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One more item: this formula. While it is purely a matter of
keeping nominal values straight it is important in any reasong
based on the proportionality of tax receipts and land values.
It probably is relevant to other kinds of taxation also, if you
want to use it that way.,

Definitlons: R :: total eeconomic rent

r :: privately collected economic rent

t :: publicly co!lected » U T 0 YOUD B
receipts

g :: tax rate

1 :: "interest rate"

8 :: selling price

Note first that R equals r plus t; that 1 is diffieult to
determine or, if it is easy, I can't tell you how to do it; that in
my serawl on that file I left with you I used "a" to denote tax receipts
and later changed it to t when I realized that the whole point of
this business is the faet that the tax receipts are equal to
--rather identical with---the publicdy collescted rent which
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The writer YeXigvfs/f¥ has reason to think, from the
analysis of this study, that it is indeed possible to modify
. 7o Lo adieniage
Woprk mugk—better., In the main he proposes to leave detailed
evaluations of land policy to & sequel. Bubt—he_gdoeg nebwis=ir—

¥~ But having roundly condemned the market's performance he

YogzYdfd institutions underlyin; the land market to mike it
M :

does not wish to leave the subject hanging. For his motive, as

given in the introduction, is not to destroy the market, but

/%%nu,/u,u¢4(tawdﬁh4 #4::”"””V“7

prepare the way for improving it.
G Mu, Complunitons /wm y %) molauao
The analysis of this study ;géés—éuguuughf—%e-%he—eeﬁe%&séea

that ad valorem property taxes, in particular theis component that

tend 1o
falls on land,“improve the market's performance. If, in the earlier
peove
part of this conclusion, we have seemed ﬁ%¢f¢ worse things of

the market than there are to be proven, it is because for simplicity
we omitted property taxes from the calculations. But consider
now their effect. Due to the fixed supply of land these taxes

are not passed on, but fall on the landholder. Thus they reduce

land prices. AxciamrTpriees—fall, of Loupse—threIrrteresc burden

T =l - 3 T
O 2 11»-p1upvxt;u atcly. TT—tiITe —t&X DEeCUNoSs &8

Mg as—thremarginedl—-proo of—thre—Tana At ITower land prrices,
of course, inter-st hakdens of holdin v s i proportiOmately

Tess aISo,. That @eans that interest hurdens are apsed

As land prices fall, of course they interest burden of holding

o . .

title falls proportionately. s \ =

=Zbs In absolute dollars and cents, the interest
burden of holding title falls more for the high interest than the

low interest bidder. At the same time the increased tax burden




- cibatiense

zy

is the same for all bidders --- assuming a fair assessment. Jf

Yegzinfafetifay zgxfedads /Ll /HIE/ X

the ¢@€¥ annual cost of holding land for high interest bidders will

i

A

ws, with increasing taxes,

—

& .
fall, and for low interest bidders will rise, until in -biee 7Asce?/iaf
extreme, when the tax had brought the land price down to zero,
the only annual cost of holding land would be the tax, the same

for all PYy# comers.

In terms of Fig. 2 fEe————sssswme., the two horizontal marginal

cost lines would, with increasing taxes, converge closer together
: f—A...wq Tewed, ordl no 1 nfereel .

until they become congruent, ‘-At this point all landholders would
pay the same annual price for the use of land, hence apply it
down to the csame margin. Land would then, for once, be allocated

according to the traditional ideal, the equimarginal principle.
for example the
gUdY /44 irrigation districts in Caelifornia,
Certain taxing bodies/have made it their policy to collect

revenue from taxes on bare land. That the results have been

as the above analysis suggests they would is evident from &=emes
> . s : : M : , 1 . »;;: »‘.\?}L‘ "?",
- .A : "i'oﬁ‘ _;,_'u' d

Under dlistrict laws all lands susceptible of irrigation from
the works of any district may be included in the district and
taxed for district purposes. This tends to force dewelopment,
since landowners cannot long afford to pay district taxes on
unimproved land. (Teele, Ray P., "Irrigation in the United
States", New York: Appleton, 1915, p.7g)

VO 99960 KOASUAG MTIT .1.camras -
FOTFqQ MITT Lﬁdﬂ:‘l..;, f:i uo.‘anJL (ag‘ﬁ' b":’O)

O A BSIFO ~ T e s dan
IPs oMuer ‘apon TANSLL ©OL gTRPLTC § 'foxes

19 JubLoAe gpe. Jeug LLOW MUJTGH

£ ClGs oL @8JJ 7£¥ 1oL go

TORIY B3

ILRTESPTOU PULGIEL 1o .

| o nUFfSLOLT B8 OLE - :

78 pe1q pi abSCHI?£gLa-?. SOTesLIONR, ' 3DV QILGNTEL 3¢°
PCAR s e | w (ENPCPTUB® 267pA UG AoeTeoy

IVe ®qasure®s or d8JPA FUQ AOSTReL®

P .
PHYXIOATON TO mereas Yeer o 0 ol




26

Denmark, New Zealand, Australia and other countries have also

made use of this tax device. According to Colin Clar

indeed this alone) 1is no deterrent to production, and indeed
rs and landowners to make fuller use of their
.

de it where possible and employ more labor.
(Financial Times, Sept. 10 1953)

It is a commonnlace of economic theory that this form of taxation
.| 4-
|
- i 1
land, to subdiv
%

statements one should gpYy = that the policy will

o

be most effective only if firmly expected to continue, for it 1is
in future expectations that land buyers deal. In practise that

4

most convincingly maintained by & large

,_
7))

sxpectation Kagdzfrisgf

bonded debt hanging over the taxing body, and poor prospects

= =2

of revenue from other sources.
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Adams, T.S., Tax Capitalization and Tax Exemption, AER, 1916, June

Taxes are caplitalized, many argue -- e.g. T.N. Carver, and
Seligman -- and so the new purchaser in effect pays no tax.

This for securities and land. Hence no burden from some taxes.
(unless they lower yields in Qeneral, lower 1.r. Which taxes on
production do, land taxes don't)

Fillebrown, & other single taxers, argued that landowners pay
no taxes, due to tax capitalization; whereas other property owners
do. So the only way to equalize burden borne by landowners with
burden borne by others is to increase the tax on land gradually.
(but this anticipated increase would also be capit=1ized. Cannot
get away from the fact that present owners would bear a burden, if
tax rates on land increased disporoportionately to other taxes, or
while other taxes being reduced. Except that fact that other taxes
were reduced would increase land values, but that is another matter.
All taxes, not Just land taxes, are capitalized, and any change in
taxes hits someone with burden he didn't count on. Competition
equates all anticipated returns with one system, returns from
investments, and then when tax system changed, he whose yields
fall 18 hurt, whose yields rise is helped)
|
- (My next article for Am. Jnl. should be to finish off what I
started two summers ago, showing how xam shift to lvt would
ralse prop. values in locality, but for monopolistic motives.

This 1is cruclal to my amendments to lvt philosophy, & I am well
prepared now to write it)

(The general conclusion is interesting, tho, that taxes on
capital have no burden, being capitalized. Only increases in
taxes are a burden. And general taxes are a burden in that they
lover yields, and/or reduce the am't of investment)

(for my paper, the general conclueion that lvt can only be
enforced by nat. & ultimately by world govt. That our failure is
not due to human stupidity so much as there is a real pro lem, a
governmental problem, in doing what we wish)

. Adams objects to Fillebrown because the argument should be
applied to all cap.&land, not just land. --that everyone is scot-
free from taxation in capitalization sense, so no one should be
slggled out =-- this i1s fair enough. Also that the plan can be worked
only by surprise, deception, for if increases of taxes were antic.
they would be capi talized now.

| (shouldn't be surprised if Rolph argued that land & cap. taxes
Just the same, because investors in real cap. are getting a2 rent,
too, since supply of real cap. is pretty fixed, and taxes on it
8imply cut into that rent. Might say the same of labor incomes, since
labor supply is fixed. But even his analysis shows that taxes

that lower marginal returns, as opposed to taxes that take m w/o
lowering marg. returns, reduce supply of factors.)

Corrvs

But TSBrowe exgends his argument to an error. He says taxes on
bonds would discourage capital, thus raise prices, burden borne by
consumer. & implies same true of land, but of course it isn't, and
there is where he misses boat.

TS says buyers of assets pay tax in lower i.r.
.~ His general theory of tax burden is that burdens are "dissipated",
silently paid "by all". And known privileges, like lv increments,
are "diffused", He lists manners of diffusion:



!
Fanxatzxzizx TS Adams, 2

1. Due to spec. value, taxes higher in early years of low yields.
2. Frontler farmers give their labor cheaply, thus lowering food
price, because of antic. increments to l.v.

3. R.r.s, with their land grants, charge rates cheaper than other-
wise, and extend lines where otherwise would not.

4. Manufacturers charge lower prices than otherwise, making up
@fx® loss thru lv increment, and since others can do this too,
competition forces all to lower prices. In accting, this shows up
by not allowing any depreciation, balancing it vs. appreciation of
land. So benefit "diffused" to pbblic. (1.e. to neighboring land)
5. Tenants in city bldgs get lower rents than otherwise, because
landowrers charge less today because of antic. increments.

. The only people to get unearned increments were original settlers,
They probly deserved them, for hardships, and later buyers
capitalize expected increments, hence get nothing unearned.
(this reasoning on basis of individuals, not things, is poison)
(the single tax arguments were based on the wrong thirgs. That is
why they falled? Or is it that if other arguments were brought up,
philosophies would be altered to make them ssem wrong too? I don't
know, but will try)
- He 1lgnores subsequent increments due to subseﬁuent public works,
Only inheritance yields an "unearned increment", he thinks.
He attacks "unearned incresment" idea thruout, and that is
certainly a weak reed of lvt theory.
. He admires those single taxers who admit they want to confiscate
land values; he thinks Fillebrown is dangerous, because he
tries to disgulise confiscation with his argument that landowners
bear no real burden at pressnt. And it is perhaps only just that
?111ebrown's devious ruse should have falled. Stick to the truth.

Seligman's Reply.

| Anxious to show that he is not a single taxer, Adams having
seemingly ldentified him with them. Says that Adams says st use
an incorrect theory correctly; S. trinks they use a correct treory
incorrectly. Says 1lvt would be burdenless if only new purchasers
were taxed, i.e. if tax not imposed until land changed hands

(but then it never would change hands), and due notice given of
Just what future taxes would be.,

; (In Italy, when a new general income tax was imposad, land was
specifically ex>mpted -- on grounds it was already suPject to a
special land tax)

. p.796 "I do not,mmax of cours=, mean to say that it may not be
desirable to tax land at a higher rate than other property;..."

‘ Says that theory of tax capitalization implies that new taxes
should nct be designed to redress wrongs &o or inequalities in old
taxes, but should be perfectly general -- on income. He spits at
Adams over some petty sophistry they both engage in over whether
character of old or new tax is vital thing, but general idea clear,
& probly both agree. But S. says new taxesneed not be general, they
can be imposed on somethlig like monop. you want to single out for
taxation, and subsequently it 1s ok. But he implies that after a
Xaxzkagszk taxed securities have been mostly sold, is an undue
special burden to tax people, even if the income 1is wrong. But he
only brings this up as adjunct tc his main point, that character of
old taxes do have something to do with legitimacy of particular

new taxes. If the new tax is on some thing that 1s already taxed
dlsppoportionately,then it is ok if the txzuamx assets with the

}llegit. income are still in hands of originmal owners whe got
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Adams- Seligman, 3

unearned increment to begin, but if have been sold, not ok.
Because 1f asset has been sold, then theory of capitalization
applies to old tax; but if it has not been sold, theory of

- capitalization does not ap~ly. This is major c.s. poi t he
. makes vs., Adams.

Even more important to S. is his vs., Adams argument that
capltalization does not buy you free of tax. Adams said you
werexirprzyfxitzfarzienzreasonxzxiyx paid it for 2 reasons:

1, lower i.r.

2, Higher prices to consumers due to less production. (excess
' burden)

S. says 1t 1s new doctrine that taxes on ylelds of securities

; cause 1.r. to fall.(seems pretty obvious to me, probly is old

stuff) Seligman rightly observes that Adams is wrong in applying

-1t to land. But wrongly says effect on i.r. is regligible, this
| being based on analysis of just one indastry.

He objecss to Adams on diffusion of unearned increment, saying

| labor 1s misdirected that is lured to frontier too early by
' hope of increments, that r.r. lines are misdirected when
- increments help lead them (wrong).

p. 806, again, Seligman says moderate increases in rate onland

i desirable.




Rolph Review, 7

T.S. Brown correct in saying is no tax exemption thru tax
capitaligation -- or, rather, that everyone is equally exempt.
That burden is in lower i.r. in general.-- he should have mentioned
reduced inv., and all its effects. But he missed the distinction
between land & cap. taxes that is truly relevant, namely that
land texes do not lower i.r. (excuse me, he did mention, besides
lower i.r., the reduced inv.)

This would be a good line of reasoning to run over on exam --
get Rolph's reaction, too. I can cuss out the Fillebrown argu-
ment at length, to keep him happy.

Seligman says Adams wrong that taxes on cap. make you get
lower yields. But we got 'em one way or the other. For if they
don't cause lower yields, it is only because supply of inv. has
declined. & if they do cause lower yields, there 1s the burden.

Rolph tends to idea that supply of everything is inelastic,

| so might as well tax anything. Everything, rather. He would say |
no ec. reason for taxing land more than yields, as yields are rents

too. This would ignore that lacking inv. opp. is major problem

in modern depressions, i.e. that supply of inv. 1s in fact extremel
elastic to yields. Besides, the higher are incomes that come

from rendering services to society cf. to those from other sources,
tiie more services will be rendered. Les:c privately collected rent
means a nigher m.u. of further units of income, & untaxing ylelds
means higher price of leisure, etc. Rolph would try to make it
look like purely a question of redistribution, while the effect

on production incentives is paramount.

Seligman stresses that character of old taxes has a bearing
on what kinds of new taxes ame should be levied -- while implic-
ation of capitalization argument is that it doesn't matter, since
old ones all capitalized beforenand.

I T 5N RIS R




