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ROBERT SCHALKENBACH FOUNDATION

To Promote the Economics of Henry George
41 East 72nd Street, New York, N.Y. 10021 212 - 988-1680

May 21, 1991

Dr. Mason Gaffney
PO Box 7998
Riverside, CA 92513-7998

Dear Mason,

At the Annual Meeting would you be kind enough
to give us a short report at the Tuesday morning meeting,
June 1llth, on your activities on the projected conferences
next fiscal year.

It has been suggested that those making reports
send in a written one to be distributed to the Directors
before the meeting so that they can be prepared with
comments and questions. I realize this may be difficult
to do but, if you can, please send it early enough so I
can distribute it to the Directors.

We are looking forward to seeing you at the meeting,
I am,

Sincerely,

Oscar B. Johannsen
Executive Director

. Liberty means Justice, and Justice is the natural law . . .

from Progress and Poverty by Henry George
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ROBERT SCHALKENBACH FOUNDATION ;

To Promote the Economics of Henry George

41 East 72nd Street, New York, N.Y. 10021 212 - 988-1680
May - 1991
MEMORAND UM
To: The Directors
From: Oscar B. Johannsen

Enclosed herewith are the following reports:

9-month Financial Report for the
period July 1, 1991 to March 31, 1992

Proposed budget for the fiscal year
1991-1992

Enclosures (2)

... Liberty means Justice, and Justice is the natural law . . .

from Progress and Poverty by Henry George
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ROBERT SCHALKENBACH FOUNDATION:

BUDGET 1991 - 1992 |

ANTICIPATED INCOME $ 544,000
EXPENDITURES

General Expenses $§ 278,000

Taxes ‘ 22,000

American Journal of

Economics & Sociology 70,000

Grants 174,000

$ 544,000
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Expemditures (Continued

AMERICAN JOURNAL OF ECONOMICS
AND SOCIOLOGY

Deficit $ 60,000
Will Lissner Honorarium 10,000
§ 70,000
GRANTS
Public Revenue Education
Council S 5,000
Center for the Study of
*Mconomics 30,000
Education Activities-
Walt Rybeck 60,000
The American School of
Classical Studies at
Athens 17,000
Projects approved by the
Executive Committee
and/or Board 62,000
174,000

$ 544,000
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Note 1 -

Note 2 -

Note 3 -

ROBERT SCHAIKENBACH FOUNDATION, INC.
Notes to Financial Statements
March 31, 1991 and 1990

Significant Accounting Policies

Basis of Accounting

The Foundation's policy is to prepare its financial statements on the
cash basis but includes depreciation, accounts receivable,
liabilities for payroll withholdings and a liability for employees'
pension. Under this basis, revenues are recognized when collected
rather than when earned, and expenses are recognized when paid rather
than when incurred. Accordingly, the accompanying financial
statements are not intended to present financial position and results
of operations in conformity with generally accepted accounting
principles.

Inventory

The inventory of books and pamphlets is carried at cost.

Investments

Investments are carried at cost if acquired by purchase, or at market
value at time of acquisition if acquired by gift. Gain or loss is
recorded only when realized. Short-term investments include accrued
interest receivable.

Depreciation

Depreciation is computed using the straight-line method. One-half of
the depreciation is allocated to the American Journal of Economics
and Sociology, Inc., a related entity.

Remainder Interest in Trust

The remainder interest in Trust represents the Foundation's remainder
interest, at nominal value, in a trust established by Francis Neilson
on November 15, 1946 as amended March 17, 1958.

Revocable Trust

During 1976, the Foundation created a revocable trust with the Bank
of New York, to partially fund the nonqualified pension plan. The
trust income is used to pay F. Soriero the monthly payment of $972
during her lifetime.

_5_
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ROBERT SCHALKENBACH FOUNDATION

To Promote the Economics of Henry George

41 East 72nd Street, New York, N.Y. 10021 212 - 988-1680

DATE: May 29, 1991
TO: Directors
FROM: Oscar Johanssen

RE: President's Report

Enclosed herewith is the President's report.

. . . Liberty means Justice, and Justice is the natural law . . .

from Progress and Poverty by Henry George
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ROBERT SCHAIKENRACH FOUNDATION, INC.
Financial Statements
and
Supplementary Financial Information
(Cash Basis)

Nine Months Ended March 31, 1991

BUCHBINDER TUNICK & COMPANY
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ROBERT SCHAIKENBACH FOUNDATION, INC.
Statement of Assets and Liabilities Arising from Cash Transactions
March 31, 1991 and 1990

1991 1990
Assets:
Cash and short-term investments:
Checking account $ 11,509 $ 7,673
U.S. treasury bills 3,880,096 2,449,965
Money market funds 556,558 804,079
Custodian accounts 12,548 14,657
Petty cash 50 50
Total cash and short-term investments 4,460,761 3,276,424
Investment in stocks (Note 1) 1,831,221 1,339,035
Investment in bonds (Note 1) 472,941 498,366
Revocable trust (Note 3) 173,438 174,437
Inventory of books and pamphlets (Note 1) 82,170 81,749
Due from American Journal of Economics
and Sociology, Inc. 39,954 30,213
Equipment, at cost less accumilated depreciation
of $10,646 in 1990; $7,410 in 1989 (Note 1) 3,073 5,480
Prepaid excise taxes 10,500 3,750
Miscellaneous receivable - 5,000
Advance to publisher 9,300 3,000
Accounts receivable 2,762 2,808
Remainder interest in trust - at nominal
value (Note 2) 1 1
Total assets $7,086,121 §5!420!263
Liabilities:
Payroll taxes payable $ 4,306 $ 2,416
Commitment (Note 6)
Fund balance, unrestricted 7,081,815 5,417,847
Total liabilities and fund balance $7,086,121 $5,420,263

See accountants' compilation report and notes to financial statements.
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ROBERT SCHAIKENBACH FOUNDATION, INC.
Statement of Revenues Collected, Expenses and Changes in Fund Balance

(Cash Basis)

For the nine month periods ended March 31, 1991 and 1990

Revenues collected:
Dividends and interest
Gain on sale of securities
Contributions and legacies
Income distribution from Francis Neilson Trust
Net income (loss) from books and pamphlets
sold and donated

Total revenues collected
Expenses:
Salaries - executive secretary and office

Office temporaries
Payroll taxes

Total payroll expenses

Functional expenses
Administrative expenses
Federal excise tax (Note 5)

Total expenses
Excess of revenues collected over expenses
Fund balance, unrestricted, beginning of period

Fund balance, unrestricted, end of period

1991 1990
$ 354,745 $ 337,958
1,561,091 258,975
1,917 3,051
62,278 61,765
8,027 (8,260)
1,988,058 653,489
53,426 50,952
7,684 5,322
5,490 5,736
66,600 62,010
159,414 89,232
71,167 48,816
13,764 4,947
310,945 205,005
1,677,113 448,484
5,404,702 _4,969,363

$7,081,815 $5,417,847

See accountants' compilation report and notes to financial statements.
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ROBERT SCHAIKENBACH FOUNDATION, INC.
Statement of Changes in Financial Position
(Cash Basis)
For the nine month periods ended March 31, 1991 and 1990

1991 1990
Sources of cash:
Excess of revenues collected over expenses $ 1,677,113 $ 448,484
Add (deduct) non-cash items:
Depreciation 812 1,175
Net (gain) on sale of securities (1,561,091) (258,975)
Total from operations 116,834 190,684
Proceeds from disposition of securities 2,738,750 296,247
Decrease in accounts receivable - 3,961
Increase in payroll taxes payable 2,533 -
Decrease in notes receivable - 30,507
Decrease in prepaid excise taxes - 8,058
Decrease in revocable trust - 181,402
Charges to American Journal of Economics
and Sociology, Inc., for equipment use 812 -
Total sources of cash 2,858,929 710,859
Uses of cash:
Increase in advance to publisher 3,000 3,000
Increase in miscellaneous receivable - 5,000
Increase in inventory of books and pamphlets 4,767 7,228
Increase in investment in bonds - 181,402
Increase in accounts receivable 283 -
Decrease in payroll taxes payable - 6
Increase in due from American Journal of
Economics and Sociology, Inc. 39,954 29,038
Purchase of equipment - 925
Decrease in liability for employees' pension - 15,995
Increase in prepaid excise taxes 5,750 -
Purchase of securities 1,653,427 -
Total uses of cash 1,707,181 242,594
Increase in cash and short-term investments 1,151,748 468,265
Cash and short-term investments,
beginning of period 3,309,013 2,808,159
Cash and short-term investments,
end of period $ 4,460,761 $ 3,276,424

See accountants' compilation report and notes to financial statements.
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ROBERT SCHALKENBACH FOUNDATION, INC.

INDEX
Page
Financial Statements (Cash Basis)
Accountants' Compilation Report 6 |
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Statement of Changes in Financial Position (Cash Basis)
for the nine month periods ended March 31, 1991 and 1990 4

Notes to Financial Statements, March 31, 1991 and 1990 5-6

Supplementary Financial Information (Cash Basis)

Schedule of Net Income (Loss) from Books and Pamphlets Sold and
Donated (Cash Basis) for the nine month periods ended March 31,
1991 and 1990 7

Schedule of Functional Expenses (Cash Basis)
for the nine month periods ended March 31, 1991 and 1990 8

Schedule of Administrative Expenses (Cash Basis)
for the nine month periods ended March 31, 1991 and 1990 9

BUCHBINDER TUNICK & COMPANY




l/‘?/l«c(q,(m qs%vu;/ [ MW ,{,,/w 71“1;, k,\bcf rwowwat% L ‘
@ &W«swm syl Lol v

Uj (uc., U chdy W%

st Wﬁ(é/@oc@d SWESCsEwee T o e
0\"/% WV% Wha pme- ¢
Wttt o 1uc, tupe 17198 - L7y CWLZ#> ol ¢
Lledt) | {osrs had Ay e, /7 Somtce

becuy ez Eruts s = |
M Luc, Iz s = Frtwe. of ¢
- w/%d ‘é A e e, Sty 1 put

ry *’Jrfl,( o ¢ .

L\/, (S 51%

J:\, L y Lwa Vol age
c il (Wlw %WWZ/M& }W/ ,
W@/kw

Wt’lsz( lﬂvtj

M/} Mwm

Eruest Kwyrw ($'5' Liveoly Fdp)

T. Sobt,mj

R EF

Cotres o Koy Mudyw,

A s thy, wue ¥ Me Mole oty = WW%,
My 6 btangbo, (4.6 sl Maftlyy o g7 i, £ fro
w1 Y wygec. o Lol




* BTeco.
BUCHBINDER TUNICK & COMPANY

CERTIFIED PUBLIC ACCOUNTANTS
ONE PENNSYLVANIA PLAZA, SUITE 5335, NEW YORK, NY 10119-0219  212-695-5003 ® FAX 212-695-4638

ACCOUNTANTS' COMPIIATION REPORT

To the Board of Directors
Robert Schalkenbach Foundation, Inc.

We have compiled the accompanying statements of assets and
liabilities arising from cash transactions of Robert Schalkenbach Foundation,
Inc. as of March 31, 1991 and 1990 and the related statements of revenues
collected, expenses and changes in fund balance, and changes in financial
position (cash basis) for the nine month periods then ended, and the
accompanying supplementary schedules on pages 8 through 10, which are
presented only for supplementary analysis purposes, in accordance with
standards established by the American Institute of Certified Public
Accountants.

A compilation is limited to presenting in the form of financial
statements and supplementary schedules information that is the representation
of management. We have not audited or reviewed the accompanying financial
statements and supplementary schedules and, accordingly, do not express an
opinion or any other form of assurance on them.

BUCHBINDER TUNICK & COMPANY

May 3, 1991

11921 ROCKVILLE PIKE, SUITE 200, ROCKVILLE, MD 20852-2745 o 122 CUTTER MILL RD., GREAT NECK, NY 11021-3103
301-770-9110 FAX 301-881-3699 516-487-1220
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ROBERT SCHALKENBACH FOUNDATION )

To Promote the Economics of Henry George

41 East 72nd Street, New York, N.Y. 10021 212 - 988-1680

-

May: 23, 1991

Dir. Mason Gaffney
POB 7998
Riverside CA 92513-7998

Dear Mase:

A single room is being reserved for you for the
Annual Meeting of the Robert Schalkenbach Foundation for
the night(s) of June 10th '
at the University Club, 1 West 54th Street, New York,
New York 10019. The Club's telephone number is 1-212-247-2100.

The Foundation will pay all reasonable costs for your
stay. It is not necessary for you to pay the Club.

We are looking forward to seeing you again.

Sincerely,

O~

Oscar B, Johannsen
Executive Director

. . . Liberty means Justice, and Justice is the natural law . .

from Progress and Poverty by Henry George
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III. How NCE superseded George and the Classics

NCE is a stroke in PR

Strategy. Need for subtlety, slyness. Avoid frontal
assaults, direct confrontations like those that so embarrassed
Francis Walker. Avoid drawing attention.

Rewriting the dictionary: semantic cleansing.
A. What they kept (by topic)

Need to compensate landowners for being taxed - came
from Mill, who thus earned being called "the saint of socialism."
A red herring, application selective: no need was seen to
compensate workers for being taxed, nor owners of capital. Only

landowners, somehow, ...
Dim. m.u. They called it new, but it is in Adam Smith.

Occasionally, inconsistently, said land tax can be
shifted. Atkinson. Shows up again in Musgrave, de facto, who
has property tax shifted forward. Musgrave’s model followed by
most; taken up by Jarvis.

B. What they discarded (by topic)
1. Pressure of population. Walker said rent has not
risen faster than wages. More anti-Malthusian than George.
Walker was correct to point out that labor (did he
also say capital?) may be land-saving, not just land-using.
2. Fixed land supply. P.W. replaced the frontier.
Urban growth as new frontier (borrowed from George, but used
against him).
C. What they added (by topic)
1. Capital as substitute for land, without limit.
Hanson and frontier (Webb). Tolley.
2. Concern for soil conservation. Walker; Davenport;
Frenchmen criticized by Walras.
3. L.V. as basis of banking, from lenders view, and of
credit extension, from borrowers’ view (Edgeworth).
4, Every factor has a MP.



I-G. Suspension of Decorum

1. Attitude towards HG shown by extraordinary personal
discourtesy displayed. "Drawing-room violence." Subtle
belittling. Academic terrorism? The sneer, the lifted eyebrow,
the horse-laugh, the jeer, the giggle, the simper, the feigned
astonishment ... "That’s not done here."

Examples:

W.I. King, recap Heavy sarcasm. Out of step, to the tune
of an ethnic "joke."

"Mr." George, recap

Francis Walker’s condescension, recap

Brown’s mind as twisted as his leg - handicap-bashing

2. Failure to give credit - blot out his name

Turner thesis (for better or worse)
Wicksteed’s coordination

Marginal cost pricing, Tom Johnson
Frontier as source of invt. opps.

3. Blatant misstatements of his position
Agrarian
Socialist
Anti-tenure

I-H. Economists on George’s side; their reinterpretation through
selective use of their works

Walras - Jaffe’s selective translation

Wicksell - the profession’s selective use of him

Brown - recap

Hotelling - attacks by Frisch and Little; the timid soul
Vickrey - a math wizard treated like an eccentric
Proudhon - dismissed by Marx

Quesnay et al - focus on their errors

Wallace - a great evolutionist treated like a throwback
Clawson - editing George out of his works

Gesell - Keynes selective treatment
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Commons - omission of his Georgism from bio?

Veblen - neglect of his last book, Absentee Ownership
Adam Smith - a reformer coopted by Neanderthals

Mill - nibbled at at every opportunity, from all sides




II. George and the Classical Economists

They were his reference group: Quesnay,
Ricardo, Mill, Cairnes

Smith, Malthus,

Their radicalism. They struggled against land

concentration, and exploitation.

Locke
Quesnay
Smith
Ricardo
Malthus?
Mill
Cairnes

929
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E. Duaglaz Bomneim,
John L. Weinbeig
Professar of Ecaromis
and Business Nodicy w
Princeton Univensity,
and Marc £, Lackrig,
president of dwe Seeurities
Tnudws tvy Assacicrion,
bisterr ay Arnokl C.
Hw berger, professor of
CCUTIOTIILS GL the
Uruyersicy of California-
Los Angeles. explains his
findings
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Securiry bencefit statements could chseanmge
personal saving. First, most recipicnts of these
statements would be pleasantly surprised by
the apparenc generosity of the syatem. Second,
the benefir statements nuay enhiauce people’s
conlidence char benefles will not be reduced or
eliminated. Professor Rernheim concludes that
the benefit stacement policy might depress
personal saving because virtually all saving
among the baby-boum generation is
undercaken by those who have little or nn
confidence in the Socisl Seciriry system (see
Tahle 1) As of age thirty, there are only tminor
differar.ces hetween the wealth- to- cornings
msios for those whe expect no Social Scoutity
benetfics, tlume wliv expect lower benefits than
current retlrees, and those who expecr the
same benefirs as provided under current law
However, by age forty-seven (the maximum
age of respondents in the data samplc ) the
differences are enormous, The estiuies

individual's Expectation Abnaut

Future Social Security Bengfits

Wealth/Earnings Ratio

Mo [uivre benefits
Lewer future oanelis
Same future boncfits

Age 30 Age 47 Change
0.320 | 345 1045
0.283 0.845 {+.563
0.347 0.455 0.088
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years, thase with tha least confidence in
Sacial Secunity {i.e., those who say they
expect to receive no henefics) accumalate
incremental wealth equal ro slightly mose
than vne years worth of earnings.

Dr. Bermheim concludes rhar sinre the
gnvernment policies currently under serious
consideration mov well prove incffective for
mising personal saving, more ambitious
information policies—including promorion
and the provision ot facilitation of explicit
advice and gmdiance—-deserve setious
consideration.

Commenting on Dr. Bemnbeim's paper
were Acnold C. Harberger, professor of
economics at the University of California~Los
Angeles: Joyee Manchester, principal analyst
with the Congressional Budget Ottice; and
John B, Shoven, dean of the College of Arts
and Seiences at Stanford Univewity. The
sewsion was chaired by Mare E. Lackrite,
presidernt of the Securities Indusrry
ASSOCianion.

Corporate Taxes: Who Pays?

Professor Arnold C. Harberger presented 2
new study on the incidenve of the coipurate
income tax (CIT) in an open economy, where
capital i free o flow across borders. This new
study extends Professor Harberger's earlier
enulysis of this topic, which has served as the
foundation for much of the mudein tegarch
on e incidence of the corporare tax burden.

His analysis conciudes rhar UL.S. enrpomte

axes may be depressing U.S. wage rates—that

in fact, the true incidence of the CIT s on

lahor rather than capital. As a result, it might
be desirable to consider & unitateral reduction
of the U.S. CIT and adoprion of a
consumption rax (if revenues are needed)
with the aim in mind of generating a positive
impact on U.S, wages. Thisisa t‘horoug‘n‘.y
legitimate thoughe, in the sense that as longas
the rest of tie woild does not follow the
United Stares in dts reduction of the CIT, the
contemplared henefirs ro Lihor wall in frct
ensue. The tantalizing teuth, however, is that
the ultimate incidence cffects of, for cxample,
a 10 percentage point reduction in the U5,
CIT will not be derermined in Washingron
but in the orhar major capitals of the world, as
they decide whether or not to follpw

Atcerican Couticil fur Capital Formetion i
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Washington’s initiative in rechieing this tax.
(Professor Harberget's scudy is summatrized in
the cnclosed Special Report, “The ARCs of
Comporation Tax Incidence. Insights Into the
Open-Eronomy Case.”)

Respondents to Frofessor Harberger's
paper were Thomas A. Barthold, economist
with the Joint Committee on ‘laxation; Dawid
F. Bradford, professor of economics ot
Princeton University: und Mack Weinberger,
chiet of staff for the Bipartisan Comuission
on Entitlement and Tax Reform. Barry K.
Rogstad, president of the American Rusiness
Conference, wmoderated the panel.

U.S. Tax Policy & Foreign Direct
Investment: Incentives, Problems,
& Reform

Professor R. Glenn Hubbard's paper
addresses the question of whetlier the current
systern of taxing international incowe i
viable in a world of significant capital market
integration and global commeraial
compelLiticr. As multinational corporations
play a larger role {u the business aetivitics of
the glohasl economy, inrerest in intcrnational
agpects of capital meome taxatlon has beer
stimulated us well, he notes in the United
States, debare has centered on the
competitive pusitive of U.S. fizms in
international producr and capital markets.

|his concern s accompanied by complaint
that U.S. international tax rules have become
more complex and mere distorting m the past

Professor Harberger presents his study on the incidence

of the corburation come tax in an apen econumy

American Council for Capitul Formation
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Hnrry K. Rogstad, prasicent of die American Business Confevence; Thomac A
forthold. economist with the Juing Committes on Taxation; David ¥. Bradfnrd,
penfecsor of econumics ar Princetun University; and Mark Weinbergey, chief of staff
Jor the Rywriisan Coramission vn Enttlement and Tax Reform, exchange comments
on tax vesmucturing and ecenomic growih.

several year,
partirularly since the
passage of the Tax
Reform Act of 1980.
Discussions in Congrees
and g sduunistration
since 1992 ind.cate a
willingness to consider
significant reforms.

\
‘
{

The Cost of Capital
land lnvestment by
I Multinationa! Firms

Professor Hihbard's i
analysic chows thar the
imvestment decisions
and capital costs of
.8, multinaciorals are
nrofoundly impacred by
the tax laws in hath
the host countey and in
the United States. In
one exanple, increascs
in the availabiltey of
investment incentives
(investment tax credics
or accelerated
depieciation) in the
host country reduce
the cosr of capital and
stimulate forcign direct
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Corporate and Consumption Tax Incidence In
An Open Economy

by Awnold C. 1Lurberger

"

The ACCF Center for Policy Ressarch s pleased to annowcs dict UCLA Professur Avnold . Flarlierger has begn neaned e
)anJ dyrme Daliow of the ACCE Center fur Puiicy 1\ searyh. Ma. Byie, o memnber of the bourd of the American Council for Capita.

o -

Cormanon, isa pmmmuu busiiess bader and plidancizopise. Professor Farberger, e widely recosmizen “dean” of public finance
sconemizts, is o member of the bowd of ik ACCTT Cerer fun Policy Rescarth,

As the John J. Dy Tellow wt e ACCT Cenwen for Pulivy Beseach, Frofessor Hurberger hus inderiaken sxzr‘ ificant new research
an the anailence uf te v porale fwome wx (CIT) and valez-added rax (VAT) in an open economy where capitd con flow freely soross
miernwenutd barders, This work extends Professor Harkeger's seminial andlysis of the corporate wx ingidence which has served as the

forelntion for much of the moadi research or. the incidenie of the corporate tax burder.. These new Fndings wall be wvaluable as the

policy debate about the incidence of Consumption waxes Lersus mcome taxes deselerates m Cungress . the press, and the pmvate sector.

Lorporate Tax Incidence Fiivt o e developient of general equilibrivm
analysis, in which Protessor Harberger wzs a pioneer in the
1960y, econcmists maintnned that pareof the corpottion

e best way to visualize the incdence of a tax is w : k
zix wae beme by labor, pare by consumers, and part

Uiisth of it as a “wedpz,” Professor Hacberger observes, S ne 1A, A
Fur cxainple, taxes on cigarettes, liquon and telephume calls % vharcholders (or by capite!). That led to the thinking
introchice 2 wedge hotween the price pad by the buyer and  that the warst that could happe: is i capital would bear

,-the price that i received by the seller In the eimplest the enrire tax, Professor Harberper observes, In contrast,
" textbock example nvelving sapply and demand %o just amf‘fa‘ equilibriot smalysis leads ro the conclusion that
ooe conpinnity, adding o tax causes the price ro go up for apm. can bear less, an equal amount, or more than f-hn
the buyer and dowa for the seller. Thar is, rhe hurden of the L burden of the corporate income zax,
tax s divided between the buyer iund the seller. In more .
complicated situations, the concept of the wedge remains Tax Incidence in a Small Develeping Country

cqually valuable, but the ramifications o nssriing thar
wedpe extend beyond the s'uupk Ceintt Tt Jeseoribes ] Setting the stage (or his analysis of 4 large counry such
Tor exaple, whien: a 50 percene commrate income tax as the Unirted Scares, Professor Harberger begins with &

is inserted 1nro a previously ta-free connrey wirh na cch stmple example of the mexdence of 2 comearte meome tay
rax an rhe non-corporare sector, the rate of retum in the in a smail, ceveloping countey. He notes that when we
© two sectors will eventually be equalized beconse supplios of © spork of corporstion tax incidencc in an cpen cccmcmy,
i corporace capital will not be content o e a etu: less vo e consiclering two waion dinks beioween tis economy
bz st ieceived by suppliers of noncorporate capial. (the one whiere the tux change s taking place) and rthe rest
~ Capiral maoves out of the raxed secrar and into the imrixecd of thie world. The first 15 the capital mzarket, linking the
sector, leading to s ormtion in which the gross rate of tates of retwmn to capital hete and in the rest of the world.
rerarn gocs up n the taxed sector {becasse the corporate The second is the matker for tradable goods, linking their

capizal scock is smaller) and the zeneral rate of retum in the - prives in this market with those that prevail abroad for the
untaxed wecror goes down (because i capital stock isnow  sume goods. The example also assumes thac the rares of

larger). After-tax reuens are equalized again and rhe ronien 1 eamtal ane governes | by o werlidwida market
POVEMIMENT NOw rerelves tax revenuas. 1 huas, whatever wherein rhe after-tax ratas of returs to capital in the
" burden is being borne by corporate cupital will be bomme by principal world eunters tend o be ’-w;n-;,ht to cq(mlify
. all eapitad, not just the capital thar is in the comporate Professor FHarbe: ger sets up four sectors——corporate
" sector, tuduble (imufaczuring), comorate nonmadable
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policy debate about the incudence of consumnption taxes versus income taxes accelerates in Congress. the press, and the private sector,

Corporate Tax Incidence

The best way to visuulize the incidence of a tax is to

think of it as a “wedge,” Professor Harberger observes.
For exaunple, taxes on cigarettes, hiquor, and telephone calls
introduce a wedge between the price paid by the buyer and

 the price thar is received by the seller. In the simplest -

* textbook example involving supply and demand for juse
one commadity, adding @ tax causcs the price to go up for
the buyer and down for the seller. Thart is, the burden of the
tax is divided between the buyer and the seller. In more
complicated situations, the concept of the wedge remains
equally valuable, but the ramifications of insertng that
wedge extend beyond the simple case just described.

For example, when a 50 percent comorare income tax
is inserted into a previously tax-free country with no such
tax on the non-corporate sector, the rate of reun in the
two sectors will eventoally be equalized because suppliers of

- corporate capital will not be conient (o cam a retum less

* than that received by suppliers of noncorporate capial.

~ Capirtal moves out of the taxed sector and into the untaxed
sector, leading to a situation in which the gross rate of
return goes up in the taxed sector (because the corporare
capital stock is smaller) and the general rate of rey
untaxed scctor goes down (because its capiral stock is now

arger). Aftet-tax retumns are equalized again and the
government now receives rax revenucs. Thus, whatever

~ burden is being borne by corporate capital will be borne by

_all capital, not just the capital that is in the corporare
SECLor.

"' e

FPrior to the development of general equilibrium
analysis, in which Professor Harberger was a pioneer in the
16605, economists maintained that part of the corporation
income tax was bome by lubor, part by consumers, and part
by sharcholdets (or by capital). That led o the thinking
that the worst that could happen is that capital would bear
the entire tax, Frofessor Harberger observes. In contrast,
general equilibrium analysis leads to the conclusion that
cupital can bear less, an equal amount, or more than the
full burden of the corporate incomes tax.

Tax Incidence in a Small Developing Country

Serting the stuge for his analysis of a large coumtry such
as the United States, Professor Harberger begins with a
simple example of the incidence of a corporate income tax
in a simull, developing country. He notes that when we
speak of corporation tax incidence in an open sconomy,
we are considering two major links between this economy
(the one where the tax chunge is taking place) and the rest
of the world. The first is the capiral market, linking the
rates of retum to capiral here and in the rest of the world.
The second is the masket for tradable goods, linking their
prices in this marker with those that prevail abroad for the
same goods. The example also assumes that the rates of
retum to capital are poverned by o worldwide market
wherein the after-tax rates of retum to capial in the
principal world cenrers tend to be brought to equality.

Professor Harberger sets up four sectots—corporare
tradable {manufacturing), corporare nontradable




w,W.

© 0810433352

FRED HARRIGON

14-08 ' 04 10:41 o2

(rransport e publie utilities), noncorporare readable
(agnculture) and nuncorporate nontradable (services and
housing). A sma!l developing country is one in which the

potum on capital lizs heyond it influciice. Thus, putting
 Tix on The Income from curdaree rapital would siuply

ahroad, Some elenent of cost has to be squeered m order
¢ fir the new Tax. wedys Ingo i cost structurs with a ngd
product price ar onc end antd « rigie net-of. tax rate of

retum to capital on the other, The W iy soft point in this

ot structure is wages. [f they do nuot vield, the country

lead ro udiustmerits whereby less capital wonld be at wink
m that counury.
—TTrcewe realize that (e presence of the tax mplies
that signiticantly lass capiral will be combining with the
saine ammeunt of total tabor (in the smalt developing
country), we should not be surprised that the =quilibrivm

-« teal wage has 1o be Jower. Put there 16 an additiona) ard

o more crineal reasen (above arnd beyond simple capita!-

labor supstirution) why labor's wage 1aust fall. This is

lecaus of the necd to compete wirh the rest of the world
in the production of manutoctures (corporate rradables).

+ The rax {s a wedge that has been ingerted into the

| precxisting COSC SLINCOUTE. The prices of corporate

- eppdable products FANNOL 20 UP becawe they are st in the

5 world murketplace; the affer-ax retuln T Capilz! cannot

g dowrt (sxcept rransitorily), because capital witl nou be

comtent o ean less in the small developing country rhan

Wil sy Stop producing corporiie rradables. Il the
counrry inJecd continues to produce sueh goods, then
wages must have yiclded—Dy just enough 1@ aheorh the
cxtra taxes that have o be paid (set Table 1, panel A).
I the after-tax rate of rerurn @ capital docsmot
change md the price of the product does nuor chawge, and
wape COsts, per it of product, are reduced by exactly
enough 1o pay the newly inserted tux, then thearnvity
will be able to sirvive, even in the prescnce of the tax.
Put it is not consistent wirh marker prucesses for wages
(of any piven kind of labor} t g0 down drastically. inonc
wctar and to just stay the same in the rest of the.
cconamy, Professor Haibeger states, The post-tax ©
equilibrivm wil! not come about instantancously: but
when it does tinally érerge ir should be characterized by
ecqual pay for equal wark, for each type aof labor, nu matter
m what industiy Lhat work i performed.

v

%n ik g8 Tt vl B 4 B
Price Formation Before and Alter Carporation Tox is imposed
Reterie Arrer Before Abror
Price Up
t ¢
i -
; Net Ratiirn
‘¢ MNet Return Net Ketiirn Net Return
n‘m‘l 2 =
37 Taxes Taxes
A Wyes Waaes Wages
el b
: | L
i A Corporate Trodable Sectar—{Manufacturing! 8, Corporare Nunhiuduble Sester ~Public Utilities and
i Teansp lation)
L
?‘ Beloie Atier Before Afier
ft;" Price Cown
. ‘e :
i tat Return Net Return 1 Ne! Return v +
' Net Return
| Wriges ) 7
; Wages ©
§ Wages ‘ Wages
o Lond Rent ‘
5 Lond Ren: 1
. |
e 7. Neneorporate Tradahle Sactar—(Agriculture) D Nencerporate Nontradable Sactor—(Services and
) Hrnsing)
)
2 Epecial Repanfjua 1594 COF (o L
nectil Repanjune 13 ACCF Center for Policy Remcnrch
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Table 1 presents & visual pictuie of priec formation in
the four secters, betore and affer the tax is iimposed, The
siguificant srory here s that Labor i manufaccuring bears
exactly the [ull burden of the tux in manufacturing. 1 s
means a fall of 10 pereentin rcal wages, so be 1t That fall,
however, extends o the etie labor force. In public
utilitics and transporeation, this fall i wagss is matched
{or mue thon matched if Sector R is mote capital-
Anrensive than Seczor A) by tax payments fo the
govemment. (The mure-than-mutching part is passed on
“ e consumers of the secror's product.) Put another way—-
5 “Jabor’s loss in manutactunmg is exacrly eyual to
©compoletion income tax collections fram manufecturing
ATl other lubo: beacs losses thar mateh thawe of tabor
oerupied in manu-(actuing. The manufacturing seeror is
L anvariably rinch larger. relauyve ta the total corporate |
[ scctor thun is cheamanufacturing labo foree relotive to
(e total Tabor force. Flausible nmiers of magnitude arc
" one-half for e former fraction and one-fifth to ope-
fourth for the lawsr une: Using these numbers we would
. have labor hearing 2 0 2 1/2 times the burden ot the
e rg'fwr,)orzn:iotx income tay in & typival developing country.

An Exploration of the United States’ Case

The most signiticant fearnre that distinguisiws the -
¢ase of the United States from that ot a ama!l developiiy
countty is the ielative importunce of the Linited Stares in
the world capiral marker. These wasa time, during the
years foliowing Wl War 1L, when thi¢ Waited States
iy have acgounted for mare than half of the tpi‘dl
tupital xst-;'ck’.in-t"né'nnn? Communist world: Today. the
ction 15 consideiably less. probably more {ike 30 £2 40
reent, But this is still a larze fnaction, and ic signifies
at dicturbances vriginarmg in the Wnitsd States will
most automnatically altsct she equlibntim of the world .

o il mackes.

t address the case of e United States, Professor
[Hntherger prosents an exercise i which, owing to the
capital_market consecnences uf @ U.S. CIT, world rates of
reiuity o capital fall, leading re a luss by uwiiers of capital
wordwide that is equal to what the U S, govenunent
collecrs from the tax. Thus it is fair, in @ sense, 10 say that
owners of capital worldwide bear the full burden of the
eax. But this inference is misleading because the
e hianisms described in the preceding paragraphs are
also ac wuik. In particular, Profussor Harberger concludes
thar |ahor’s wage in the United States must fall very
sharply i or et to absurh i tax wedge being insérrad
Tnto the price structure of that pertul the corpotte
cruclubles sector where tiral products are substas tially
hamogenous (¢.g, steel, electrical wirme, powdered mitk)
and whose prices ae busically eet in the warld market (se< .
‘labie 2). This wage fall is likely to mean that lahor will
hear 2 to 2 172 times rhe full bunden of the 1S
o oration income tax. Whe henofles as & Lonsequence
of this huge bacden on labor plus the addirional arount:
ame by capical tocated in the United States? Mainly, it
is consummers of the producis of the aoncorporate,
nontradable sectot (whnse prices mxcuqiﬁxially fall us

Botl wages and et retums decline), and the vwieas of
-agriculural Tund whose economic rents risé to reflece bod.

Ay

tye f4)l in wages and that.in the net rte of return:. -~
Priofagsor Harbergers aualysis of the United Statey’. -
casc is framed.asif there werenoexisting CIT 2~ -
anywhere, and then a 50 percent CIT werg iuseried 5
into the Uniied States, This Wrings out:the pesence of «
the equilihrating process very sharply Burit isnotan:
experiment liksly t he conducued in'thereal wortld. ir:
heireal world what we sce is'changesin TaX Tatesilot -
sne or severs] countrics; This analysis applies intace
he conclndes; when culputation fir:égme rakesare

© changed.in‘any one county.

4 Price Formation Before and After Tax is Imposed

R : P

Belure Alipr

———— e A——r—

Before Aftar
,
MNet Retusn Net Retirn
. Toxes
. Wagex Wiges

i Net Return Nat Raturn

Wages Wages

U.5. Corpurate Tradob'e Seclor—Warla Prices Fixed

( arparate Tradable Seciors in Ciher Countries—
Worid Prices Fixed in Cuch Country
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9
A; Betsre N1 Abar (C) Afer (D) After o
g
, s
Voiue-Added Tax valve-Added Tax Value Added Tax i
] Net Return o
Neat Return | Net Ret,rn Net Reiurn g H
.-.—-—“ L A
| v
| .‘
4 Wagues ‘ Wagas Wiy rs Wages ] ﬂ
| _______.__]
’ If factor prices change 1 fuclor prices Whivage

+iscior prices do not

change

favpring copital faovaring labor

C §3.m,cge v

Tncidence of a Value-Added Tox

Professar Hurberger ulso examines the tnaudence of
broad-based CONMPLION LK USINE the same snalyiical
fonework, As Lefore, the imposition of the VAT, m this
case, inserms a wedge bevween ¢t prices pail by Lovess
and rhe prices received by sellem. A inoor difference
hetween the case of 2 corporate income tax and a VAT
is that the latter can be reflected eas'ly in the final
product price: This is true whether the products are
noutradalle or tradsble, or whetdw thein prices s
tstally fixed in world markets o can vary, Border rax
adjusements, through which the VAT 15 added to the
price of i unports (ond chm.tozl from expotts) permita
countyd price level w be sbove the walkl prive level,
Prafessor Hlarbereer iflustrares this with the example
o of an abeve-ground swimming poal, in which,

7 asuming a 15 percent VAL, the water level of the
- pool 15 15 percent above the water levil of the rest of

thie would (sue Table 3).

Ir. conerast o the incidence of a CIT, the safery
valves thmugh which the tax wedge cunsed by a VAT
work: their w:n,' through in the price scructure i simply

the price prid by consumers. This docs not menn thae e
4 \/AT has Vi) .‘.HLL' (9151 lrﬂ.“'l p.nn. qu lL b uus Laeny

- three possible scenartos if the US, imposes & VAT, In
“the first instance, a 115, value-added tax ust adds to the
price paid by consumers, lenving facror pricas unchonged
" [see pumel B, In the sceond case, wages fall slighcly and

» the rate of return tises (see panc] C) Jedhe diid

- instance, the ner recumn 0 caplial fzlls and wagss rise

¢ (see panel T2). RBut i all eases, the nise of the price is
bs_:icaliy sufficient to cover the value-added tax and

© policres. Fow more thformation ¢
TANNG; K 193-581

vty e 2

The ACCF Cenier for Pulicy Research is the education and reszar-h affilinee of the
v mandare is 10 enhance the publc’s undarstandmg of the need 1o fromare scanomic grotuth through sound tax and envirenmental
antact the ACUF Center for Policy Research, 1750 K Streee, N.W., Suite 400, Washington, L) L
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what happens between wuges und net returns to copital is
sart of a sccondary story, not the primary story.

The privacy story is st the value-added tax will
canse the 1inired States price level to rise above dust of
whe rest of the world. That is the wav the welge 18
reflceted imd while it is going to be bome by ULb,
consamers, it does not have the huge ramifications on
tacror prices.of the corporation ingoie wx 1 an open

Conclusions

1+ LS. labor bears a burden equal to Z or 2 /2 times
the tevenue proceeds of the VLS. comporation income tax,
it might be attracuve o consider a unilateral reduction of
the LS CIT with the aim in mund of generiring 4
po*mve impact on U8, wages, Professor Harberger states.
As long e the rest of the warld does not follow the Us.
in its reduction of the CIT, the contemplatedd benelits to
labor will it fact ensue. The taneallzing touch, however, is
that the ultimate incidence eftects of, say, a 10 percentage
point reduction in the U.S, CL L, will not be determined in
Washington but ir: the other major capitals of the world,
as ey devide whethe on oo o follow Washington's
initiative in reducing this x.

in conrrasr, if the United States were o tnplement 2
VAT, which more then half of the warld already has, amd
<|mu1tan¢ousw lower individual and corporate income tax
Tates by 4 woderate anount, it seews wlikely thae die el
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Mysterles of the Land
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' Ricardo calls the powers of the soil “original and indestructible.”
i However, modern economics must stress the point that valuation and
i appraisement do not differentiate between original and produced
S factors of production and that the cosmological indestructibility of
mass and energy ... does not enjoin upon land utilization a character
radically different from other branches of production.
* LUDWIG VON MISES (1966)

There is no socially-created unearned increment in
the possession of landowners.

* FRANK H KNIGHT (1953)

! nowing the necessary relationship between ownership and control

Ksh()uld keep us alerted to disguised alternative methods of na-
. tionalisation. There is a group of unwitting advocates of nationalisation
' who have been misled by a false distinction between manmade and
' natural factors of production — that is, between capital and land. They
. have thus provided ammunition for socialist advocates who are tar-
geting land and natural resources for nationalisation and redistribu-
tion.

Although the distinction between land and capital is important in
some contexts, it is irrelevant when discussing intervention and taxa-
! tion: the consequences will be the same for any asset. Nevertheless,
many attempts are made to treat land differently. Every few years,
Henry George’s idea of a “single tax on land rent” comes back into
fashion. Economists then expose its faults and it goes back into hiber-
nation until it can be foisted on the next generation.

Recent supporters such as Stephen Meintjes and Michael Jacques
' (1990) have even tried to pretend that the land tax is not a tax at all;
" they euphemistically call it a “user charge”. They claim to be neither
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capitalist nor socialist, yet they say that “the community” has a right-
ful claim on the land-related incomes of individuals. Their proposal is
just another way of nationalising land, de facto.

Land effectively nationalised
Rent is a general phenomenon that applies to all assets, not only land.
Within a category of assets, some are better suited to their particular
uses than are others. The benefit or return that acerues to an asset
reflects this, and the economic rent is the difference between the re-
turn to one asset and the return to the poorest asset being used for the
same purpose. If the rent were taxed away, all assets of that type
would have the same private return as the poorest asset and would be
treated accordingly.

The most obvious error of Georgists is to claim that a land tax would

not create distortions in the market: it would. The suitability of

different plots of land for various uses is reflected in the land value
and the rent paid on that land.

It does not astonish the farmer that buyers pay higher prices and tenants
higher leases for more fertile land than for less fertile. The only reason why
the old economists were puzzled by this fact was that they operated with a
general term land that neglects differences in productivity. (Mises 1966, p636)

To ignore these differences in productivity and attempt to tax away
all the rent would, as in the case of state ownership of the land, leave
no differential rent for purposes of economic calculation (Hoff 1949).
This would subject land use to the same difficulties associated with
the socialist calculation problem: market information is not properly

disseminated. The tax would be capitalised so as to make the price of

land the same everywhere, regardless of location or quality. With this
artificial levelling of relative prices, the property market would thus
be “blinded” with respect to quality. Poor land would have the same
price as good land.

Meintjes and Jacques seem oblivious to this problem. Speaking on
behalf of the “community”, they explain: “What is this rent? It is the
benefit the owner derives from occupying better land, and since it is
the community that determines which land is superior to other land,
this natural rent is due to the community” (p13). What they mean is
that any benefit that a landowner derives from land that is better
than the worst land in use is to be taxed away.

They continue:

Imagine that one man owned all the land; he would still let others use it, but
he would charge them for the use of each piece of land. We call that rent.
Natural rent is based on the same principle, except that although the land
does not belong to the community, and individuals have title deeds which give
them unrestricted use of their land for as long as they want it, the difference in
the value between the least productive piece of land in use and all the others,
is due to the community (p13).

By admitting that the “community” would collect all the rent, just as a
landlord would, they are admitting that the state will be acting as if it
were the owner of all the land. What good are title deeds if the
government takes all the net income above that earned by the poorest
picce of land in use? What incentive would any “owner” have to be-
have like an owner? Thus the authors are also contradicting them-
sclves when they say the owners would have “unrestricted use of their
land for as long as they want it”. How long would you want to hold an
asset from which the income is expropriated? Furthermore, one stated
purpose of the “user charges” is to “penalise the idle hoarder and weed
oul the inefficient” (Meintjes and Jacques 1990, introduction). Although
it would fail, this is clearly intended to exercise control over land use.
It is not at all neutral.

By what standard do the Georgists and other interventionists label
someone an “idle hoarder” or “speculator”? And by what right would
they penalise these people? Doing so would require some standard
superior to the market, but they cannot demonstrate what that is.
Not only do they not have any superior standard, their intervention
would also interfere with the market process. Speculators may be
envied and despised by those who lack their skills, or those who have
adifferent approach to life. Nevertheless, they provide a valuable serv-
ice, and in fact most of them do not earn the great profits that are the
object of envy. As Professor Frank Knight points out:

[Gleneral reasoning indicates and statistics fairly well prove that the actual
outlay cost of the land, the investment of labor and capital, with interest while
“waiting” for the incerease, and the taxes paid, add up to the actual value, over
any representative sample, without counting the subjective costs not
measurable in money. Of course there is a large element of luck in all exploration
and development activities. Some did make very high returns on their outlay;
others lost their all; and often health or life besides. If society proposes to
confiscate the gains of the winners it must compensate the losers — or not only
work arbitrary injustice but set a precedent that would warn anyone against
undertaking risky ventures. This would at once force establishment of outright
socialism or put a stop to all forward-looking activity.

Men do hold land ‘speculatively’ for an expected increase in value. This is a

53




social service, tending to put ownership in the hands of those who know best
how to handle the land so that the value will increase. And the familiar
psychology of gambling makes speculation in general a losing business to the
whole body of those who engage in it. They obviously do not need to keep it idle
to get the increase, and do not, if there is a clear opening for remunerative use.
(Knight 1953, p810)

Thus we must admit that “speculation” is not a costless activity; nor
does it often lead to extraordinary profits.

Those who see “idle” land and condemn the act of speculation for
this apparent under-employment of resources are mistaken on two
counts. First, the accusers have no way of knowing how the land should
be used and, second, by hampering speculation they are disturbing
the process whereby the market searches for the best use.

If land having value for use is not used by an owner, it is because of uncer-
tainty as to how it should be used, and waiting for the situation to clear up or
develop. An owner naturally does not wish to make a heavy investment in
fitting a plot for use which does not promise amortization before some new
situation may require a different plan. (Knight 1953, p811)

As Professor Knight makes clear, “speculation” is an integral part of
the resource allocation process. It is productive activity. And even
though a particular piece of land may appear to be “unused”, the owner
(who bears the costs of his actions) is making what he judges to be the
best use of the information available to him. There is no reason to
believe that a government, using a single tax or any other device, could
make better decisions about land use.

Because land is still relatively abundant, only the most productive
pieces of land are currently in use. For the time being, land that peo-
ple consider to have too low a physical productivity or to be poorly
located will not be cultivated. The “marginal” soil (i.e., the poorest soil
cultivated) yields no pure economic rent. The submarginal (unused)
land also yields no rent and would be considered entirely worthless if
one were not to recognise its potential for use in the future (Mises
1966). By thinking ahead and offering a positive price for such land,
so-called speculators actually protect properties from present abuse,
in anticipation of better-valued uses as development expands. In other
words, they develop land at the rate desired by consumers (Rothbard
1970).

The constantly-repeated argument that the single tax on land would
force idle land into use is simply not true. The tax would lower the
returns on all land that is used. It may even render the returns on

some projects negative, due to the likelihood that errors in assess-
ment will result in taxes of more than 100%, thereby forcing a change
of ownership. There is no reason to consider this a social benefit. And,
more importantly, raising costs does not necessarily increase either
innovation or productivity.

Land that is not earning economic rent creates no tax liability, so
no land of this sort would be forced into use by arent tax. The relevant
factor, with respect to changing land usage, is cashflow. If the tax
liability is greater than net cashflows, and/or greater than the owner’s
ability or willingness to sustain the cash drain, then the owner will
seek to sell. Thus, the tax merely raises the required pre-tax rate of
return of all projects without increasing the ability to achieve higher
returns.

Itis clear that the 100%-tax-on-land-rent proposal, if applied, would
distort land use in the same way that land nationalisation or “rent
control” would, keeping the best land out of the hands of the most
productive users and thereby encouraging crowding and deteriora-
tion. Proponents of this tax insist that nationalisation, and such dis-
tortions, are not their intention. But intentions are not sufficient to
bring about desired results.

Just as importantly, with respect to consequences, beliefs do not
override reality. But beliefs are the determining factor in the choice of
actions and policies. The land issue has long been quite muddled, and
this can be traced to what seems to be the key premise held by the
advocates of the land-rent tax. Professors James Buchanan and
Marilyn Flowers have identified this premise:

The origins of the taxation of land stem from medieval conceptions of land as
being held in “common” ownership. The rights to private property in land have
been suspect in alimost every age, and land has been given mysterious qualities
which set it apart from other real assets. (Buchanan and Flowers 1975, p411)

The Georgists have apparently forgotten that we are no longer a
hunter-gatherer society; we have agriculture and industry. Even
though all land may once have been common “property,” this does not
give to every newborn today a share in everyone else’s property. The
whole meaning, and practical virtue, of private property is that it is
privately owned and controlled. Our present population and standard
of living (not to mention our values) could not be supported in the
absence of private property. The collective farms of the old Soviet Union
prove this.
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A drive through the tribal lands of (the now former) Lebowa is very
instructive on the issue of common property. What was once considered
high-quality agricultural land is now largely red dust and stumps.
The grass has been overgrazed and the trees are steadily disappearing
into cooking fires to cook food that largely comes from elsewhere. If
the new provincial and national governments were to perpetuate this
system of undeveloped property rights, the local economy will remain
stagnant and workers will continue to commute, further than any
suburbanite, to work on farms far from their homes.

Itis in those regions where property rights are suppressed or unde-
veloped that no one laughs at Malthus. With minimal surpluses, there
is little margin for error; the slightest climatic change can throw
survival into jeopardy. This is the nature of the world we live in, and it
1s not exclusive to humans. Even leopards and wild dogs urinate to
mark their territories.

Mysticism and positive externalities

The only benefit of the single tax is that all other forms of tax would
be eliminated (assuming their benevolent despot can, indeed, restrain
himself); but Georgists sometimes give the impression that their “user
charge” creates good in and of itself. They blame poverty on “the fail-
ure of the community to collect its revenue from its natural source,” as
if rent springs, unearned, from nature and failure to collect it gives
idle speculators an advantage at the expense of others.

Lacking a clear understanding of what economists call “positive
externalities”, some Georgists honestly believe that they would not be
taxing labour and capital. Positive externalities are those benefits that
a person bestows on others while working on his own behalf. For
example, if your neighbour takes extra care to make his property
aesthetically pleasing, you will also benefit (whether he intended it or
not) and your property value will be commensurately higher.
Symmetrically, if you also take extra care of your property, your
neighbour will benefit. But it must be emphasized that these benefits
result, not from the existence of some abstract “community”, but from
the efforts of real individuals.

The Georgists, thus, stumble into a fallacy of composition. By
attempting to tax only the “site-value” of a property, they claim not to
be taxing the labour and capital used on that property. But whenever
they tax one person’s property, they are in fact taxing everyone else’s
labour and capital that have contributed to its value.
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Meintjes and Jacques make this mistake:

“[Tlo whatever land man has the right of access, he has it on account of other
people. Not only do they agree not to take away his land or its produce, but his
land also enjoys many things other people have done over the years, such as
build roads, bridges, railways, airports or large cities. Even if his land was
bare it would be just as valuable according to how much his land benefited
from these things. For by definition all land values, I mean of ground only, not
the buildings and other improvements on it, are wholly and entirely due to the
work and development of the community over the years. Whatever land a man
has, its unimproved value is on account of other people.

“This account must, therefore, be settled — not with another man, but with
Mankind, to whom the Maker has given dominion over all the earth. And as
the family is the unit of the nation, so the nation is the unit of Man. Therefore,
in practical terms, this account must be settled with the nation — the community,
the people. It is the community that provides benefits to the landowner, and
therefore it is only a matter of common sense that he should pay the community
for them.” (Meintjes and Jacques 1990, p13)

This is a case of a little knowledge being a dangerous thing. The
Georgists are attempting supply-side social engineering on the shaky
foundations of methodological collectivism. They fail to see that their
“community” is an abstraction, not an acting entity that can create
value.

It is ridiculous to suggest that any income accrued through land
ownership is unearned. The normal way of acquiring land ownership
is to pay for it. The market price already has capitalised into it the
expectations of future income accruals. Thus, as Professor Knight
emphasizes:

the value alleged to be socially created is always paid for before it is received —
as far as the parties most interested are able to predict its arising. (Knight
1953, p809)

This is true whether the land was at some stage transferred through

inheritance or whether we trace the sequence of ownership back

through time to the conditions of original exploration and settlement.

" Professor Knight continues:

The allegation that our pioneers got the land for nothing, robbing future
generations of their rightful heritage, should not have to be met by argument.
The whole doctrine was invented by city men living in comfort, not by men in
contact with the facts as owners or renters. How many preachers of single-tax
doctrine would care to live their lives and bring up their families under the
conditions of the frontier, fight off ... enemies, and occasionally be massacred,
suffer the hardships, overcome the dilficulties or succumb to them, do without
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the amenities of civilization, including medical attention for their families —
for what the average pioneer got out of it? The question answers itself. Their
heirs, near or remote, often got unearned wealth, but again that is not a sequel
peculiar to land. Consequently, if society were later to confiscate the land value,
allowing retention only of “improvements” or their value, it would ignore the
costs in bitter sacrifice and would arbitrarily discriminate between one set of
property owners and another set, where there is no difference to justify the
action. (Knight 1953, p810)

Thus, the “user charge” has no claim to elevated moral status. Indeed,
it is not a land user charge at all, but merely a tax that goes to the
government, thereby lowering returns to all capital and labour used
on that property. The purpose of owning superior property is deleated
if the benefits are taxed away. The owner effectively ceases to be the
owner, and will act accordingly.

An invisible line

One reason Georgists prefer their “user charge” to income tax is, they
claim, that income is virtually impossible to measure. But their natural
rent is even more difficult to measure. As Professor Trygve Hoff pointed
out:

From a business point of view, rent on land and interest on capital in the private
capitalist society tend to merge. This is partly because both are expressed in
money (in purchasing power) and partly because rent on land does not figure
as such either in the recipient’s or in the payer’s accounts. (Hoff 1949, p120)

Thus, economic rent is an abstract concept that does not appear
separately in the market. Assessors can’t truly separate it from the
return on capital: the line between them is invisible for practical
purposes. Assessments would be arbitrary, leading to favouritism,
collusion and bribery. A tax system constructed on this basis would
tend to consolidate power in the hands of those who act for the
“community” — the government. As Professor George Break has noted:

The more the tax base is taken out of the economic arena, i.e., the market-
place, and made a matter of political decision-making, i.e., how land is zoned
and what it “ought to be” worth, the less objective, certain, and efficient the
tax process is likely to be. (Break 1982, p135)

In other words, politicisation would destroy any “objectivity” in land
pricing, and battles over land zoning and assessments would rage.
This is not merely a minor theoretical problem. It is very real and has
serious implications.

The price of a property is truly known only at the time it is sold,
because that is the only time someone pays real money for it. In the
interlude between sales, only an educated guess can be made as to
what the property would fetch on the market. It is difficult enough to
give an accurate assessment of the potential market value of the whole
property, let alone to break that assessment into separate land and
capital components — neither of which can appear separately on the
market. Professors Buchanan and Flowers explain:

The difficulty of imposing taxes on cconomic rents lies in the impossibility of
distinguishing those returns to resources which constitute true rents and those
which constitute genuine opportunity costs of production. (Buchanan and
[Flowers 1975, p415)

At the time of its imposition, there is no escape from the tax. The
owner at that time will suffer a once-off capital loss on the property
value and there is unlikely to be much shifting of ownership. But over
time, as events unfold in the economy, there will be no mechanism to
direct land into its most valued uses. Even though properties have
different use-values, the unit-prices of all properties will be the same.
Any buyer knows that the more he pays for any property, the more
rent he will be forced to pay. Thus, no one will offer more for a property
unless all property prices are rising.

The formal land market would largely bleak down. Nevertheless,
land use would still be essential to man’s survival (Opitz 1957), so
some form of “underground” trade in property rights would continue.
But this would be far from business-as-usual. Trade would be effected
through hidden payments, either directly or through under- or over-
invoicing for other services. This type of operation, although helpful,
can never make up for the loss of efficiency caused by the confiscatory
taxation. Aside from the “clandestinisation” of business, the corrupting
temptations placed before government officials are obvious.

What conspiracy?

The fact that most economists reject the Georgist doctrine is not in
itself a refutation of George and his followers. But at the same time,
neither is it proof of a conspiracy as some Georgists seem to believe.
Meintjes and Jacques suggest the existence of some conspiracy of
silence when they quote Leo Tolstoy and take it on his authority that
George’s idea is “expressed so convincingly and effectively” that the
only way to “fight against it” is “to falsify it and keep silent about it
(p33)



Economists have utterly refuted much of what George had to say
about the “single tax”. The reason so few economists talk about it is
the same reason that so few astronomers argue about whether or not
the Earth is flat: the discipline has advanced greatly. Henry George
himself lived most of his life before the “marginal revolution” in
economics in which the labour theory of value was supplanted by the
subjective theory of value. He did not have the benefit of the knowledge
that we, over one hundred years later, have to assist our thinking.
George was a well-versed economist for his time, and his errors can be
sympathetically understood. But those of his modern followers are
inexcusable. Indeed, many of these modern followers seem not only to
be unaware of modern economics but not even to have understood
George.

The followers claim that their plan is not socialist. They seem unable
to comprehend that their methods, though slightly different from
socialism, would lead to the same results. About this, George was both
more aware and more honest. He was quite clear that he differed with
the socialists not on their ends but only with respect to their methods.
In Progress and Poverty he writes: “To extirpate poverty, to make wages
what justice commands they should be, the full earnings of the labourer,
we must therefore substitute for the individual ownership of land a
common ownership” (p328). In other words, he wanted to nationalise
all land.

He favoured nationalisation without compensation:

And by the time the people of any such country as England or the United
States are sufficiently aroused to the injustice and disadvantages of individual
ownership of land to induce them to induce its nationalisation, they will be
sufficiently aroused to nationalize it in a much more direct and easy way than
by purchase. They will not trouble themselves about compensating the
proprietors of land.

Nor is it right that there should be any concern about the proprietors of land.
(pp362-3)

Though he railed against the private ownership of property, George
was well aware that open and honest nationalisation of the land would
“arouse the most bitter antagonism” (p329). Thus he proposed a more

subtle means of achieving the same result: appropriation of the rent.
He declared:

I propose to accomplish the same thing in a simpler, easier, quicter way, than
that of formally confiscating all the land [p404] ... Let the individuals who
now hold it still retain, if they want to, possession of what they are pleased to
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call their land. Let them continue to call it their land. Let them buy and sell,
and bequeath and devise it. We may safely leave them the shell, if we take the
kernel. It is not necessary to confiscate land; it is only necessary to confiscate
rent. (p405)

Thus George did not oppose the objectives of socialism. He simply
proposed a more practical and efficient means of achieving them. He
was also much more honest about describing his proposal as a way “to
appropriate rent by taxation” (p406), rather than evading the obvious,
as his modern supporters do, by calling it a “user charge”.

In adopting the term “user charge”, Meintjes and Jacques seem to
have been more taken in by the Marxist approach, which holds that
the state is the true owner of the land. It is this same reasoning that
enables socialists to claim that there would be no taxation in their
state. After all, if the state is already entitled to what it is taking, how
can one call it a tax?

Meintjes and Jacques suggest that the problems of Western Europe
arose because “they listened to the socialists instead of people like
Henry George”. But how could listening to George protect them from
the socialists when he himself was, at heart, a socialist? Through their
character, Chaka, they say:

“Socialism did give some of the benefits of industrialisation to the people, but
if governments had simply collected the natural rents in the first plact'a, t'he
need for redistributing wealth via socialism would never have arisen.” (Meintjes
and Jacques 1990, p35)

Thus, Meintjes and Jacques perpetuate the fallacies that socialism
promoted industrialisation and that because their policies weren’t
followed, there arose the “need for redistributing wealth via socialism”.
They do not oppose socialism, they are merely quibbling over the
methods used.

Georgists are aware of the “supply-side” effects on all the other tax
bases, but why would the famous Laffer Curve not also apply to their
single tax? As a tax rate approaches 100% of any tax base, revenues
will approach zero in the long run. This tax on rent is not compatible
with a market economy because it would eliminate any incentive for
landlords to charge rent that would be captured by the government.
This would destroy rent as a tax base and thus would yield no revenue
at all, without the government taking direct control of rental
assessments. It is therefore impossible for such a tax to be based on
proper market values. To obtain revenue, government assessors would
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have to set the level of tax arbitrarily, thereby placing virtual control
of the land in the hands of the state. Professor Knight puts it bluntly:

To collect such rent, the government would in practice have to compel the owner
actually to use the land in the best way, hence to prescribe its use in some
detail. Thus, we already sce that the advantage of taxation over socialization
of management has practically disappeared. (Knight 1953, p809)

We must be aware, then, that any government that imposes a 100%
tax on land rent will, whether it intends to or not, be forced into the
central planning of land management. Such a tax will not only destroy
any private-sector incentive to charge rent, it will make efficient
allocation and valuation of land impossible (Rothbard 1970). Regardless
of what its advocates call it, the 100% single tax on land rent will have
the same effect, de facto, as overt nationalisation of the land.

Reduce the tax

Perhaps it is for this reason that some supporters of the single tax
now propose to collect only 80% of the rent (Harrison 1983, Dunkley
1990). Without fanfare, they are in retreat. The shift from 100% to
80% suggests a recognition that land rent does not have mystical
properties that allow it to be “harvested” without disruptive
consequences. It could also mean recognition that the rent is not
measurable with any accuracy, the 20% reduction providing an
allowance for error to reduce the chance of mistakenly charging more
than 100%. This is a move in the right direction and is to be welcomed.
It is also compatible with the logic of those Georgists who are both
honest and of a free-market disposition.

The movement away from 100% is a qualitative change — not merely
amatter of degree. But once the mystical character of the tax is broken,
the tax on land rent becomes a tax like any other. The expected
economic consequences will be weighed by those active in the political
process, and an agreement on the actual rate to be levied will be derived
accordingly.

The lower the tax rate, the less it matters what is being taxed. In
other words, as the rate falls, the tax on land rent comes to approximate
a tax on property values — at the limit. It will not remove the need for
assessments, but it will lower the stakes. This is not to say that
taxpayers won’t be irritated by the tax, but at least they will be in a
position to influence the rate instead of being forced to accept a mystical
100% rule.

62

'

Chapter Séyen

Towards Common Sense
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If pretended Revelations have caused Wars where they were
opposed, and Slavery where they were received, the
pretended wise Inventions of Politicians have done the same.
But the Slavery has been much heavier, the Wars far more
bloody, and both more universal by many Degrees.

* KDMUND BURKE (1757)

o promote freedom and the higher standard of living that comes
T with it, we must not only stop nationalisation but reverse it. In
terms of policy action, this means denationalisation and deregulation
— or, more positively put, privatisation and liberalisation.

In plain and simple terms, the goal of these twin processes is a
reduction in political power. The hostility directed at so-called
“economic power” is badly off the mark (Mises 1966). We have nothing
to fear from private traders and producers who “mind their own
business” - they are ultimately subordinate to their customers. But
we have everything to fear from power-hungry politicians. Anyone who
is truly interested in ending exploitation must also be interested in
limiting the size of the political sphere.

Reactionary socialists
Vested interests will continue to dream up reasons why some assets
should not be released to the private sector. These reasons are never
defensible on economic grounds although they are presented as such.
The real motivation is invariably political, to benefit a narrow interest
group at everyone else’s expense.

There is no good reason to delay privatisation. The common
suggestion that a company remain nationalised until it can be made
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Foreword to the German Edition'

Alfred Marshall, on whose Principles of Economics the education
- of all contemporary English economists has been based, took par-
. ticular pains to call special attention to the relationship of his

* thought to that of Ricardo. His work consisted for the most part in
——stuffing the Taw of limited use [Grenznutzen] and the law of sub-
| stitution into the Ricardo tradition, and his theory of production
! and of consumption as a whole—contrary to his theory of producing
¢ and distributing a given production—has never been laid open. I am
i not certain whether he himself ever perceived the need for such a
¢ theory. But his immediate successors and disciples surely have
abandoned it and evidently never perceived its absence. I was
educated in this atmosphere. I have taught these doctrines myself
and it was only in the course of the last decade that I became aware
of their inadequacy. In my own thought and development, this
book, therefore, presents a reaction, a transition and a disengage-
ment from the classical English (or orthodox) tradition. How I
have stressed this and the points in which I deviate from the recog-
nized doctrine has been regarded by certain circles in England
i as extremely controversial. But how could someone educated in
English economic orthodoxy, who was even once a priest of that
faith, avoid some controversial emphasis, if he becomes a protestant
for the first time?"

I can, however, imagine that all this may concern the German
readers somewhat differently. The orthodox tradition which reigned
in the England of the 19th century never had such a strong influence
on German thought. In Germany there have always been important
schools of economics which strongly questioned the adequacy of
classical theory for the analysis of contemporary events. The Man-
chester School as well as Marxism, have, after all, stemmed from

1[The expert assistance of Robert H. Becbe and Mabel E. Narjes in the preparation
of this translation is gratefully acknowledged. The German text is reproduced
with the express permission of the publisher, Duncker & Humblot (Berlin and
Munich), from whom a 1955 edition of Allgemeine Theoric der Beschiiftigung,
des Zinses und des Geldes containing this foreword may still be obtained. The
full cxtent of the circulation of the German edition will probably never be
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Ricardo—a conclusion that nced cause surprise only when super-
ficially considered. But in Germany there has always been a majority
of opinion which adhered neither to one school nor the other.

However, it can hardly be contended that this school of thought
ever established a theoretical counter-structure, nor did it ever
attempt to do this. It has been skeptical and realistic, satisfied with
historical and empirical methods and results which reject a formal
analysis. The most important unorthodox discussion on the theoreti-
cal level has been that of Wicksell. His books (until recently not
available in English) were available in the German language; one
of his most important was in fact written in German. His successors,
however, were mainly Swedes and Austrians; the la ink is
ideas in with a substantially Austrian theory, and thus in reality
actually brought them back to the classical tradition. Germany thus
has—in contrast to her custom in most fields of science—contented
herself for a whole century without a dominant and generally rec-
ognized formal theory of economics.

I may, therefore, perhaps expect to meet with less resistance on
the part of German readers than from English, when T submit to
tiiem a theory of employment and production as a whole which
deviates in important particulars from the orthodox tradition. But
could I hope to overcome the economic agnosticism of Germany?
Could I convince German economists that methods of formal
analysis constitutc an important contribution to the interpretation
of contemporary events and to the shaping of contemporary policy?
It is, after all, a feature of German character to find satisfaction in a
theory. How hungry and thirsty German economists must feel hav-
ing lived all these years without one! It is certainly worthwhile for
me to make the effort. And if I can contribute a single morsel to a
full meal prepared by German economists, particularly adjusted to
German conditions, I will be satisfied. For I must confess that much
in the following book has been mainly set forth and illustrated in
relation to conditions in the Anglo-Saxon countries.

'/ The theory of aggregate production, which is the point of the
following book, nevertheless can be much easier adapted to the

known. According to a letter from the publisher of November 4, 1966, figurcs
on the distribution between 1936 and 1945 are missing because all pertinent
documents were destroyed during the war. An edition of 1,000 copies
was printed in 1952, and one of 2,000 copics in 1955, with another printing
of 2,000 copies to appear in 1967.]
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conditions of a totalitarian state [eines totalen Staates] than the
theory of production and distribution of a given production put forth
under conditions of free competition and a large degree of laissez-
faire./ This is one of the reasons that justifies the fact that I call
my theory a general theory. Since it is based on fewer hypotheses
than the orthodox theory, it can accommodate itself all the easier

to a wider field of varying conditions. Although I have, after all,

worked it out with a view to the conditions prevailing in the Anglo-
Saxon countries where a large degree of laissez-faire still prevails,
nevertheless it remains applicable to situations in which state man-

agement is more pronounced. For the theory of psychological laws
" which bring consumption and saving into relationship with each
other, the influence of loan expenditures on prices, and real wages,
the role played by the rate of interest—all these basic ideas also
remain under such conditions necessary parts of our plan of thought.

I would like to take this opportunity to thank my translator, Mr.
Waeger, for his excellent effort (I hope that his vocabulary at the
end of this book will prove useful beyond its immediate purpose),
as well as my publishers, Messrs, Duncker & Humblot, whose enter-
prising spirit ever since the days sixteen years ago when they pub-
lished my Economic Consequences of the Peace® has made it possible
for me to maintain my contact with German readers.

7 September 1936

J. M. KEYNES

2[The English language edition of this book was published in the United States
by Harcourt, Brace (New York) in 1920 under this title.]




