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LAND REFORM THROUGH TAX REFORM

By Dr. Mason Gaffney, Riverside, CA

In Riel Franzsen and Christof Heyns (eds.), A Land Tax for
the New South Africa? Pretoria: The Centre for Human
Rights, Faculty of Law, Universiteit van Pretoria, pp. 111-26.
[Originally an invited paper, "Land Reform through Fiscal
Policy," at conference, A LAND TAX FOR THE NEW
SOUTH AFRICA, 20 March 1992, presented by The Centre
for Human Rights Stadies, Faculty of Law, Umniversiteit van
Pretoria.]

Introduction

"May you live in interesting times" need not be, as
the saying has it, a curse. Many South Africans are rising to
these interesting times with hope and zest, tempered with pru-
dence imbued by the several conspicuous faitures of applied
Marxism. Radicals and conservatives are coming together to
negotiate a better social compact. In that spirit, 1 write from
the conservative viewpoini, without representing myself as
conservative: this is, admittedly, role-playing. The idea is to
"walk a few miles in the other man's moccasins,” the better to
understand and accommodate his viewpoint. ¥t is also to
acknowledge the talent, training, solidarity, commitment, and
leadership among conservatives that makes them a contimiing
force. They reckon ill who leave them out.

That follows the model of America's second Dutch
President, Theodore Roosevelt. It was his genius to imple-
ment populist policies under elitist leadership. This was the
essence of "The Progressive Movement," which achieved
probably the healthiest social progress in U.S. history. A sub-
stantial part of the progress consisted in rapid growth of prop-
erty taxes, which were higher in the Progressive Era than be-
fore or since. Besides being higher, they were more focused
on land values, and less on true capital, than at other periods: it
was a demand of the times (Brownlee, 1985).

"Conservatives," viewed sympathei_:ically, are those
who recognize weaknesses and irrationalities in liberal ideolo-
gy and leadership. They doubt liberal ieaders can or will de-

liver on promised improvements in human welfare, pointing to

Lenin, Stalin, Mao, Hoxha, Castro, Nyerere, Honecker, Jaru-
zelski?, Minh, et al. H is up to specific liberal leaders to prove
them wrong -- if they are wrong. The thesis here is that tax
reform is the kind of land reform most compatible with "good"
-- ie. public-minded socially responszble -- conservative
prineiples. :

The ™ax reform” in question means first raising the

property tax rate on the land-value base, whether to replace
other taxes or to increase public services. Second, it could
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mean adapting income-tax schedules to take more land income,
and less earned income. Third, it could mean a tax on gains from
land sales, totally lacking from the present income tax. Fourth, it
could include a package of resource-based taxes, like severance or
net proceeds taxes on minerals, and on water withdrawals. Like
King Arthur in Camelot, I submit the case in the form of succeed-
ing "Propositions.”

A. Tax reform uses existing institutions and professions

1. Tax reform, as just defined, leaves landowners in pos-
session and in place, retaining title. -No one is evic_ted_; no fand
title need be expropriated, condemmed, or nationalized.

2. Tax reform uses existing institutions and trained per-
sonnel. . It is a matter of raising property tax rates on one base
(land value), and lowering (perhaps to zero) the rate on others
(buildings and movable property). It could mean dismantling
some taxing agencies now in place, if the revenue from land
makes it possible. Several South African municipalities already
practice the art of valuing land for tax assessment, and enjoy a
considerable world reputation. The former Valuer of Johannes-

~ burg, John McCulloch, has lectured in the U.S.A. on his practice,

and its impressive results.

Practice in the R.S.A. is limited fo certain cities, it is true.
Extending it to farmlands will require some innovation. In Ameri-
ca rural "counties,” and in Canada "regional districts," depend
mainly on property taxation for rural services. Rural tax
"assessors” (valmers) need and use soil maps. The R.S.A. has its
cadre of soil scientists, and a high level of concern over soil con-
servation. It only needs to integrate existing skills of valuers and
soilsmen. Te be sure,new times and attitudes often call for new
people, but they will need and can use many technical skills and
the experience of the oid. :

3. No special "land reform” agency is needed: no new
powers, no new bureaucracy, no arbitrary rules for takings. No
land claims procedure or special court are required; no délay-
ridden, trench-by-trench legal contests (de Klerk, 1991, 17-23).

B. Tax reform is gradualistic, not cataclysmic

1. Sale of land by present owners will be vohuntary with
individuals, piece-by-piece, based purely on market criteria. Ad-
vocates regard land taxation not as amending the market, but let-
ting it function more perfectly. . "... it would not act as a disincen-
tive to production such as existing income taxation does; ..." (de
Klerke 15). It is standard economic doctrine that a land tax is
"neutral,” in its "marginal" effects. In addition, it has strong
wealth and liquidity effects, and they are pro-incentive. Its cash
drain on (continued on page 9)
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landowners attracts their attention, in a compelling way, to use
land productively if they will, and sell anmy surplus

Some land reformers, indeed, dismiss land taxation as
too mild a measure, because it works with market forces. The
ANC Land Manifesto, July, 1991, expresses distrnst of market-
oriented policies. Working with the market does not mean,
however, that tax reform underwrites all the market forces that
now dominate land markets. It changes credit relations pro-
foundly. Lending institutions are traditionally wnwilling to fi-
nance black land buyers (Daniels, 1987, 3). Even in Soweto,
few of the tiny stands (lots) are owned by the occupants (South
Affica 1981, 248, cit. Daniels, 1987, 5). Little wonder ANC
people distrust "the market”: that is the land market as they
know it now.

However, tax reform completely changes that. Heavy
land taxation has the same effect as extending long-term credit
to all potential buyers on identical terms (Gaffhey, 1973). It has
the same effect as revolutionizing land credit markets. No land
credit program in the world has ever, or could ever, remotely
approach so egalitarian and efficient a result. Tax reform is
powerful land reform. Like tenancy, it makes "farming skills,
rather than capital, the primary criterion for occupying land” (de
Klerk (ed.), 264).

Tax reform even puts new entrants on the same footing
as the present owners. For all alike, the price of holding land
becomes the annual tax. The purchase price, i.e. the advantage
sellers hold over new entrants, falls. Whoever grasps the full
import of that will not see land taxation as "mild": love it or hate
it, it is potent.

2. Owmers with surplus lands will select for sale those
lands that are marginal to their own needs, and most vital to the
needs of others as evidenced by what others bid. Most owners
will probably retain lands near the farmstead, the nucleus of
their operations. Specific choices, however, are theirs to make
for their own good reasons. Those good reasons include senti-
mental attachments to specific places, real economic values
which the market weighs in the same balance with cash.

3. There being few legal black tenants in place, it may
take time for many black buyers to familiarize themselves with
soils and local peculiarities. Land reform must involve substan-
tial migration and re-orientation. An interventionist, centrally
controlled land reform program might foolishly transplant peo-
ple in "parachute" leaps, inviting failure. Tax reform, working
through the market, lets buyers move in mleidually, in their
own time, based on personal wants and abilities, and private
negotiations between buyer and sefler.

C. Tax reform retains and strengthens the means and institu-
tions of production and exchange

1. Tax reform resolves the supposed conflicts or
trade-offs between growth and redistribution, between effi-
ciency and-justice. Some say that a few years' economic
growth will do more for the poor than total redistribution of
wealth, That is half true, but growth is no substitute for redis-
tribution of land, because land does not grow. The benefits of

. growth, absent tax reform, are likely to be distributed in pro-

portion to prior landholdings. Most hold none: twice zero is
stiil zero. :
The good news, however, is that land redistribution
via tax reform actually promotes growth of jobs, capital, and
output. It replaces suppressive, distortionary taxes with pro-
incentive, non-distorting taxes. Growth and efficiency com-
bined with distributive justice: it is a happy combination, too
long denied us by sour counsel that calls them incompatible.

2. Tax reform recognizes the need to motivate saving
and investing by securing property rights in man-made capital.
Tt secures those rights by downtaxing both capital and the in-
come and sales it generates. It is possible to do so, while rais-
ing property taxes and reverues, sin1p1y by regarding the dif-
ference between land and capital. Man forms capital by pro-
ducing, saving and investing. God created land, which is ap-
propriated by sovereign states and granted to individuals by
politics. What the state grants the state can tax without invad-
ing private capital proper, or driving it to flight, or discourag-
ing its import or formation, or encouragmg its wasteful con-
sumptlon

Untaxing capital (as proposed here) prevents capital
flight, and encourages capital import by raising the after-tax
rate of return to investing. It will, to be sure, discourage for-
eign land purchases, but that is a net plus, considering the po-
litical influence that accompanies landownership. At the same
time, taxing land induces more domestic capital formation by
lowering land prices. Land value substitutes for the value of
real capital in the portfolios of individuals, weakening their
resolve to add other assets by savmg Lowermg land prices

Teverses the effect

Besides raising returns to private capital, the proposal
creates a flow of funds for financing infrastructure. The capi-
tal to finance internal improvements lies sleeping in the lands
to be served. ‘Land taxation is a reveille to awaken and a mus-

ter to enlist it

3. Tax reform retains and sharpens market incentives
to allocate scarce means to their best uses. Conventional eco-
nomics has no higher praise. (continued on page 10)
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4. Tax reform will strengthen the market system by
abating taxes on trade. VAT and income taxes, which we pro-
pose abating, are both based on exchange, and are aveided by
substituting non-market activity, and unmrecorded activity
{Loots 1991, p.45).

5. The fiancial system will adapt by basing loans
less on land colateral, and more on capital, personal reputa-
tion, and appraisal of specific projects. On balance this will
help stabilize the financial system, whose worst fiascos, from
the South Sca Bubble of 1720, through the world banking col-
lapse of 1932, to the American Savings-and-Loan debacle of
1987-91, and the 1992 Japanese collapse, have resulted from
loans on speculative land.

6. Tax reform is a source of public funds; conven-
tional land reform is a sink. Conventional reforms spend tax-
payer mooey to {inance land transfers. This sharply limits

their scope, and also calls for higher counterproductive taxes

(like VAT, introduced in 1921, now at 10%, and PAYE or
payroll taxes) levied on job-making, demand-generating in-

dustry and commerce in cities. The best medicine for farming .

is higher demand from thriving indigenous cities, which tax
reform promotes. :

7. Tax reform will slacken the demand for restitution
of specific lands to specific peopls, purely as a redistributive
matter, because landownership is now to be coupled with tax
obligations. Returning to old homes for sentimental reasons
is, in the true sense, economical. It shows up in market de-
mands, and is facilitated by perfecting the market. Restitution
merely to secure special privilege, on the other hand, will be
discouraged.

Most black families are too dispersed and i unpover-
ished to trace their hlstory and claim restitution (Claassens,
1991a, 10, cit. de Klerk, 1991, 22), so restitution is tokenism
that would only create a small new black. privileged class.
Restingion has the additional cost of clouding tenure and
aborting investment to improve vast lands, for years or dec-
ades, while history is reviewed and claims sorfed. Tax reform
bypasses that highly counterproductive stage.

8. Tax reform imposes neither upper nor lower limits
on scale, but lets the market decide. In the event there are
strong scale economies, tax reform lets society reap the gains
of scale without suffering inequality, by taxing the rent surplus
thus created. If public funds are then spent fairly, tax reform
achieves equal distribution of net benefits without necessarily
achieving equal division of land tenure. This is the beauty and
genius of tax reform. It uses the monetary mechanism to
achieve equality of outcomes, under conditions where equal
division of land in kind is inefficient.
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Many land reformers are skeptics of mere pecuniary-
fiscal offset: it is too “theoretical,” intangible, arguable, and
easily reversible. Equality-in-kind is more solid and under-
standable. Fortunately for our case, tax reform in history usu-

. ally has had the effect of splitiing up large landholdings into

smaller oper_a.ting' tenures (Rhodes, 1943; Gaffhey, 1969; Hen-
ley, 1969). The American State of Wisconsin, with the highest
farm property tax rate in its nation, and the lowest Gini Coeffi-
cient in farm landholding, is a case in point (Gafiney, 1992b}.

Many oversized landholdings are held as stores of
value, or speculations, or "inflation hedges," rather than for
operating efficiency, and are sold off when land taxes rise.
Nick Vink points out in this volume that the unit price of small
farms is higher than large, i.e. there is a market pressure to-
ward subdivision. That would seem to attest to the superior
operating efficiency of smaller farm units. Vah Rooyen et al.
provide evidence that smallholder operators are more capital-
efficient than large (1987, cit. van Zyl and van Rooyen, 1991,
189). Claassens (1991, 43) observes "vast tracts of apparently
empty ‘white’ land ..." At the other exireme, the old South Af-
rica, almost alone among nations, has its agricultural anti-
subdivision laws, ostensibly for soil conservation purposes.
Should these be kept in place, rightly or wrongly, taxation may
still be used to equalize the net social gains from landowner-
ship.

_9. Truly marginal lands are left available for subsist-
ence farming, Marginal lands, by definition, have no value, so
po tax will be assessed against them. Users need not, therefore,
raise any cash to péy tax. Vast areas will thus be left open for
subsistencé_ farming, for those who choose &.

On erosive sloping thin soils, direct controls may be
called for to prectude exploitive farming. If and where so,
adjustments in tax valuation may aud should be made.

D. Tax reform strenszthens land tenure and relieves pressures
1o v1olate it.

1. Sales of surplus lands to new entrepreneurs, in
farm and city, will create a new social climate, and large num-
bers of motivated people with land tenure, to give mutual aid
resisting trespass.

2. Taxation gives an obvious moral basis for owner-

ship. "This land is mine, I pay taxes on it!" is a claim ofien

heard and heeded in jurisdictions that levy property taxes.

3 Tax reform presses landowners to hire more work-
ers, to put their land to full use. Abatement of VAT and PAYE
taxes will open up many (continued on page 1D
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jobs now aborted by the tax "wedge" between cusiomer and
seller, between employer and worker (Dunkley 1991, 8-13).
Opening legitimate job, management, and housing opportuni-
ties to landless blacks will relieve pressures to trespass and
squat. So long as there are landless people, trespass and squat-
ting are inevitable, lowering respect for law and private tenure.
When job demand runs high, the state can with a clean con-
science protect private tenures against illegal invasions. The
state, as land tax receiver, has the highest interest in protecting
and cultivating its source of revenue.

4. Dr. M.P. Lamont of the S.A. Reserve Bank sug-
gests the national government should share in the land tax base.
If this be done, let this share be used for a social dividend, or
the equivalent (like school support based on atiendance). In
this manner the central government creates a pecuniary motive
for local governments to adjust local institutions (like zomng)
to attract and admit new people as local landowners. This, in
turn, Jowers the pressure to trespass. Coupling this with the
proposed relief of labor from work-based income taxation, tax

reform will make economic life possible on lands now rendered
submarginal by taxation, as expressed by Dunkley (1991, 8-13).

E. The proposed reform meets many tests of perceived faimess

Loots has written that efficiency demands perceived
fairness (1991, pp. 50-51). So has Gatfhey (1992), who, not
surprisingly, supports Loots. No reform can meet all tests of

perceived faimess, because some of these are subjective, or

culturafly determined.. However, tax reform meets many tests.

1. The loss caused by higher land taxes will be offset,
for most landowners, by the gain from lower taxes of other
kinds. Land income is what remains after all expenses have
been met. These expenses include taxes. Ergo, lowering other
faxes tends to raise land income and price, just as raising land
taxes themselves tends to lower them, '

The net social gain in shifting to land taxes is that oth-
er taxes impose heavy "excess burdens,” i.e. they cost the tax-
payer more than they gain the treasury. This theme has been
elaborated elsewhere (Gaffney, 1970). '

In the short run this offsetting gain might seem to ac-
crie only to those owners who are using and have improved
their land intensively. Actually, it applies to all, because land
price is derived from anticipated land income. Any owner of
surplus land can take advantage of new opportunities created by
untaxing or downtaxing inputs and sales and income. He does
this either himself, or by sale.

The thesis that all taxes are shifted to landowners fol-

lows logically from two premises. One, after-tax interest rates
are determined by world markets, so the local supply of capital
is perfectly elastic at a fixed, afler-tax rate. Two, labor has been
reduced to so low a level that it cannot bear any more tax bur-
den. Anyone may test the premises by observation.

2. Tax reform spreads the burden of redistribution
over all rent-takers, where conventional land reforms focus on
farm owners. Comprehensive rent-taxation would tap rents
from urban land. Urban land values far outweigh farm land
values, not just per ha. but in the aggregate; not just in the ag-
sregate, but per capita; not just per capita, but relative to build-
ing values. In addition, retail and industrial lands are highly
concentrated in a few hands, even more than farmland.

Besides urban values, there are rents from mines.
These have been falling out of the R.A.S. tax system, as the
P.IT. has grown (Loots, 1991, 43). There are several other
sources of resource rent to tap, as well: rights of way, radio
spectrum, air routes and landing slots, fishing rights, waterfronts
and accesses, forests, waters, game preserves, discharging efflu-
ents in common airs and waters, etc.

3. Subjecting the natural earth to European-style land
tenure may be necessary to promote the most efficient use. This
has been seized as the occasion to extinguish traditional com-
mon rights as well, but it need not be so. We need merely re-
place the right of common access with a state duty to collect
land revenues, and use the proceeds for common purposes.

Land taxation compensates the dispossessed and land-
less in at least three ways:

a. The tax supporis public services and lets
other taxes be abated.

b. To raise cash, the owner must produce
more goods and services (including housing). By analogy, Cec- -
il Rhodes imposed a flat poll tax on natives, to induce them to
work for cash. A property tax based on land value has a bit of
the same effect on landowners.

c. To produce the goods the owner hires more
labor, or sells parcels to laborers wanting to go into business on
their own. The newly employed labor eamns incomes to buy the
newly produced goods and services. Here is supply-side eco-
nomics coupled with demand-side economics.

4. Tax reform does comprehensive justice among

whites, among blacks, coloreds, Indians, and Malays, not just

between groups. Conventional land reform is likely to select 2
few token blacks (those more organized (continued on p. 12)
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. and articulate) for restitution or subsidy, leaving the mass as
wretched as before (Claassens 1991a, 10, cit. de Klerk 1991,
22). Tax reform truly levels the playing field, tapping un-
earned rents and distributing them equally among all citizens.
These rents are now iaken by a minority of South Africans,
plus jet-setters of great wealth.

Today's economic playing field may be visualized as
a hill consisting of resource rents. Those on top are higher
because of what they stand on, not what they are. Measured
differences of ability among persons are dwarfed by measured
differences in their ownership of resources. Tapping those
rents and dividing them equally will truly "level the playing
field."

5. The proposed reform helps everyone perceive the
fairness of rewarding saving. Now, unearned wealth stigma-
tizes earned wealth, and free markets too, by free-riding on
their good names. The rationale for land taxation, widely pub-
licized, helps everyone distinguish assets formed by functional
human effort and sacrifice from rent-yielding natural resources
taken by force and politics.

F. Landowners are not lefi helpless, but retain a power base

1. Nothing stops landowners from organizing, and
they will certainly continue to do so. If it is true that some
4500 owners control half the farmland, their voting power is
small, and they depend on their discretionary wealth, which
will be reduced. However, their political power base is aoto-
matically augmented as reforms succeed and their numbers
rise. Thus, land redistribution, however achieved, may be self-
limiting. To the liberal this is a problem, admittedly; to the
conservative landowner (whose viewpoint we are simunlating)
it is a comfort.

2. Seiling land to blacks introduces them to the capi-
talistic market economy, drawing them imto the system by
easy, natural, and generally advantageous experiences. It will
demonstrate to ANC members that the market system can
© work to their advantage and fulfill the;r goals

3. Tax reform, under professional leadership, will
- demonstrate that those presently in power have the will and the
skill to make places for everyone in the ongoing system. Thus'
it may well presmpt any tendency to turn government over to
unqualified and opinionated doctrinaires. Conservatives may
well see their enlightened self-intecest in forestalling the kind
of expropriative program, with no right of appeal, just initiated
in Zimbabwe.

G. Tax rg:form will strenpthen the economy of the R.S.A '
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giving it new stature in the world

Viewed from most centers of the world economy, the
R.S.A. is a small, distant market, with fewer people than Cali-
fornia and a costly, tiresome jet to London. Add to that, most
of its people are not even in the market. How much stronger a
market might it be if all its people were mobilized consumers;
how much more attractive to buyers if all its people were pro-
ducing and selling goods. The possibilities are limited only by
the imagination. :

Viewed by the world media, the R.S.A. has been a
racist tyranny. Yet most leaders of this nation are benign, reli-
gious, educated, resourceful, industrious, and eager to set
things right. This very meeting is proof of that. Think how
you can inspire the world by forging "The New South Africa”
as a society wherein all are productive, and united in mutual
satisfaction with the terms of their association.

{GroundSwell does not have space for footnotes, but they are
available from Economics Professor Dr. Gaffney. He may be
emailed at m.gaffhey@dslextreme.com)
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