THE TAXATION OF LAND VALUE

CHAPTER I
THE TAX ON LAND VALUE

§ 1. Ter problems of tapping new sources of public
revenue and of improving the present systems of taxation
tend to grow more and more vital. The reason is patent.
Public expenditures are increasing enormously because of
the socializing tendencies of the government. Especially
in urban communities where the social welfare spirit has
taken root, the disbursements for public utilities, for cul-
tural and recreational facilities, as well as for public safety
and sanitation, claim a greater percentage of the budg-
etary requirements from year to year. When we inquire
what constitute the taxable sources to meet the growing
budgets in most American cities, we find some form of the
property tax, supplemented by the franchise, corporation,
business, or similar taxes. But since, for purposes of taxa-
tion, personal property is as elusive as the will-of-the-wisp,
the burden falls mainly on real property.! And under the
present defective system of valuation and assessment, this
- burden, it will be agreed, is most unequally distributed.
Under these circumstances the discussion of the tax on
land value, which has been proposed as a substitute, or as
supplementary to the property and other taxes, is oppor-
tune.

1 In most American cities from seventy per cent to about ninety-five
per cent of the general property tax is derived from real estate, accord-
ing to an estimate made from Table 34 of the Special Report of the Bu-
reau of the Census. Financial Statistics of Cities Having a Population of
over 30,000, 1909. For example in Brooklyn, New York, more than
ninety-eight per cent of the taxes was in 1895 derived from this source.’
Cf. Seligman, Essays tn Tazation (1918), p. 25.
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the gradual reduction of the tax on buildings in the sec-
ond-class cities of Pennsylvania. This, however, is an
example of only partial taxation on land value. The study
of the subject makes evident the existence of the system:
(1) in Australasia, in the tax on the unimproved value of
the land and the exemptions of improvements; (2) in West-
ern Canada, in the municipalities where improvements
have in recent years been wholly or in part exempted from
taxation; (3) in Germany, in the shape of the value-incre-
ment tax; (4) in Kiao-chau, where besides a value-incre-
ment tax of thirty-three and a third per cent, a six per cent
tax is levied annually on the value of the site; and (5) in
England, in the form of the land-value duties comprising
the increment, reversion, the undeveloped land, and the
mineral rights duties. The protean character of the tax
is thus evident.

The discriminatory feature of the tax raises the ques-
tion of its ravson d’éire, the analysis of which is as essential
to the understanding of the system as the mode of levy it-
self. If we analyze the criticism and speculation which
the introduction of the above taxes has evoked, we find
misapprehensicn and confusion of thought. By some, for
example, the English Lords,! it is regarded as an attack
upon private property rights; by others, such as Adolph -
Wagner and the “Kathedersozialisten,” * as a protest
against the accumulation of wealth, especially of the “un-
earned increment,” in the hands of a few; by others,
Adickes,® for example, as a tax on special benefit, or a
special assessment; by still others, including the general

1 See Parliamentary Debates of Commons and Lords (1909-10). Also
cf. infra, chapter v, §§ 1, 5.

? Many American professors of economics so regard the tax, e.g.,
H. J. Davenport. See “Extent and the Significance of the Unearned
Increment,” in Bulletin of the Am. Ee. Assoc. (1911), ser. 4, vol. 1, pp.

22 f.
f 3 {Iayor of Frankfurt a. M. Like many German officials, he approved

of the “ Wertzuwachssteuer” because of its expediency. Cf. infra, chap-
ter 1v, § 9.
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system from the standpoint of taxation is contained in
the following principles: first, all land, whether utilized or
undeveloped, whether yielding a rental at the time or not,
shall be taxed at its full value, which shall be ascertained
by expert assessors according to a scientific system of valu-
ation; secondly, in accordance with the theory of the tax,
all improvements and buildings shall be exempted from
taxation.! This is its essence; the actual methods will be-
come clearer after considering in the next section the vari-
ous forms of assessment and levy.

The rationale of the tax is fourfold, ethical, economic,
social and fiscal. P
(a) The ethical justification of the tax is founded on the
conception of the “unearned increment.” The réle played
by the doctrine of the “unearned increment” as funda-
mental in the taxation of land value is well known. The
term first employed by John Stuart Mill and based on the
Ricardian theory of rent has been perpetuated by the
Single Taxers. In recent years, however, when the phrase
is stretched by economists to include surpluses other than
those accruing from land, the term has assumed a different
meaning. Value increments accruing from the land are re-
garded as created through certain social forces? and,

1 It will be found that these requirements, namely expert valuation
and exemption of improvements, are implied, if not existent in all the
forms of the tax to be discussed. This is true of the value-increment duty
as well (see infra, § 5). Practically, however, whenever the rate of tax,
or the percentage of assessed value of the site exceeds that of the improve-
ments the principle of the tax on land value may be said to be in force.

? To the argument that the value of all wealth is dependent upon social
influences, and that value increment accrues from other forms of wealth
besides land because of social causes, and .not because of individual
effort, the reply is given that whereas competition prevents abnormal
profits falling to the capitalist and laborer, land is a monopoly by virtue
of which the value of the land, increasing with the population and indus-
trial development, accrues to the owner of the property right. All other
artificial monopolies, moreover, are said to have their root in this mo-
nopoly of natural resources. Cf., for example, The Public, September 12,
1918, pp. 868 f.
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mental in promoting the institution of the tax for imperial
or state purposes, they nevertheless do not appear to have
determined the raison d’éfre of the local systems. In the
new communities of Australasia and Canada, where the
value of the land tends to rise rapidly with the mflux of
immigrants, and where land constitutes the chief source
of wealth, the tax on the unimproved value of the land has
been found fiscally preferable to the tax on capital, which
is scarce and the accumulation of which it is desirable to
encourage. It will appear, indeed, that while the tax for
other than local purposes owes its origin chiefly to the
social, economic, and ethical considerations, the local taxes
on land value are predominantly fiscal in character.!

§ 4. Having defined and explained the rationale of the
tax on land value, it is necessary to point out the various
forms which the tax from the standpoint of administra-
tion has assumed: —

1. Direct levies:

(a) Proportional taxes;
(1) general;
(2) specific: undeveloped land, mineral rights,
timber land;
(b) Progressive taxes;
2. Indirect levies:
(a) Proportional;
(1) value-increment duty (England);
(2) reversion duty;
(b) Progressive;
value-increment duty (Germany).
Direct 2 taxes are periodically recurrent, that is, collected

1 A possible exception is the German municipal  Wertzuwachssteuer”
whose origin is discussed infra, chapter 1v.

2 The words “direct” and “indirect” as applied to taxes are here em-
ployed in a different sense from the customary one based on the incidence
of the tax, the tax being direct if levied immediately on the ultimate
bearer of the charge, and indirect if shifted by the immediate payer to
the consumer, as in the case of commodities. For authority for the other
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one hundred per cent higher than that on improved land;!
or unimproved land may be assessed at a value twenty-five
per cent higher than its selling price; 2 or a rebate from part
of the tax may be allowed the owner of improved land.?

Distinguished from the direct taxes are those collectible
on certain occasions of transfer of property. As in the case
of the direct taxes, the two types, namely, the propor-
tional 4 and the progressive,® occur also as indirect levies. In
the case of the duty on value increment, i.e., the difference
between the value of the land on the occasion of levy and
its value on a previous occasion, the tax is collectible, as
already stated, at the time of a transfer of property, either
by sale, lease, or at death.® The occasion for the collection
of reversion duty 7 is at the termination of a lease, when
the property reverts to the owner. In all other respects
the reversion duty is a value-increment duty. As the na-
ture of the assessment for computing the tax is complex
and unique, an attempt will be made in the following sec-
tion to describe and illustrate the system of taxing the
value increment.

§ 5. The progressive tax on value increment, the
“Wertzuwachssteuer,” is essentially of German origin. In
common with the other forms of the tax, it aims to appro-
priate a portion of the surplus or differential value of the
land in behalf of the community; in the method of proce-
dure, however, it is different from the direct levies. First,
the direct tax collects its share of the value in annual in-
stallments; the tax on value increment collects a lump sum

1 In the German municipalities.
i 3 The super-assessment tax in Canada.
i * The Western Australian State tax. ¢ In Xiao-chau and England.
& In Germany for both imperial and local purposes.

¢ There is only one more occasion for the levy of value-increment
duty. That is the arbitrary occasion created, as we shall see, in the Eng-
lish Act for taxing corporations, namely, in 1914, and every subsequent
fifteenth year. See infra, chapter v.

7 Characteristically English, for it is in England that the leasing sys-
tem is most prevalent.
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marks.! In case of a depreciation in price, of course no
tax is levied. Thus, if the price of the lot in 1910 had re-
mained 15,000 marks or had fallen below this amount no
increment duty would have been collectible. It is need-
less to repeat that, as in the other taxes on land value, the
value of the improvements and buildings would have been
deducted before the value increment was ascertained.

From this brief analysis it will be observed (1) how
different the modes of assessment are, and (2) how het-
erogeneous are the forms which the tax on land value
has assumed. It will further be observed that several
forms may coexist in the same community. The best illus-
tration of this protean tax is to be found in the English
system which comprises four separate duties on land. To
define further the distinctive character of this tax it will
be necessary to differentiate it from other land taxes.

§ 6. The pivotal distinction between the land-value tax
and the other land taxes lies in the theory of incidence. -
In accordance with this theory, the only tax on land which
cannot be shifted is one which falls on economic rent; such
a tax is that on land value.

Regardless of this theory of incidence, the earliest sys-
tem of land taxation made area the basis of valuation,
e.g., the scutage or danegeld. In such taxes the rent, or
income-bearing capacity of the land, is ignored. Survivals
of this crude system are to be met with even to-day.?
Later, product, or fertility, superseded area as the basis
of assessment, e.g., in the ‘““taille,” or tallage. Product,
however, theoretically represents wages, interest, profit,
as well as economic rent. Hence this form of the land tax

1 The system of assessment is more complicated because of & minimum
exemption, of the deductions and additions to the selling prices, ete. Cf.
tnfra, chapters 1v and v.

2 Even yet instances occur where area is made the basis of assess-
ment. In Greece, for example, land is taxed according to area. Cf. Bas-
table, Public Finance (1895), p. 406. Also in Alberta, Canada, land is
subject to a provincial tax based on area. Cf. State and Local Tazation,
Second Conference of the International Taz Association (1908), p. 299.
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given to the owners who for speculative purposes hold land
out of use.

(2) Largely because of the crude methods of assessment,
land under the realty tax is rarely assessed at its full market
value. Although this is a matter of common knowledge,
the following statistics showing the extent of under-
assessment are significant. Summarizing the data pre-
pared by S. Wolff ! from the Census Bureau Reports, real
property was assessed on an average in four of our states
at from fifteen to twenty-three per cent of its actual value,
in eight states at from thirty to forty per cent, in thirteen
states at from forty-one to fifty per cent, in seven states at
from fifty-two to sixty per cent, in five states at from
sixty-two to sixty-nine per cent, in seven states at from
seventy-five to ninety per cent. Only one county in the
entire United States (Suffolk County, Massachusetts) had
its real estate assessed at its full estimated value.

(8) With few exceptions,? no provision is made in this
country for the expert valuation of land, so that the surplus
or value increment, which increases rapidly in progressive
communities, for long periods remains untaxed.® It is
important to note that in view of this exemption of value
increment from taxation for long periods of time, the
burden of an increased rate of tax on realty is to some
extent compensated. In fact, granting the validity of the
principle of tax capitalization, whereby the capitalized
value of the tax is deducted from, or “absorbed” in, the
selling value of the land, under-assessment and inexpert
valuation reduce the burden of the tax to a minimum.4
For as a result of this “amortization,” the tax on realty
ceases to be a tax in the proper sense of the word.

1 First National Conference on State and Local Tazaiion (1907), p. 118,

2 Cf. infra, chapter vi1, § 12 f. 3 See quotation infra, p. 14.

¢ Infra, chapter vi1, § 5. It seems very probable that the possibility
of the amortization of the tax, added to the Anglo-Saxon respect for pri-

vate property rights, is responsible for the defective administration of the
realty tax in this country.
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years. In the case of unimproved property in many cases,
the assessment is about fifty-five to sixty per cent of the
market value.” ! In the interest of uniformity, the tax on
land value proposes to take account of all the fluctuations
in the value of the land.

§ 8. The association of the tax on land value with the
Single Tax is so prevalent and the consequences of this
association so serious that it is necessary to differentiate
between them. There is ground for the confusion of the
two. On the one hand, the opponents of the tax on land .
value have prejudiced the public against it by identifying
this tax with the Single Tax; on the other hand, the Single
Taxers exult in the introduction of the tax on land value,
regarding it as the vindication of their theories, and as the
entering wedge to the Single Tax.

No one will dispute the fact that fundamentally they
have something in common. Both, for example, stand for
an efficient, expert valuation system; both favor the ex-
emption of improvements from taxation; both insist upon
assessing and taxing land at its full value. Nevertheless,
as enacted to-day, the tax on land value bears no closer
relation to the Single Tax than does the recently enacted
parcels post system in the United States, for example, to
state socialism. England, for instance, with her value-
increment duties is no nearer the Single Tax régime than
is this country with her public utilities legislation near
collectivism.

1 First Conference on State and Local Tazation (1907), pp. 884-835.
Other authorities corroborate this estimate of undervaluation. Cf.
Papers Bearing on Land Tazes, etc. (Cd. 4750), pp. 95, 105.

Mr. Purdy, President of the Tax Commissioners of New York City,
nevertheless claims that the assessment in New York City represents the
full value of the land. There is abundant proof that, excellent as the
work of the commissioners is, their land-value assessment is not accu-
rately on the full value. (Cf. Cederstrom, Unjust Taration, passim.) For
example, to make the accrued rental, so long as the value of the site is
less than the combined value of the land and building, the basis of com-
putation of the selling value of the land is not to attain an accurate full
value assessment. See Seventh Conference on State and Local Tazation
(1913), p. 264.
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value of the land, to meet the growing budgets. Nor is
the difference between them one of degree, merely; the
doctrine of abolishing all taxes is as foreign to the princi-
ple of the tax on land value, as is the confiscatory feature
of the Single Tax.

Havmg thus attempted to ep1tomlze a complex system,
it is necessary to show to what extent it is prevalent.

§ 9. Mention has incidentally been made of the several
countries where the tax on land value is in operation. As
early as 1873 the Canadian province of British Columbia
enacted a wild-land tax, a duty on unimproved land. This
tax is in force to-day. New Zealand, the pioneer in social
reform legislation, in 1878 passed a measure taxing the
unimproved value of the land. But the act was repealed
in the following administration, and it was not until the
nineties that the system was reintroduced into New Zea-
land and instituted in Australia. Since then the tax has
gained a foothold in numerous Australasian municipali-
ties, in its several states, and, in 1910, was made part of the
federal revenue system of the Commonwealth of Australia.

An interesting experience with the tax on land value, in-
stituted in 1898, is furnished by Kiao-chau, the German
province in Asia. In Germany, the duty on value incre-
ment was first incorporated in the fiscal policies of numer-
ous municipalities, Frankfurt a. M. taking the lead in
1904. According to Adolph Damaschke,! 652 local gov-
ernments in Germany had by 1911 adopted the tax. The
“Reichszuwachssteuer,” the imperial tax, went into effect
April 1, 1911.

In England, by the enactment of the “Finance Act,
1910,” the new duties on land value became law. Turning
to Canada, besides the wild-land taxes, a number of local
authorities, notably Vancouver and Edmonton, have
recently revised their realty taxes, so that they not only
are taxes on land value, but constitute practically the sole

! “Geschichte der Nationalokonomie,” p. 549 (5th ed.).






