its revenue effects but also
for its influences on land use. If more revenues are
sought from this source, then the various economic
effects will be of greater concern. Comment-s on
certain points will be made briefly. |

Rates Fixed Nationally

Rates are set by national la;zv, not by the units of

government which utilize the revenue source. Some
scope for rate adjustment by the authorities spending
the funds deserves consideration. In the U.S. (and
I do not cite our practices as necessarily best for
Taiwan) local governments using the property tax
ordinarily héve autﬁority to determine the tax rate,
often subject to ceilings (set by state law). In the
U.S. there is a view held widely (but not uniformly)
that communities ought to have some freedom to
express -preferences and set priorities in local
government spending--both the general leVei and the
balance among functions-~but with responsibility for
producing the necessary revenue if total spending
goes above some level. |

(a) On Taiwan some differences among areas

may call for differences in spending which  could
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. appropriately be paid for by LVT. _

(b) Or land values may changes in rather dif-
ferent relative amounts so that governments will
need different rates of tax to pay for the same level
of government services and facilities.

Some flexibility in the LVT rate would give more
opportunity and for.local decisions; it would . also
relate the responsibility for sbending . somewhat
more with the responsibility for deciding on . the
taxes. '

.Progression of Tax Rates

The graduated rates are unusual. (I can think of
no other governments with such a range of rates for
property taxes. And I note in Dr. Sun Yat-Sen's
lectures that he uses a single rate to illustrate his
points). The principles or logic which are g_énerally_
accepted as reasons to support rate graduation do
not apply in this case with one possible exceptibn.

(a) Special Low Rate on 3 acres for Owner-Occupid

Dwelling. Supporters of the 0.7% rate (slightly less
‘than half of the starting rate of 1.5%) probably cite
' it as an aid to persons with low '"ability to pay"
taxes. If so, it is in line with one reason for tax
progression. (In parts of the U.S. special provi-
sions are made to reduce the property tax for some-

what the same purposes). As an aid to those who
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are least able to suppoi‘t ‘government,‘ this feature
accomplishes almost nothing because the lowest
income families do-not owan land. Those who do
benefit will be above the level of poorest income.
Families in the highest income groups also qualify
forth benefits. (In Taipei the land 'in this class
averages about NT$4,300 per ping. (check) This
amount is almost twice that of the value of the
average of land subject to the tax at the first grade
rate of 1.5%, but the NT$ 4,300 it is the same as
that of the top grade). In an imperfect world we
cannot expect that all features of tax policy will
measure up ideally. This one does not rate well as
an aid to those with least ability to pay tax.

Another argument in favor of the low rate may
carry more weight. It would emphasize a desire to-
encourage home ownership. 'I'his reason Y_&pu‘ld'
certainly have much appeal in the U.S. The .:effec-
tiveness is difficult to judge. Does a high‘__e,}f: price
of land offset some of the benefit? ff(swiﬁé' tax
reduction large enough to exert much influence?
The revenue loss is not '"large'. Applying the
starting rate of 1. 5% to this property would increase
the total LVT yield by slightly over 3% in  both
Taipei and Taiwan Province. Since a preferential

rate for homeowners now exists,retaining something
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of the sort may seem better than attempting what in
the U.S. would be very most difficult politically.
The present rate might be raised, however, if other
rates are increased for revenue reasons.

(b) Otherwise, the customary. justifications for
tax progression appear to be more in conflict than in
support of the present LVT rate structure. Holdings
of land (in one areas)do not represent .ability—to—pay’
taxes in the sense familiar to me. (i) For one thing,
net value of holdings is not the basis of the tax
because no adjustment-is made for  debts; gross
amounts of ownership do not constitute the normal
maaning of ability-to-pay, whether wealth, income,or
consumption is the basic for progression. Offsetting
debts must be taken into account. (ii) Moreover, the
LVT does not consider other property in computing
the tax base; two people of very widelyb differing net
wealth might have equal totals of land. (iii) Perhaps
owners of more land get more services. True, but
looking to services received by an owner or user of
lands as a basis for ysharing the costs of government
according to benefit justifies proportional, not pro-

gressive, rates.

(VI) Income is Subject to the Progressive Personal
Income Tax
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An even clearer departure from the basic logic
of tax progression results because the land value
progressive rates apply to the holdings of corpora-
tions. (Whereas the basic tax at the initial rates
will generally be capitalized so that present owners
are not burdened, as discussed elsewhere, the
hié‘her rates—-4% to 7%--will not be so generally
capitalized by market forces. The number of buyers
and sellers subject to the top rates is tdo small. So
owners, in this case the people who own the cor-
poration do bear some of the tax). The shareholders
will have wealth and income (and ability-to-pay tax)
of large and medium and in some cases only small
amounts, quite without regard to the corporatidh's
ownership of land. Relating the LVT to the probable
income from land, we find results which are more
realistic. If land produces an income, of 14% of
capital value, a 7% tax on the value is 50% of the
income. Anything of this magnitude will certainly
exert influence to escape the tax.

In Taipei out of 80 owners subject to rates of 5%
and higher (1969), 9 were individuals. Three times
as many, 28, were private enterprises. Over half
of the total, 43, were "government enterprises, na-
tionalist party, and ancestrial worship foundation" .

For the groups subject to the 3% and 4% rates,
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individuals were relatively much more important--
119 out of 197, with private énterprises accounting
for 51. No rational relation of tax to ability-to-pay
seems to me possible in such cases. In discussions
of the progressive rates 1 have found that people
think in termé of large holdings by (rich)individuals.
Yet in fact most ownership subject to the higher
-rates is by institutions representing in cne way or
another many individuals.

The rate graduation does bring more revenue
than the initial rate (1.5%) alone. In Taipei the 7%
rate does bring appreciable yield. But for all of
Taiwan the yield from rates above 4% is scarcely
moxe than slight. As is usually the case when rates
range rather widely--in a range of one to 10 as in
this case--the top rate adds less to yield than is
‘probably assumed. The revenue attributable to
rates over 3% can scarcely be termed "large". An
average of 2%, while retaining the 0.7% rate for
small residences, would bring as much  as the
present scale. Revenue results, therefore, cannot
be said to make the progression of rates necessary.

To repeat, this tatx does not seem to me one
which should be progressive. My conclusion is re-
forced by the defects, in my view, of the system of

determining the actual brackets for progression.
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Starting Value for Progressive Rates of LVT

The progressive starting value system as a basis
for land value tax rate progression causes the tax to
vary from one city or hsien to another for presons
owning the same dollar amount of land. Per dollar
of land owned, individuals and businesses where land
is of higher average value will be subject to less of
the progressive rate than owners where the value
less. What causes the tax difference is not the gross
or net wealth of the landower; it is not the gross .or
net value of land, or the spending of ‘local govern-
ment funds. The differences in LVT per d'ollars of
value owned depend upon a combination of factors
which do not conform to what I would consider = ra-
.tional criteﬁa for sharing the expenses of public
services.

In the first half of 1970 the starting values ranged
from NT$ 86,600 to NT$ 825,000--a ratio of one to
9.5. In 6 cases the figure was over NT$ 300, 000;
in 9 it was less than half as much, under NT$150,000.
The dispersion is very great. And it does not, I
believe, reflect a rational basis for differentiating
payment for the costs of governmernt. '

If there is desire to have the tax vary (per
dollar of land value) from one locality to another,

probably the most logical basis would be variations
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vin local government spending (of those types which
bear more or less directly on the use of land).
Where spending on local infrastructure is higher
than average, it seems reasonable that the taxes for
local purposes would also be higher per dollar of
land value. {(Most LVT revenue goes to local go-
vernment). The effects of differences in the various
- levels of local government spending would gradually
b__e reflected in property values. The amount of land
value tax paid would then be higher as lénd valuation
took account of the positive effects of large spending.
But if the present system of setting the starting rate
were continued, the progressive rates would be
imposed at higher money - value than before. For
example, if the progressive sta/rting point were
NT$150,000 and then went up to NT$170,000 because
of productive uSe of taxes in local spending, the 2%
rate would become effective at NT$170,000 and the
third rate at a figure NT$120,000 higher than before.
In other words, the lower rates would apply to more
property value. The brackets or stages would be
wider. This result seems to me Iillogical. '
Purely speculative increases in land prices also
have an effect which is probably not desired. They
raise the average values for the community. Then

the progression which rests on multiples of the
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average takes effect at successively higher rates.
The third rate, fbr example, becomes effective - at
just .over 6 times the starting value. The total tax
due will rise by less than if the progressive rates
took effect at the same money values as before.

When an area's bouhdaries change, the average
of land value will also change and thereby change
and so will the progreésion. This result also seems
to bring inequitable results.

Division of land is encouraged by the existence
of differences in the tax rates, how much? Owners
are put to- some disadvan.tage to get around the pro-
visions. (Excess burden results).

Absentee Ownership

Putting heavier land tax on absentee owners
discourages the import of capital those from another
area for the purchase of land. The amount of tax
collected--about NT$ —-indicates that some
people do pay. The effectiveness of methods of
escaping tax is not clear to me.

In general, a developing economy needs capital,
and getting the savings of others has merit if the
terms and conditions are satisfactory. (The term
may not be attractive and 'yet be the best available
and better than nothing). The exception to ~these

broad conclusions may be land.

- 57 -



New capital coming into an a‘-rea. does not in-
crease the amount of land (as space). The size of a
city in the sense of area does not grow when more
funds are spend on the land. However, if  capital
comes in from outside and pays for land, the seller
has the money. He may then use it for buildings. or
' other improvements. In this way, the capital from
outside which paid for land does, in 'efféct, finance
additions to real wealth even though the amount of
land area does not increase. Later, the payments
of rentals to the absentee owner take income out of
the area. Hopefully, the capital will produce more
net income Vthan is needed to pay rentals. To some
extent the considerations are like those of interna-
tional economics. , ‘ '

National law prevails. Local governments have
no choice. Even if a locality wished to avoid dis-
couraging capital from outside for land purchase it
cannot apparently eliminéte‘ the tax. (But in actual
practice most business companies of the type which
would be desirable would not be subject to tax be-
cause actively engaged in operations). A

Land value tax discriminates against ‘absentee
owners of land. Why discourage ’ éapital import?
Perhaps to keep land prices lower than otherwise.

(Since this is a national tax, there is no ‘effect of
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deliberately depriving local owners of land in a few

areas of an opportunity to sell for higher prices). Is

there some belief that outside owners are more often
"speculators" who will keep the land from best use,
largely idle? 1Is the special tax prevision based on
a feeling that outsiders will not make such good use
of land as people Iocélly? Was there special
evidence or some special reason (perhaps "horibble
cases'") leading to this provision? Some historical
review of the origins might be hélpful.

In general, the effects of such a tax on the ef-
ficiency of the market process in land would not be
helpful\or constructive as improving the allocatione
of capital and land, better guldance, ch01ce Some

"excess burden" results because owners must follow
practice which are less than the best for them (in
the absence of need to escavpe‘the tax).

Is not avoidance possible though dummy owners,
relatives, or others? If so, why continue to havé a
law which wili be only partially effective ?

The proposed exemption for Overseas Chinese
would be limited to one house onl‘;;.

Because of Taiwan's need for capital, any dis-
coufaging of imports of capital,even for the purchase
of land, seems to me undesirable. Certainly. for the

longer run, the policy dught to be reconsidered. The
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1968 experience must have had been a unique com-
bination. In the future, it seems to me, any sudden
surge of land purchase with funds from outside Tai-
wan would hardly be large enough to raise the now
high level of land prices here by very much in per-
centagek terms (except for very special cases). One
of my personal "principles of taxation" applies
broadly: Good tax policy for a country as a whole--
especially for the long-run--cannot be determined
by special cases. Particular experiences, such as
the 1968 demand for land by Overseas Chihese, are
poor bases for generai, longérhn tax policy. Any
future combination of special circumst’ances would
not be the same. And the more normal cohditions
are different.

The economic effects of the provision on an area
will probably depend in part upon the actual applica~
tions as to business companies. Perhaps they will
be able to conduct enough activity to retain status as
"non-absentee". ‘

Vacant Land "Surtax"

The higher tax rates on vacant land will put more
pressure on owners to sell or to invest more in im-
provements. Some owners, I assume, are already
taking the action necessary because not much of the

time of the period of exemption remains. If owners
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are not now using land to best advantage, there is
some reason.

The tax can be large, presumably, in relation to
after-tax income. The necessity of making larger
payment in cash will be a pressure whose force may
exceed what rnigh't be expected from the dollar
amount itself. The extra tax, however, will probably
‘be small compared with any LVIT,and it discourages
sales. The net force of the added tax liability is
difficult to estimate. '

As a policy this is inténted to offset what are
apparently considerable amounts lof underutilizatipn
of land. This a "control" tax feature rather than
one for revenue. The additional tax revenue, which
I assume is not the chief purpose, may be ‘justifie‘d
as compensating the community somewhat for loss of
econo}hic activity (and tax revenue)due to underutili-
zation. One result will be some decline in land
prices as owners try to sell. Another result will be
added demand for materials and the contruction labor
needed for making the new investment ‘on the land.
Several questions arise. & ; |

Will the economy be able to supply such, pro-
ductive resources? Is there now enoughvunderutili—
zation of the types of productive capacity that will be

needed so that significant price increase will not
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result? Will construction be shifted from uses on
the "exﬁensive margin" of cities to greakter' concen—
tration ‘in'areas closer in the community ? '

Are land-use plans prepared for a new “set of
pressures for construction?-Is there any reason to
expect that the pr10r1t1es of any new building will
conform with those best suited to urban plans? Some
land-owners will not have the capital or will not
wish to use it for such purposes. Will credit faci-
lities be available? Are those who can finanée'likely
to be the ones whose decisions about what to build
would be best? v

.On these and other points conditions will differ
from one place to another. '

If the tax is retained, the definition of "vadant"
may need modification as experlence is gamed Ad-
ministrative problems will certainly arise. What
methods of legal and ille‘gal escape of the tax are
likely to add to difficulties of enforcement?

Possibly, some disruption of the land market,and
other unfavorable conditions, will appear; That is,
some results of the added pressure will be "abnor-
mal". \ |

" In short, on the basis of what I .now know,I
strongly doubt the wisdom of this extra tax. The

final answer would probably depend upon the effec-
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tiveness with which it seems likely to advanced land-
use goéls. As a revenue measure, it will nc'>t, |
believe, have enough merit to justify retention. If
continued, the long-run need for such a differential
- rate ought to be reexamined in the light of experience,
land-use policies, other tax provisions, and all
relevant matters. The LVIT, for example, must tend
. to discourage some sales when owners for one reason
or another do not wish to develop the land.’; The LVT
may not be high enough on most proper}ties‘to exert
great pressure. So in some case a new tax impulse
could be helpful. The proposal for higher LVT over
the years will add to the force of taxation. »
The expectations about furthér land " price in-
crease will make a great difference in the 'desirevto‘
hold land vacant. If there isa drop in the expecta-
tions of land pricé increases are to fgr an area or
type of property, less '"withholding" of land in un-
derutilization can be expected. '
If land prices are reduced somewhat on some
areas, the LVT and LVIT revenue will perhaps

decline or fail to rise.

Payment of LVT might be more convenient on a

quarterly basis.

Indirect Easing of Financing: Better Market in Land
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A tax increase on land will tend to reduce the

land price. But the.change Will not reducé the total
costs of ownershlp for someone buymg at the lower
price. ‘

One result of these conditions.is receiving more
attention by economists in the U.S. Let us 111ustrate
by assumlng that the purchase price is met by bor-
rowed funds plus the purchasers own funds on which
he could get interest. Other thlngs the same, a
purchaser will pay less in prlce after the land value
tax has been raised. His annual 1nterest cost w111 ‘

then be less. But he will pay more each year as tax.
A We can correctly assume that the two amounts are
(virtually) the same.

It might seem that the position of the new buyer
will not really by any different--less in interest
veéch year but more in tax. - In another respect, how-
ever, the ‘position of some (potential) buyers will be
improved. - '

The change would favor the person with less
capital. It would do so without making thir‘lgsv harder
for the person more amply supplied with funds. Be-
cause price is lower a buyer could acquire land with
a smaller outlay; he would need less of his own re-
sources and less borrowing. As a result of this

change, more buyers, especially those -with below-
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average capital and access to borrowing, would have
a chance to acquire land. The market in land would
be better because it would reflect more judgments of
persons in a position to bid for land. .

Would results along this line in Taiwan be signi-
ficant? 1 have no solid basis for an answer. But
even in the U.S. capital markets are imperfect. For
many persons and businesses the access to borrow-
ing is limited by a variety of factors such as lack of -
established credit rating, shortage of owﬁershi_‘p
capital, and limits on funds available from local

institutions.

([) Land Value Increment Tax

The land value increment tax, to the best of my
knowledge, is unique in the world. Other cduntries,
including the U.S., would be better off if they took
for the general public more of the increases in land
~values which are due to the general development of
the économy. Cg.pital gains taxes in the U.S. and
some other lands do have some of the effects, but.
with the difference that most of the revenues are for
the national government whereas local governgneﬁt
may have a vlarger role in providing services which

affect land values.

Role of the Tax - Prospects and Restrictions
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Apparently it is the LVIT which most directly
seeks to achieve the goals of the equalizatiori of
urban land rights as expressed by Dr. Sun Yat-Sen.
The underlying reasons . need not “be summarized
here, except to emphasize on intangible feature.
Public attitudes andi morals suffer from a feeling
that some people get rich easily, from land specula-
tion. Does not the cohesion of society suffer? A
conviction that taxes will catch much of such gains
can perhaps serve a constructive purpose’ in the
society.

Three more points, are worth making. (1)The
amount of unearned increment will probably be less,
year in and year out, than may be expected here in
Taiwan. Of course, I have no method, really, of
measuring attitudes on this score. But they may
have been influenced unduly by the rapid increases
in land prices in the last 15 years or so. The surge
d_f 1968 was probably the result of a combination of
conditions which will not be repeated. The potential
tax may develop less dramatically than recent
experience leads some people to expect. But the
amounts will be large enough to justify determined
effort for captu’ring some of them through taxation.

The area covered ought to be expanded to cover

the whole island as soon as feasible.
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(2) Government ownership of land would assure
that government received all the increment.  But the
government does not now own the land. It cannot
expect through taxation the full results it could get
from complete ownership. The resistance to very
high exactions through taxation--rates of 80% or
higher--will be strong, so powerful that much of the
tax hoped for simply will not be paid. It is, I am
sure, an illusion to believe that the results hoped
for by Dr.Sun Yat-Sen from one set of circumstances

can be obtained under very different conditions.

(3) Not all increases in land prices are due to

general community growth plus such direct expendi-

‘tures by the owner as referred to by Dr. Sun Yat-

Sen ("trees, embankments,drains,and such,"P.180).
At least in the U.S., some of the incentive for
developers of housing, shopping, office, énd recre-
ational projects has been a rise in the price of the
l'and.‘ They hope to make a good profit for imagina-

tion, management, and risk because the land price

will rise by more than the investment of capital.

Here is an incentive which can operate construc-
tively for all concerned.. Thdugh sometimes calléd
"speculative" in the U.S., it is diametrically oppo-
site of the result of merely holding land unused and

waiting for the community to grow. Good develop-
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ment of urban land can mean much to society.
" Government has a big responsibility in city plan-
ning, zoning, and so on. The part remaining for
private developers will probably be substantial.
Hopefully, a land increment tax will not/ hamper
greatly such effort. The income tax more properly
applies. Somehow, a blending of the applications of
income taxation and LVIT seems desirable in a tax
system for the longer run. (This point will be deve-
loped further if time permits.)
(4) The use of a price index to adjust the amount
to be taxed is desirable.

Basis of Progression

The progressive rates of 20% to 80% rates apply
to the percentage of the value of the increment.
Neither the total amount of the landowner's géin nor
the total of his gains on all typés of property will
determine the rate of tax he will pay. This type of
progression differs from the forms' generally used.
The logic supporting this type of progression does
have some appeal. The logic relates to the fact that
the gain which. is being taxed at the different rates
from general economic progress rather than from
_the landowner's 'own efforts and ‘investment. While
different from any other justification for progres-

sion which I can think of, this may have more plau-
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sability than one would initially expect. Perhaps
one can support this focus on the percentage of the
gain as against the income, wealth, or other charac-
teristic of the landowner. ' ‘

Yet percentages are '"tricky". A rise from 1 to
2 is as great in percentage terms as one from
100,000 to 200,000. Are not the differences in
absoluﬁe amounts, however, really more significant?
As regards sharing the costs 'of government, the
percentage of the increase in value is not obviously
the most logical basis for determining h;>w much
more tax some people will pay than others.

Another result is that the total tax can differ
tremendously for the same dollars total of gain, de-
pending upon the ‘number of owners in = sequence.
"Stepping up thé base" modifies greatly the opera-
tion of the progressive rates: A total change from
100 to 500 will bear more tax if the gain is realized
in one sale than if it is realized in several succes-
sive transactions. However, payment in a series
deprives the owner(s) of tax earlier and in segments
so that the dollar amount for reinvestment after each
stage will be less than at the beginning.

No adjustment is made for the length of time the

land has been held.

Scale of Rates.
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Questions will also arise over the scale of pro-
gression. Most of the reasons which are usually
cited for a rather moderate starting rate for pro-
gression do not seem persuasive in this case, taking
all other conditions into account. Certainly, since
" there is no relation to the amount of other income (or
to some concept of ability—to—pay), the humane rea-
sons for a low initial income tax rate do not appear
base. Ease of administration is not a reason here.
Revenue needs would support a higher rate. :

A starting rate ,higher than the present 20%--at
least 30%--would seem to be justified about as com-
pletely as the present rate. It would increase the
yield.  One advanté,ge of raising this starting rate
would be to permit a. reduction of the top rates
without revenue loss. ;

Vei'y high rates of tax--certainly any over 50
percent--will substantially influence the wéy land -
owners act. A tax rate of 60% or 80% i's simply so
great that it, not true economic soundness,will often
determine decisions. Buying and selling will  be
discouraged. Tax that might be paid at a low}ver rate
does not become due because owners do not engage
in taxable transactions. Moreover, in a real sense
the amount of land made available for best uses will

be less than if tax did not reduce the marketability
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of land.

The incentives to manipulate land transactions
will be distorted. Artificial factors will overwhelm
those of basic economic merit. The market in land
will be made less effective. It will be less active,
less competitive, less efficient in allocating that
vitally important resource, urban land. "Excess
burden" to the society results. And, as noted ear-
lier, probably there is not revenue loss to the
gc;vernment as éompared with the conditions of a
lower rate.

‘My tentative first choice, if this form of tax is
retained, would be a flat rate of abdut 40%. Next,
and almost as desirable would be a two-step scale
of 30% and 40% and 50%. (A differeace. of 10 per-
centage points is large enough to make a distinction
but not so large as to open up inducements for mani-
pulating affdirs to anything like the present incen-
tive). .For the long-run, as noted earlier, integra-
tion with the capital gains portion of the personal
income tax would be desirable.

Tax is paid according to announced current land
value. If the actual price of sale is below this level,
I undersbtand, the seller must nevertheless pay LVIT
according to the figure announced. Such a result

can be unfair, especially when tax rates are as high
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as for LVIT. Such a provision would seem to need
recons'ideratio'n .

A go{rernment seeking a temporary boost in re-
venue could give rate reductions of increment tax for
sales within a year or other limited time. A "bar—
gain" tax can have a pronounced short-term result.
Land priées would fall somewhat for the time being.

It is unwise as a matter of general tax policy to
leave the determination of a large amount of tax to
the taxpayer and to actions under his control. On
some aspects no alternative may in fact exist. For
example, "realization" for capital gains taxation
depends almost éverywhere upon the taxpayer' s
decision to act--his sale--or not to sell. For this
reason, the necesSity of leaving the amount of tax to
an action under the control of the taxpayer is
generally accepted. Yet in some respects inequity
" among taxpayers can be substantial. Under LVT all
pay each year.. Under LViT only those involved in
sale must pay. A few landowners pay a very great
deal while most pay no increment tax.

In fact the amount of increment taxed depends
upon the announced current value é.nd not the actual
sale p'rice.' Perhaps, therefore, part of: the tax
might be put on an annual basis. Any property owner

with an increment above some figure--perhaps over
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100% of his base-~would pay 2% a year. The totalof
payments, perhaps with int-erest,—‘ could be credited
.against the tax due at time of sale. Revenue would
be more regular. The incentive to delay sale would
be less. Owners would be treated more equally
year by year. -

A study of methods of legal avoidance and illegal
evasion would prévide more concrete indications of
measures which might increase the effectiveness of
the tax.

Greater opportunity might be offered for tax—free
(or low=tax) exchange of oné property for. another..
In discussions of capital gains taxation in the U.S.,
"we speak ofb"tax—i"ree roll-over" (not now generally
permitted). A more active market in land would
perhaps result. | ‘

The shifting and indidence of this tax would
warrant analysis. Time limits have not permitted
me to try to trace through the steps of the various
subtleties of the shifting of this tax.

Land Prices Can Fall

T}lle longer-run trend of land prices in géneral‘
will presumabiy be upward. . Everything in experi-
ence and logic seems t?) support the conclusion
which is widely held(and support it even for periods

When there is no rise in the general price level,no
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‘price inflation). No one, however, owns '"land" in
general but rather specific plots of land. ATaiwan
includes many parcels of land of widely varying na-
ture. Some may fall in price. |

(1) If today a considerable speculative element

remains in some land prices, this portion (or part

of it) may be squeezed out by one or more force.
(Although "speculation"is difficult to define, I refer
to an element of price which cannot be supported by
the income which would be paid for its use in a free
market in the near future). Such results. would be
hailed as desirable by many Chinese. A psycholo-
gical change may occur,affecting perhaps only some
types of property such as old centers of cities.

- Inflationary expectations (about land prices) may
drop. The effect on some land prices might be sig-

nificant. The demand for the land could be reduced
and the supply increased by a change in the psycho-
~1og$r of land price expectations.

(2) Some land in the normal course of events

will become less desirable as portions of older

localities stagnate and as changes are made in
streets and other features. Prices of such plots‘
may then go down, perhaps for many yeérs they will
stay below an earller level. Even though most land

prlces are rising as an element of normal economic
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development, exceptions are to be expected as com-
munities change j;heir character. | -

A related point can be added. The "normal" rate
of long-run rise of land prices in Taiwan will pro-
bably be less thah may ‘now be than Wisely expe’ctedk.
Obv1ously, I have scarcely any qualifications for

Judgmg the expectations of landowners here. But the

rapid increases of recent years may have encouraged
beliefs that some such (rates of) increases can con-
tinue. For important pafts of the ufban land ai‘ea,
purchases in the past, may already have ralsed land
prices so that they now in fact dlSCOUIlt much of the
real growth of the next few years. If so, the room
for price increases of such land 1s limited even
though the general economy does very well. »

Two kpo‘ints follow from whatever validity ‘there
is in the conclusions above. (1) Budget plans should
take ‘carej to be realistic in estimating LVIT reve-
nues . (2) Additional impcrtance attaches to keeping
valuations up to date. Owners payihg‘LVT shouid
get the proper allowance for any land prices_declines
which occur. Elementary fairness calls for such
actions. | |

Of course, pi‘esent land price include large
amounts of increment which have not yet been taxes.

There is a tax base of such increments which are
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yet to be taxed as the preperty is sold.

(VI) Valuation of Land for Tax Purposee

Utmost importance attaches to the quality of the

valuations for purposes of taxation. (1) The amount

of revenue depends upon valuations. Since the tax

rates are now set by law, the actual tax which the

government will receive is determined by the valua-
tion. (In the U.S. the governments using the pro-
perty tax ordinarily have authority to adjust the
rate of tax to meet a revenue goal after learning what

the valuation total will be. That is, if the spending
to be financed out of the tax is 2,000 and the total of

valuations is 50,000, the tax rate is 4%. If the
spending next year is to rise to 2,300 and the valua~
tions go up to 55,000, the tax rate rises to 4.182%).
Keeping values up-to-date deserves strong suppoft.
(2) The fairness of tax burdens as among taxpayers

depends upon the accuracy of one valuations as

compared with another. Since the LVIT rates get
to very high levels, and the top progressive rates of

LVT are also much higher than the starting rate, an

error in valuation .can be of considerable signi-
ficance for both the government and the landowner.
The present land valuation system as I have come

to understand it. has great merit. A high degree of
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- confidence has been expressed to me in the general
quality of the procedures aﬁd the results(especially
as regards relative Values). This. view contracts
with extensive criticisms found in many countries,

including much of the United States, about tax valu-

ations . Efforts to maintain the strengths of the sys-
tem should be made, along with attempts to find and
to utilize possibilities for improvement. One em-

phasis should be on ways to keep valuations up-to-
date.

Intervéls' of 3 years or more for the general
/ reassessment seem to me less frequent than may be
desirable. Where land “prices are as changing as
in much of urban Taiwan. Pressures to keep in
line with the market, up and down, ought to continue

constantly.

The temptation to assess at values below
market prices had in the U.S. produced much in-
equality, with some property . underassessed much
more than others; in our system the correction of
inequality is made more difficult when properties
are all valued at less than what the law actually
calls for.

The separation of land and building valuations

permits a kind of tax differentiation which seems to

me wise. Fundamentally, the tax rate on land
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can--and I believe should--be much higher than the
rate on buildings. The quantity of land will not be
reduced by a tax increase. But the amount of capi-
tal flowing into new construction will tend to fall if
the tax rate on builidings goes up.

'The annual reexamination of land values on a
sample basis can keep figures more or less current
(Except that averaging the last 2 yearsv gives a
downward basis dui‘iﬁg times when land prices are

going up). Changes apply to classes of land in an

area. The current land values have only limited
use, chiefly for LVIT. They are not used for LVT.

In an economy of change, such efforts--and. even
more complete ones—-to keep the official figures from
getting‘f seriously obsolete deserve support. In mdst
countries with which I am familiar; tax valuations

are not so current. If the staffs for doing the work
here need additional powers, sources of information,
personnel, or other facilities, a strong presumption
can be supported for incurring the expense - or
making other necessary changes.

Information is crucial. Facts about the market
are the base of good valuations. A foreigner cannot
know much about the factors, some of which may 'be
quite subtle, affecting sources of data. Sometimes

the efforts required are those of a persistant, im-

- 78 -



aginative detective. The workers responsible for

getting data might be consulted as to conditions which

might be changed to enable them to do a more

thorough, complete, and up-to-date job. One sug-
gestion made to me is to remove the penalty against
buyer and seller for underdeclaration of current

price and true terms of salewhen land ownership

is transferred. The penalty is not often effective, I
‘was told, in forcing the supply of better data than
would be proﬁided otherwise. And it creates an
obstacle to getting, on a more or less informal
basis, information which can be of great help in
judging actual market conditions .

In each county or city é committee meets each
year to examing the evidence submitted by the staff
before final figures are promulgated. This feature
seems to me to be one of strength; An outsider-
canhot]lea'rn how such groups actually operate in
practice. But the procedures may make some con-—

tribution to the incentive for maintaining standards

and preventing "slippage" of valuations in wishes of
taxpayers for some tax relief. Perhaps the com-
mittee members also bring more information to help
in making decisions. '

These committees do not apparently provide any

significant element of indirect participation by .the
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landowner. His actions are limited to questioning
the proposed value for his land. The two members
from the local assembly -can presumably reflect

views of the community somewhat. But, If I under-

stand the sysfem‘, they are not be able to plead for

the owners of particular parcels of land. Protec-
tion against undue influence and bribery for some

individual owners seems to be built into the system.

Today's procedures must, of course, differ from
those of a small and relatively stable community, or
an agricultural area, where landowners themselves
have good knowledge of values. In urban areas in
Taiwan chahge is, or may be, large. Many owners
of land will have little accurate knowledge of current

values. Such owners cannot be expected to make

good contributions to the setting of values for an-
nouncement currently. ‘
The opportunity for the landowner to influence

within some limits the valuation to be used for tax

purposes does leave him some meaninfgul room for

action. The choice of being taxed on the 80 percent
basis is the option most widely used. This 6ppor-
tunity in fact means that the LVT will be at least
one—fifth lower than what would be imposed if the
general values of the market were used. There is a

form of self-checking, however, because of the use
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of the figure for LVIT and perhaps for government
requisition of land. ‘

As noted earliér, valuations as promulgated tend
‘to lag behind a rising (or fa.lling) market. If market
prices are genérally about stable, the use of figures
gathered over a .2—yéar period will not lead to much
divergence from current values. But if there is a
trend upward (or downward), tk‘}env the ﬁse in 1971
of tax values resting on 1969 and 1970 market
prices-will lead to increment taxes which are gener-

ally lower (higher) than if current market prices
were used. If the 'annual updating for LVIT is in
fact incomplete, some of any revenue loss may be
offset at a later sale..

Land value tax revenue not collected in one year
will not be made up later. '

The possibility of government purchase at a
price declared below 80% may not in fact be an
irhportant "threat™". ‘If_ it is not, would the right of
Erivate purchase at x% above the owner's declaration
be a consfruétive alternative? Obviously, such é
proposal would be a very substantial departure from

establi.shed practices.

(IX) Deed Tax
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The rates of this tax are high enough to affect
transactions greatly. A sale dr purchase of property
has no rational basis as an occasion for a large tax.
Goverhment is plit to no appreciable expense on be-
half of the buyer or seller. Neither receives any
special benefit from government. Rate reductions

are strongly recommended with revenue made up,

probably, by an increase in LVT.
(Time has not permitted any detailed discussion
of this tax. The shifting and incidence would deserve

examination).
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Appendix A

Excess Burden

Increasingly, economists call attention to a result

of taxes which is called "excess burden." The con-
cept has taken on greater importance as tax rates
h’ave»becomé much higher than- in the past. It has
somewhat varying meanings,. . (Note: One aspect
supports a flat-rate tax \per person—-a "head" = or
"poll " tax (not now necessarily:related to voting - at
the election<polls)—é-as better than an equal Yyield
income tax.. The latter will have some effect - on
effort and on the relative merits of money income and
leisure. A fixed per capita tax of $x per month
leaves no opportunity to alter behavior to reducetax.
For an income tax, however, the amount ' payable
depends upon choices about how much to work, how
to invest, and so on.) 4

For application of the concept to land taxation in
Taiwan let us say that the taxpayer sometimes inéurs
"excess burden" in the form of disadvantages due. to
taxation which are not matched by benefits received
by the government. Why? Because to reduce their

tax obligation taxpayers take actions. which involve
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some disadvantage to them. Holding land underuti-

lized rather than selling and paying an increment tax

is an éxample. But let us illustrate the principle
with an income tax eXample.

'Govérmnen‘t, let us say, gets 100 froni taxpayer
A; he, of course, pays over this amount. In the
"normal" course 6f events if he were using his eco-
nomic opportunities in the most productive way pos-
sible (perhaps with resources worth 1000), his tax
would be greaier——let us say 120. But he has
adjusted his affairs in ways that are less than the
best (except for taxes). Perhap’s in the use of his

1,000 he -has chosen "second best" actions, which

actually involve a sacrifice of the equivalent of 10 in
- putput. The society loses 10 which was not pro-
duced. |

Suppose that he could use his recources to get a
gross benefit of 300 in a period of which 120 would
go for tax, leaving 180. But by some other line of
action he can get a gross of 290 ina wéy involving
only 100 of tax. He is left with 190 and is 10 better
off than before. But the economy has lost 10. The
governmeht does not get this. Neither does the
taxpayer. The economy suffers. Government loses
20 in tax but probably has absolutely no awareness

that it might have gotten 20 more.
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Higher tax rates,and especially large differences

in tax fates, will inevitably give rise to some such
situation. They are "distortions" of ecohomic pro-
cesses which lead to poorer real results than could
‘be obtained--and would be obtained if taxes did not
change the way people carry on their affairs. Man's
practical problem is to try to keep these lossess,
these "excess burdens-,".low. '

'In any economy at any time, one general pattern
of economic éctivity will be closer than another tothe
optimum which is bossible. One allocation of resour-
ces is more productive and efficient than another by
standards or criteria of what people desire (in the
broad sense). Governments must have income. They
can get some total amount by any of severall com—
binations of taxes. KEach of these' sets of taxes will
affect individuals and businesses (1) by taking from
them money which government then has for spending
and also (2) by changing the way they act. ‘The
second is the Sou];'ce of "excess burden." '

Taxes "drive a wedge" between what would be the
best in the light of the inherent economic realities
and what becomes best in Iight of’taxes . | |

To avoid a land value increment tax of 60% or 80%
or an annual rate of 7% in value, a landowner can af-

ford to sacrifice quite a bit of what would be possible.
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The entife procéss of reaching decisions must be
greatly affected by tax rates which do not need to be
paid- when certain things are done or not done. The
owner or pote’ntla,l buyer of a piece of land on which
_increment would be high must look to the best advan-
tage in light of the tax. His decision can produce
poorer results for the treasury and the economy than
if the tax were much lower. Some land transactions
are not made, and so no tax is collected. And the
better use of the land is delayed so that the economy
suffers. An owner may be "locked in" by a high tax.
If he has land which he could sell for 100 but would |
then have to pay LVIT OF 40, he would be left 'with
60 to reinvest. Even though he may see better use
per dollar value of assets he may not believe that 60
can bring him as much benefit as he now gets from
the land. '

Some tax features are deliberately designed to

give taxpayers incentives to act in one way rather

than another. Inducements may be positive (the tax
is lower than "nofmal" if one type of action is fol-
1owed, such as ownership of land With a small house)
or negativé (the tax is greater than "normal" if some
conditions prevail such as higher LVT rates on land

holdlngs above some amount in the same locality).

But the actual results will not be entirely and

_86 -



exclusively those desired. When tax rates are very

high,‘ the incentives to escape tax can lead to actions
which in a basic sense are much below optimal. But
they le.aave the taxpayer in a better net position than
if he were to do what is inherently most productive

and pay the tax which would then be due. The losses

to the economy are largely hidden. Few people may

ever think about them.
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"~ Appendix B

- Tax Bases: Three General Types

All taxes are paid by people. This fact may be
obscured by the hidden -and indirect nature of many
taxes, including well over half of the total imposed
in Taiwanl(customs, commodity, and business taxes) .
Collecting government revenue through roundabout
and concealed methods obscures the fact that "people
pay" whatever taxes are paid. This appendix may
help to understand, among other things, some aspects

of the principles of tax progression. I oversimplify

somewhat and ignore various minor points to focus
on the basic prind‘iples .

People share the costs of government through
more than one aspect of life: Three different capaci-

ties or sets of economic relations can serve as the

base for taxation--income, consumption (spending)

and capital (wealth). These three bas‘es of taxpaying
capacity cover the main possibilities. They can, of
cours_é, be used in widely different proportions.
Each in itself consistsv of more than one element;
consumption, for example, includes many, many dif-

ferent things.
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Each of the three types can be used for a rational
basis of imposing progressive tax burdens if a_ll of
the type is the basis. But if, f-oi? examplé, only 2
types of income or wealth are the basis of a progres-
sive tax, the tax totals which result- may have no
sensible relatibn at all to the total of a family's
income or wealth. If A has wealth of 100 and B has
wealth of 150, it is these totals which are logically a
basis for a meaningful progressive tax. But assume -
that A‘ has 80 of land and 20 of‘ other wealth and B .
has 30 of ‘land and 120 of other wealth.. Is it reason-
able to tax A more heavily than B? I think not. But
a progressive tax on land only will impose burdens
which have no rational relation to total wealth.

General Coverage of the Three Bases

)

1. Income as payment for the services rendered
in production represents the vvofth that the economy
puts upon the contribution a person and his property
make to society, their production. The worth of
what someone produces—-the value of his efforts and
those of his property, what he puts into the economy-
provides the basis of hisbincorr‘le. Income is a flow
through time, so much per year or other period.
Income as customarily understood constitutes a

family 's chief means of getting goods and services.
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The dollars which are used to pay any tax will usual-
ly come from the payments which one recéives for his
services.

In practice, the definition'of "income" for pur-
poses of taxation presents problems of great comple-
xity. But they are not directly at issue in this re-
port. Here we emphasize that income represents
what the economy believe is the worth of the goods
and services that labor and other productive capacity
turn out in a period. The amounts received canserve
as an écceptable basis for progression.

Such separate (artificial") entities as corpora-

tions (which are distinguishable from their owners,
customers, employees, and others who in fact bear
the burden) have income. This fact can and does
confuse matters of taxation. It is tempting to .tax
them, and perhaps at rates which are progressive.
But the persons actually bearing the tax on corpo- v
ration may have incomes.of vastly different amounts.

2. Expenditure (sales, plirchases), roughly con-
ceived as a close measure of consumption,represents
what a person or family gets from the flow of produc-
tion.l/ What someone takes out of the tota;lproduced
by the‘ economy is what he can consume. No oné else

can have it. General sales taxes and specific excise

' taxes apply to thfs base, = To apply progression in
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such taxes is impossible except for moderate ele-
ments. A spendings tax which applied to all spending
could be made progressive if .computed on an annual
basic somewhat as the income tax. India and Ceylon,
I believe, have tried to impose such taxes. The U.S.
Treasury _proposed‘one during World War II, but Con-
gress did not adopt it.:

| 3. Capital consists ‘of'a stock wealth, of accumu-

lated assets. It can be viewed as productive capacity

(in a real sense)—factories, houses, machinery, in-

ventories of businesses. : Capital is also thought of

1/ One school of economic thought ass‘ociat'ed with
the economist Irving Fisher, would define "income"
és the worth of what one consumes. By this concept
~expenditure is a better measure of income than are
'wageé, dividends, and other money receipts. The
inflow which most of us think of as income, it is said,
is a means to the "coming in" of those things that are
__really of more basic importance, that is consumption.
By this definition, receipts which are saved rather
than spent on consumption are not part of income.
But consumption paid for by withdrawal from  past

savings is considered income.
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as the money value of the ownership of the tangible
~ physical things. A person's Shares of stock, bank
accounts, and other intangibles are part of his per-
sonal capital. His debts are offsetting items. Much
double counting (of both (a) the physical thingbs and
and also (b) the shares of ownership or the evidence
of debt applied to those same thihgs) appears in the
casual, customary thinking about capital.
Capital,represents a source of income; it is a

stock which serves as the origin of a flow through

time. Land and buildings represent some forms of
real capital. But they are not all. And as an
economy develops,other forms ,especially machinery,
grow in importance. A tax on wealth can be pro-

gressive if all types of assets are included, without

double counung and with the offsetting of debts.

Saving and Changes in Wealth

The difference between (a) income and (b) expen-
diture for consumption will be saving (or dissaving).
A family that spends (consumes) less than its income

"has net saving. Persons who spend more than

income are net dissavers. The difference in either

case represents a change in wealth, plus or minus.

Changes in debt are obviously important in calculat-

ing a person's or a company's net position.
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Land has special characteristics. The dquantity
is essent‘i:cllly fixed. The price, however, ~can
change. Personal wealth can rise or fall because of
the change of price of land even when the character-

“istics of the land do not change.

Capital will usually produce income whether (a) as
real productive capacity, or (b) as shares of stockr,
bonds, mortgages, bank »ac‘counts, and other debts
that représent loans made to finance the construction
and purchase of equipment. The income will probably
be taxed as such under an income tax. However, the
relations between capital and income can differ
greatly as the yields (by ordinary calculations) vary
widely p‘er‘ dollars value of capital. In some cases,
notably a house occupied by the owner, the income is
a service (the worth of occupancy) rather than a flow
of money. ,

The capital that has been built up can itself con-
stitute a tax base. (a) The house tax and the deeds tax
do have such chara‘cferisfics; taxes on land affect the
owner as being a tax on his personal capital. But .
these taxes do not make up a true tax on personal get
wealth because other forms of wealth are notincluded
and debts are not deducted as offsets. (b) Death
taxes, even when they apply legally to the transfer

of wealth, are in economic reality levies on capital.
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-They do not destroy physical things. But death taxes

do reduce private wealth. The dollars used to pay

these taxes are not then available to pay for . the

creation of new productive capacity. In Taiwan the

taxes at death produce only a little revenue.

Economic Effects Will Differ

The directness of income, consumption, or capital
taxes can be clear and close, as in personal income
taxes and property taxes on a homeowner. Or the
relation to the individuals who actually pay can be
_indirect, hidden, aﬁd'remote, as in taxes on business
companies and property used by them and commodity
taxes which are not quoted separately to the con-
sumer.

The choice of what tax bases to use, and how,
will influence the actual distribution of tax bui‘denS’.
The choice will also affect the way the economy
operates and grows. For exemple, the use of spend-
ing rather than income as the téx base in fact exempts -
the amounts saved--and will tend to encourage capital

formation somewhat.

Taxes on land have very special characteristics ;
the amount of land in existence does not depend upon
high or low tax, but the price of land will be affected

by the amount of tax, with a higher annual tax on
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land leading to lower land prices. Reliance upon
income as the chief tax base tends to burden produc-
tion somewhat more than does an eq.nal yield tax on
consumption. But the results are less clearly dis-

‘tinguished than sometimes asserted.

Notes on Overlapping of Concepts

The three concepts--income, consumption, and
wealth—-overlap. Trying to get definitions that are
satisfactory for taxation proves to be very difficult..
Yet taxes (at high rates) do require sharply defined
measures. One thing will fall on one side of a line;
' something else of no apparent difference will fall on
‘the other side. Popular usage ‘cannot serve to pro-
vide the demarcations needed when large amounts of
tax are at stake. Major problems of income taxation
.——for example, depreciation and capital -gains and
losses——-involve distinctions between income and
capital. In commodity taxation which seeks to tax
consnmption, troublesome questions involve drawing
lines between consumption goods and capital goods. “

The incentives for modifying behavior depend
largely upon the level and the differences in tax
rates. For the most part, income taxes employ
higher rates than do broad-base consumption taxes.

Defining "capital" or "wealth" for purposes of
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taxation, if there were desire for a tax explicitly
either (a) exempting, or (b)falling on, capital, would
be harder than merely saying "accumulated wealth"
or "personal net worth." Either concept, however,
does convey meaning. Each is much different from
land or building alohe. ‘We can think of a person's
accumulated wealth--presumably the money value of
assets (net above debts)--as a base for taxation.
The taxes that one can be forced to pay toward the
costs of government can rest to some extent upon
what one owns regardless of his incoxﬁe and of his
income and of his consumption.

A few countries do impose annual taxes(ataround
one percent or a little more) on some definition of
individual of net worth. These take account of
debts. These taxes are very different from those of
the Republic of China which now fall on land and

“buildings.
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Appendix o

Progression in Taxation

(Portions of this appendix have been adapted from
a study which I prepared for another purpose. Time
has not permitted me to deal with some aspects of
progression as fully as I had hoped.) |

The land value and the land value increment taxes
have progressive rates. Therefore, in.studying them
we can benefit from some comments upon progression
as such. (I prefer the term "graduation" to avoid an
impression that "progress' in the sense of  advance-
ment of society is aided by tax rate differentiation.
In opening this discussion, let me note ‘that in the
U.S. students of taxation are more restrained than
in the past in endorsing progression. Problems, dis-
advantages, and limitations: receive niore attention.
Some of the reasons for ‘caution in supporting pro-

' gression will appear as we proceed.)

Progression as a goal or principle of taxation is
widely accepted. k. means that as the thing' being.
taxed--income or censumption or wealth~-is larger,
the tax becomes inereasingly heavy as a percentage

of the total. The person with 10,000 pays more than
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twice as much as those with 5,000, the one with
20,000 pays more than twice as much as the first
one. The amount of tax rises, not in proportion to
the size of the income or other base but at a faster
rate. |

Although the principle has very wide endorse-
me’nt, one weakness appears at once. We have no
way to say how much the differences should be. And
then, why? A rate scale of 2,4,5,and 8 is progres—
sive.” So is one of 20, 40, 60 and 80. Yet obviously
the two are vastly different. | Wise tax policyi re- 
quires more 'than an acceptance or a rejection of
progression as a principle. Any appiication must
be of specific tax rates. And since many widely
different scales of rates. can be considered, the
choice among them should be made in light of the
.purposes of progression. What objectives are
sought in having tax rates that are not uniform over
the‘ Wholte'xr'angev of what is being taxed?

(Note: One set of reasons deserves moré space’
than I am able to give in the time available. A large
but inconclusive literature about the declining utility
. of income or wealth seeks to provide a justification
for tax »progression. The marginal dollar of income
at NT$4,000 a month is said to have less utility than
the marginal dollars at NT$3,500. Although this
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conclusion probably does seem correct intuitively,
scholars find that the reasons usually cited are
less convincing than we may expeci:.))

On goal, and probably the chief one, relates to
reasons for sharing the costs of government when
tax burdens cannot fall equally on all persons. (All
taxes, we should remember always, must‘really fall
on people.) For some reason it may appear desira-
ble that some peoble pay more toward government
expenses than do others—-and more than in ‘propor-
tion to income or consumption or wealth. Why? How
much?- Answers are nbt clear. One general con-
culsion, however, is that ordinarily this goai of
progression can be éerved only by a tax on a broad
base. Not a single type of income (rents) or con-
cumption (housing) or wealth (land) but all (or almost
all) of the related types must be the tax base to get
a rational distribution of payment for the costs  of -
government.

What guides or principles can be used to decide
upon the unequal sharing of the costs of govern-
meﬁ%? The pragmatic goal of revenue may provide
a rea%s'o'n for progression. More revenue can be
obtaii\1ed from graduated taxes. The actual dif-
ference in yields can be significant. But in fact the

net additional revenue from the progressive features
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of a tax may be less than assumed. The amount of
tax base actually affected by the progresswe
portion of a rate schedule may .not be so large as
assumed. (Inv personal income taxation a large
fraction ovf the actual, effective progression achiev—
ed will offtén ‘result from the personal exemption.
Few taxpayers are much affected by second . or
third bracket rate, but all who pay are affected by
a personal exemption.)

- Another goal which appears. with. high priority
in dlscussmns of tax progressmn, is " fairness."
Tax burd@ns ought to be fair. Difficulty arises,
: however,m trymg to define the concepts—-which for
tax purposes in American writiﬁgs are the same--of
'!qufty‘, " Mjustice," and "fairness'" as they apply to

the sharing of the costs of government. A foreigner

cannot judge the subtle meanings of Chinese lan-
guage and thinking to decide how closely the ideas
match, A brief Summary may hélp others to under-
stand my views about the progressive features of
LVT and LVIT. |
(1) On the aspect of fairness there will be

agréement. Every taxpayer shall be treated acg.cor-

ding to legal rules which apply equally to all tax-

payers in the same group or class. Fairnesis re-

quireé that there be no prejudice, whether by
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accident or design, in the application or administra—
tion of the law. Whether the present Chinese system
of land taxation comes as close-to this goal as. rea—
sonably to be expected, I'have little basis for judg-
ing. On the important element of land valuation,
however, it is my impression that you do better
than is generally found in the U.S.

(2) "Equal treatment of equals " --horizontal
equity--is also a principle that will’be»ge.nerally'
accepted for evaluating taxes and a tax s,ystem:,
Attempts to/define "equal treatment™ and "equals"
lead to debate that ranges from minor controversy
about details to serious discussion of just what is
truly relevant. Nevertheless; the search for con-
sensus remains important. Taxpayers are Justi- |
fiably aroused when they discover--or : rmerely'
suspect--that they pay higher taxes than do others
who apjbea»r to be similarly situated (or even better
off). ’

"(3) Perhaps the most difficult questions involve

vertical equity. People at different levels of

economic Weil—being pay different amounts toward

the costs of government. By general agreement they

are expected to do so. But how much of what dif-

fererices will warrant how much difference in tax ?

The "average" family with an average income and
y >
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ave;ggé consumption of about NT$. —(1971)
must in the nature_of things, year in and year out,
(1971) if

govermnéntsvhere are to pay for the current level

pay Lroug‘hly an average. tax of NT$

of services. But some families are not even near
the average of income. Some must pay more
toward the cost of .gdvermnent, some less. What
factors will then determine how much, and why,
some fé,rhilies must bear higher taxes than do
others? In no country, so far as I know, has iri— 7
formed, meaningful public disc'ussion led to open,
expllclt consensus in answermg this question. Few
people in the United States (or any. other society of
which I .am fam111ar).ever really face this issue
except vaguely, and pfobably with large amount o.f“
pefsonal bias. ‘.
One essential of soc1ally acceptable pollcy

that the unequal treatment of taxpayers must rest

on reasonable,not accidental and irrelevant ,bases.

For an outsider to suggest guides for China in-
volves risks of misinterpreting the values of the

society. Standards accepted elsewhere may, or
may not, be appropriate. The fact that the Chinese
eéonomy is dévelqping and changing rapidly. may
su.ggest”‘that olde;' standards can perhaps be révis;

ed in some cases. Both the LVT and LVIT impose
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differences in budens which are, to say the least,
less than models of fairness. '

(4) Gradualness and continuity in the imposition
of any one tax, or a larger system, will help to
prevent injustice. One principle that can help in
distinguishihg what is fair from the unfair felates to
gradualness . Big differences in tax, large breaks,
big "Jumps" or "jerks" or discontinuities in -tax
burden, which result form relatively small changes’
in conditions are moré likely to be a source of in-
justice than of justice. Slight inequalities in per-
sonal or business position ought not to create large

' inequalities in taxes.

A small difference in some condition ought -not
to make a relatively large difference in tax. If get~
ting on one, rather than the other, side of a line-~a
legal formality, the wording of a contract, & year
or two of age, a few units of some measure of a
piece of land or a small change of location—-if one:
of these makes a big ' differénce in 'fax, ‘the results
seem more unjust than just. ‘

"Some discontinuities, of course, may be a rea-
so\nable price' to pay for ease in administration or
for some other worthy objective. In. general, how-
ever, slight differences in conditons ought' not ' to
lead to big differences in eompulsory payments _ for

€
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government.

(5) Unearned increments can reasonably be said
to justify heavier payments to government than other
types of income and wealth. But amounts - will - be
uncertain.

(6) Most Americans seem to accept the view that
a "fair sharing" of tax burdens must reflect ability
~ to pay. This latter concept however, lack clarity.
Although usually identified Wlth the idea ‘that the
tax-system ought to be progressive, "ab111ty to pay"
_provides scarcely any concrete guidance for decid-’
ing how much more some people (families) "ought" to
pay than others.

- Proportional taxes, of eourse, take more from
large than froinv small income (or consumption  or
landownership or wealth). Total taxes here average
about __of personal income. A set of taxes that
average such burden would take_________ from the
‘family with NT$30,000 income and NT$ _from the
one with NT$90,000 (three times as -much). = But if

the goal is graduated (progresswe) burdens, other
questmps must be answered. -For example: --What
basis is there for deciding how much more in taxes
it is fair to demand from the famlly with an income
' oik NT$40,000 than from the almost similarly situated
family with NT$38,000, or the very differently
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situated family with NT$70,000 or NT$90,000? Two
persons who firmly favor the--principle of pro-
gression as a device for getting fairness may dis-
agree strongly on the desirability of any partiéular
set of tax rates. If rate progression becomes very
steep, it béyond some point will probably be unfair
by most standards. But when? The answer is not
clear.

Another problem arises when more than one
basis for graduation is considered. Both concump-
fi'on and the ownership of wealth can serve. Yet if
income is the major basis, fitting one of the others
into it will be difficult. If the personal income tax
appli.es progressive rates (6% to 60%) to income
from land, is there need in fairness to try to tax
the land also on a progressive basis according to
gross amount owned in a city? In Taiwan as in the
U.S., the personal income tax seems to be much
the most logical basis for differentiating burdens
so that some people will pay more than ' others
relative to their economic position.

Since most wealth yields income, and since
most income (but not all) is used for consumption,
 taxes on income and on expenditure in a sense also
apply indirectly to wealth. Taxes on proerty are

indirectly burdens on income. There are, however,
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‘many cases in which relations are not close. Some
property, for example, yields higher income than do
other assets with apparently equal market price.
Some income is saved, and thus in the year it is
received will not be reached by a tax on consumption.

(7) Unequal taxation people who by general
agreement oﬁght to be taxed unequally can neverthe-
less produce injustice or unfairness beéause the

actual amount of inequality of tax may exceed--or.

fall short of--what will ‘Widely be believed to be
fair. The legislative process may for some reason,
however, fail to correct matters. Some taxes are
likely to be generally proportionate and some to
have regressive portions. Since for many purposes

the total for the system as a whole deserves atten—~

tion, .taking account of all elements should be at-
tempted.

In every economy I know about, information about
the actual burdens, leaves much to be desired. But
two facts are clear: (a) In Taiwan, the inequality in

the taxation of income from additional effort ranges

from O to 60%. The persons making the effort do
have different economic positions. But do such
differences justify such great variation in tax? One
man works more and keeps it all. The other must

turn over to government 60 cents of each additional
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dollar. (b) Mr. A may pay 20% of land value incre—
ment in tax while Mr. B pays 80%; both may have the
same total income, including their increments. OrA
may have larger total income than B.

(8) In one basic sense justice means giving each

man his "due". Here as in the U.S.,I would assume
that the forces of the market place provide payments
of income which for the most part, are probably
worth to others about as much as the services pro-
vided. This conclusion will be questioned. ‘The
Size of the exceptions will depend quite a bit uponr
the degree of competition. Overall, government here
takes—-and provides services equal to about-—-__%
of total income. If some people produce much more
than others, for whatever reason, is it Just that
they contribute at least pr0port10nate1y more toward
the common expenses of government? Presumably','
yes. But does such a _]ustlflcatlon for taklng‘ ‘more
dollars from some people than from others also give
a basis for dec1d1ng that it is fair to take progres—
sively more dollars. Perhap=é so. Views will differ.
But there are no grounds known to me to judge how.
much any such "p011t10a11y orlented justice" (tax
dﬁferenﬂatmn) can properly offset the "economic
just.ljzce"( of the market"eclbnomy. oL | |

~"When some people who are not really poor pay
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much less than do others of about the same economic
position, injustice exists, but may not be seen. The .
"fair share" would seem to be around the general
average, except as special considerations carry
weight, such as the exemption of a minimum amount
for living from income tax.

A stricking exception arises when land values:
go up because of general forces in the ~ economy.

The unearned increment can be large. Here is one

convincing reason for imposing heavy taxes which
can be justified on grounds . of fairness. People-
whose economic position improves because of gener-
al developments in the economy, not as a result of
their own effort, can, by reasonable standards of
fairness, be taxed relatively heavily.

(9) The attempt to make large discriminations in

ta.” Tates and tax burdens gives rise to problems of

TP 4.1 pli . re
adminjsty. 20 on and compliance. Whe the search
W

ity le ds. ot on.l to high t3x rates -
for verticai equ. » oo s T M gh tax rates

but also to bigr Qifferences in rates, efforts at legal

avoidance (and ille"”’@‘}“ eva:sion) take on high signifi-
cance. Present lang § Talue and 1ang incr, ﬁment taxes
have scales of rates wy, “h enoUgh dlfferen o8, 1

should think, to Create Strong |
tax,

A
g
res 8 ures of eg capu

g

10 |
(10) Some advocates of tax progreb “sion Support
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it because of a belief that reducing economic inequal

ity is socially desirable. Slightly different', the:
goal may be to prevent the grdwth of inequality..
- Fairness may be somewhat pushed aside for impre— ‘
cise, but influential, "social" reasons. (But the

person citing "social" goals will probably feel that

they also involve fairness. .)

The issues involving economlc inequality are
complex. A personal income tax w1th effective gra-
duated rates exerts such effects. In some countries
another device for reducing the tendency for wealth:

to build on itselfgfrom one generation to the next will

be taxes on tran‘s ers at death. In Taiwam inheri-
tance taxes are hot of liaxge revenue importamce;
partly, I am-told, becausse there is no gift ta.x;.,\ The
LVIT to the extent that iit becomes due (as land is
sold) reduces private wealth. The LVT will induce
| the dispersion of ownership of land in a locality; but
total wealth of family is not changed by a sale of land
(without a LVIT), because the funds received will be
available far purchase of other wealth. |
Incentives to work and save and to exert initia-
tive will be affected by taxes high enough to do much
towarﬂ reducing large 'holdings of ‘wealth. And the
real choice becomes, in part, one of "a bigger pie

to share" versus "more equal pieces of smallez
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pie." In view of the needs for capitai all over .the
world, the "equalizing" arguments should be recog-
nized as cbnfli_cting in some respects with goals for
economic developmeht. But we do not have a secure
basis for judging the size of this conflict.

"Social leveling" and equalitarian influences on
tax policy have been pervalent in Great Britain and
at times elsewhere, as in the United States in the
1930's. ' '

Regressivity

Much of the true merit of discufions about tax
regréSsiVity and progressivity re:;?;l involves con—
cern for the well-being of the lowest income groups.
‘Compa:r'jed with either down i\the prosperious  and
successful or the search for %ome objective measure
of fairness, a better reason fér‘. making tax burdens
unequal lies in consideration’ ﬁo‘r those with . very
little economic power (income ory.\i;"‘Wealth). This guide
does not rest on thoughts about\.\ffairne.s‘s, which is
so hard to define. Meréy and ébmpa’ssion provide
the basis. '

Whatever one may think about tax discriminations
against those with high incomes or high consumption

or large wealth-~the almost vindict:ve attitude. on

which some people (in America and Europe at least
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--I do not know about China) base arguments for
graduation of tax rates--we can endorse the aspect
of tax progression that avoids putting mucﬁ tax bur-
den on those at the bottom of the income scale. Not
everyone of "low" income can be spared some cost
of government if the total outlays are to be as high
as is now expected. But the very lowest income
families can be freed from more than inevitable bur-
dens. v ‘ V
Humanitarian considerations alone cah be highly
persuasive in any discussion of keeping down taxes
on the lowest income groups. . An improvement in the
“ conditions of those in ;eal need is a mark of genuine
social prdgress. Governments make it explicitiy a
goal of policy. One method of moving toward this
objective is a lowering, absolutely. or. relatively, of
taxes on those in greatest need—;or not raising their
taxes asbgovernment spending goes up. Government
policy through taxation will try to avoid making con-
ditions worse for those in greatest need. Govern-
ment should not accentuéte serious poverty through
taxes (with due allowanée, of course, for the effects
of government. Spending in benefiting those at the
bottom of the economic Scale). »
An income tax with a personal exemption can

accomplish much of this end. The tax can do so with
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a flat rate (or even with regressive rates on income
above thé starting level). The personal exemption
is the crucial element. Consumption taxes can also
be devised to avoid accentuating the needs of those
in poverty. Most important for present purposes, a
tax on land values will not in fact make conditions
worse for the user, over the long run and certé,inly
not for one who is not prosperous enough to own
land. - | - ,

To repeat: Concern for those in greatest need
can provide a guide for the humance, and rational,
discrimination in sharing the cost of government.
The preferential low rate of LVT for homeowners
may perhaps be defended on some such-feeling. But
we can note that it does not benefit the lowest in-
come groups, who rarely own the house they live
in. Moreover, it extends benéfits. to homeowners
whose economic positioh may be very much above
avérage.

Very high rates of tax-—_cerfainly ‘any over 50
percent--will substantially influence the way land-
owners act. A tax rate of 60% or 80% is simply so
great that it, not true economic soundness, is likely
to determine decisions. Buying and selling will be

discouraged. Tax that might be paid at a lower rate

does not become due because owners do not engage
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in taxable transactions. Mdreover, in a real sense
the amount of land made available for best uses will
be less than if tax did not reduce the marketabﬂi-ty
of land. |

The incentives to m:anipulatev land transactions
will .be distorted. Artificial factors will ovérwhelin,

those of basic economic merit. The market in land
will be made less effective. It will be less active,

less competitive, less efficient in allocating that
vitally important resource, urban land. ‘, "Excess
burden" to the society results. And, as noted
earlier, probably there is net revenue loss to the
government as compar‘éd with the conditioﬁs of a
lower rate.

My tentative first choice if this form of tax is .

retained would be a flat rate of about 40%. Next,
and almost as desirable would be a two-step scale
of 30% and 40% or 40% and 50% (A differenpe of 1VO
per centage points is 1argé enough to mavke a distinc-
tion but not so large as. to open up inducements
for manipulating affairs tb anythinglike the present.)
For the long-run, as noted earlier, infegratioh with
the capital gains portion of the personal income tax
would be desirable.

At present, I was told, some transactions which

would be mutually beneficial for both buyér and
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seller--and presumably for the economy--cannot be
concluded because one party will not agree to mis-
representation which the other insists upon to save
tax. There results an inequity aga'in;st the scru-
pulous and those who for some reason ( government
agencies) cannot use methods which others are will-
ing to adopt.

A government seeking a temporary boost in
revenue could give rate reductions for sales in a
yeaf or other limited time.

It is unwise as a matter of general tax policy to
leave the determination of a large amouﬁt of tax to
the taxpayer and fo actions under his control. On
some aspects no alternative may in fact exist.  For
example, "realization" for capital gains taxation
depénds upon the taXpayer,hisk'sale. For this.reason
the necessity of leaving a crucial action to the
co‘ntrol of the taxpayer, the amount of tax to hinge
on his decisioh cannot be so large as if he had no
choice. Inequity among téxpayers can be substantial.
(Under LVT all pay each year. Under LVIT only
those involved in a sale, etc., pay. A few land-
owners pay a lot while most pay nothing.)

Since in fact determining the "sale" or current
element of the tax base is essentially. A~ figure

(announced current value), part of the tax might be
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put on an annual basis. Any property owner with an |
increment above some figure--perhaps ab“percentag‘.‘e.
of 30% of his base—-would pay 2% a year. The total
of paymenis,perhaps with interest, could be credited\n
against the tax due at time of sale. Revenue would
be moré regular. The incentive to delay sale would
be less. Owner would be treated more-equally year
by year. ‘

A study of methods of legal avoidance and illegal
evasion would provide more concrete indications of
‘measures which are needed to make the tax more
effective. -

 Greater opportunity might be offered for tax;free

‘(or low-tax) exchange of property. (Discuss if time
permits.)

The shifting and incidence of this tax would
warrant analysis. Time limits have not permitted
me to try to trace through the steps ‘of the various

subilitiés of shifting of this tax.

Land Prices Can Fall

The longer-run trend of land prices in general
. will presumably be upward. Everything in ex-
perience and logic seems to support the conclusion

which is widely held (and support it even for periods

when there is no rise in the general price level, no
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inflation). Mo one, however, owns "land" in general
but rather ‘specif.ic plots of land. Taiwan includes
naany parcels‘ of land of widely varying nature.
Some may fall in price.

(1) If today a considerable speculative element
remains in some land prices, this portion (or part
of it) may' be squeezed out by one or more 4fc_)rce.
(Although "speculation" is difficult to define, I refer
to an element of price which cannot be -supported'by
the income which would be paid for its use in a free
market.) Such results would be hailed as desirable
by many Chinese. A psychological charge may occur
affecting perhaps only some types of property such
as old centers of cities. Inflationary expectations
(of 1and) may drop. The effect on some land prices
might be significant. The demand for the land could
be reduced and the supply vincreased by a chénge in
the psychology of land price expectations.

(2) Some land in the normal course -of events
will become less desirable as portions of older
localities stagnate and as changes are made in
streets and other featureé. Prices of such plots
may then go down, perhaps for many years they will
stay below an earlier level. Even though most land
prices are rising as an element of normal economic

development, exceptions are to be expected as com-~
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munities charge their charactor.

A related point can be added.! The "normal" rate
of long-run rise of land pricesi n Taiwan will pro-
bably be less than may now be | rather widely ex-
pected. Obviously,l have scarc(zly any qua,lificétions
for judging the expectations of ]landowners here. But
 the rapid increases of recent |years may | have en-
couraged beliefs that some sucd h (rates of) increases
can be continned. For impox-tant parts of the - land
area the past may already have discounted in present
land prices rnuch of the real growth iof the next few
" years. If s'o, the room for price increases of such
land is li-r'niLted even though the general economy does
very well.,

Two p oints follow from whatever validity there
is in the /conclusions above. (1) Budget plans should
take care to be realistic in eStimating LViT re-
venues. (2) Additional importance attaches to keep-
ing valuations up to date. Owners paying LvVT
should :get the proper allowance for any land prices
declines which occur. Elementary fairness calls. for
such actions. |

Of course, present land prices include large
amounts of increment which have not yet been taxed.
There is a tax base of such increments . which are-

yet to be taxed as the property is sold.
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Appendix D

The Shifting and Incidence

((Some of this material is kadapted from my -
American Public Fin%"ncg, 8th ed.))

Judgment about arﬁy one tax - or a tax  system
should rest upon know‘l\edge of who really beé,rs the
burden. Individuals apd businesses V\(ill naturally
try to shift a tax to others. They will also resist
the efforts of others to shift tax burdexn to them.
Generally, tax shifting is ‘possible only|through a
business relationship, ordinarily when h:.a sale is
made. \

The possibﬂitiesvof' shifting tax diffeﬁ\‘ greatly
from éase to case. Final results are not"j by any
means those the ordinary person might expe\;t. Eco-
nomic analysis of property taxat1on prov1de consi-
derable help in understandmg the processes and
final results. . The general reasomng is sumnparlzed
here. But it needs more modification for the: Talwan
situation than I have been_ able to give. (1) The fact
that both LVT and LVIThave progressive rates does
require modification of reasoning which rests upon a

uniform tax rate. (2) An LVIT is not payable unless
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the owner sells theland. He has considerable con-
trol over the amount he will pay because he has
choice about whether or not to sell a piece of land.
(3) Methods of esca:pe from the higher rates of tax
will influence actual results. I am not able to take
these results into account in a general analysis.
-Durable properties and property rights—-land,
buildings, machinery, furniture, mortgages, and
corporate and municipal securities--may be taxed
periodically, most probably on an annual basis, as
by LVT and house tax (in contrast to taxes on trans-
fer, as by LVIT and deeds tax). Such an annual tax
cannot, of course,be paid in kind out of the property -
itseif . For a rural tax, payment may be made in
kind out of the produce. If the property produces a
" periodic mbnetarjr income such as rent or interest,
or contributes to the earning of business profit, the
tax may be paid out of this income. If the property
yields its services directly to the owner without his
receiving the_m’in monetary form, as does an owner-
occupied house or an auto maintained for pleasure
driving, the tax must be paid out of the owner's
other ihcoﬁle. 7
Possibilities of shifting a periodic tax ondurable
properties differ, depending upon: (1) whether the

tax applies to all prOpebrties or is limited to a speci-
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fic type, (2) whether the taxed property is held for
personal use or is employed in some business con-
nection, and (3) whether the property is reproducible
or nonreproducible. ‘ k
An owner has no way to shift an annual tax im-
posed on property commonly held for personal use-
-chiefly, owner-occupied dwelling houses. His
personal ownership and use will involve no business
relationship that can enable him to shift the forward

or backward to SOrrieone else.
- Even when the taxed property is rented to a

tenant, the owner probaly cannot immediately shift a

tax increase by raising the rental charge. Some
leases, however, do haveescalator claus esiin which
the tenant agrees in advance to pay all or part of
any tax increase. 'BaSica.l.ly, however, the rental
charge, like any other price, is established by the
interaction of demand for, and supply of, such pro-
perties. Neither the demand nor the supply is im-
mediately affected by the change in tax. Hence, the

tax cannot affect the rental charge--unless, of

course, the pretax rent was less than the maximum
the landlord could have obtained; the tax may then
prompt him to take fuller advarita_ge of his position.

What happens as there is time to adjust?  In

tracing the long-term effect of annual taxes on
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rented properties, we must distinguish between
reproducible and ﬁohreproducible properties. In-
cluded under the heading "reproducible" are build-
ings, machines, and other items which can be re-
placed by identical or similar properties created
by human effort.y Natural resources, patent rights,
and historic buildings are examples of nonreprodu—

cible properties.

_1__/ In economic treatises, land is generally con-
sidered nonreproducible, buf this is not strictly
true. Farming land comparable with existing
parcels can often be produced at the expense of
cutting timber,draining swamps, levelling hillsides,
irrigating arid regions, and applying fertilizer.
Bu-ilding sites comparable with' existing percels can
often be created by cutting down hills, grading - or -
filling uneven lots, and constructing streets _and
transit facilities. The distinction between land and
reproducible capital properties is therefore rela-
tive rather than absolute. This consideration must
be borne in mind as an important qualification of the
conclusions developed here. This caution is also
important when-the argument is extended to other
natural resources. Exploration itself can be costly

and risky but yield results.
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Let us assume a fixed supply of land su1tab1e for
given uses. A periodic tax on these properties
reduces the net income (rents) derived from - them.
| (Gross rent 1,000, tax 100, net 900. Tax increases
to 125; nothing about the tax increase makes = the.

user able and willing to pay more rent, so the gross

-remains at 1,000. The net becomes 875.) Hence, as
we shall see, the tax increase reduces the capita-
lized value of the land. But, no matter how long the
tax lasts, it cannot alter supply nor-affect demand.g/

Barring unusual contractual relationships, the long-

term and the immediate effects of the tax remain the
same--the tax is not shiftea. }/

Or, more briefly, the nonshiftability of a tax on
rented land can be argued on the basis 'of the

"economic surplus" doctrine. The value of a parcel

of land is nbrmally a capitalization of its expected

net yield (rental). As tax on theland, therefore, is
equivalent to a tax on the yield rent. Pure rent is
an "economic surplus" (as defined strictly as a pay-
ment which is not needed to bring a resource into
existence and make it avilable for production). A
tax on economic surplus cannot be shifted. Hence, a
tax on land cannot be sh-ifﬁed by the owner to the
user.

But if a durable property subject to renting is
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reproducible--office space or an apartment, for

house tax, will eventually affect the quantity

provided. Because the net return from the property

is reduced by the amount of the tax, such a buildin-g

‘becomes less profitablé than properties not. subject

g_/ If the higher taxes are used for better govern-

mental - services, the community will be . more
attractive than otherw1se. Users of land may
be willing and able to pay more rent. Busine'ss-—
es, for example, may be able to earn more
from better sales or lower costs.

If the theory of rents, instead of the theory of
supply and demand, is used as a first premise,
the same conclusion can be reached with respect
to a tax on rented land. The rent chargeable
for any parcel of land is determined by the
excess of its productivity over marginal land.
Because the value of land, speculative variations
aside,is the capitalization of its expected annual
net rental\, any truly marginal land has no value
to be subjected to taxation. If the owners of
better than marginal land attempt to add their
taxes to the rental charges, the resulting gross
rentals sought would exceed the differential
productivity of the plots over marginal land.
Tenants would desert the otherwise better (sup-

' ramarginal) properties for marginal land. To

win them back,the landlords must reduce retals,
absorking the tax themselves—-perhaps giving
up ownership. '
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to similar taxation. - _ The flows.of new investment
capital will then reflect the impairment of expected
netvreturn.i/ New funds will tend to avoid the taxed
property and seek other, more remunerative place-
ment. Old properties wear out and are not re‘piaced.
Or if demand for the properties in questionl is grow-
ing, fewer new ones are produced to meet the
rising demand. Under the circumstances, bids for
‘the properties must rise--prospective tenants must
ejentually offer higher rentals; The increésed
rentals will come to cover the tax, and the net after—
tax income derivedv from the taxed buildings repre-
sents a rate of return equal to that yielded by other
investments not subject to this . tax. Thoughk the
highei“ rental, the tax on structures hbavs finally been
shifted by landlords to tenants. | o

Time needed'for shifting depends upon five fac-
tors in at':_ldiytion to the inevitable frictions of the
market place: (1) the average‘life of the propeties

involved; (2) whether the current supply was all

é_t_/ In the U.S. the differences in tax rates among
localities will be taken into account. In Taiwan
this result is not to be expected because of the
general uniformity of rate. But the absence of
a tax on machinery equal to the tax on buildings
may tend to produce some slight adjustment.

- 124 -



newly created or whether there was an apprecia.ble

number on the point of disappearing from the market;

(3) whether demand for the properties is markedly

inelastic or relatively elastic, (4) wheiher demand

is decreasing, static, or increasing; and (5) whether

some of the tax may for a time be shifted backward

to Specialized labor and capital equipment. Depend-

ing upon the combination of these factors, the

" process of shifting properfy taxes on buildings from

landlords to tenants may take a relatively long or

short interval. In a rapidly growing community, a

few house tax might be shifted to occupants W1th1n a

year or so. In a community which had achieved fu11

growth and has a good supply of rather new houses ,
a tax incfease on buildings might not become fully
embodied in rents for severai yeais .

When reproducible property subject to periodic
tax is used for business purposes, the tax on build-
ings (not land) will be incorporated into the prices
of articles or services produced through the use of
a taxed property. The tax is a cost which must be
covered if the company's productive capacity is to
be p.reserved. Marginal plant, which will not
support higher costs, will be abandonéd or not re-
placed. Inyestment_will tend to shift to. activities

with better after-tax prospects. - Prices of com-
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'mogflities or services produced by use of the taxed
prbperty will rise because of the resulting reduction
of output. Although "business" may write the tax
checks to the government, the consumers of the
firms' products eventually shoulder the burden. The
full effects on consumer prices of such a tax, how-
ever, will not be felt immediately because the.ad-
justment of productive capacity takes time.
When analysis of the shifting of such a property
- tax is pushed further, it reveals that the resulting
flow of some capital to untaxed uses will reduqe_ the
yields available in such uses. The owners of invest-
~ ments in suc'il lines will find yields per dollar de-
clining. Thus, the tax 6n reproducible capital
. becomes to some extént a more generalized levy on
‘all returns to new capital investment through the
economy. So many factors, however, also affect the |
supply and demand for capital--and therefore the
yields—-that the net influence of property taxatioﬁ

will not be fully identifiable.

Capitalization
A parcel of land or other durableproperty yields
a stream of services to an owner who employs it for

his personal wants or a sequence of rent receipts to

a landlord who leases it to a tenant. Partly off-
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settlng these recelpts are costs of repairs and al—
lowance for depre01at10n or obsolescence Through
the process known as cap1ta11zat10n the remammg/
net service or rental values (a.s expected over the
future) determine the cap1ta1 value of the property 5/

At any time, the value of a p1ece of land or a
durable property is the sum of this year's net ser—"
vice or rent receipts plus next year's expected net'

rece1pts d1scounted at the current rate of return on
capital to allow for postponement and so on, to the

po1nt Where the discount for postponement balances

‘the value of a year's net ‘service or rents. The
formula for determining the capital value of an asset
» with perpetual life is

‘ Ny Expected permanent annual net income
Price =

' Rate of interest

2/ No single word--returns, benefits, income, ser-
vices, and receipts~--quite covers every element
which should be'taken into account. Benefit may
‘be best. Often a significant element in the case
of land is the hope for a rise in price. A spe-
culative element can exert great influence on
-pro_perty values. And wide differences in views
about the future of a region, atrea, plot, indus-
try, or other element can affect what' men will
offer for land other properties.
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A piece of land expected to brlng, net, $1,000 a
'\yea:r permanently will, if the going ‘rate of 1nterest
in the market 10 per cent, have a capital value of
$10,000. In other words, $10,000 is the amount
Wh1ch if 1nvested under cond1t10ns prev111ng at the

time will produce a net y1e1d as much as the 1and It

the appropriate 1nterest rate is 8 per cent, the
| present cepital worth is $12,500.  To repeat, the
value of a durable property is the capitalization of
its expected annual net yield at the current rate of
return on capltal (the rate being one whlch allows
"appropriately" for risk, 1nclud1ng speculative
. prospects. ) )

Whenever, or for such time as a tax on a durable
property cannot be shifted, it obviously diminishes
the net \.ralue of the flow of rents or other benefits.
And the capitalized velue of these annual net ser-
vices or rents——'or, in other words, the capital value
of the property in question--is proportionately
reduced. In other ~ words, to the extent thata
pe'riodic tax on land end other durable properties is
not shifted (usually to consumers), it is capitalized A
as a reduction in the present value of the land and
proper’ties.g/ )

Tax capitalization is permanent in ttte case of

properties held persohajlly and also for land. In the
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case of buildings and other reproducible properties,
where the impossibility of shifting the tax is only
temporary, the tax capitalization diminishes over
time as the flows of new cépital funds permit a shift-
ing of the tax to users or customers.

" When a property :subjected to a nonshiftable  tax
is sold, the purchaser naturally takes the tax into
consideration in the price he offers. In calculating
the expacted,@ value of the services or rents of
the property, his offer will be lower by the ‘ca‘pita—
lized amount of the tax. Thus, the pﬁrchaser "buys ,, 

himself free." The capitalized future burdens of

_6_/ A government subsidy to the owner or user of
’ land, such as is paid to some U.S.farmers, has
the opposite effect. To the extent that it is -
believed to be permanent, it will be reflected in:
a’high.er price of the ldnd. The owner of the
land when the subsidy becomes effective gets
the capitalized value. Further operators re-
ceive no benefit from the annual subsidy because - -
operators receive no benefit from the annual
Subsidy because they must pay more to get the
use of the land. This result accounts for some
of the frustration and failure of U.S. aids to
to farmers. As time passes, less and less of
the annual benefits paid really help the farm
operator; but to remove them would hurt him
because he would generally still need to carry
the costs of land prices which were based on
the expectation that the subsidy would continue.’
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the tax fall upon the owner at the time the tax was
imposed. This fact provides a reason for moderation
in raising Taiwan's LVT except as other forces are
raising land prices. If the 1end tax could rise in
line with conditions producing higher land v‘pvrices ,
the government would in effect capture the values.
(No one should expect to be able to bring about any
exact metchlng of hlgher LVT and capitalization with
forces in the land market .) No "unearned 1ncrement "
would resuylt for owners. The increasing amounts’
paid by users would go to government. '
Where tax rates are not uniform on all property— _
-as in Taiwan where LVT rates range from 0.7% t
7% the results cannot be predicted so easily. The
smaller the area imposing a tax whlch is d]i‘ferent
from the taxes of others, the greater are the chances
of capitalization. The reason is that 1nvestors ‘can
more easily take account of alternatires whieh are
available in other jurisdictions. If one county were
to impose a land tax of 3.0% when all the rest of the
Island had a 1.5% rate, the prices of land in the
first county would drop (ignoring the effects of
absentee tax in discouraging inter—community flow of
capital for investment in land. If the whole Island
were to raise the rate from 1% to 3%, more time

would be required for full capitalization; but numer-
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ous factors in the markets fof capital (interest
rates) and land would exert influence.

Differences in the benefits of governmental
services paid for by any differences in local taxes
would have to be considered. The results of the
spending might largely offset the higher taxes.

One highly irhportant result is that most of the
land value tax today is no true burden on the present

owner or user. When he agreed on the terms of
purchase, the price he paid took account of the then
existing tax. Having "bought himself free of the
burden, " he then pajs the annual tax without really
suffering, compared with what he would have paid
for the property if the tax had not existed or had

been lower at time of purchase.
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Major Conclusions of Land Tax Study
August 24, 1971

Professor C. Lowell Harriss

1. If more revenue is needed for (1oca1) govérnment
Spendmg, land values have the economic ability
to provide substantial addltllons over .the longer
run. | '

The economic merits of land value taxation are
stronér, beyond the reasons which support " (high)
taxes -on inérements .

2. The annual land value tax could be developed
into a moré important revenue source.

a. Progressive rates of this tax do not seem to

me desirable except for a preferential rate
(now 0.7%) for homeowners ( " acceptable "
more on purely economic grounds) and per-
haps those for 1ndustry and greenbelt.

(i) The incentive to fragmentatlon of urban

holdings is unde51rab1e.
(ii) The tax burden results of this progres-
sion bear no relation to rational bases

" for tax progression.
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b. A flat rate of about 2% would now yield the

same total revenue. Gradually, a move to
higher general rates would be possible to

meet revenue needs. Consideration might be
given to allowing each local government to

adjust its rate somewhat.

c. The'valuations used should be as near the
current market prices as pos;ible (with the
alternative of 80%). |

d. Keep the land tax separéfe from that on
buildings. \

e. Try to aveid complexities; encourage éimpli-
fication.

(i) I progressive rates are not abandoned,
~some revision of the "progressive" start-
ing value system is desirable.

(ii) The penaity on vacant land seems more
likely to have bad than good results. /

(iii) The penalty on absentee owners also
appears undesirable.

(iv) To control land use for various specific

. goals, tax provisions cannot possibly do
| the job of direct regulations.
‘3 . The land value increment tax
a. Should apply over as large an ared as

possible. .
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b. The present range of rates--20% to 80%--
Should be replaced by (i) a flat rate, perha;;s
40%, or (ii) a two-rate schedule starting
around 30% and not reaching over 50%.

c. Eventually, this tax should prpbably be
blended into general capital gains features of
the perSoﬁ'al inconie tax.

Valuations are crucial. I would strongly urge

that valuations be kept up-to-date by continuing

revision. Frequent adjustments even on an ap-
proximate basis, are better than the use of ob-
solete figures. ‘ '

A tax on property transfers as ‘high as T %—-

deeds tax--must interfere harmfully with the real

estate market. Rate reduction is desirable, with
revenue presumably to be made up by a higher

raté of land value tax.
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