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PREFACE

E\/EN before the war the growing need of
large revenue in order to meet the new
demands upon the modern State was bringing
the problem of taxation into a place of in-
creased prominence in' the politics of every
civilized nation. Non-remunerative State ser-
vices were continually increasing in number,
scope, and intricacy, and the annual bills
kept mounting up. In some countries the
increased expenditure could be largely met
out of income from public properties or re-
munerative services. But in Great Britain
and in other countries the pressure for in-
creased tax revenue was strongly felt; and
new sources of this revenue were being ex-
plored. The war, with its legacies of in-
debtedness and its large sudden demands
of State expenditure for reconstruction, must
force every intelligent citizen to consider
closely how a tax-income, at least three or
four times as large as the pre-war sum, can
best be raised. It will be evident at once
that no multiplication of minor devices can
suffice, but that a thorough exploration of
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the taxable resources of the nation must be
undertaken.

These chapters are an attempt to establish
and apply to the financial situation in front
of us certain intelligible principles of tax
policy. Recognizing that the normal annual
tax-income can only be derived from the
incomes of the several members of the nation,
and consists of a portion of the wealth con-
stituting the annual product of the nation
reckoned in money or in goods and services,
we, are confronted first with the necessity
of distinguishing the portions of personal
incomes that have ability to bear taxation
from those that have not such ability.

| have made it my first object to win, by
means of a brief analysis of the various elements
in income, a clear definition of 'ability to
bear! While there is nothing novel in the
distinction which | draw between ' costs'
and ' surplus,’ | am convinced that neither
in the theory nor the practice of taxation
has this distinction been adequately realized.
Though modern State finance has been moving
empirically towards arecognition of the funda-
mental truth that only surplus income, i.e.
economically unnecessary payments to owners
of some factor of production, possesses a true
"ability to bear,’ economists and statesmen
alike still cling to the looser and defec-
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tive statement of this principle conveyed in
the first of Adam Smith's four maxims of
taxation. That maxim declares that " The
subject of every State ought to contribute
towards the support of the government, as
nearly as possible, in proportion to their
respective abilities; that is, in proportion to
the revenue which they respectively enjoy
under the protection of the State."

Now, theory and practice alike attest the
need of amending this maxim by a recognition
that such parts of the revenue of any one as
are physically or morally necessary to evoke
and maintain the output of productive power
which serves to create this revenue, should be
excluded from the purview of this test as
possessng no ability to bear taxation. All
taxes which fall directly or indirectly upon
this part of revenue are bad taxes, impairing
the sources of production if they are borne,
and causing waste and confusion if, as will
usually happen, they are shifted on to some
surplus element of revenue.

But while it is not difficult to establish in
general terms the justice and utility of con-
fining taxation to surplus elements of income,
the difficulty or impossibility of accurately
ascertaining and measuring such surpluses as
they emerge in the intricacies of actual in-
dustry and commerce compels State financiers
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to have recourse to less direct expedients for
the application of their principles. Alike in
the case of the immediate taxation of income,”
and of the deferred taxation of accumulated
income through Death Duties, the two chief
instruments of revenue for the modern State,
the assumption is adopted that surplus wealth
with 'ability to bear' varies directly with
the sze of the income or the estate. Our
Income-Tax is thus in main outline conform-
able to the distinction here made between
costs and surplus. The exemption limit with
allowances asserts the principle that a small
necessary Income has no ability to bear
taxation, while the progressive graduation
assumes that ability rises proportionably with
the dimensions of the taxable body.

But, in order to make this method of taxa-
tion thoroughly effective, certain reforms are
needed. Exempted income should evidently
have regard to the number of those who
depend upon it for their maintenance, and
progressive graduation should be more con-
tinuous and more progressive. Proposals for
achieving these reforms are discussed.

Indirect taxes are generally worse than
worthless for purposes of revenue, producing
little, costing much, and interfering with
the general productivity of industry and
commerce. In the few cases where it is
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desirable to retain them, considerations not
of revenue, but of public order, health, or
the prevention of extravagance and waste
determine their retention. A tariff on im-
ports is found to be peculiarly injurious in
its incidence and shifting, for it can never
be directed so as to make the foreigners pay
any proportion of the tax sufficient to com-
pensate the injuries which it inflicts upon
home industries and real income.

In the first part of this volume these
principles and policies of reformed taxation
are set out in their general bearings. The
second part treats of the financial emergency
in which the State must find itself as soon
as the war-borrowing ceases and annual ex-
penditure must be met out of annual revenue.
The difficulties and dangers of attempting to
find the required revenue by any ordinary
processes of annual taxation are discussed,
and it is urged that an emergency levy upon
capital is requisite in order to effect such a
reduction of war-indebtedness as will bring
the annual revenue within the compass of
safe taxation. Two proposals for a lewy are
described, one confined to war-made wealth,
the other of a general character, and the
respective merits and defects of the two are
discussed. A concluding chapter deals with
the adjustments between national and local
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taxation demanded by the application o* the
principle of "ability to bear' to local services,
if there is to be effective and economical co-
operation of national and local government
in the performance of the services and the
provision of the money expended on them.

| wish to express my deep indebtedness to
Mr Sidney Webb for valuable aid rendered in
the preparation and correction of this work.

J. A. HOBSON

HAMPSTEAD
May 1919
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CHAPTER Il
THE TAXABLE SURPLUS

8 I. IN any investigation of taxation in its

A bearing upon the different sources or
kinds of income we cannot avoid discussing
the problems of the shifting and incidence of
the various taxes. For in testing the validity
and utility of each tax we must have a clear
idea, first of the element of income upon which
a given tax finally settles, or the person who
really pays, and secondly, of the disturbances
and damages it may cause in the ' shifting '
process which may occur before the fina
settlement is reached.

Economic theory presents a sharp division
between the kinds or sources of income which
are in this snse taxable and those which are
not, though many practical difficulties, as we
shall recognize, beset the application of the
theory. All incomes, apart from pensions or
certain other fixed allowances, are payments
to the owners of some requisite of production
in respect of the services rendered by that
requisite to the actual production of wealth.
Or, put in another way, the monetary value

11
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of all goods or services that are produced and
sold, after provision has been made for the
maintenance and repair of plant, materials
and other elements of the capital fabric, is
distributed in various proportions as in-
come to the capitalists, workers, landowners,
business men, professional men, whose per-
sonal activities or property help to produce
this wealth. The wealth itself is real income ;
the price of it, broken up into various pay-
ments to owners of the factors of production,
is money income. Much of this income is
physically and morally necessary to secure
the continued use of the factor of production
whose owner recelves it. The workers in
industry cannot go on working unless a certain
wage, enabling them to repair the physical
energy they have given out, is continuously
paid to them. Nor is it enough that the
actual workers at any given time are thus
maintained. The subsistence wage must not
only keep existing labour in physical efficiency,
it must, provide for a constant flow of young
labour into the industry to take the place of
those fallen out from declining powers or
death. This does not, of course, necessarily
mean that a subsistence wage for an individual
worker, or even the standard wage in a par-
ticular trade, must be enough to enable him
to keep a wife and bring up a family. For
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of practical economics this means, " What is
the established and effective standard wage,
below which a sufficiently large, skilled,and
reliable body of workers cannot be obtained ? "
The basis of such standard pay is in part the
physiological considerations already touched
upon, in part other conventional or 'moral’
considerations, relating to standards of comfort
which workers insist upon as conditions for
the regular application of their labour-power.
These standards and the relation of indi-
vidual wages to them differ in various trades,
in various parts of the country, and with
the different opportunities for remunerative
employment open to other members of the
family besdes the chief male wage-earner.
But for our present purpose it is sufficient to
recognize that the standard wage in any trade
or locality is a necessary ' cost' of production,
in that, if it is not paid, the requisite supply of
labour is not forthcoming. It may perhaps
occur to some that there remains a difference
between the wage of physical subsistence,
necessary to maintain the worker (and perhaps
a family), and the supplementary portions
which go to make up any standard wage
containing elements of conventional expendi-
ture and even including some elements of
comfort or luxury, not aways conducive
but perhaps even detrimental to working
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efficiency. It may seem possible that such
supplementary wage elements could be broken
‘down under the pressure of wage competition,
or could be encroached on by taxation, without
affecting the supply of labour. And it must,
| think, be admitted that there is some differ-
ence in the power of resisting taxation, or
capitalist encroachment, between that portion
of standard wage which rests on the firm
rock of physiological necessity and that which
does not. There have been periods in the
industrial history of this and other countries
when class standards of comfort have actually
been broken down by the application of these
outside economic forces. But for all that,
we should be wise not to assign much value
to such precedents in considering the actual
economic situation of to-day. The conven-
tional working-class standards of comfort in
this country have been secured by a slow
and on the whole continuous process of
accretions during severa generations, and they
have recently been fortified by strong working-
class sentiments of ' rights." This moral sup-
port for class standards has further been
reinforced by economic and political organiza-
tion. Taking due account of such considera-
tions, we should be justified in insisting that
these standard wages (not merely the money
they represent, but the purchasing power,
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the real wages) form an element in costs of
production which is virtually irreducible.
Nay, it is likely that in the post-war economic
system the organized power of the workers
will be applied effectively to achieve con-
siderable advances upon the pre-war standards,
enforcing them by the strike-weapon. It is
sufficient here to recognize that standard
wages, however composed and established,
form a necessary ' cost' which has virtually
no ability to bear taxation. A tax on low
standards of wages would entail a loss of
physical efficiency in the worker and his
family, thus reducing the actual physical
supply of labour power. A tax on the higher
standards, reducing those elements of comfort
or pleasure which figure most clearly in his
consciousness, would be met by a 'moral’
revolt of organized labour that would have
the same injurious reaction upon industry.
Standard wages are therefore necessaiy elements
of income with no true power to bear atax.)

8 2. It should be equally evident that in the
existing economic system there is a minimum
rate of interest, in payment for the production
and use of capital, that must be secured to
the owners of this capital to induce them to
go on supplying it in the required quantities
in this country to our industries. It may be
that, under a purely socialistic system, if such
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could be established, no payment of income
under the head of interest would be necessary :
Society would secrete the necessary capital in
the ordered arrangenfents for its annual pro-
auction. We are not, however, living in this
society, but in one that depends almost wholly
upon individual voluntary saving and applica-
tion of savings under the prompting of personal
gain. Such an economic system must secure
to the individual saver and investor the pay
ment that is absolutely necessary to induce
him. to save and invest. It would be foolish
here to open up the familiar controversies
about the nature and springs of saving and
the moral justification of interest. It is un-
necessary to do so, especially in a discussion
confined to our national economy. It may
be admitted that a good deal of saving
would be effected in this country for the crea-
tion of capital, even if no positive interest
were attainable. Even in poor and powerless
societies many peasants and other people will
"save' for nothing, putting their savings
in a 'stocking." A large proportion of the
saving of the rich classes in a developed in-
dustrial country is a virtually automatic pro-
cess of laying aside for investment what is
not wanted to support their conventional and
personal standard of luxurious consumption.
Most of it would go on, even if no interest were
2
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obtainable. The same is probably true of a
part of the saving of the less well-to-do, who
would continue to put aside money durirfg
their full earning period of life for their sup-
port in old age or.infirmity, or even to assist
their family after their death. Some of these
people, it is rightly urged, would actually
save more if interest were lower than it is,
because it would be necessary to do so in
order to secure a decent livelihood in their
later years. But those who would draw
from such admissions the conclusion that
our national economic system would go on
functioning, if no interest were attainable,
are in double error. In the first place, there
is a general agreement among economists
that a considerable proportion of the national
saving is evoked by the desire for interest,
and varies directly with the rate obtainable.
Just as some persons who love their work and
would work for the love of it must be paid
the common rate of wage or salary needed to
evoke the energy of other workers in the same
occupations who do not love their work and
would withhold their energiesif they were not
paid, so with the saving classes, the willing
savers must be paid at a rate determined by
the insistence of the unwilling savers. More-
over, unless investment of savings in other
countries is prohibited (a retrograde and in-
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jurkms restriction upon ireeaom;, the current
world-rate of interest must be paid in this
country for new capital. While, therefore, it
is theoretically conceivable that, even in an
economic system where the supply of new
capital was left to individual saving, interest
might fall to zero,' for the immediate future
it Is necessary to secure to the saving classes
as a whole some positive payment, in order
to induce them to withhold enough of their
spending power from articles of immediate
personal consumption in order to apply it to
bringing new capital forms into being, and
risking their loss in the processes of invest-
ment. In other words, just as there must be
an immunity from taxation for a minimum
standard wage, so there must be dso for a
minimum rate of interest upon invested
capital.

8 3. Profit is notoriously a slippery term,
often overlapping and including elements of
interest and rent. On any particular trans-
action it is generally taken as the difference
between 'costs' and selling price. But, re-
garded as a form of income, it is the re-
muneration of the business man or entrepreneur
for the work of organizing and conducting a

! |.e. the motives -which induce peasants to put money by

"in a stocking ' ' for a rainy day ' might suffice to provide
the socially desirable amount of saving.
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business. This would include the planning of
the business, the buying of the requisite
materials, plant and labour, the direction of
the productive power aong certain channels,
the marketing of the product, and the financing
of the various operations. In some businesses,
especidly in the distributive trades, the suc-
cess of the business turns so much upon the
arts of buying and selling that the rate of
profit depends mostly upon the difference
between buying and selling prices. In joint
stock enterprise, where nearly all the skilful
critical acts of the entrepreneur are done by a
salaried manager, only a portion of the profits
goes in payment for these services; most of it
passes into dividends, and is thus pooled with
interest upon capital. But though difficult
to pin for close definition, profit has a very
real existence as a motive force in industry.
If it be true that an intelligent and well-in-
formed busness man ' expects, in putting
his brains, energy and capital, into a particular
line of business, that he will make 10 per
cent, upon his yearly turnover, any taxation
which defeated that expectation would starve
the trade of business ability and enterprise.
This applies not only to the business man
who institutes and ' runs ' a business, but aso
to what we may call the expert or professional
investors, as distinguished from those who
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merely put their savingsin gilt-edged securities.
It may be said that, though this considera
tion may reasonably set a limit to taxation
falling on special sorts of business profits, any
damage done to these trades would be com-
pensated by others into which their ability
and enterprise would be diverted, and that if
all 'profits' were taxed indiscriminately, the
business men would not allow their brains and
enterprise to lie idle but would take what
profits they could get. There is probably
some truth in this view in the snse that
existing business profits possess a large amount
of elasticity. For profits, not wages, as some
economists pretend, have been the ' residuary
legatee ' in the economic system, taking what
remains of the product of industry, after the
other factors have been paid their necessary
hire. For it is the ' entrepreneur ' in business
who buys or hires at the market rate all the
other instruments and materials, and who,
after paying them their agreed price, keeps the
remainder for himself. Even in a company
with a salaried manager thisis the case, though
the profiteer is not aways the shareholder.
Often he is the group of financiers and
directors who floated the company and took
out the anticipated profits in advance in the
terms of capitalization.

But the notion of some reformers that
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somehow or other the ' profits' of business
can be eliminated as representing sheer waste
or plunder in the present system is without
foundation. Taking our system as it exists
(and we are here not dealing with another
system), it contains many types of business
where what is termed a reasonable rate of
profit must be secured to the men who
organize and run them. Large settled busi-
neses of a routine type can be run either as
public services or under joint stock enterprise
by salaried officials. But in new, changing
and growing businesses the requisite initiative
and energy will continue to need the personal
incentive of speculative prizes. Fixed saaries
will not secure these qualities. Moreover,
busness ability of a commanding type is
more mobile and cosmopolitan than formerly,
and were 'profits’ too closely clipped in
this country, would seek zones of freer ex-
ploitation.

These considerations, applied to profit,
whether as speculative gains or as wages of
management, need not imply that profits are
in fact kept by effective competition at a
minimum, and that any taxation placed upon
them will starve or banish business ability.
On the contrary, there is good reason to believe
that the proportion of the total wealth dis-
tributed as ' profits' far exceeds the amount
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economically necessary to secure the applica-
tion of the socially serviceable business ability.
For not only is much of this profit predatory
or luck money, but the conditions of such
effective competition as applies to ordinary
workers in the trades or the professions often
have no application in the higher business
walks. When, therefore, the Income-Tax Re-
form of 1913-14 discloses the fact that out
of a total income of 1167 millions coming
under the survey of Somerset House not less
than 483 millions represented professional and
business earnings, we may take it for granted
that large excessve and fortuitous gains are
included in this sum. If to these earnings
under Schedule D be added the financial
profits and official salaries coming under
Schedule B and E (both of which will be much
larger in post-war returns), we shall recognize
that profits, salaries, professional and. official
earnings undoubtedly contain a large amount
of economically unnecessary income, or, in
other words, income with ability to bear
taxation. To what extent this taxability
applies is a question to which we shall revert
presently. Here | am insisting on a recog-
nition of the other side, viz., the fact that all
these incomes contain substantial elements
of necessary ' costs' Profits, saaries, pro-
fessonal earnings, in all the higher grades,
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may possess large portions of income which
if taxed would not disappear, but a large part
of this income has the same immunity as othet
' costs ' of production.

8 4. The net result of this analysis 30 far
is to establish an all-important distinction
between the sorts and szes of income which
rightly rank .as 'costs' and those which are
to be accounted ' surplus,’ It is often said
that we possess no means of discovering exactly
where 'costs' end and 'surplus’ begins,
and that our distinction is a ' theoretical '
one not suitable for fiscal application. This
objection, of course, applies to all distinc-
tions whatsoever, for in all classification there
is debatable ground, one species shading
off into another. For practical purposes this
means the desirability of caution and for
allowing a considerable margin of error. It
does not mean that the distinction is for
practical purposes invalid.

All taxing theory and practice have, in fact,
been based upon some amount of discrimina-
tion between ' surplus' and ' costs,' though the
discrimination has been loose and empirical.
Every political financier has been largely
occupied with finding sources of income which
will not dry up under taxation, and in trying
how far he can safely go in taxing them.
Moreover, he is more or less cognizant of the
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sort of taxes which can be safely levied or
increased without, as he would say, disturbing
industry. Now elements of income which do
not 'dry up' under taxation and the taxing
of which does not disturb industry are precisely
what we here call surplus-income.

8 5. The classical political economy regarded
what is termed economic rent of land as the
type of surplus-income, and often confined the
term to that income. According to Ricardo,
rent was a natural surplus, consisting of the
value of the produce of land in excess of the
value of the produce of that land which just
paid the necessary costs of cultivation. This
theory assumed (1) that the worst land in
use, i.e. at the 'margin of cultivation," paid
no rent, and'consequently (2) that all economic
rents were purely ' differential,’ i.e. measuring
the yield per acre over and above the mar-
ginal yield. These assumptions, however, as
Adam Smith long before had recognized, are
incorrect. The total supply of available land
for any particular use, or even for all uses,
may be so deficient that the worst land may
yield a positive rent measuring the pressure
of this scarcity of supply. In fact, there are
many sorts and uses of land, and in such a
country as ours, though the worst (marginal)
land for rough grazing in some parts may
pay a merely nominal rent, it is not true that
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the worst wheat-growing land does not pay a
substantial rent, still less that the worst
market-garden land in actual cultivation pays
no rent. Each city has an actual or potential
land supply of its own. The worst building
sites have a high annual value, directly deter-
mined by their value for some alternative
purpose such as market gardening or brick
making. In a word, rents are not wholly
differential : some of them are monopoly
prices, measuring the power of the owners of
a naturally scarce article to get a high price
out of the needs of the public. Such rents
taken by the worst building land, or wheat
land, or other kinds of land, may be called
specific or marginal rents.

These rents, whether marginal or differential,
are pure surplus, and have what | here term
an absolute ability to bear a tax.) This unique
nature of land, as he conceives it, is the basis
of the contention of the Single-taxer. From
the time of the 'physiocrats' it has been
recognized that rent has no power to shift
a tax imposed upon it. The popular mind
has, however, no firm grasp of this truth, and
persons who ought to know better often speak
as if landlords had an unrestricted power to
raise rents, so as to throw upon the tenants
any increase of taxes and rates to which.they
are exposed. So far as the landowner is nothing
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but a landowner, this power does not exist.
If rents are sometimes raised 'on account
of' rises in the rates, it is usually because
the properties have previously been under-
rented, in the sense that the landlord has not
been extracting the utmost that his position
would have enabled him to get. The rise of
rates, threatening his net income, has led him
to look more closely to the economic power
he holds and to ask for and obtain a rise of
rent which he could, if he chose, have got
before.

But there is another consideration. Most
land-values, whether agricultural or urban, do
not consist wholly of these economic rents.
English agricultural land has generally had
more capital put into it than would represent
its selling value. A good deal, often the whole,
of the rent now taken for it may be regarded
as interest upon past ' improvements." This
mixture of rent and interest is, of course,
most obvious in the ownership of town
properties, and has an important bearing
upon taxability. Where the landlord is the
house-owner, he is not only a receiver of
economic rent but of interest upon capital.
In this capacity he has some real power to
raise his rent, and so to shift a part at least
of the new tax, or higher rate, on to his tenant
in the first instance. For, if you tax not only
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the land value but the buildings and other
improvements, you lower the net return on
such investments and check the flow of new
capital into building enterprises. Though the
tax does not immediately reduce the supply
of houses in relation to the demand, so that
the landlord cannot at once shift any of the
new tax or rate on to the rent, he will have
the power to do so when the lease falls in,
provided that the check upon new building
makes a scarcity of houses. How much he
can thus shift, and how quickly, depends
upon the proportion which ground value bears
to building value and the amount of com-
petition there has been in the building
busness. Where there has been some sort
of a monopoly in the development of a town
or of a large estate in it, perhaps by the
landlord's own enterprise or by a busness
arrangement  with a contracting firm, the
capital employed in the housing scheme will
have been able to earn a rate of profit or
interest considerably greater than would have
been the case if building operations were open
to the free competition of a number of rival
contractors. In other words, some of the
economic power of the site owner may be
shared by the capitalists and entrepreneurs
who helped to develop the estate.

This gives the key to the wider meaning of
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economic monopoly, or superior business,
opportunity, from which surplus elements of

income are derived. Almost the whole of

economic rents, both marginal and differential,

could be taken in taxation without causing
any reduction in the supply of land for any

useful purpose. No owner would withdraw
any of his land from its most remunerative
use because of the high taxation to which the
rent he drew was subjected, provided some
fraction remained for him sufficient to induce
him to put his land to its best use instead of

allowing it to lieidle. A tax upon land value,

asxsed upon the most remunerative use to
which the particular land could be applied,

would itself be a strong incentive to compel

the owner to put it to this use, for otherwise
his residue of rent after he had paid the tax

might be nil. Such a tax, therefore, instead

of impairing the taxpayer's incentive to apply

effectively his factor of production, would

actually stimulate such application. Economic
rent is a form of income upon which taxation

could be put so as to absorb nearly the whole
of it. The landowner would have no power

to excgoe any taxation thus directly imposed,

or shifted on to it from any source endowed

with less ability to bear taxation.

8 6. But this taxability is not, as single
taxers have contended, a unique property of
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land values. It is only because these values
contain no element of ' cost, consisting
wholly of ' unearned,” or surplus income’,
that this highest degree of ability to bear
attaches to them. Other incomes, in pro-
portion as they carry the same element of
surplus, aso the result of 'monopoly' or
superior economic opportunity, are similarly
susceptible to taxation. | alluded just now
to house property which, owing to restricted
competition in building operations, was able
to make a high return for the capital invested
in it. The excess of this return over and
above the ordinary market return for such an
investment would be just as taxable, and just
as unable to shift any of the tax, as would
the land values of the sites on which the
houses were built. If the capital thus ad-
vantageously invested were yielding a net
10 per cent, interest, as compared with the
(say) net 6 per cent, which would suffice
ordinary investors in such kinds of enterprise,
the extra 4 per cent, would stand, as regards
ability to bear a tax and inability to shift it,
precisely on the same footing with the ground
rent. This, of course, would not hold if the
tax, instead of being confined to the surplus
interest, were levied upon all income drawn
from house investments, upon 6 per cent.
investments as well as 10 per cent, investments.
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For in that case, as | have aready pointed
out, the flow of fresh capital into building
enterprise would be checked, a shortage of
housing accommodation would ensue, and all
house-owners would be able to raise their
rents, including those who had been earning
10 per cent. In other words, this attempt
to tax not surplus income only, but aso some
income which- rightly ranked as costs, would
enable the owners of surplus to shift the tax
on to the tenants as well as the owners whose
necessary ' costs of production ' were assailed
by the tax.

This extra 4 per cent, is not, as some
economic writers describe it, quasi-rent, if by
that be meant a feebler or merely temporary
imitation of the economic rent of land. The
use of the term quasi-rent is applied, by
Professor Marshall and others, to the case of
capital invested in buildings or any other fixed
forms requiring considerable time for their pro-
duction, which will have a temporary power
to raise the price for their use, if a rapid
increase in the effective demand for it takes
place outstripping for the time all possibility
of any corresponding increase of supply.
Striking instances of such quasi-rents have
been afforded by the experience of these years
of war, in which sudden emergency-demands
for building, machinery and other plant, have
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arisen under circumstances where the rate of
fresh supplies of such fixed capital not merely
could not be accelerated but often had to be
reduced. Any existing plant available or
adaptable for producing munitions or other
war supplies has obviously been put for the
time being in an advantageous position as
regards its earning capacity, so far as bargain-
ing has not been subject to ' control." The
income due to this advantageous position is
caled a ' quasi-rent, according to the
accepted usage. | would, however, deprecate
altogether the shifty epithet ' quasi.'" This
temporary surplus income is a short-time
rent, as real as any of the more enduring
rents or extra-profits, and, what is relevant
to our purpose, just as able to bear a tax.
In ordinary times, however, such surplus gains
are generally of brief endurance. For though
any increased pressure of demand for buildings,
plant, etc., will give an immediate advantage
to the owners of such forms of wealth, trans-
latable into surplus income, this situation
will immediately act as a stimulus to direct
more capital and labour into these branches
of production, so far as they are free of access.
This increase in the rate of supply of plant,
etc.,, will normally be rapid enough to prevent
the surplus income from rising far or lasting
long.
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8 7. The case from which we started differs,
however, vitally from these instances of short
business ' pulls." or ' quasi-rents.” The ad-
vantage possessed by our owners of house-
property, in an area of restricted competition,
is based upon a monopoly or lasting scarcity
as real as that of land itself. The high return
upon such investment has no power to bring
into the market an effective competition of
new and equally well-placed houses. Upon
the foundation of a natural scarcity has been
created a scarcity value for this capital, as
taxable as rent itself, though it ranks as profit
on a business enterprise.

But this is only one instance of a surplus-
income due to the possession of some economic
coign of vantage, or some superior bargaining
power, and associated with other elements of
income which are genuine costs and untaxable.
Close students of our actual economic structure
are aware that the term "competitive system
is no longer applicable in any high degree
to large departments of modern industry,
commerce and finance. Everywhere in the
more highly organized trades competition is
giving place to combination. Were we to
follow closely the various processes of pro-
duction, transport and distribution, by which
raw materials are grown, collected, carried,
manufactured, and marketed as finished com-

3
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modities, together with the supplementary
processes which feed the main streams of
production with machinery, tools, fuel and
other subsidiary requisites, we should perceive
innumerable places where the free currents
were checked, impeded, and held up by
powerful organized business groups able to
take fixed toll upon the trade as it flowed
through the straits where they had planted
themselves, or which they had artificially
created by the arts of combination. | need
not labour the point. But it is to be insisted
on that this interference with the free levelling
force of competition, keeping prices down to
' costs' and incomes down to minimum re-
quirements, cannot be disposed of under the
slighting name of ' friction," or treated as
rare and abnormal. The business system of
to-day is as much combinatory as competitive.
It is riddled with financial manipulation,
trusts, cartels, pools, conferences, associations,
and other arrangements by which businesses
of distinct origin combine so as to, control
prices, and take profits higher than those
attainable under free, or as they would call it,
cut-throat competition. There is scarcely any
large staple branch of manufacture in this
country where strong ' combines’ do not
enjoy some such pull. The metal and textile
trades, the important new industries of
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chemicals and electrical apparatus, furnishers
to the building trades, the meat, milk and
coa distributing trades, tobacco, cinemas and
other luxuries, together with many necessaries
such as cotton thread and wall papers, are
‘controlled' in output, prices and profit,
by some tight or loose form of combination,
ranging from a complete amalgamation to a
' gentlemen's ' agreement.

Such is the business world in which we are
living, and after the war it will be ' more so.'
For everybody is agreed that ' wasteful com-
petition' must be got rid of wherever possible:
the enforced combination during war con-
ditions of hitherto competing firms will leave
permanent effects. An active policy of In-
dustrial Councils, primarily designed to secure
more harmonious co-operation between capital
and labour, must issue in closer relations
between firms for the regulation of markets
and prices. The maintenance of various
government ' controls' for purposes of
"rationing ' will make in the same direction
of promoting organizations, which are quite
unlikely to disintegrate when, if at all, the
State removes its hands.

§ 8. This combinatory character of the new
business world must challenge the new State
to apply a fiscal policy directed to the con-
ditions under which vast new surplus-incomes
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will emerge, derived from and proportionate
to the new powers of combination. In certain
instances the monopoly powers may be so
pressing and pervasive, or in other words, the
trades may be so fundamental, that the State
policy will be one of complete nationalization.
But it is unlikely that this process of direct
State Socialism can go very far, or very fast,
to cope with the new position we describe.
The remedy which the State will apply to
most casss of surplus-profits due to combina-
tion will be a taxation directed to divert large
portions of these profits from private hands
to the public treasury.

We have here the central problem of the
new State finance, how to devise a taxing-
system which shall secure as much as possible
of these gains of combination without dis-
turbing the energy and initiative of the business
men who operate them, or diminishing unduly
the flow of the new capital required for their
enlargement and improvement.

Many of the surpluses will not be the product
of some lucky chance or passing pull. They
will flow from the ordinary structure and
working of a trade, no longer subject to effect-
ive free competition. They will, no doubt,
be limited in amount by some consideration
of ' potential competition ' if the surpluses are
too exorbitant, as well as by considerations
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of the shrinkage of demand or recourse to
substitutes where available. In other words,
monopoly power is never absolute. On the
other hand, within their limits the Combina-
tions exercise a lasting power to draw excess
profits which have the same disability to resist
or shift taxation as land itself. 'Very obstinate.
is the popular belief that, if you tax a manu-
facturer or tradesman, he can aways take it
out of you by raising his prices. But the belief
is without foundation in fact. A monopolist
or a combination, in control of selling prices,
fixes them at the level which he calculates
will yield him the maximum net profits on his
business. Were he to fix this at a higher level,
as he has the power to do, he calculates that
he would be a present loser by cutting down
demand, or a future loser by stimulating
potential into actual outside competition. The
fact that a portion of his extra-profits is taken
in taxation will not enable him advantageously
to raise his prices and throw the tax on the
consumer.! High taxation may, of course,
lead a combination to look more closely to its
control and to be more rigorous in its exactions
from the buyer. Or he may actually raise

! There are rare cases where the imposition of a tax might
cause a monopolist to raise his selling prices, but there are
as many where it might cause him to lower them. He has
no normal power to raise them.
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prices, to his immediate loss, so as to rally-
public opinion to demand a withdrawal of an
unpopular tax. But, apart from such tactics,
there is no tendency for a tax on surplus-profits
to be shifted on to the consumer. It will lie
where it is put.

8 9. The same capacity to bear a tax, and
disability to shift it, apply to that part of
earned incomes sometimes termed ' rents of
ability." The income of the ordinary working
doctor or lawyer is, in ordinary times, con-
siderably higher than that of the ordinary
artisan or clerk. It is sometimes supposed
that this follows from, and is the measure of,
the higher qualities of skill involved in his
occupation. But there is no validity in the
assumption that pay varies directly and pro-
portionately either with the skill or the social
utility of work. An agricultural labourer has
much more skill than a bricklayer, but his
income is much lower. A competent journalist
is at least as highly skilled as a leading K.C.,
but does not earn a tithe as much. Neither
what one may call the standard rate, nor
the individual rent of ability, is determined
in the higher paid callings by intrinsic skill
or difficulty. To some extent the higher
standards of professional incomes may rightly
be accounted minimum interest upon capital
expended in general and professional education
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and on the subsidies needed for these non-
productive years. If it is the cae that a
mechanic can attain his full earning capacity
at twenty, while an engineer or a doctor has
to wait till thirty, spending considerable sums
on his keep and training, the interest and
sinking fund upon this expenditure contained
in the higher standard of professional income
does not figure as rent of ability. It is a cost
of production of the professional man, and as
such is not capable of bearing taxation. But,
in so far as this capital expenditure is only
within the reach of a small proportion of our
youth, this restriction operates to keep down
the number of those entering the professions,
and to enable them to organize and bargain
more effectively in marketing their services.
To some extent, no doubt, this tendency is
affected by the social prestige and intrinsic
interests of the professional life appealing to
a very large proportion of the middle and
upper classes, and causing some of the profes-
sons to be ' overstocked." One or two pro-
fessons, again, notoriously the bar, are so
much loaded with subsidised semi-amateurs
that anything like a standard rate of income
can hardly be said to exist. Moreover, almost
all the professons have a considerable fringe
of sweated labour. That is particularly true
of the clerical, legal, medical and teaching
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professions. When, therefore, | speak of a
standard professional income containing some
element of rent or security-value that has a
capacity to bear a tax, | must admit that such
a standard-rate is far more difficult to discover
than in any ordinary trade. And yet, | con-
tend, it is right to assume that some such
standard exists in each profession, though it
may not be measurable. There is within
reasonable limits a sze of income which an
ordinary professional man in fairly good posi-
tion looks upon as sufficient and attainable
in his particular calling. How much taxable
capacity such a standard income possesses
having regard to the conflicting tendencies
| have cited, will be matter of much disagree-
ment. Perhaps these 'standard incomes
may rightly be deemed too ' theoretic' to
be available for any taxing-system. But it is
necessary to assume them, in order to deal with
the individual 'rents of ability' which un-
doubtedly must rank as ' surpluses,’ possessing
some considerable capacity to bear taxation.

§ 10. What is true of the ' wages of ability,
as they are sometimes termed, in the business
and professional classes, is aso true of certain
favourably placed classes of wage-earners.
Though the great majority of wage-earners
have no 'surplus' income in the snse here
given to that term, there are in a good many
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trades certain skilled or important processes
which are so strongly controlled by some
organization of labour as to afford an income
higher than accords with the grade of skill or
strength involved, and higher than would be
necessary to evoke a sufficient supply of
competent labour for the kind of work. In
the engineering and building trades, for
example, there have generally been grades of
men whose higher rate of pay has been recog-
nized as due to closer organization and stronger
power of bargain rather than to any intrinsic
skill or knowledge. War experience has
notoriously afforded many examples of this
scarcity-power to exact a rate of pay con-
taining an element of ' surplus.*

81 1.1 may summarize this analysis of
ability to bear' in the following general
terms. Those elements of income which are
necessary payments to owners of productive
agents, in order to sustain the productive
efficiency of an agent and to evoke its applica-
tion, rank as 'costs' of production, and have
no ability to bear taxation. The standard
wages required to keep a working-class family
on such a level of efficiency and comfort as will
maintain and evoke the regular application of
its labour-power constitute labour ' costs!
Such salaries, fees and profits, as are necessary
under existing and social economic conditions
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to secure the supply of the requisite amounts
of business and professional ability needed for
the initiation, organization and management
of productive enterprise, must similarly rank
as 'costs' of ability or brain-labour. To
these must be added, under any system of
private enterprise, the minimum interest
required to evoke the amount of saving and
the application of new capital needed to
furnish the plant, tools and materials for the
productive processes.

.These 'costs' have properly no power to
bear a tax. This does not mean, however,
that taxation could not be imposed on them
and might not lie there for a time. It means
first, that if a tax were imposed on any of
these 'costs' and did lie, the effort would
be to reduce the volume of some productive
power, either by lowering its physical efficiency,
or by impairing the incentive for its owner to
apply it as efficiently as it was applied before.
Secondly, the reduction in the supply of any
sort of necessary productive power, thus
brought about, must cause such a rise in
its price (its wage, salary, profit or interest)
as would defeat the attempt to tax it, by
enabling it to shift the taxation on to those
who bought these productive services, or the
products they turned out. The elements of
income which are not 'costs' are ' surplus.
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All economic rents of land, whether ' scarcity '
or differential rents, all interest, profits, and
other payments for the use of capital, brains
or labour, which are due to superior economic
oiyportunities and are not necessary incentives
to secure such use, will rank as surplus. All
forms of surplus have a full ability to bear
taxation. They have no ability to reject or
shift it, and all taxes imposed by a bad taxing
policy or 'costs' tend to be shifted on to
some form or other of ' surplus.'



CHAPTER 111
THE SHIFTING OF TAXES

8 |I. ' THE distinction drawn between

A 'costs and ' surplus’ and the
principle of a taxing-policy based upon it,
will probably appear at first sight too ' theor-
etic' for practical politicians. Granted the
general accuracy of the distinction, it will
be urged, how arc we to apply it in the com-,
plicated affairs of the actual business world ?
How are we to ascertain the sorts and the
amounts of ' surplus,’ and to disengage them
for taxation from the 'costs' with which
they are associated ? Moreover, no State can
''scrap ' its existing taxing-system and construct
a brand-new one on these theoretic lines. We
are deeply committed to certain taxes, whose
productive value has a large body of experi-
ence to support them. We cannot throw
them asde and take up new ones improvised
in order to attach the various elements of

" surplus.’
Now | am well aware of the strength of
certain portions of this criticism. | have no

intention to propose the scrapping of our present

44
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taxing-system on the ground that it is not
closely based upon ' ability to bear.' But I
contend that it is useful, and indeed essential,
to overhaul that system in the light of our
taxing principle in order to remove bad taxes
and so to reform our good taxes as to make
them capable of absorbing as much of the
"surplus' as the needs of the new State
require. If our identification of ability to
bear taxation with surplus-income be admitted,
it is possible to clear out of the way certain
notions about taxation which are stumbling-
blocks to reform.

The first of these is that every citizen who
benefits by State expenditure ought to con-
tribute from his personal means to the upkeep
of the State, or that every class ought to bear
its proper share of the taxation. The chief
defence of taxes upon commodities of general
consumption, as well as of a' universal income-
tax," proceeds from this motive. To many
it appears so obviously just and socially desir-
able that its economic feasibility is never
questioned. But our analysis of Costs and
Surplus disposes of the notion by showing that
there are large classes of income which cannot
bear a tax. The classes of the population
living entirely upon such incomes cannot con-
tribute by taxation to the upkeep of the State.
For, if you tax this income, either directly or
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indirectly, you either reduce their economic
efficiency and productiveness and that of their
family, or you cause them to withhold some
part of their productiveness. If, for example,
one accepts provisionally the minimum wage
of family efficiency estimated by Mr Rowntree
at 44s. a week (reckoning post-war prices at
25 per cent, above pre-war level), it is evident
that any lowering of the income-tax limit to
£100 per annum would defeat its purpose by
reducing the product of labour and the total
income of the community. This would be a
physically necessary result. Moreover, it is
pretty certain that any reduction of the present
war limit of £130, or the pre-war limit of £160,
would be attended by the same economic
damage. For it is not only the physiological
minimum (44s) that possesses this power to
reject taxation. The worker will defend the
current conventional standard of living, if it
Is assailed, by a refusa to do his full week's
work.

The war lasted so long that for many
clases of workers a higher standard of ex-
penditure and of comfort won the support of
habit and will offer a stiff resistance to taxation.
Unless, therefore, there were a much greater
drop of prices than is expected, it would be
unsafe and impracticable to lower the income-
tax limit, so as to make every citizen realize
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that he had to support the State. For the
effect would be to cause a reduction in the
output of efficient labour. Those who imagine
that workmen would not take such action on
account of what, after all, would be arelatively
small demand upon their purse, are mistaken.
Workers ae extremely sensitive to such
demands upon their narrow margin of super-
fluous income. There is abundant evidence
that the lowering of limit to £130, and the
more rigorous collection of the income-tax,
have in fact been responsible for workmen
"playing ' when a continuance of work would
have brought their half-yearly income over the
tax limit.

8 2. A recognition of these difficulties often
leads statesmen to resort to indirect taxation
as a method of exacting some contribution
from the wage-earners. The workers can, it
is held, be made to pay in the capacity of
consumers by means of taxes upon materials
or commodities which are attended by a rise
of prices. , From the standpoint of short-range
tactics and political expediency there is much
to say in favour of this method. Most people
prefer to pay their taxes in little fragments
and without knowing they are paying. They
resent any direct encroachment on their money
income much more than a larger encroachment
on their real income brought about by rising
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prices. The tariff-monger iswell aware of this
weakness. For even when he fails to convince
his public that ' the foreigner will pay,” he
knows that so many factors affect price that
his profitable bit of protection can seldom be
convicted as the sole cause of a considerable
price-rise, and that most men do not follow
price-changes with the same interest they give
to wage-changes.

Hence the tendency to ' make the consumer
pay." Now our analysis of ' ability to bear '
makes it evident that in the last resort the
consumer does not pay. Indeed, from the
standpoint of real taxation there is no such
person as the consumer. All taxation falls
upon some element of income, and the con-
sumer is not, as such, a recipient of income.
It is so important to get this matter under-
stood that | will take two illustrations.

First, let us take a tax on. the money-wages
of a class of workers whose earnings are just
enough to maintain them and their families
in economic efficiency. Suppose the employers
were required to deduct a shilling from the
weekly pay of such a class for income-tax.
The loss of working efficiency thus caused
means a reduction in the supply of this sort
of labour-power without anything to indicate
a corresponding reduction in the effective
demand for it on the part of employers. Some
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workers will quit this sort of work now that
their net money earnings are reduced ; others
will work less efficiently because their ' real’
earnings have fallen: the flow of fresh young
labour into this trade will slacken. The
necessary result of a shortage in supply of
labour-power thus brought about will be a
risein its price, i.e. competing employers will
have to raise their wage-rate. This rise of
wage-rate is in effect a shifting of the tax
from the wage-earners—on to whom ? The
employer, in the first instance. The higher
money wage he has to pay wall raise his costs
of production, and cut into his profits, unless
he too can shift the tax on to some one ese.
Can he? The usual assumption, that he can,
needs closer consideration. If he is a manu-
facturer or trader in such close competition
with others that his profits only include a
minimum interest on the capital employed
(with allowance for risks), and the market
price for his business ability, he has no more
ability to bear this tax than the workers who
shifted it on to him. If, on the other hand,
his business is a member of a combine, con-
trolling selling prices, or in possesson of some
other natural or acquired advantage which is
represented in a rate of profit higher than the
ordinary, the surplus profit thus indicated
has the ability to bear this tax and will bear

4
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it. It will not pay this busness man to put
it on to the price of the articles he sells. For
the possesson of his surplus-profits implies
that he has already exercised the power of
a monopolist to fix selling prices above the
limit of free competition, at a figure which will
give him the largest quantity of surplus-
profit. If it had paid him to fix a higher
price than he had been charging, he would
have done it. Now, therefore, that he is
called upon to shoulder this tax he cannot
shift it on to the buyer of his goods. It sticks
upon his surplus-profit because this income
has ability to pay.

The business men in a closely competitive
trade, however, as we s have no surplus-
profit able to bear the tax. They will not
merely be able, they will be compelled to put
it on to the prices of the goods they sell, in
order to make a 'living ' profit, and to stay
in the trade. So it sems to fall on ' the
consumer.” Now our original workers who
shifted the tax are themselves consumers,
and will apparently as such be called upon to
pay their share of the higher prices for the
commodities they buy. But we started with
the admission that their incomes had no ability
to bear any of this tax, and this disability
remains when the tax on their wages has by
two shifts been brought back to them in the
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shape of higher prices. For their income
which had no ability to bear was their real
income, i.e. the goods they were able to buy
with their money wage, and which they must
buy in order to maintain their efficiency and
that of their family. So, when this tax is
put on again to them in the price of goods
they buy, they will retain and exercise the
original power to shift it. That is to say,
they will demand and get, by the pressure
they brought to bear in the first instance,
another rise of wages to enable them to pay
these higher prices, thus beginning once more
the shifting process.

Here we may pause-40 ask whether other
classes of consumers, faced with this rise on
prices, will have the same power to shift the
tax element the prices contain. Our argument
gives an affirmative reply in those cases where
the whole income of the consumer consists of
costs, i.e. minimum payments for the use of
his labour, ability, capital. No tax, direct or
indirect, will lie on such incomes of consumers.
On the other hand, if consumers are in receipt
of incomes containing surplus, they are not
in a position to throw off the tax by demanding
a higher price for their factor of production.
The tax will lie upon their surplus income in
the sense that, having the same money income
as before to meet the rise of prices of com-
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modities, they must buy less. This reduction
in their 'real' income represents their abitily
to bear the tax. They hand over to the
revenue some wealth which they would
otherwise have kept for themselves.

Thus we find no warrant for treating the
' consumer ' as a person who can pay a tax.
Consumers with ' surplus' income alone can
pay, and they pay out of this surplus. Con-
sumers with no surplus incomes throw off
the tax, which shifts until it finds some surplus
elements of somebody else's income, the em-
ployer's monopoly profits, his landlord's rent,
the royalties on some machinery, the. elements
in the income of well-to-do consumers that
are in origin ‘'surplus.” On these elements
the tax rests.

8 3. If, instead of taking a tax on wages,
we investigate a tax imposed upon some class
of commodities, the same general line of
reasoning applies. Here is a tax which
appears to be directly levied on the consumer
through a rise of price. But, in the first place,
we have to note that it does not in all cases
follow that a tax on commodities is actually
attended by a corresponding rise of prices to
consumers. If an ad valorem tax is collected
from the manufacturer or merchant of an
article, no doubt he will pass it on to the
consumer, if he can. But whether he can
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depends upon whether he is in some degree
a monopolist, or has exercised some power to
"regulate ' prices above the competitive level.
If he has, then he will not as a rule find it to
his advantage to raise his prices further so
as to make the consumer pay. The tax, in
other words, would settle on his surplus. If,
on the other hand, his prices have been deter-
mined by fairly effective competition, he and
his trade competitors will have to raise their
selling prices, and pass on the tax to the
consumer. If, however, they were closely
competing with foreign producers subject to
no such taxation, they could not offer this
resistance and would be taxed out of existence.
But in the incidence and shifting of taxes
on commodities another distinction requires
to be observed. On no two kinds of com-
modities would an ad valorem tax produce the
same effect. Not merely is there some power
to throw the tax on to the producer or trader,
if his price contains a surplus element to bear
it. But the actual rise in price where it is
not thus prevented, will have two sets of
effects, one upon consumers, the other on
producers, which will be different in each case,
and will affect the final incidence of the tax.
The effect on consumers will depend upon
how important the particular commodity is
upon which the tax is placed. Only in the
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cae of what may be called an ' absolute
necessary ' must the tax be represented by
a fully corresponding rise of price. A bread
tax would presumably come nearest to an
absolute necessary, and it would seem that a
tax of, say, 3d. aloaf would enable the baker
to put the tax on to the price. But even here
there are qualifications. Unless all alternative
foods were taxed in the same proportion, some
other vegetable and animal foods would be
in part substituted for bread. Moreover, it
may be that, though some bread is absolutely
necessary, there has been lax or excessive
consumption among some classes of consumers
which would be reduced by reason of the rise
of price. If, owing to one or both of these
causes, the attempt to put the 3d. on the loaf
brought a reduction in the purchase of bread,
the rise in price would settle somewhere below
3d., perhaps at 2d. The consumer (i.e. the
producer with some surplus income) would
bear the 2d. The other penny would be thrown
back on to the miller and the farmer, and
perhaps would ultimately settle on ' freight
or on the rent of wheat-land. Similarly with
other taxes upon necessary commodities.
The ultimate incidence of the tax will vary
with the degree or intensity of the necessity,
which in its turn will largely depend upon
what untaxed alternatives are available.
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When we turn from necessaries to conveni-
ences or comforts, everything agan turns
upon the strength of the hold which the
particular commodity has upon the standard
of comfort in the several classes of consumers.
It is convenient to have a sound second suit
of clothes, but it is not so necessary as to
have a first suit. The high prices of clothes
has certainly stopped many people from
purchasing a second suit to replace a worn-
out one. It is comfortable to keep up a good
fire, but the high price of coal,, even before
rationing, caused a marked reduction in
domestic use. The strength of hold on a
standard of consumption is a matter partly
of material utility, partly of prestige. M,any
respectable persons will meet a rise of general
prices, or a fall of income, by almost starving
themselves at home, in order that they may
maintain a reputable appearance in public.
Conscious enjoyment is apt with many con-
sumers to count heavier than material utility,
when the absolutely physical necessaries are
provided. Fine clothes and the cinemas have
absorbed a large part of the recent rise in the
wages of young women-workers. A rise in
the price of such articles might have as its
chief effort not a reduction in their demand,
but a cutting down of other less obtrusive
elements in the standard of cousumption
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8 4. But enough has been said to indicate
the subtly psychological factors which here
help to determine the effect of a rise of price
upon demand for different classes of com-
modities. The incidence of a tax will vary
with their subtle pressures. We can never
treat any tax upon commodities as obviously
transferable to the ' consumer,’ even in the
process of finding producers surpluses in which
to settle. Some of it will generaly pass,
but how much no one can predict. Some of
it will be thrown back on the various sets of
producers or carriers or vendors. The way
of doing this will often be a shrinkage in con-
sumers purchases, owing to an attempt to
put the tax on to the price, which shrinkage
will react upon the processes of production,
reducing the use of the weaker or inferior
land, plant, labour, and affecting both the
normal costs of production and the ' surpluses.’

As an example of the intricate reactions of
a tax, take the case of a new large tax on the
sde of motor-cars and motor-cycles. Since
these are mainly luxuries, the first recognized
effect of any great rise of price that might
follow would seem to be a great curtailment of
demand. But such curtailment would check
the rise of prices, fixing a new temporary
price-level above the old one but not adding
the whole of the tax. Some of the tax would
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thus be thrown on to producers for settlement
where it can lie, for further shifting where it
can not. Possibly a large part of such a tax
might ultimately settle on mine-owners in
Spain or Sweden, or oil magnates in the
United States or Caucasus, or on tyre and
other patentees whose profits were soaring.
But it is not certain that a rise of price would
be strongly resisted by consumers. In any
period of great fluctuations of trade where
new men are ' getting rich quick,’ and where
even young business men or well-placed
artisans are earning incomes far ahead of
their accepted standard of comfort, the personal
prestige of possessing a motor-car or cycle
might be so powerful that the rise of price
would prove a feeble check on the rising
demand. It would take off a good deal of
the money which would otherwise have gone
either into other luxuries with less prestige,
or into the more substantial and older elements
of a standard of comfort, such as better
housing, or more expensive education of the
children.

The case of such ordinary 'luxuries' as
alcohol and tobacco, strongly established in
the standard of comfort of most grades of the
community, deserves a special consideration.
In the case even of the moderately well-to-do
classes, it will be generally agreed that a
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substantial increase in price due to taxation
will be met, in part by a reduced consumption
(in quantity or quality of articles), in part
by an encroachment upon other elements of
unnecessary consumption, or of savings. The
experience of war taxation, though abnormal
in the sense that the natural economic re-
actions would be crossed or reinforced by
' patriotic ' motives of economy, certainly
produced these effects in the upper and middle
classes. In a general readjustment of the
standard of living for purposes of war economy,
a smaller percentage of the year's expenditure
would be given to those high-taxed luxuries.
Such increased payments to the State (or the
liquor and tobacco trades) as were actually
made by these classes would come out of
their surplus income, i.e. by reducing their
expenditure, on other luxuries or unnecessaries.

The more interesting problem arises in
relation to working-class incomes, mostly
containing nothing that can properly be re-
garded as surplus, in the sense that they do
not exceed, and very often fall below, what is
required for the proper maintenance of afamily.
Here it isevident that out of the higher money-
incomes of the great bulk of the manual
workers during the war, a considerably larger
sum has been expended upon drink and
tobacco, though probably a smaller per-
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centage of their aggregate income. They
thus appear to have paid, as consumers, a
considerable quantity of these war taxes,
though even here it may be urged that their
insistence upon satisfying strong-felt demands
for higher priced liquor and tobacco con-
tributed towards the effective pressure for
higher money wages, so causing some transfer
of the tax on to their employers or other
owners of a ' surplus.

But if this be so, what shall we say of the
incidence of these taxes in ordinary times ?
Analysis of taxation shows that the working-
clases, as a whole, make their chief contri-
bution towards the public expenditure in
the shape of payment of these indirect taxes,
and that the lower-paid grades of workers pay
in these ways a larger percentage of their
total incomes in taxation than do the better-
to-do workers and the lower grades of the
middle classes. It is evident that in one
sense these taxes may be held to fall upon a
" surplus,’” in another sense not. These taxed
articles certainly represent an actual ex-
penditure in luxuries or comforts which con-
stitute a surplus element in expenditure, in
the sense that an enforced reduction of such
consumption would not worsen and might
improve the 'standard of living." It is
commonly argued that, if the workers can
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afford these kinds of expenditure, they can
afford to pay taxes, i.e. have some ability
to pay. And yet, on the other hand, this
apparent ability to pay is only due to a
wasteful economy of actual income. Setting
aside the question whether alcohol and tobacco
are actually noxious, it is certain that working-
class expenditure upon them carries an in-
ability to pay for certain goods and luxuries
needed for the health and efficiency of them-
sdves and their families, i.e. represents a
wasteful economy. There is no real surplus
in these working-class incomes. This being
0, any taxes they pay must normally be held
either to encroach upon their truly neces
sary expenditure, or to be shifted on to some
other incomes, eg. those of their employers,
through their insistence upon money wages
high enough to support these ' luxuries.'
There is, of course, the third alternative, that
a tax may simply cause a corresponding re-
duction of expenditure upon the taxed articles.
Only in the last case is it seriously defensible
as a method of taxation. So far as the war
taxes have brought about a reduction in the
consumption of drink and tobacco that would
have taken place had these taxes not been
imposed, they are economically justified, not
otherwise.

But while, in point of fact, the workers
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do contribute so large a percentage of their
wages in these taxes, it is not open to anyone
to urge that new taxes should be put upon
them so that they may be made to pay ' their
share’ to the upkeep of the State. For if,
in fact, the incidence of the existing taxes is
upon the workers' income, they must be held
already to be bearing a fair proportion of the
taxes. On the other hand, if there is the
power to shift such taxes, which | suspect,
then it is a futile, and worse than futile, policy
to st in operation a new and disturbing
procoss of such shifting”.

8 5. But though every indirect tax will
vary in its shifting and its incidence, according
to the measure of free competition among
producers and the amount of surplus-income
among the various classes of consumers, these
instances make it evident that in the last
resort the tax tends to settle upon surplus
elements of income which aone poses a
true ability to pay. This doctrine may at
first sight seem to make it a matter of in-
difference what sort of taxes are imposed, and
who are called upon to pay them in the first
instance. If all taxation, however imposed,
settles upon the same surplus elements of
income, why trouble to disturb the existing
taxing-system, or why not defer to the weak
preference which most people betray for secret
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forms of indirect taxation? Nay, does not
such a doctrine play directly into the hands
of protectionists, by its manifest implication
that the surplus-incomes of foreign producers,
merchants and exporters, can be made to
bear a portion of the tariff duties we are urged
to impose ?

Believing, as we do, in the general superi-
ority of direct over indirect taxation, it is of
urgent importance here to state the grounds
for this belief. The first is the waste and
damage of the shifting process. In all
economic movements there is a certain amount
of inertia to be overcome. In the taxing
process this means that the tendency to shift
a tax that tries to settle upon ' costs' is
met by another tendency for a tax to lie where
itis put. If every tax laid upon income with
no real ability to pay were shifted automatic-
ally and immediately on to the nearest surplus-
income, fiscal convenience might often give
preference to taxes on commodities which
could be collected in large amounts from
wholesale dealers. But such taxation always
incurs the serious risks indicated in the very
processes of shifting which we have described,
some of it falls upon elements of necessary
income.

Now the proof that such necessary income,
e.g. a wage of efficiency, or a minimum profit,
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cannot bear the tax, is furnished in an actual
shrinkage of the supply of labour or of capital
in the affected trades. But this shrinkage is
economically wasteful, and produces damage
to the trade, which continues until the whole
of the tax is actually shifted, and even later.
Sometimes the shifting process is very slow,
the tax lying long and causing a depression of
the trade affected. In many countries oppres-
sive taxation of the peasant class, or of town
operatives, has permanently kept production
to the lowest level of maintenance and stopped
every incentive to industrial progress. Our
contention, in other words, that a tax which
cannot be borne without reducing the pro-
ductivity of some class of producers will be
shifted by inevitable economic forces, presumes
a certain level of intelligent self-interest which
does not everywhere exist. Accepted custom,
for example, may prevent the operation of a
tendency for wages to be raised in order to
meet the raised prices due to taxation of foods
or "other necessaries, and as every standard of
living has some elasticity, however slight, the
standard may be lowered without the ultimate
effects upon efficiency and productivity of
labour becoming immediately apparent. Here
is the chief danger of the insidious operation of
most forms of indirect taxation.

Much harm is thus caused by what may be
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called the insensitiveness of the consumer in
resisting taxation which he has no true or final
ability to bear. This insensitiveness is due in
part to ignorance, in part to dackness or in-
difference. It is this which gives a specious
support to the prevailing notion that all in-
creased taxation or rating put upon landlords
is liable to be passed on to tenants in enhanced
rent, and that traders can aways put any
fresh taxes on to the price of their goods. If
tenants do not know what is the true rental
value of their premises, they can easily be
deluded into paying higher rents to compensate
the landlord for a rise of rates, the delusion
being accepted more readily because they
shrink from the immediate inconvenience and
cost of changing their residence. Similarly, a
tax upon commodities or upon the materials
which enter into them can often be made a
source of actual gain, because the consumer,
not knowing how much the tax adds to the
costs of production, allows the tradesman to
raise his prices far more than enough to cover
the taxation.

8 6. There are other dangers. It is of urgent
importance in the practice of popular sdf-
government that the fixed system by which a
State raises and expends revenues shall be open
and intelligible to its citizens. The actual
incidence of taxation ought to be known to



THE SHIFTING OF TAXES 65

all. The notion that any sound political end
is served by making everybody appear to
contribute to the State revenue, irrespective
of the fact that many persons have no ability
to pay, is mere feeble-mindedness. Such con-
ceament of the facts of the case can only
help to obfuscate the civic intelligence. Nor
is it less important that the political directors
of fiscal policy shall learn from sound experi-
ence what are the income-elements capable of
bearing taxation, so that all increased demands
for revenue may be met by equitable and
innocuous methods.

So far | have applied myself to showing :

1. That all taxes must be treated as deduc-
tions from real income.

2. That income is divisible into (a) econ-
omically necessary payments. for the
use of factors of production, i.e. costs;
and (b) unnecessary.. @.. excessve pay-
ments, i.e.. surplus.

3. Tha all taxation.should be directly laid
upon surplus, because if any taxation is
put on ' costs,' the process of shifting
it on to 'surplus,’ first, involves waste
and damage to production and is
frequently made a source of extortion
from consumers ; secondly, deceives the
public by concealing the final incidence.
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8 7. Before winning acceptance for this treat-
ment as a bass for reformed taxation in the
new State, it will, however, be necessary to
meet several lines of criticisms, partly directed
against the ' economics,’ partly aganst the
practical politics of any wholesale application
of the theory.

The first objection will take this shape:
" Your treatment of ' costs ' is entirely directed
to a static condition of industry and commerce,
to the mere maintenance of existing instru-
ments of production. You appear to assign
the whole of your surplus (consisting of rent,
surplus-interest, profits, sadaries, etc) as a
body of income possessing an unlimited ability
to pay. But you forget that from this fund
is derived the saving which forms the fresh
capital required for industrial and commercial
progress. If you are prepared to hand over
to the State all this surplus, you will make
economic  progress impossible.” This objec-
tion imputes an undue stress upon the origins
of surplus, as distinct from the uses to which
such surplus will or may be put. Even the
economic rent of land, it will be urged, does
not possess unlimited ability to pay, if we bear
in mind that a tax approaching 100 per cent,
would diminish national savings by the pro-
portion of such 'unearned ' income as would
have been saved and applied to capital had
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it been' left in the landlords' hands. As for
"surplus ' income from businesses, the bulk of
the new capital required for the enlargement
and improvement of plant, materials and pro-
cess, to say nothing of increased employment
of labour, comes from this source. This
criticism has been vigorously directed against
the excess-profits taxation of war-time, which
has removed large sums that might have been
"put back ' into the business, or been em-
ployed in starting new enterprises to meet
post-war demands.

8 8. Now, in part, this criticism has been
anticipated and met by my definition of costs.
For in distinguishing costs from surplus in
industry, | included under 'costs' not only
such a minimum interest and profit as were
needed to maintain existing plant and business
ability, but such as would evoke an increasing
supply of these factors so as to provide for a
progressive industry. How far this places a
limit upon taxation of rents, profits, interest,
depends, however, to a considerable degree
upon the post-war structure of industry and
the uses made by the State of the public
income raised out of private surplus.

If, as may confidently be assumed, a large
part of that body of industry, hitherto in
private hands, which has passed out of the
competitive era into the era of combination,
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now passes into State or municipal enterprise,
the surplus-income it yielded to its private
owners should be available for the public,
unless in some instances the public authority
yields the potential surplus to the public in
the shape of lower prices. If railways, mines,
electric supply, banks and insurance businesses,
the drink trade, large sections of the housing
and distributive trades, became public busi-
nesses, private saving will no longer be needed
to feed their enterprises with new capital:
that provision will henceforth be made by the
State and the Municipality. Bearing in mind
that the type of industry thus socialized will
comprise most of the greatest capitalistic enter-
prises, it will appear that the defence of surplus
against taxation because of the need of making
provision for the improvement fund is con-
siderably weakened. The State will make the
necessary savings for nationalized industries
out of the income of those industries. There
will, in respect of these businesses, be no failure
to provide the needed income of capital. As
for the surplus-prodtfcing industries which it
may be convenient to leave in private hands,
it by no means follows that the taxation of
their surplus will imply a reduction in the
aggregate of new capital available for national
industry. The new State is pledged to many
operations, such as housing, land development,
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afforestation, education, in which considerable
capital expenditure will beinvolved. To divert
surplus-income which might, if left in private
hands, have furnished an increase of private
industrial capital, into these productive State
employments, involves no net reduction in
capital or employment of labour.

But even if the taxation of surplus-income
did imply a reduction in the rate at which new
industrial capital, private or public, was created,
this is no condemnation of the policy. Labour
and ability are even more important factors of
production than capital, and any improvement
in their efficiency may be cheaply purchased by
some diminution in the growth of industrial
capital. Public expenditure on health and
education, in particular, will, wisely directed,
add immensely to the future productivity of
the nation. For capital is, after all, only the
servant of productive ideas. The cultivation
of the mind of the nation for the creation,
selection and application of new productive
ideas is the most profitable of all uses of
revenue. Hitherto too much of the national
surplus . has been put into increasing the
capital structure, too little into improving
the physical and intellectual calibre of the
people.

Though industrial development is by no
means the final test and justification of taxa-
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tion, an enlarged public revenue, well applied
to general purposes of national welfare, Will
assuredly carry a great enlargement of the
productive forces of the nation. An intelli-
gent administration of public services will
make a more socially advantageous use of
surplus-revenue than would be made by private
business men capitalizing it for their own
profit.

8 9. The conception of a national industrial
system, with privately owned capital as its
foundation and profit as its regulative motive,
has long been exposed as an insecure basis
for social order. The economic surplus, the
fund for socia progress, must pass more and
more under the direct administration of Society.
In order, however, that the justice and utility
of the proposal be rightly grasped, the origin
and nature of the fund that constitutes this
surplus should be comprehended. The notion
that taxation is prima facie an encroachment
by an outsider, the State, upon the rightful
property of individual citizens, only justified
by necessity of State, is still widely prevalent.
Its falsity is implied in the analysis which |
have brought to bear in these chapters, wherein
surplus is shown to arise as the result of some
economic inequality or monopoly power wielded
by the person who receives the surplus. But
there is another way of looking at the same
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phenomenon which makes an even stronger
case for Society as the rightful recipient of the
surplus. It is not enough to represent these
rents, excessve profits and other elements of
surplus, as not earned or created by the persons
who receive them asincome. They are directly
produced by the operation of socia needs,
institutions, and activities. An individual
acting by himself can create no wealth. The
materials and tools with which he works arc
supplied to him by elaborate processes of social
co-operation. The skill he applies to their use
has been laboriously acquired by past genera
tions of men and communicated to him by
education and training. A highly complex
division of labour, based upon co-operation in
the industry and workshop," prescribes and
gives 'value' to his particular job. The
market which finally stamps what is called
his product with utility, as capable of satisfying
some human want, is itself a highly socid
structure. Finally, the organized community,
as a State, protects and 'asssts both the
individual producer and the various socia
institutions and processes which help him to
produce. Thus Society co-operates everywhere
with the individual producer and assigns to
the product its ' value.'

Though the State is only the political organ
of Society, it is the protector and support of
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all the other forms of socia organization, and
is- often the regulator and director of the
economic forces of Society by means of legal
and administrative action. The whole of the
functions of the modern State subserve the
processes of production of wealth, though it
has other more important human ends. When
the State directly undertakes an industry,
such asletter-carrying, it can defray its expenses
out of retail prices charged to its customers.
The new State may, in taking over other
fundamental industries, such as railways and
mines, similarly draw revenue from these
specific undertakings. If it chooses, and the
nature of the industries allows, it may take a
profit from such undertakings which it may
apply to pay the expenses of other public
services not of a directly remunerative char-
acter, such as justice, defence, education
and public health. But for the bulk of its
revenue it must rely upon taxation of incomes
and properties derived from privately owned
undertakings. It is, therefore, important to
recognize that its claim to this taxable income
is not confined to the general plea of public
necessity, but is aso based upon the express
part taken by the State in assisting to
create the economic product and to give it
value.

The State, thus regarded, is a rightful par-
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ticipant on its own account, in every product
whose whole value is, in the first instance, for
convenience distributed as private income, and
has a claim for its share upon the severa
recipients. What is that share? No theo-
retically exact answer, | think, can be given
to this question, so intricate is the co-opera-
tion between individual and social energies
and needs in modern economic operations.
But | suggest that a reasonably sound ap-
portionment of clams would leave to the
individual- his full personal costs of mainten-
ance and growth, i.e. such income as suffices
to support in full current efficiency himself
and his family and to evoke such increased
efficiency as they are capable of, while assigning
to the State, as the organ of a hitherto under-
nourished Society, any surplus-income which
chance, combination or other natural or con-
trived conditions, may enable a busness to
obtain. This may not be an absolutely scien-
tific principle of distribution. But, in view
of the presumption hitherto prevailing, viz.,
that the whole of the product was the rightful
property of those to whom it passed as private
income, and that the State's share should be
kept at @ minimum, the principle here pro-
posed, by which the State becomes the residuary
legatee after all expenses of upkeep and of
reasonable growth are provided out of income,
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should be acceptable to those who realize the
growing needs of the new State.

8 10. | have already anticipated, in part, the
claim that reasonable ' expenses of growth'
should include some adeguate provision of
increased capital in a business capable of
useful expansion, and that the portion of
excess or surplus profits needed for application
to this object should not be taken in taxation.
So long as saving and investment remain
private functions, this seems a reasonable
claim. For though, as | have contended, the
diversion of such savings from private possessors
to the purposes of State does not necessarily
imply a less productive use, there is a prima
facie case in favour of furnishing an adequate
supply of new capital for healthily growing
private enterprises. This need could be met
in one or two ways. The Income-Tax Com-
missioners could be instructed to make allow-
ances or exemptions in respect of such portions
of the income of a business as was ' put back '
into the business. If the necessary supervision
and accountancy took place, this might be a
sound socia policy, for the State would later on
reap its gain in the taxation of the larger in-
come issuing from the enlarged business and from
the inheritance duties when the untaxed capital
passed at death. The alternative method, a
discussion of which lies beyond the scope of
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this inquiry, consists in the State itself supply-
ing, through its own National Bank or other
loan system, the new capital required by
businesses which still remain under private
management; in other words, the substitution
of public saving and investment for private, a
process of gradual nationalization applicable to
the whole or any part of growing private
enterprise.

For immediate purposes, however, we may
dismiss this method of public finance and give
a provisional acceptance of the alowance
system, with such safeguards as would be
needed against certain obvious abuses. During
the next few years, at any rate, it may be
serviceable that our taxing-system should
guarantee inducements, in the shape of tax
exemption, to the allocation of large shares
of business earnings to the capital fund, so as
to make good the letting down of some im-
portant kinds of plant and the failure during
the war period to make normal provision for
improvements.

But all such exemptions should be limited
in amount and confined to the case of vital
industries, and a thorough scrutiny into the
merits of each application should be under-
taken by the Income-Tax Commissioners.
Such a provision need not be held to invalidate
the application of our genera principle that
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the State is the residual owner of all income
which exceeds the requirements of maintenance
and normal growth.

This identification of the surplus with the
income that expresses the aid rendered by the
State, as the representative of Society, to the
production of wealth, gives, | venture to
suggest, a new moral as well as economic basis
for the finance of the new State.



CHAPTER IV
THE TAXATION OF INCOME

8 1. A CCEPTING as the test and measure
of ' ability to pay' the distinction
between costs of production and surplus-income,
it may at first sight be obvious that a sound
and equitable taxing-policy will levy taxes
directly and exclusively upon those economic
rents, high dividends and profits, swollen
salaries and professional earnings, which com-
prise this surplus. A large school of single-
taxers has always demanded that the whole
of the tax-revenue should be raised by taxing
land values, or their annua yield, up to 20s.
in the £. Economic rent is, they affirm, the
income furnished by Nature for the support
of the social institution called the State. It
is, they maintain, the only fund which can
be attached without robbing some one of his
rightful earnings, or diminishing some useful
incentive to production. The landowner alone
has a, true ability to pay.
Now, setting aside the fact that the highest
possible estimate of the annual land value of
this country could not furnish more than a

77
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quarter of the revenue required for the post-
war State, there is a further objection to the
single-tax which invalidates for practical pur-
poses the whole policy of attaching by taxation
the separate elements of surplus that emerge
in the operations of business. Though separ-
able from capital for purposes of economic
analysis, land-values are so blended with im-
provements and with other forms of capital,
for all practical operations both of industry
and finance, that a rigorous separation for
taxing-policy is neither feasible nor equitable.
The actuarial difficulties have been illustrated
in the clumsy, expensive, and unsatisfactory
endeavours to measure land-values and their
increments under the provisions of the 1909
Budget. But when afuller analysis of industry
discloses the innumerable ways and degrees in
which elements of land-value are embedded
in all parts of our economic system, the
difficulty of any reliable measurement is found
insuperable.

These technical difficulties, however, are not
the chief ground for rejecting such a proposal
Modern operations of capitalization, purchase
and investment, have so closely identified land-
values with capital, and the identification has
been so strongly endorsed by law and custom,
that their separation now for taxing-policy
would involve intolerable injustice. A has
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invested £1000 in a Trust Company which,
quite unknown to A, puts the funds into land
or mines. B invests £1000 in another Trust
Company which puts its funds into industrials
or foreign rails. Under a single-tax A would
lose everything, B nothing, though both were
actuated by precisely the same motives and
performed acts of saving and investment which
to them wereindistinguishable. During the last
two years hundreds of large estates have been
broken up and sold by their owners to their
tenants. Clap on a single-tax after the war,
and these purchasers lose all their savings, while
the former owner goes off with hisuntaxed gains.

8 2. The iniquity of such a taxing-policy is
too glaring to need lengthy exposition. | cite
it chiefly as an entry into a more pertinent
criticism applicable to the whole attempt to
discriminate detailed items of 'surplus' for
taxing purposes. At first sight it is plausible
to suggest that, in order to get for revenue as
large a share as possible of the monopoly or
surplus profits of combinations or well-placed
business companies, the whole or the bulk of
the net profits over and above the sum needed
to pay the minimum dividends required to
maintain the capital should be taken by
taxation. "Here is a strongly established com-
bination earning a regular 20 per cent. profit,
why not take for the State the bulk of the profit
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that represents mere surplus, by means of a
tax graduated steeply, not according to the
aggregate net income of the business, but
accordingtothedividend ? A sufficient motive
to operate the business in the most efficient
and productive manner might be provided
under a taxing-policy which would get four-
fifths of the excess profits for the revenue.

But the same difficulty presents itself as in
the case of land-values. If the whole of the
share-capital of such a business as we are
considering were held by the original promoters
and investors, the project would be feasible
and equitable. But where, as in most such
cases, a very large proportion of the shares
have changed hands in the operations of the
stock-market, there is no presumption that the
present shareholders are receiving upon their
investment a dividend which contains any
surplus. The surplus, present and prospective,
has been taken out of the concern by the original
shareholders, or by interim shareholders from
whom the present holders have bought their
shares at market prices enhanced by the exces-
sive earning power of the Company. A pays
£1000 for four £100 shares in a profitable
combine whose shares stand at a premium of
£150 per share. B pays £1000 for ten £100
shares in an ordinary competitive business,
where the shares stand at par. A and B get
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the same actual amount of annual dividend
for their respective investments. But the sug-
gested taxation which would take the ' surplus*
earned by A's Company would reduce his earn-
ings on each £100 he invested to, say, i per
cent., while B would be receiving his full 5 per
cent, on his £100. This discrimination would
be obviously unjust. In other words, when, as
Is common, the future ' surplus' has already
been secured by a shareholder who has sold
out, it is impracticable to get that surplus
for the revenue by a tax imposed upon the
income of the purchaser of the shares. As in
the instance of the landowner who has scooped
in the whole rise of land-values by the terms of
his sale, so here, if the tax-gatherer is after the
" surplus,” he must seek it where it lies, viz., in
the possesson of the vendor of the shares.
There are two ways in which this can be
done, either by a reform of the assessment
for income-tax, which brings into the ases
sible income for the year the net gain obtained
by such a sde of shares, or by leaving the gain
with other gains to accumulate during the
lifetime of the recipient for taxation when his
estate passes at his death. The relative value
of these two methods may be discussed later.
At present it suffices to register a clear judg-
ment to the effect that it is not feasble or
equitable to attempt to earmark and attack
6
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for revenue the separate items of surplus as
they emerge in the present distribution of rent
or dividends or profits.

The upshot of thisinvestigation is to indicate
a general income-tax as the most serviceable
instrument for securing to the revenue a large
share of unearned income or ' surplus. The
fact that during the last half-century this tax
has passed into the permanent finance of the
country and has occupied a place of ever-
increasing importance, is itself a strong recom-
mendation. For new taxes are not merely
unpopular : they arc usually precarious both in
incidence and yield, having no body of financial
experience to support the calculations of the
taxing authority.

8 3. It is, therefore, to the general income-
tax that we should look as the first means of
enabling the State to get its revenue out of the
surplus-elements of income possessing ability
to pay. And it must operate, not by attempt-
ing elaborate discrimination of the origins of
income, but by attention, in the first place, to
its sze; in the second, to the number of persons
dependent upon the income for their mainten-
ance and efficiency.

Now, having regard to our analysis of the
economic nature of income, it should not be
difficult to gain assent to the proposition that
"surplus ' and its presumed ' ability to pay '
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vary directly with the size of income. There
is a presumption that a large income contains
a large amount of ' surplus,’ in the sense of
payments not needed economically to evoke
any productive energy on the part of the
recipient, and that a small income contains
none of this surplus.

But this presumption is crossed by another,
relating to the consumptive utility of the in-
come. We have agreed that the part of any
income needed for the maintenance and im-
provement of a worker and his family ranks
as 'costs' and not as ' surplus. It is clear,
therefore, that the quantity of taxable surplus
in the family income varies with the sze and
needs of the family. An income of £500 a
year may have a not inconsiderable surplus,
if it has only one man or woman to maintain.
But if it has a man, his wife, and six children
to maintain there may be no surplus.

If, then, we arc to adopt as our main instru-
ment of taxation a general income-tax, based
on the presumption that surplus varies with
income, an allowance must evidently be made
for this qualifying circumstance. The early
recognition of this equitable principle by the
alowances in respect of dependents in our
income-tax, is quite inadequate. For it is
impossible to contend that an alowance of
£25 represents anything approaching a true
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maintenance, in respect of families with an
income not exceeding £500. Properly applied,
the principle must be based upon the assump-
tion that the cost of maintenance of every
human being is the same. For though this
may not be strictly true, it is the only practic-
able method of procedure. It is, therefore,
desirable that this equality of maintenance
principle shall be applied to the full extent for
all incomes of alow or moderate order. The
true policy is thus stated by Mr Sidney Webb :*
" What is suggested is that, so far as incomes
not exceeding £2500 a year are concerned,
whether earned or unearned, it should be open
to any person asessd to ask all that the
taxable receipts of all the members of his
family, living in the same household with him
and sharing in its expenses, or maintained
elsawhere wholly or partially at his expense,
should be aggregated for assessment as a
Family Income ; and that Family Incomes so
arrived at, should, for income-tax purposes,
be divided by the number of members of the
family (husband, wife, children, step-children,
father and mother or grandparents only)
actually maintained therefrom. There could
then be allowed from the combined Family
Income, in respect of the persons maintained
therefrom, whatever Abatement each portion

' How to Pay for the War, ' p. 237. (Allen & Unwin).
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of such income would justify, if it were that of
one person only." " The result would be that
a bachelor or spinster, living independently,
and apart from his or her near relations, would
normally pay income-tax as at present. A
married couple without children might apply
to have their combined aggregate of incomes
divided by two, and if this brought these
halves below £700 each, they would be entitled
to two of the Abatements allowed on such
incomes. The father of a family of four
children might apply in the same way, aggre-
gating all the incomes of himself, his wife
and his children, and dividing the sum by
six. This might bring him six Abatements
instead of one (or possibly none). In the
extreme cae a Family Income of £2500 might
conceivably be allowed as many as sixteen
Abatements, if as many as sixteen members
of the family were being maintained there-
from—in exactly the same way, in fact, as
if the incomes were legally divided among
all these separate members of the family,
and they had to make separate returns for
taxation." Whether the limit of £2500 here
suggested may not be unduly high, is an
open question, the answer to which will pre-
sumably depend upon the post-war level of
prices and the standard of expenditure needed
for the efficient maintenance of an individual.
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But the policy is equitable and economically
sound. Jits essence lies in securing that
taxation shall not be imposed upon the ex-
penses of maintaining human efficiency, or,
in other words, upon ' codts' It is not a
new principle of taxation, but an adjustment
of our accepted principle of ability to pay
to the. circumstances of the family as the unit
of expenditure.

8 4. Admitting this important provision
for taking into account the number of de
pendents in the application of a progressive
income-tax to the lower and medium incomes,
the rule that rising incomes imply a pre-
sumption of increasing surplus and a corre-
sponding increase of ability to pay, may be
accepted as valid. It is aready in force by
the united policy of allowances, abatements
and super-tax, crossed by the distinction
between earned and unearned income. Now |
suggest that all these specia arrangements and
discriminations are clumsy and wasteful, that
they should be swept away and replaced by a
single progressive curve of valuation, according
to which every taxed income would pay a
different rate of taxation according to its size.

The defective progression of the present tax
iswell illustrated in the following Tables from
the last available Report of the Inland Revenue
Commissioners (1918). Though changes made
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in last year's Budget effect certain ‘'minor
changes in graduation, accompanied by con-
siderable changes in rate and sums payable,
the Tables still hold good for the purpose of
illustrating defects of graduation.

Although a continuous graduation is here
carried up to the limit of £3000, where the
super-tax then comes in, this graduation shows
two sorts of grave deficit. First, the sudden
jumps in tax-rate per £ and in amounts pay-
able at certain arbitrary points in the rise of
taxable income. These occur at eight points,
viz., £401, £501, £601, £701, £1001, £1501,
£2001, £2501. In each case an increase of
£1 in taxable income makes a sudden addition
to the rate and amount payable. On the
higher levels of income the sudden addition
of £1 to the amount payable may not arouse
much feeling of grievance, but in the lower
levels it is distinctly felt and operates injuri-
ously in keeping down declared incomes.
Again, it is just upon the lower levels of
income that the sudden leaps in the rate of
taxation are greatest. At £401 there is a
sudden rise of %d. in the £ on the income or
earned income, whereas two jumps at £1001,
£2001, respectively, are only */sd., and at £2001
only Y10d. in the £. This slackening of the pace
of progression is a palpable defect, discernible
both in the earned and the unearned columns.
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Table 17 in the same Report, carrying up
the matter into the range of the operation of
the super-tax, exhibits the same defects, a
large slowing down in the rate of progression
in the higher incomes. Though the tax rates
and the amounts payable have both been
raised since this Table was constructed, the
criticism still holds good.

TABLE 17.—Showing the actual amounts of Income-Tax and
Super-Tax payable for each of the years 1916-17 and 1917-18
in the case of certain incomes taken as examples, and the
effective rate of the combined taxes.

AMOUNTS OF TAX.

Effective

Kate on
Income. | Income-Tax. | Super-Tax. Income- ax each

& Super-Tax. £1of In

come.

i £ s d, £ 05 Al £ osodl .

3,u25 750 5 0 2z 510! 773 10 10 L1.8
4U00 | To00 0« 7004 4 o783 4 T
5000 | 1,250 0 o 154 3 4 ' L4804 3 4 67,4
B0 1 500 O o 245 16 B 1,745 1b 8. 0g.8
700 I 1,750 0 6 354 3 4 I 3 4 jar
Bo0u | 2,000 0 U 47903 4 2479 3 4 - T4
G000 22580 o 0 2o 1 N 2,570 1 B il
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75000 I8F50 0 0 f123%4 3 4 30,004 3 4 uHae
00,000 25000 ¢ 0 (16,529 3 4 41,520 3 4 99.7

Now there are various methods by which
these defects of the sudden jump and the
degressive rate of advance in higher income
can be remedied. The most practical which
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| have seen is that proposed by Mr J. Zorn in
the following Tables. His method of progres-
sion is by a process in which the rise of rate of
tax in the £ accumulates pace as it proceeds,
by means of a four-speed gear. The first
speed operates from incomes up to £500 by a
rise of 3d. in the £ for each successive £100.
The second operates from incomes from £600
to £1000, by a rise of 6d. in the £ for each
successive £100. The third proceeds by rises
of is. in the £ on each £1000 from £1000 to
£10,000. The fourth takes a rise of is. 6d.
in the £ on each £10,000 up to a maximum of
£70,000. Thisis asfar as Mr Zorn has carried
his Tables. But it is evident that afifth speed
gear could be added for incomes exceeding
£70,000, though in this highest reach some
break must be put on the rate of progression
So as to prevent the highest practicable limit
of taxation being reached before the largest
income is included. For as we approach the
highest range of incomes with our taxing
instrument we shall be confronted with the
difficulty, betrayed in the case of the excess
profits tax, of the dissipation of potential
income in expenses of management, bonuses
to employees, and various other devices for
evading high taxation. Moreover, in the
highest incomes we are likely to encounter
a cosmopolitan spirit on the part of their
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owners which may lead them to shift their
domiciles and transfer their investments from
one taxable area into another where a lower
pressure of taxation is applied. Neither of
these considerations precludes a high taxation
on large incomes, but it places some restric-
tions upon the proportion of the 'surplus'
which can be taken by the taxing authority
for revenue. Since all these ' monstrous'
incomes must in the nature of the case be
derived from economic monopolies of a large
and highly organized shape, it may well be
the case that the State can attach their profits
more successfully by nationalization than by
taxation.

FIRST STAGE.

i : " Avetage

[ " Rate in Drenmd i |
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ExamerE :—What is the tax on o taxable income of £3657

On sl fron . . . . 4t 5 o
O3 111 I 15 . . . . P 15 B
oo 3rd 100 . . . . 315 o
W dast o5 . . . . 3 5 0

Total . . . {In 15 o

An average of just over 7d, and 2.94 of the total income.
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SECOND STAGE.—INCOMES OF £600 TO £1000.

The tax progresses successively by 6d. in the £1 on every
additional £100 of Income.

AVEf.aggl |

ratein Percent- '

Tax Tax on | 'of Tax Total Tax e of |

inf. Trespective | over ! payable. Bome |

£100 total ! payable.

Income. i
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oth ioo! 3f3 16 5 o! 1f6 . GH715 o0 7.3 |
1oth 100 3f9 . 1815 o /0 H7 10 o §.45

EXAMPLE :—What is the tax on an income of £823 ?

On £800 . £52 10 o An average of 1/3 %
23 314 9 At33inkE
Total £56 4 9 An average of just over 1/4Y4

THIRD STAGE.—£1000 TO £10,000.
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FOURTH STAGE.—£10,000 TO £70,000.

93

Average
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Tax rTaéc?i?/e £ of Tax| Total Tax e of
egl)ooo over | payable. | Income
: total payable.
Income.
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CHAPTER V
REFORMS OF INCOME-TAX

8 |I. PROPOSAL to cancel the discrimina-

jLiLtion in the taxation of earned and
unearned incomes will doubtless arouse strong
opposition. In order to justify it | must
show that the ability to pay docs not sub-
stantially differ in the two cases But |
would point out at the outset that the
Income-Tax Commissioners, in distinguishing
all interest as unearned, and as therefore
possessing a higher ability to pay than the
high income of a business man from profits, or
of a professona man from fees are resting
upon two quite erroneous suppositions. The
first is contained in the curious adoption of
the Socialist view of all interest as ' unearned,
in the sense that its production involves no
personal effort or sacrifice on the recipient.
Now, under an economic system, when saving
has to be effected by inducing individuals to
forgo certain amounts of present enjoyment
which their incomes would enable them to
procure, in order to bring into existence and

maintain in productive use the means and
94,
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instruments of future production, a good deal
of the saving and the maintenance of capital
does involve a postponement of present en-
joyment and an effort of will on the part
of certain classes of investors which, as we
have seen, requires a minimum rate of interest
to be regarded as a 'cost of production.'
Though the effect of this abstinence may be
negligible in the case of the rich, while the
rate of interest actually obtained may often
be larger than is required to evoke what
effort is involved in saving, it is distinctly
untrue that all interest is 'unearned ' within
any meaning reasonably attributable to that
term. On the other hand, as we have seen,
a great deal of other income which comes to
the well-to-do classes, as profits, wages of
management, salaries and. fees, is ' unearned,'
in the sense that it consists of excessive pay-
ments for goods or services, obtained by the
restraint of free effective competition, and
unnecessary to evoke the use of the personal
productive services which are supposed to
have earned it. It is, in effect, the rent of
inequality of opportunity just as much as is
the differential rent of land, and has no more
title to be regarded as earned. The fact that
it is associated with some voluntary productive
activity on the part of a business or pro-
fessional man does not affect this judgment.
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A very large proportion of the upper strata
of these incomes can be taken in income-tax
without causing any withdrawal or reduced
efficiency of the productive services rendered
by the recipients. Because a big business
profiteer is able to 'earn' £50,000 a year
by applying his brains and knowledge to his
opportunities, it does not follow that the
removal of half of it, or more, by income
taxation would induce him to work less
efficiently, or to go earlier out of business.
He takes all he can, but there is no warrant
for supposing that all he gets is needed to
evoke his business efforts. So, too, with the
high-salaried manager or the successful pro-
fessonal man who earns his £20,000 a year.
He <lIs his skill and ability at the highest
price he can get in a market where he enjoys
a scarcity-position by means of his personal
reputation or the speciad opportunities he
has enjoyed. The notion that, because he
can command this salary or these fees, he
can and will resist taxation by refusing to do
his work, is basdess. It rests on an utterly
fdse estimate of his position and psychology.
If we were to put high taxation on large
legal incomes and not upon large incomes in
medicine or engineering, it is evident that
fewer able and enterprising men would enter
the former profession, and the growing scarcity



REFORMS OF INCOME-TAX 97

of this ability would raise legal fees, so
throwing off on to other people the dis-
criminative taxation. And so it would be
with all similar discrimination. But if all
high 'earned" incomes, irrespective of the
particular business or profession, were equally
subjected to high taxation, no such scarcity
of competing ability would be produced and
no consequent escape from the taxation.
There is no inherent virtue or power in a
particular sort of capacity or skill to compel
the public to pay an exceedingly high price
for it, and to enable the recipient to resist
all attempts to diminish it by taxation. A
great lawyer may make £20,000 a year in
England, whereas an equally great lawyer
might make only £5000 in Switzerland, Sweden,
or even France. Why ? For two contri-
butory causes, first, because wider access to
education and the professions in the latter
countries implies a larger supply of high-grade
legal ability; secondly, because the general
distribution of wealth is more equal in these
countries so that there are fewer persons able
to pay the higher fees that prevail here.
Perhaps a third consideration may be added,
the higher general level of intelligence and
knowledge in such countries as Switzerland,
Holland or France, operating to reduce the
purely superstitious part of a professional
7
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reputation. At any rate, the fact is certain
that equally good professional and business
capacity can be obtained in different countries
at widely different levels of remuneration.
This means that large professional and business
incomes often enjoy a proportionately large
rent of ability which is a true economic rent
in its inability to resist taxation by a curtail-
ment of supply. The fact that some personal
productive effort is put forth in earning this
must not be alowed to blind us to the re-
cognition that the excessve portion of the
payment for it is as much unearned as the
ground rent of a landowner or the monopoly
interest of a trust-magnate.

When, therefore, proper provisions have
been made for exempting all low incomes from
taxation and for splitting small or moderate
family incomes into individual incomes for
purposes of exemption or taxation, there
remains no just reason for maintaining a
distinction between earned and unearned
incomes, which complicates the theory and
application of a really scientific income-tax.
Indeed, the abandonment of the differentia-
tion by our Income-Tax Law in the higher
levels of income (for the lower rate for earned
income only extends to the £2500 level)
may be taken as an admission of the substance
of our case.
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8§ 2. Equally indefensible is the exemption
from income-tax of investments which rank
under the head of Life Insurance policies.
There is no just presumption that A, by paying
annual premiums to an Insurance Company,
in order to provide for his family in case of
his demise, is making a better use of his income
than B, who invests his money for the same
purpose in Consols or other gilt-edged
securities, or than C, who spends the money
upon a good education for his children or in
establishing them on a good professional or
business footing. The preference is based upon
a narrow and short-sighted notion of economy.
There is no ground for applying a specia
incentive to induce persons to save rather
than to spend, irrespective of the nature of
the spending and of the investment of the
savings. Still less is it desirable to stimulate
by a -specia bonus the saving of the poorer
classes, whose income does not usually suffice
for a current expenditure sufficient to bring
up a family in full human efficiency. National
Economy demands that the maximum amount
of saving should be done by the well-to-do
whose saving involves no trenching upon
serviceable expenditure, the minimum by the
classes who have to ' pinch' in order to save.

Still less defensible is the preference given
to Life Insurance Companies over other in-
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vestment companies in respect of the portions
of premiums which support what are termed
Endowment Policies, or earn bonuses or other
pecuniary gains which can be taken by the
subscriber during his lifetime.

8 3. If the income-tax is to be made a
completely effective instrument of public
revenue, everything that rightly ranks as
income must come within its operation. Two
large forms of income escgpe proper asess
ment under the existing operation of the tax.
No attempt has hitherto been made at direct
assessment of farmers' profits under Schedule B.
Assessed at one-third of the annual value
before the war, the great majority were
virtually exempt from all payment, their so-
called profits, measured by this deceptive
standard, falling below the exemption limit
or contributing a negligible sum. In the
first decade of this century the total ' profit
from the occupation of land' never reached
five million pounds, and the actual contribu-
tion of this class of income to the revenue
seldom exceeded a quarter of a million pounds.
During the war the basis of assessment for
farmers' profits was raised to the full annual
value. But even this advance is a ridiculously
inadequate measure of the true level of profits.
In 1816-17 the total income taxed upon this
basis amounted to £16,389,972, while the net
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yield of the tax was £2,850,121. It must
adso be borne in mind that the excess-profits
tax was not made applicable to profits of
agriculture, though the enormous rise of food
prices, guaranteed for years to come by the
Corn Production Act, raised agriculture to a
condition of unprecedented prosperity. Specia
difficulties beset the process of assessment in
this class of income. The farmer and his
dependents are in large measure maintained
directly from the proceeds of the farm, and
this 'real' income is difficult to ascertain
and value. Sound book-keeping is hard for
farmers, and is seldom attempted. But these
difficulties are not insuperable.  Skilled
accountancy is essential to successful modern
farming, and farmers should be required to
conform to the rules of book-keeping necessary
to disclose their real income, employing com-
petent outside assistance if they are not equal
to the task themselves. For a long time to
come agricultural prices and profits will be
very high, and it is intolerable that ' the
agricultural interests' should be permitted
to make money out of food shortage while
escaping their proper contribution to the
revenue.

84. It is likely that in the skilled and in
some of the more strenuous of the unskilled
trades there are many families whose annual
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incomes posess a taxable capacity. The
labour shortage in the war, co-operating with
other pressures, brought a rise both of money
and of real income to some grades of workers
which in many instances may be permanent.
Many wage-earning families should figure in
the lower levels of the income-tax payers,
and adeguate measures should be taken to
secure their contribution. It should, however,
be kept clearly in mind that in their cae, as
in others, the contribution is based upon, and
measured by, ability to pay, i.e. the possession
of some surplus-income beyond the needs
of family efficiency. The belief that great
numbers of working-class incomes in ordinary
times escape the income-tax they ought to pay
has no foundation in fact. Dr J. S. Stamp, in
his authoritative work on " British Incomes
and Property," speaks of " the popular notion
that many little workers on weekly wages
escape,” and makes the following comment :
" In the first place, the number who sustain
an average of over £3 per week continuously
over three years, without a break, is not large.
At any given time there may be a considerable
number above the margin, but they are not
the same caes continuously.  Secondly,
machinery was provided in 1907 as adequate
to secure the greater part of the rea liability.
Thirdly, with the children's allowances, abate-
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ments, etc., the loss in duty is very small."
The argument, so constantly urged, that the
workers ought to pay direct taxes, however
small, in order that they may realize the
responsibilities of citizenship, rests on awholly
erroneous conception of the relation of citizens
towards the State and of the nature of Stale
revenue. For when once it is realized that
those surplus-elements of income which
taxation .collects are really social earnings, the
product of social activities and needs, and
not ' sacrifices' imposed upon citizens whose
" property ' is confiscated for public ends,
it will be seen to "be unjust and foolish to
attempt any encroachment upon the earnings
of any family that are required to maintain
the full efficiency of its members. If, as is
likely, in the future large numbers of manual
workers earn incomes as large as the lower
grades of professional and official workers,
a considerable amount of revenue may legiti-
mately be drawn from their ' surplus.'" This
consideration, however, should give urgency
to a reform in the regulation of the exemp-
tion level. Considering that the distinction
between taxable and untaxable incomes
ultimately rests upon real and not money
income, provisions should be made for an
automatic adjustment of the exemption level
to the fluctuations of price level.
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8§ 5. The adoption of the taxable capacity
of the family income as the true basis for a
scientific income-tax demands a reconsidera-
tion of the strongly established usage of
' collection at the source.” More than three-
guarters of tax, it is estimated, is thus inter-
cepted in the way of deductions from the
interest, rents, profits and salaries, from public
funds and offices, joint-stock companies and
other ' public' bodies. Official opinion has
hitherto been persistent in its assertion of
the importance of maintaining this method
of assessment and collection. It would, no
doubt, be possible to retain this method under
a reformed tax, in which every income paid
a different amount and in which account was
taken of the number of dependents on an
income. But the balance would seem to turn
heavily against such retention. For, whereas
at present the 6s. tax deducted at source on
unearned income has only to be adjusted by
way of abatements or exemptions to meet the
case of small or moderate incomes, under a
scientific graduation there could be no tax
fixed at 6s. or at any other rate, but a tax-
curve calculated so as to yield an average of,
say, 6s., though that precise amount was paid
by a negligible number of incomes. To fix
upon an arbitrary or an average sum, such
as 6s., to deduct it from the source, and then
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to make an infinite number of separate
additions and deductions to meet the case of
all the actual incomes, would prove an in-
tolerable task. Moreover, with the necessity
of reckoning the tax rate for each separate
large personal income would disappear the
security for the full payment of the tax in
the case of large incomes that is afforded by
the present method. It should be kept in
mind that the official convenience of collection
at the source is the chief reason why the
process of progressive graduation has hitherto
been stopped at a level which has protected
the richest men from the higher taxation
which they posess ability to bear. So long
as taxation at the source is adhered to, this
injurious wastage must continue, for it is not
feasible to fix the tax rate to accord with the
highest incomes, and the separate super-tax
imposed is at best a clumsy remedy.

Since true ability to pay can only be
measured by the separate individual income,
no good purpose can be served by taking what
is ex hypothes a fase bass for assessment
and collection. Now that the State needs
the maximum revenue obtainable, it must set
itself to the measurement and checking of the
separate personal incomes which contain the
taxable corpus. So long as a very large pro-
portion of taxpayers were under no obligation
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or inducement to make a complete return of
income from all sources, the case for taxation
at the source was a strong one. But it has
already been much weakened by the extension
of abatements, differentiations, allowances and
exemptions, and by the provisions for the
super-tax. It is now estimated that some-
thing like 99 per cent, of all the incomes come
under individual survey, involving a separate
assessment in each case. It is quite evidently
the duty of the Government to require every
person with a taxable income to present the
State with a complete annual account of his
income.

8 6. Itwill doubtless be contended that, if one
graduated tax be substituted for the existing
system with its numerous deductions and
abatements, the motives, operative at present
to evoke a full return from persons claiming
their allowances, will cease to operate, and it
will be difficult to prevent under-statcments
and evasions of the tax. The idea of a total
abandonment of collection at the source need
not, however, cause any great alarm, provided
that the official information available by access
to governmental and company accounts is
utilized to check the individual returns upon
which assessment is made. What is needed is
a simplified and standardized form of account
to be kept by the taxpayer in his annual dealing
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with the State, so as to enable the latter to
ascertain the net annua income of the tax-
payer. With the abolition of the needlessly
complicated Schedules of the present tax and
its differentiations, alowances, etc., the task
of the taxpayer would be greatly reduced.
Careful instructions should be given upon the
distributions between gross and net income,
and free official assistance should be available
for those who seek it in making out and pre-
senting their account. Moreover, the growing
volume of information relating to individual
incomes derivable from the returns of com-
panies and private business firms should be
utilized in order to check the individual
returns of income. The Inland Revenue has,
| understand, already given up taxation at
the source for almost all dividends payable
at the Bank of England. By requiring com-
plete detailed returns from the paying com-
panies, they could follow the same course in
the case of other dividends. The information
thus supplied could be used to check failures
of individual returns. Each year a mixed
assortment of Company returns could be made
the basis of a close scrutiny into the returns
made by the recipients of interest, profits and
other payments, and sharp penalties applied
to all cases of defalcation or gross negligence.
I would urge that the sham-sanctity of bank
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accounts should be abolished,! and that the
pass-book should become an ordinary recog-
nized source of official information upon in-
comes. A careful application of these checks
would enable the Income-Tax Commissioners
to dispense with collection at the source and
to place the tax upon its proper individual
footing. The dtiff official bluff which will be
put up on behalf of the present method by
the Treasury, supported by the ipse dixit of
certain expert authorities, must not be per-
mitted to block the way to the adoption of
the only scientific working of an income-tax.

! The Government has not scrupled during the last few

years to force upon Banks, under the Defence of the Realm
Act, an exposure of many private accounts.



CHAPTER VI
DEATH DUTIES

8 |. T H E relation between the Income-Tax

and the group of taxes upon Estates,
Probate, Legacies and Successon, commonly
designated Death Duties, is one of intimacy
and importance. For the two forms of taxa-
tion are both complementary and substitutional.
The capital wealth that passes at death may
be regarded as the accumulation of wealth
which has figured in the income of the deceased
or some predecessor, and has not been spent
or taken in taxation. Though certain specia
instances of increment of capital value, viz.,
profits on the sdle of ships and on the sde of
controlled establishments have recently been
brought within the income-tax, a great dea
of these gains will have escaped entirely the
incidence of taxation when they came into
existence. For there are various additions to
the wealth which a man may obtain within a
given year that lie outside the purview of the
Inland Revenue Authorities. A landowner may
find the value of his land growing every year,
but that growth escapes taxation, though it

109
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is an enlargement of his income for all effective
purposes. No attempt at all is made to levy
taxation upon certain other increments of
capital value, such as rises in the market value
of securities, or profit from their sde, or from
deductions from gross business earnings which
under the head of renewals, reserves, etc.,
enhance the capital value of a business, or
from various windfalls that lie outside the
routine operations of the business. Various
forms of what istermed ' cutting the melon,’
i.e. distribution of gains outside the ordinary
declaration of dividends, are devised for the
purpose of escaping publicity and income-tax.
Sometimes this takes shape in ' bonuses,
sometimes in duplication of shares, sometimes
in preferential terms for the taking up of new
share capital. In periods of rapid industrial
and commercial growth and in periods of tur-
moil, when speculative enterprise and rapid
strategic finance find favourable scope, an
immense quantity of fresh values escape from
ever figuring as taxable income. It is, of
course, true that the annual interest, rent or
profit, which this enhanced wealth procures
for its owner may pay income-tax. But the
corpus itself, though at some time or another
it came as an addition to the year's gain of the
owner, was not taxed as income in that or any
other year.
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§ 2. Here, then, is a large body of wealth,
composed almost entirely of accidental mon-
opoly or preferential gains, that forms a
surplus peculiarly fitted for taxation. Some
of it ought without doubt to be brought under
the operation of the income-tax. An annual
tax upon capital, and a periodical levy upon
capital increment, are proposals that have some
support from experiments in other countries.
But a strong case can be made out for retaining
the Death Duties as the chief supplement to
a scientific Income-Tax, and for enlarging them
so as to claim for the public revenue a very
large share of the wealth passing at the demise
of its owner.

For our analysis of income, with its distinc-
tion between 'costs' and ' surplus,’ was
based upon a progressive and not a statical
conception of the industrial system. |It, there-
fore, contemplated the necessity, under private
business enterprise, of large additions to the
capital structure made out of the savings
from individual incomes. Now this 'volun-
tary ' saving from ordinary income, though
largely consisting of the ' automatic ' accumu-
lation of large unspent elements of income,
probably requires to be supplemented by a
good deal of saving which is not automatic,
but calculated and inspired by the desire for
interest or profit. This consideration imposes
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some limit upon the height of an income-tax
which shall include as taxable income the
whole of 'saved' as well as ' spent' income.
Now there are grounds for holding that the
"savings' on an income will be more sensitive
to taxation than the spendings, in the sense
that a very high tax would cause in them a far
larger shrinkage. Believing, as | do, that at
the present economic juncture it will be neces-
sary to take what measures are necessary to
evoke a higher proportion of saving to spending
than prevailed before the war, and that some
considerable part of this saving must be done
by persons of moderate income, | think that
if our single graduation income-tax is to be the
chief financial instrument it must not press
unduly upon the savings of these classes. If
it could be donewithout excessve sacrifice
of current revenue and with adequate safe-
guards against abuse, | should be disposed
to give favourable consideration to a pro-
posal for exempting from assessment a
certain percentage of all incomes, above
the true family subsistence level, and below
the present super-tax level, on condition
of its investment in Government or other
securities, public or private, authorized
by Commissioners who were guided by a
large public policy in the direction of the flow
of capital.
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If this proposition seems to some an un-
warranted concession to capitalism, | would
remind such critics that this suggested remis-
sion does not involve a corresponding loss to
the public revenue, but chiefly a postponement.
It is based upon the conviction that for the
furtherance of national productivity, a certain
stimulus of private gain is needed to evoke the
necessary amount of saving from individual
owners of income. This necessary saving can
be evoked either by a high rate of interest or
by a remission of taxation, or by a blend of
the two. The proposal, however, is not an
indiscriminate remission which would subsidize
all capitalists by enabling them to get the use
of capital cheapened by what amounted to a
public subsidy. It involves a public direction
and preferential treatment of savings applied
to useful public purposes, e.g. housing, electric
extension, etc.,, or to the urgent increase of
productive plant in essential industries.

Such an exemption, were it adopted, would,
| repeat, not involve much loss of revenue.
In fact, if it were the best mode of evoking a
more adequate flow of new savings, there would
be no ultimate loss, but probably a gain. For
though the saved income would not be taxed
at the time of saving, the interest it earned as
capital would be brought under the ordinary
income-tax, while the capital itself would be

8
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taxed on the death of the owner. If the
policy, in other words, were economically
productive, the State would partake of the
productivity.

8 3, But whether this proposal for remission
of taxation on authorized new saving be accept-
able or not, it is certainly expedient to secure
that the income-tax shall not be so heavy as
unduly to interfere with the saving of the
classes who can afford to save. Now the
excessively heavy income-tax might do this
in one of two ways, or in both. It might
cause that part of the income which otherwise
would have been saved to be expended in
maintaining the established standard of com-
fort. Or it might even deter a person from
earning the highest income he is capable of
earning, causing him to withdraw the productive
effort involved in earning that part of hisincome
which was unnecessary to maintain his normal
expenditure. There are no doubt compensating
forces to be taken into account. There is a
cae for high taxation as a stimulus to industry.
Some men will be so bent upon preserving their
usual standard both of expenditure and saving
against the encroachments of the tax-gatherer
that they will work harder or better in order
to obtain the same net income after payment
of the higher tax. But there will be a physical
and moral limit to this stimulus. A small or
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moderate encroachment by the State upon
their former income may be met by an increased
output of productive energy, but each new
increment of this energy will be attended by a
higher personal cost, and a large encroachment
could only be met, if at all, by an injurious
and ultimately an uneconomical strain. Even
where no great personal effort is involved in
earning, the experience of this war, especialy
in regard to the war-profits tax, affords
abundant evidence that very high taxation
checks, not stimulates, very high production.

8 4. Summing up the argument, | hold it
established that a sound taxing-system will
treat an income-tax and death duties as com-
plementary methods of securing for the State
the maximum revenue from surplus wealth.
Death duties are serviceable not merely as a
net- for catching those parts of unearned or
surplus wealth which have escaped the income-
tax. Their chief service is that they enable
the income-tax to be kept normally within
such reasonable limits as not to check the
immediate earning energy, or the saving, of
any class of the community. Thisis, of course,
attributable partly to the fact that a man is
ordinarily less concerned about what will
happen to his property after he is dead than
about what will happen during his lifetime.
But a good dea is dso attributable to the
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curious illusion which leads so many men to
think, feel and act as if they were going to live
for ever. They simply refuse to 'realize'
their death or to take account of it in the play
of economic motives that affect their earning
and saving. Putting the matter concretely,
| do not believe that well-to-do people would
accumulate and leave behind them less than
they do now, if the State were to take one-half
or more of their estates instead of the tenth
which it now takes on an average.

Nor is it merely the case that the persons
who leave the property are not greatly affected
in their motives by a high death duty. The
recipients of the residue, receiving it as a
sudden or fortuitous addition to their own
resources, easily acquiesce in large deductions
fromthewindfall. Apart from this, the genera
attitude of the public, especially in America
and Britain, has become certainly more favour-
able to this method of raising revenue. Even
the well-to-do are less concerned than formerly
to make large provisions for heirs and depend-
ents, and the general atmosphere of the modern
world is unfavourable to the idea of great
estates or businesses as heirlooms. Viewed
from the social-economic standpoint, the heavy
taxation of hereditary fortunes which enable
and encourage their recipients to live in idle-
ness, and by their expenditure to draw large
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numbers of workers into luxury trades and
services, is a double gain.

From these considerations it follows that
every enlargement of the income-tax should
be accompanied by a corresponding enlarge-
ment of death duties, partly, as an alternative,
curtailing the excess of the former, partly as a
supplement tapping the same wealth more
conveniently later on.



CHAPTER VI1I
SUPPLEMENTARY TAXES

8 I. TAKING 'ability to pay' as our
criterion, we have so far confined
our consideration to the general forms of
taxation based upon the presumption that
"ability to pay' varies directly with the
amount of income or of wealth. But incor-
porated in our existing revenue system are
other imposts, resting partly upon other special
tests of ' ability," partly upon considerations
of public welfare other than the purely fiscal.
First, we may take the cae of taxes upon
superfluities or luxuries. Under this head |
should place the Inhabited House Duty, which
is still curiously attached to our Income-Tax,
figuring as a second informal income-tax based
upon a supposition that ' ability to pay ' can
be measured by .gross or net rental of houses.
Regarded as a secondary income-tax, it is
utterly indefensible. The relation between
taxable income and rental of a dwelling-house
is too loose to be of any value for national
taxation. The tax pendizes town dwellers

for the benefit of country dwellers, ignores the
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fundamental consideration of the number of
dependents on an income requiring house-room,
stops its graduations at £60 a year, thus leaving
the ordinary middle-class family to pay as high
a proportion as the solitary dweller in a palace,
and ignores the best test of superfluous housing,
viz., the occupation of a second or third house
by the rich.

Now having regard to the fact that the
income-tax is admittedly an incomplete in-
strument, based on a presumption and not a
direct measure of ability to pay, | find a strong
caee for reinforcing it by a few taxes upon
luxuries. Foremost among these | would place
an Inhabited House Tax, reconstructed for the
purpose. The first and most obvious reform
would be the restriction of the tax to dwellings
where the accommodation in space and number
of rooms was more than adequate to the
hygienic and other reasonable needs of the
family in occupation. This would in many
cases, perhaps in most, imply a raising of the
exemption limit in towns to considerably above
£20, the present limit, thus offering a pro-
portionate encouragement to the building and
renting of decent houses for the working and
lower middle-class families. The other reforms
of this tax would accord with the genera
revision of the income-tax. The abrupt in-
creae of tax-rate at £40 and £60 would be
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replaced by a smooth graduation which would
continue until the highest rental was reached.
Occupiers of more than one house would be
taxed not upon the lower level of each separate
rental, but upon the basis of the aggregate
rental of all the premises they held for
occupation.

8 2. How far other specific luxury taxes
should be retained or imposed depends upon
a variety of considerations, not entirely fiscal.
In fact, the purely fiscal will in most cases be
a minor factor. For the net yield of most
luxury taxes cannot be very great when the
cost and trouble of assessment and collection
arc taken into account. There will aways
remain a just presumption against interfering
with the liberty of persons in the expenditure
of their income. Only in a few instances may
this presumption be outweighed by net con-
Siderations of public utility. One of these
considerations is the fact that such a tax is
already in operation and the instruments of
its collection already exist. For this reason,
among others, it may be worth while to retain
the existing licence duties upon motor-cars
and carriages, men-servants, game licences,
and such minor luxuries as armorial bearings,
though the aggregate yield of such taxation
is small. A few of the minor long-established
licence duties of wider incidence, such as those
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on guns and dogs, may be retained, not for
purposes of revenue, but as checks upon
luxurious consumption and on grounds of
public order. But new and vexatious taxes,
such as the public performance duty, and
some older stamp duties, like that on playing
cards, should disappear.

The only important indirect taxes which an
intelligent State would retain are those directed
to the control and restraint of a few important
articles of popular luxury, the large consump-
tion of which is not merely a presumption of
the possesson of superfluous income, but is
definitely detrimental to persona health,
morals or public order. Of this character are
alcoholic drinks and tobacco, in the dimensions
of their present use. Though the taxes and
licences applied to their case are often unfair
and unreasonable in their proportions, in-
cidence and methods of collection, a sub-
stantial body of taxation may rightly be
imposed upon them, directed so as to repress
or even extinguish the more detrimental forms
of drinking. AIll the other indirect taxes,
under the heads of Customs or Excise, Licence
or Stamp duties, should be removed, except
so far as they consist of registration fees
carrying some advantage of security or pre-
ference to the payee. The so-called Breakfast
duties, taxes upon tea, coffee, cocoa, sugar,
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are an indefensible secret assault upon the
meagre incomes of the poor, upon which they
impose a far heavier proportionate burden
than upon the rich. The disproportionate
burden on the poor from the Breakfast table
and other indirect taxation is so heavy as to
outweigh the exemption of such incomes from
direct taxation. This is clearly shown in the
valuable analysis presented by Mr Herbert
Scammel in his recent Presidential Address to
the Royal Statistical Society on " The Taxation
of Various Clases of the People” His con-
clusion from the figures he cites is as follows :—

" The columns of percentages in the tables
show that the British system of taxation is
regressive in the lower stages, the classes
with the smallest incomes pay a larger pro-
portion of them in contributions to the revenue
than the cdasses immediately above them.
This inequality was very marked in the first
period we have had under consideration
(i.e. 1903-4). It had been redressed a little,
but only alittle, during the decade before the
war. It still persists, though the disappear-
ance of any considerable class in the community,
with family incomes of only £1 a week, has
gone far to lessen the disparity. Such re-
gression is the consequence of relying for
revenue upon the taxation of alcohol, tobacco,
tea and sugar, and of the fact that the con-
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sumption of these articles is larger in pro-
portion to income among the poorer classes "
(p. 38). '

In pre-war times Chancellors boggled about
this urgently pressed reform on grounds of
national economy, grudging the few millions
loss of revenue which their removal would
entail. But in any such reconstruction of
national finance as we here contemplate, and
having regard to the magnitude of the new
demands, such short-sighted niggling economy
can hardly be defended. But in itself, such
secret taxation is doubly injurious when it
deprives the poorer families of a sufficient,
consumption of articles of prime utility.

8 3. From what we have said, it follows that
any general luxury tax, such as that contem-
plated and prepared by our Government in
1918, is to be condemned. A sound fiscal
system will strike at luxurious expenditure,
primarily by taking, through income-tax and
death duties, the superfluous income available
for expenditure on luxuries, supporting this
attack by a few specific taxes upon large forms
of class or popular luxuries, selected either for
their representative character and large yield,
as in the cae of inhabited house duty and
motor-cars, or for reasons related to the wasteful
or detrimental nature of high consumption,
as in the cae of alcohol. To any such general
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luxury tax, as was proposed, every fault
adheres. It is a vexatious interference with
liberty of individual taste, involves infinite
trouble to the seller and the buyer, is incal-
culable in its real incidence and repercussions,
is highly susceptible of evasion, and is very
difficult of definition. It may be taken as the
reductio ad absurdum of indirect taxation.

8 4. A more important issue is raised by the
existence of a large number of Stamp duties,
some of which have been created or increased
during the period of the war. These duties
can mostly be classed for convenience under
four heads:*

|. Taxes on bills of exchange and promissory
notes.

1. A penny (or two-penny) tax on receipts,
cheques, drafts, etc.

I'11. Taxeson transactionsrelating to property
such as sdes settlements of money
leases and securities for money.

V. Taxes on deeds and other instruments.

A fifth class may be added consisting of
fees for admission to branches of the legal
professon and to various other offices or for
acts of a quasi-official character. The great
majority of these duties consist of taxes upon

! 5" The King's Revenue,” by W. M. J. Williams, p. 101.
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transfer of money or other property incidental
to the conduct of ordinary ' business' opera-
tions. An analysis of the yield of such taxa-
tion in a normal year shows that these deeds
of disposal or transfer of property, includ-
ing forms of conveyance, receipts, drafts,
cheques, bills of exchange, insurance policies,
share certificates, contract notes, marketable
securities, bankers' bills and notes, share
warrants, etc., cover nine-tenths of the total
amount raised from stamps. Now the whole
of this, with the exception of the small fees
required to cover the cost of official registra-
tion, is levied in restraint of trade or of other
forms of presumable personal and socia utility.
In some instances the operation of these duties
upon transfer of property is such as to inflict
grave injustice. This is the case when a
property is bought with borrowed money, or
is paid for by instalments. When a man buys
a house worth £500 with £50 only of his own
money, borrowing the rest, it is exceedingly
hard that he should be called upon to pay a
£10 tax, the same amount he would have paid
if the whole purchase money were his own.

The only excuse for levying such taxes has
been that they form,as a rule, a very small
proportion of the total value exchanging hands.
Where, however, the vaues transferred are
themselves small, they not infrequently con-
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stitute an enormous burden upon the payee,
and areal interference with freedom of purchase
or other business arrangement. It is clearly
to the public interest that all such fees should
be kept at a cost of registration level, and that
the State should not set itself to extort any
income from such sources. The few millions
(less than eight in the year 1908) derived from
these stamps are, in their final incidence, at
the best nothing but an expensive way of
tapping certain bits of income, which, left
untapped, would yield their quota to ordinary
direct taxation, while at their worst they are
extortions from persons who posess no rea
ability to pay. For the most part they are
the cumbersome relics of a past haphazard
method of catch-penny improvisation which
has no place in any scientific system of finance.



CHAPTER VIII
TARIFFS FOR REVENUE

81. THE acceptance of our principle that

surplus-income is the only fund con-
taining ability to bear taxation relieves us of
the necessity of entering into the lengthy and
various controversy recently revived in this
country about the financial and economic
effects of protective and preferential tariffs
upon imports. For the supporters of a tariff
on imports base their case on the assumption
or assertion that the foreigner can be made to
pay. If, and so far as he can be made to pay,
there is a strong prima facie casee for such a
tariff as will make him pay as much as possible.
But whether and how much can be got out
of him depends, according to our accepted
principle, upon whether he has .some surplus
income on which we can levy our import
duty.

Now just as we have found in our own
industries many processes of production or
distribution in which some monopolist or com-
bination has a ' pull' that enables him to get
a price for his goods or services containing

127
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" surplus,’ we may rightly assume, and ex-
perience confirms the assumption, that the
foreign industries making some of the sorts
of goods which we import will be subject at
some stage of production or transport or
marketing to similar pulls which earn surplus
income for the business firms that exercise
them. There have been cartels and trusts
in Germany and the United States exporting
to this country portions of their output at
cheaper prices than they get at home for the
goods they market there, and earning from the
aggregate of their receipts an income con-
taining considerable surplus. Can we get at
this by putting an import tariff on their goods
entering our ports? It is not obvious that
we can. For the goods ' dumped ' on us ae
assumed, often rightly, to be sold at below
what would be their cost price if a separate
cost could be assigned to their production.
The profitable part of the output which yields
the surplus is that part sold in the home
market of the exporting cartel or firm. Are
we able by putting a tax on the ' dumped’
goods to get it out of the surplus profits made
from the sde of the undumped goods? No
simple general answer can be given. It will
not do to say that any tax so imposed must
cause a stoppage of the dumping. Such
dumping belongs to the economy of large
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production. A strong trust, combine or
cartel, controlling its home market (sometimes
by a tariff wall, sometimes not) finds that it
can produce at a lower cost per unit of the
output by producing at a faster rate than
the home market will take without a large
lowering of price. It finds it. more profitable
upon the whole to restrict its sdes and maintain
high prices, with a wide margin of profit in
the market over which it has direct control,
"dumping' the residue on outside markets.
For any price it can get ? Not s0. A little
reflection makes it evident that the price for
the dumped stock is an important factor in
the total economy of the procedure. It would
not pay them to 'give away ' their surplus
stock in order to maintain the output which
can be produced at the lowest cost per unit.
An article sold in America at $1 might be
"dumped ' in this country at 75 cents. But
it by no means follows that if we put on a
25 cent duty it would be shifted on to them.
The British importer, as usual, would be
called upon to pay the duty on receipt of the
goods in our ports. Since he presumably
could not bear the tax, he would doubtless
try to shift it on to the foreign exporter or
manufacturer by stopping further orders,
except at a price reduced by the 25 cents.
Would he get this reduction, the goods entering
9
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as before and paying the import duty from
foreign surplus ? Only upon two assumptions.
The first is that there was no other country
to which the dumping could be transferred,
at some sacrifice of price less than 25 per cent.
The probability is that the dumper would
find sofrre such other dumping ground for his
surplus stock. In that event the tariff brings
no money to our revenue, while it enables
our own producers of these goods to raise the
price to our consumers up to a limit of 25 per
cent. The other assumption is that the policy
of the American combine or the German cartel
remains unaffected, so far as the economy of
large output goes, by our new tariff, i.e. that
it will still pay them to sell the same quantity
of goods at a higher price in their own market,
and dump the same surplus upon us. But
this will hardly ever be the case. The normal
result of the reduced sum obtainable from
their dumping would be, either to cause them
to enlarge their home market by lowering
their prices, or to reduce their total output
by shutting down their least effective plant
and labour.

8 2. There will be rare instances in which
it might still pay the foreigner to continue
dumping, and to bear out of his aggregate
surplus profits at least a portion of the import
duty. Where the dumper had a virtual
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monopoly of some product for which he could
find no other dumping ground, and which he
could not unload at home without a great
reduction of price, while any reduction of
output would be accompanied by no reduction
of overhead costs, the dumper might bear
some or even all the tax, subsidizing his
dumped goods out of the high profits of his
home market. There may be cases if our
Government could know enough about the
trade in question to calculate their delicate
chances, where a tariff might 'make the
foreigner pay." These cases would all hinge
upon two conditions. One is that the economy
of costs of production forces the foreign pro-
ducers to an output considerably larger than
he can profitably market in his own country,
so that a foreign dumping ground is necessary
to enable him to earn his highest aggregate
profit. The other condition is that the taxing-
system in the foreign country is so lax as to
allow a foreign Treasury to take by taxation
a surplus which it could itself secure for the
upkeep of the State of which the producers
were citizens. If the Government of a country
in which a monopoly operates gainfully re-
frains from taking its share of the gains got
from overcharging its consumers, it is economic-
ally feasible for the Government of another
country which receives these monopoly-goods
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to take by means of import duties some
portion of the monopoly-gain. It is possible
that some part of a tax put upon American
oil entering this country would be borne by
the Standard Oil Trust. It is conceivable
that a tax upon American meat might in some
part fall upon the Big Five, and that the so-
called Imperial Tobacco Trust might bear part
of any specia duty placed upon its American
tobaccos. In these cases, however, there are
still stricter limits upon the feasibility of
making the foreigner pay than in the cese
of ordinary factory goods. For where raw
materials form a large element in the costs of
production, the law of differential rent is apt
to interfere in the taxing process, by causing
awithdrawal of the production of the materials,
whether meat, tobacco or what not, grown
on marginal land, i.e. land where it only just
pays to grow them. Therefore it would be
impossible for a foreign Government to get
much out of any trust a tax upon the products
of which would cause an automatic shrinkage
of production, some land either being thrown
out of cultivation or diverted to some other
productive use.

This distinction between the taxability of
industries conforming respectively to the so-
caled laws of increasing and diminishing
returns is well recognized by economists as
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limiting the power to apply a tariff so as to
make the foreigner pay. Though differential
rents of land have complete ability to bear
taxation directly imposed upon them, and
cannot shift such taxation, they cannot be
reached by a tax imposed upon their produce.
For, since some of this produce is raised on
land yielding no such differential rent, a tax
on the produce must drive such land out of
use, reduce the supply of such produce, raise its
price, and s0' transfer the tax to the consumer.
Only in cases where there was such scarcity of
land that the worst land contributing to the
produce yielded a positive rent could any part
of a tariff on this import fall upon' the foreign
landowner, and then only if a proportionate
duty were put upon any other produce which
this land could be made to yield.

If the entire overseas supply of any article
entering this country were carried by some
shipping combine which charged excessive
freight rates, it might be possible to levy
import duties which would fall upon this
" surplus,” but again subject to the two pro-
visos: first, that there was no other country
to which the goods could be conveyed and
would fetch nearly as good a price; and
secondly, that there was no other untaxed
merchandise which could be substituted as a
cargo.
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These arguments will suffice to show that
the ordinary notion that 'the foreigner will
pay ' the import duty is void of substance.
The circumstances under which he would
bear some portion of the duty are so rare and
so incalculable that no Government officias
could be safely entrusted with the adjustment
of such a tariff. For if it is no easy task to
arrange internal taxation so as to tap business
surpluses made in this country under con-
ditions fairly ascertainable, how much more
difficult must it be to attempt to tap foreign
surpluses made under conditions difficult to
ascertain, and by the single indirect and
usually futile method of a tax upon com-
modities ? Moreover, the attempt by means
of import duties to poach upon the taxable
funds of a foreign country is likely to be even
less effective in the future than in the past.
For the great foreign exporters of the manu-
factured goods which we import are nearly
all members of countries pledged by the same
exigencies of post-war finance as are operative
here to a high and searching taxation of their
own surplus incomes for their national revenue.
It will be exceeding!}' unlikely that the United
States or Germany, which possess powers to
levy direct taxes upon the surplus profits of
their monopolies and combinations, will leave
much opportunity to us to reach these financial
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resources by the indirect method of import
duties.

8 3. It is pretty evident that import duties
as a method of making ' the foreigner ' con-
tribute to our revenue are almost negligible.
The well-known and general effect of such
taxation is to throw the burden upon the
consumer in enhanced prices of the goods he
buys. Where the imports are raw materials,
machinery or other costs of production in some
British industry, organized so strongly as a
trust or combine as to be able to earn surplus
profits, the heightened price of such imports
may of course be defrayed either wholly or
in part from this surplus-income, and the
ultimate consumer may not pay. For though
the British trust or combine might be able to
raise its selling prices and so transfer the
burden to the ultimate consumer, it might not
pay to do s, if the elasticity of the public
demand were - such that any further rise of
prices would cause too great a shrinkage in
demand. It is not likely, in any case, that
any considerable amount of money could be
thus collected by such indirect taxation upon
surplus-incomes in this country which could
not be reached better by direct taxation of
income.

We must, therefore, come to the conclusion
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that import duties, whatever the orders oi
goods upon which they are placed, will ordin-
arily be paid by the ultimate consumer. This
statement, of course, requires the qualification
" if he has an income with some ability to bear
the tax." For it still stands as the central
truth in taxing theory that all taxes fall in the
last resort on surplus-income. Therefore, if
any class of consumer has no surplus-income
capable of paying the higher prices caused by
the import duty, the shifting process will begin,
which we examined when we dealt with taxes
on commodities as a method of internal finance.
Indeed, the disturbance caused to industrial
and social order by the efforts of consumers to
shift high prices due to tariffs is one of the most
serious damages of this bad system of finance.
Of all forms of taxation tariff duties are the
most injurious in their numerous, widespread
and incalculable shiftings, in the delays and
incidental injustice of their incidence, in the
uncertainty of their yield, the costliness of
their collection, and the business and political
corruptions which they breed.

8 4. Regarded as a supplementary method
of gathering into the revenue such portions of
surplus-income as have escaped direct taxation,
a, tariff is notoriously a clumsy instrument.
The interest of all classes of business men is
engaged in advance in evading it when it turns
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against them, and of exploiting it for their
private gain when it can be turned against any
other business interest or, in particular, the
consumer. When it falls on the consumer, as
is normally the casg, it imposes on him a tax
far exceeding the revenue passing to the
exchequer. For, by enabling the protected
trades in this country to raise their prices
nearly to the amount of the import duty, it
transfers a large, often the larger, part of what
is taken from the consumer to the private
pockets of the home producer.

| need not labour here a point which is so
clearly established. The important thing to
grasp is that of all methods of levying taxes
S0 as to reach incomes with a taxable capacity,
tariffs are the most wasteful and noxious in
their direct and indirect results.

Their worst result | have not yet mentioned.
It comes from interfering with the natural
selection which in each country tends to draw
producing power into the channels that are
most productive of wealth. That selection
does not, it is true, work with great exactitude.
For the most profitable application of capital
and labour from the standpoint of a business
entrepreneur is not always its most productive
application from the national standpoint. But
there is a tendency for the profitable to coincide
with the productive. A tariff, however, is
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directed to encourage capital and labour to
flow away from more productive trades into
other trades which demand its aid precisely
because they are less productive. The in-
evitable result is to lower the average produc-
tivity of the whole supply of capital and labour,
thus reducing the real income of the nation.
Since the ultimate fund available by taxation
for the public revenue consists of the surplus
of real wealth, over and above what is needed
to maintain the capital and labour with some
allowance for their future growth, it follows
that a tariff, instead of adding to the public
revenue, reduces it by reducing the fund from
which alone it can be drawn.

8 5. To this general exposure of the defects
of a tariff may be added a few practical ob-
servations bearing upon the proposal to use it
as a contribution to the special requirements
of post-war finance. Foreign trade during the
war has been so largely diverted from its
ordinary channels as to afford no serviceable
information as to the conditions likely to
prevail when controls and other interferences
are removed. In considering tariff revenue it
will, therefore, be best to have recourse to the
facts and figures of the last normal year, 1913,
while allowing for some lasting alterations
which the war will have produced.

The following Table gives the main divisions
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of our Import trade for 1913 in terms of money
values :

IMPORTS"INTO THE UNITED KINGDOM
Food, Drink and Tobacco :

Thousand £
From Foreign Countries . . 214,226
, British Possessons . : 75,975
290,201
Raw Materials and Articles mainly
manufactured :
From Foreign Countries . . 190/283
British Possessons . . 91538
281,821
Articles wholly or mainly manufactured :
From Foreign Countries . . 170,257
British Possessons . : 23,345
193.602
Total Imports :
From Foreign Countries . . 577,218
British Possessions . . 191515
768,733

Now the Customs duties raised upon this
768 million pounds' worth of imports amounted
in 1913 to a little over 351 million pounds, a
large amount of which, viz., eleven millions,
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consisted of food taxes which, as we have
seen, are wholly indefensible. This huge and
ever-growing value of total imports has played
a large part in the fond imagination of Pro-
tectionists, by appearing to present an immense
field of indirect taxation. Before the war the
political atmosphere was thick with genera
tariffs, low at the food and raw material base,
and rising rapidly through the successive stages
towards a substantial tariff on fully manu-
factured goods. With this was commonly
inserted a preference upon imports from our
Empire, a concesson which would not, how-
ever, seriously impair the yield of the tariff,
seeing that the proportion of highly taxed
manufactures of imperial origin would be
very small.

8 6. The war has had several effects upon
this tariff policy, all detrimental to its yield
for revenue purposes. In the first place, it
will be impossible to advocate any new import
duties upon either foods or raw materials, in
view of the world shortage likely to exist for
years to come. With this admission virtually
disappears the substance of Imperial Prefer-
ence. For nearly all the articles upon which
substantial preference might be accorded are
foods or raw materials, mostly articles of food
already subjected to customs duties the detri-
mental character of which has been disclosed.
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There remains, therefore, only the third class
of imports, described as ' Articles wholly or
mainly manufactured,” and valued in 1910 at
194 million pounds. Supposing the foreigner
(or the British consumer) could be made to
pay a round average tax of 20 per cent., a
tolerably hightoll which would probably reduce
considerably the importation and the yield of
the duty, what would it amount to ? A total
of 39 millions, less the costs of collection, say,
a net 37 millions. Before the war, in 1913,
when the total national expenditure amounted
to 198 millions, that might have operated as
asensible relief to the burden of direct taxation.
But now that we are confronted with an
expenditure of from three to four times the
1913 figure, the relief which such a customs
revenue would give is aimost negligible.

But the sum of 37 millions itself is only
obtained by including under the taxable body
of imports a large amount of articles which
ought to be exempted as materials for British
manufacturers. The following is the list of
these materials extracted from the 1913 Table
of articles classified as 'Wholly or mainly
manufactured' :

VALUE IN 1913. Thousand £
Blooms, billets, etc, . 2,629
Copper, regular and precipitate . . 1,449
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Copper, unwrought
Antimony, crude and regular
Lead, pig and sheet

Tin, in blocks and ingots
Zinc, crude

Metals, unwrought
Metals, old

Cotton waste

Cochineal

Tanning substances

Dye woods

Gall

Leather .

Oil seed-cake

Stones and dates

Cattle food

Pig iron .

Puddled bars

Steel ingots

Platinum .

Quicksilver

rhousand £
Copper, old, fit only for manufacture .

246

7,346
114
3718
9,252
3451
1679
567
516
85
1,853
86

32
10,572
2,540
1,268
288
1,004
7

283
381
1364

£50,730,000

If we remove this sum of 51 millions from
the total of 194, misnamed as 'wholly or
mainly manufactured,’ we have orily 143
million pounds worth of goods upon which
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the new tariff duties could be improved. Our
total revenue from this source at a 20 per cent.
tariff would only yield 29 millions, or, deduct-
ing costs of collection, a net 27 millions. If,
as is probable, a preference were given upon
imperial imports of this class, some reduction
from this sum must be made. Allowing for
shrinkage of import value, owing to the opera-
tion of the new tax on goods accustomed
hitherto to a free market, the amount actually
obtained by this reversal of our free-trade
policy could hardly exceed 20 millions. As
we have seen, a very small and an unreliable
amount of this sum would be paid by the
foreigner. Nearly all of it would eventually
be drawn from consumers, i.e. producers'
surplus-incomes in this country, diminishing
the incomes accessible to direct taxation and
causing a great deal of injurious friction in its
shifting and its settlement.






PART |1

CHAPTER |
OUR FINANCIAL EMERGENCY

§ |. HAVING formulated the main prin-

ciples of sound taxation for the
normal life of the modern state, with the
chief reforms in our present tax system which
the application of these principles involve, we
are confronted with the questions, " How far
are these principles and reforms adequate to
the financial emergency in which Great Britain
stands after the war ? " " Is it possible or
necessary to supplement normal methods of
sound finance by some special levy designed
to relieve the stress of the emergency and to
expedite a return to more normal conditions
of finance ? " In order to furnish an answer
to these questions, it is necessary first to present
an approximate estimate of the financial situa-
tion when the extraordinary expenditure in-
volved in war has been concluded. For this
purpose, it will be convenient to endeavour
to forecast the situation presented at the close
of the year 1919-20 when our national finance
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may be considered to have settled down on a
more normal basis.

In round figures (it would be idle to aim at.
precision among so many incalculables) the
situation at the close of the present financial
year (1919-20) is likely to be this: The gross
sum of the national debt will have risen from
650 millions, the pre-war figure, to at least
8000 millions. For the debt at the close of
last financial year reached 7557 millions, and
275 millions is an exceedingly low estimate of
the new borrowing needed to make both ends
meet this year, when the estimated expenditure
amounts to 1435 millions. For, making ample
allowances for a large contribution from the
sale of Government properties of various sorts,
and for the maintenance of the excess-profits
tax, or some equivalent, a large gap between
revenue and expenditure admittedly exists,
requiring increased borrowing.

Now, on the assumption that our Dominions
make provision for the sums loaned to them,
and deducting the pre-war interest on the
pre-war debt, we are faced with the necessity
of finding a war debt of 7000 millions. The
interest on 7000 millions will be some 350
millions, to which must be added 35 millions
for a low sinking fund at %2 per cent. Next
year's pensions fund will admittedly exceed
the 72 millions for this year, and may be placed
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at 80. This gives 465 millions as a direct war
legacy. How large an addition must be made
for the normal costs of military and civi]
government it is impossible to prognosticate,
for these sums depend upon national policy.
But, even if a peace be got so satisfactory and
so well guaranteed as to secure the early with-
drawal of all expeditionary forces and armies
of occupation, it is impossible to expect that
military, naval, and aerial expenditure can be
reduced for some years to come to anything
approaching the pre-war figures. The most
sanguine of financiers could not hope to see
the united expenditure upon these services
down to a lower sum than 150 millions. Itis
equally certain that the civil expenditure must
greatly exceed the pre-war level. Even were
we to get rid entirely of the heavy subsidies for
bread and railways, the higher level of prices,
salaries, and wages for all materials and ser-
vices, together with the new expenditure
incurred on housing, education, land improve-
ments, etc., must certainly involve an increase
of purely civil expenditure from 95 millions in
1913-14 to at least double that sum. Indeed,
a round estimate of 190 millions will be recog-
nized by anyone who considers the circum-
stances an exceedingly conservative one.

But if we add to these sums, respectively
150 millions and 190 millions, to our estimates
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for debt and war pensions, viz. 465, we reach
the total of 805, or, for convenience, say 800
millions. And even this makes no provision
for many important tasks, such as improved
transport, electrical development, etc., which
will amost certainly demand large initial
expenditure from the State.

8 2. The early and considerable reduction
of the war-debt therefore presents itself as a
financial problem of immediate urgency. To
its solution several proposals have been made
in the nature of a levy upon the body of ex-
isting wealth or capital. If no such emergency
step is possible, we are confronted by a situa-
tion which will oblige us to raise the income-
tax and death-duties to a far higher level after
the war than the highest point of war-taxation.
For even if the lowered excess-profits duty,
essentially awar tax, isretained, its yield must
be very largely reduced, and the aggregate yield
of tax-revenue from al present sources will show
avery considerable deficit, even if amost con-
servative policy is pursued by the Government
in regard to all new committals.

Now, is there any reasonable ground for
anticipating that ordinary taxes will be more
productive in 1920 than in the last year of
war, when the total revenue from all sources
amounted to 889 millions, towards which the
excess' profits-tax contributed 285 millions ?
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Possibly customs and excise may furnish a
few more millions. If the excess-profits tax
were then entirely dropped, such elements
of rising income as would have been brought
under this tax would then become liable to
income-tax and super-tax. Allow 20 millions
for the former and 80 millions for the latter
rise in ordinary tax-revenue, there will still
remain a deficit of more than 100 millions.
Thus we shall be forced to face the alter-
native courses of raising the income-tax and
death duties above the high level of war-time
or reducing the size of the war debt by a
special levy upon property. Another alterna-
tive, that of cutting down to a large extent
civil and military expenditure, must be ruled
out as impracticable. Though more careful
administration of finance can make consider-
able reductions in the staffs and other costs
of civil dependents, it cannot wholly stay
that growth of expenditure demanded by
increased efficiency of Government in every
modern state. Nor is there any remarkable
expectation that for some years to come the
state of the world will be .such as to bring
about in this country a reduction of expendi-
ture on armaments below the pre-war level.
Indeed, to place the deficit for 1920 at
100 millions is really an exceedingly con-
servative estimate. For it assumes that the
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artificially-swollen prices and money increases
of war-time will be retained in peace-time,
or will be compensated by enhanced pro-
ductivity of industry and commerce on a not
much reduced price basis. Now, though it
is pretty certain that high incomes, so far as
they are the natural expression of high prices,
will remain, it is likely that there will be great
difficulties in maintaining the full employ-
ment and the high productivity of war-time,
for reasons in part financial and industrial,
in part political. In assuming, therefore, that
income-tax, and super-tax with the other minor
contributions from customs and excise and
other 'business' success, will remain at as
high an aggregate as in the last year of war,
| am taking a perhaps unduly favourable view
of the revenue. But even o, there remains
this deficit of 100 millions. If it had to be
met by income-tax and death duties, con-
tributing proportionately as now, some 95
millions more must be got from income and
super-taxes. Since the yield of these taxes for
1918-19 was 290 millions, an increase of at
least one-third would be required. In other
words, the normal 6s. on unearned incomes
would be raised to 8s.

Professor A. C. Pigou writing in the Economic
Journal of June 1918, makes a more unfavour-
able computation of the post-war situation.
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He holds that the needed revenue after the
war will amount to 800 millions (with no
alowance for incressed expenditure on the
new socid-economic policy), and, taking the
1917-18 bads of revenue from income- and
super-tax estimates that "except so far as
other duties ae imposed—and broadly
speaking other duties hamper and interfere
with production more than the income-tax
does—it would seem inevitable that income-
tax and super-tax, which yielded £239 millions
in 1917-18 will have to be raised permanently
to double the rates which then ruled.” The
sgnificance of this judgment is given in the
following table which | may here adopt as
approximating fairly closdy to the situation
expressed in my own computation based on
the higher tax and revenue yield of the year
1918-19. If the 1917-18 rate of income-tax
were doubled, so as to meet the requirements
of the revenue,

Incom cs of £500 will pay 3/9 in the £931eaving £40 7
£1,000 5/- £250 £750
£2,000 714 4733 £1,207
£5,500 8/8 £1,083 £1417

10/- £1,500 £1,500

45,000 £2895 £2.125
£10,000 £6,541 £3,459
£30,000 15/8 £23,500 ,, £6,500
475,000 16/2 400624 | £12,306
£ 100,000 16/7 £82,916 £17,084

Now those who, examining this table, con
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centrate their attention upon the relatively
large incomes remaining to, the rich after the
State has taken its increasing dlice, may be
disposed to approve this method of raising
the required revenue, on general grounds of
equality and utility. The £10,000 man can,
they will say, easily afford the sacrifice of
£6541, for the remainder will still enable him
to live not merely in comfort but in luxury.
Why should not the £100,000'er, whose swollen
income is evidently the fruit of monopoly,
give up nearly £83,000? The remaining
£17,000 will satisfy all but his most extravagant
tastes. At any rate, there is a double gain
in attaching these high incomes. The revenue
Is benefited and productive power is diverted
from luxury trades to useful employment by
this reduced expenditure on superfluities.

But, while agreeing that the necessary
revenue must be got out of the well-to-do
with large ability to pay, we must ask our-
selves whether this is the best and safest way
of trying to get it. For, if the attempt to get
it were met by a refusal or an inability to
produce it, it would be best to try another
way. Now, there are reasons to believe that
some motives or incentives needed to bring
these high incomes within the reach of this
taxation would be seriously impaired by so
sudden and large an increase of the graduated
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income-tax. A raising of the income-tax
normal rate from the 6s. level of 1918 to our
8s. level, or Professor Pigou's 10s. level, would
leave such a small proportion of the gain from
the higher increments of income to the re-
cipients as to make it probable that many of
them would withhold the trouble of earning
them, Professor Pigou puts it thus: " The
extra effort which raises an income from
£2500 to £3000 would be mulcted of no less
than 16s. 8d. in the £; that which raises one
from £9000 to £10,000 of 16s. 2d.; from
£16,000 to £20,000 of 16s. 1id. ; from £30,000
to £40,000 of 17s.; from £75,000 to £100,000
of 17s. It seems impossible to doubt that
these tremendous rates—tremendous even on
additions to relatively low incomes-—must
clearly check enterprise. The gain left as a
reward for success in risky undertakings
would be so small that many, who would
otherwise have ventured out of the beaten
track, will no longer think it worth while to
do so." Even if our reformed graduation
were applied so -as to reduce the taxable rate
for the lower as compared with the higher
incomes, the main difficulty would remain.
Indeed a new difficulty would be added. For
a graduated curve which should sensibly re-
lieve the lower at the expense of the higher
incomes would probably reach 20s. in the £
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before the highest income level was tapped.
Even my own proposed rate of 8s. would in
a scientific graduation approach. the same
result in the highest incomes.

We need not overstress the difficulty.
Some critics will deride the suggestion that
any really productive effort is required from
the recipients of these high surplus incomes.
A landowner will take the highest ground rent
his economic opportunties permit, even if
19s.in the'E of the rent were taken from him
in taxation. So with the big proprietor or
shareholder in businesses whose monopoly or
quasi-monopoly enables them to earn great
surplus profits. The 'effort' involved in
earning the highest increments of this profit
will be incurred not by the recipients of the
surplus, but by the management and labour
whose remuneration will be calculated to
sustain this ' effort ' and will not be ' mulcted '
by the high taxation. Provided that the
directorate and managerial staff have some
real interest in making the business as pro-
fitable as possible, a very small share of surplus
profits is required to furnish sufficient motives
to the saving public to .subscribe all the capital
that is needed. To some considerable extent
these considerations reduce the danger which
Professor Pigou fears. Large incomes which
are entirely unearned, in the sense that no
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productive effort, directorial, managerial,
initiatory, or other, is put forth by the re-
cipient in making them, cannot resist the
highest demands of taxation. But, on the
other hand, where even a moderate amount
of exertion or sacrifice, or risk-taking, is in-
volved in the earning of the higher increment
of income, it is manifest that some reasonable
proportion of that income must be secured
as net personal gains to those called upon to
exercise the effort, undergo the sacrifice, or
incur the risk. It is not a question of ideal
justice, or of the relative importance of the
money to the private owner and the State.
A great deal of the economic force which
extorts very high payments from the con-
suming public from the goods or services it
supplies is at the disposal of clear-headed
business or professiona men, who plan and
direct it into productive and socialy useful
channels. They can demand extraordinarily
high remuneration for this skilled initiative,
organization, and direction, which does involve
the expenditure of time, effort, and sometimes
mental drudgery. Though this rate of re-
muneration is often grossly in excess of what
they would be willing to take, unless they
received what they would regard as a sufficient
reward they would not give their best care
and judgment to the business. In a word,
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for such high increments of income there must
be a limit of taxability.

The same consideration is applicable to the
sacrifice’ of saving among those grades of
savers where the act of ' saving ' is a conscious
calculation between present and future ad-
vantages. An income-tax of 8s. or 10s. in
the £, rising to come 17s. in its highest reaches,
would undoubtedly reduce the proportion of
saving and investment to spending. Though
the portion of an income that was spent would
have to pay the same rate of taxation as that
which was saved, spending would be stimulated
and saving repressed. For, while the full
present enjoyment would be got from the
fixed portion that was spent, the future en-
joyment from the taxed income that was
saved, would be reduced by the further con-
tinuous taxation of the interest it earned.
This consideration would have less force in
restraint of savings on the higher incomes,
in spite of the higher rate of taxation, than
on the moderate incomes. For a very large
proportion of the savings of the very rich is,
as we have aready recognized, an amost
automatic accumulation of surplus income after
a high habitual standard of persona expendi-
ture has been provided. But for moderate
incomes, subjected to higher taxation than
has been customary, and with a smaller pro-
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portionate margin of surplus, the enhanced
taxation will certainly diminish saving. The
net effect, therefore, of a greatly raised income-
tax upon certain important kinds of directorial
and other mental productivity, and upon the
proportion of saving to expenditure of private
incomes, will be injurious. If this be s, the
injurious effects will be exhibited in a reduced
national productivity during subsequent years,
or what amounts to the same thing, a reduced
pace of industrial progress, with a damaging
reaction upon the taxable body of wealth and
the public revenue.

§ 3. The amount of such damage, however,
is not gauged by these immediate reactions
on the productive effort of our people. A
raising of our income-tax to 8s. or 10s would
have other bad reactions upon our financial
and commercial position in the world. The
London money-market has hitherto been the
place where most great enterprises all over
the world have had their financial origin.
That has been due to the fact that the quantity
of capital there available for investment and
for other financial operations has been so
large as to attract to itself great resources
from other rich countries for convenient and
profitable handling in a common centre. The
" Bill on London," the free market for gold,
and the certainty of being able to raise large
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sums of money more cheaply and easily in
London than elsewhere, laid a solid basis of
financial confidence which has been ex-
ceedingly profitable not merely to our finance
but to our foreign commerce and national
industries. For a very large proportion of
the loans and investments financed in London
has gone out in the shape of export goods to
foreign countries. Now any considerable rise
in the taxation of interest upon capital raised
in this country would strike a dangerous
blow at this profitable business. For in order
to induce foreign investors to subscribe to
companies floated in London for railway de-
velopment in Argentina or China, or for mining
operations in Russia, it would be necessary to
promise rates of interest far exceeding the
highest pre-war limits, so as to secure to them
even a moderate taxed return for their capital.
Can it be doubted that under such circum-
stances the bulk of our financial business of
this order would pass to New York where
capital was available on easier terms, and that
the stream of profitable commerce would follow
the shift of financial supremacy ? For America
will be under no necessity to raise her income
taxation to our level. Already she has opened
effective competition for financial and com-
mercial hegemony in South America and the
Pacific, while her growing population and
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rapid manufacturing development force her
to substitute to an ever-increasing extent
manufactured goods for food and raw materials
in her export trade. The high interest charges
in this country, required to secure a minimum
necessary return upon fresh invested capital,
would so raise the cost of production and the
level of prices for our manufactured goods in
the markets of the world, as to make it ex-
ceedingly difficult, in competition with America,
to pay for the imports necessary to feed our
population, and furnish materials for our
factories.

84. To start our post-war industrial life
withthiscrippling burden of nearly 400 millions
taxation for interest and sinking fund upon the
war debt would be calamitous. Any sober
business man, confronted with such a situation
in his own affairs, would fed impelled to make
the earliest and fullest effort to reduce the
burden of his obligations and to restore his
credit, even if he had to sacrifice some of his
sound holdings in order to do so. A joint
stock company or corporation, plunged into
heavy indebtedness by some unforeseen emer-
gency, would endeavour to induce its share-
holders to make an early effort to get on to
a sound financial basis again. Is a State,
regarded as an economic entity, relieved from
the obligation to follow this prudent course,
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because the bulk of its debt is held by its own
citizens and involves a transaction by which
annual payments are collected from the body
of its taxpayers to be handed over to a more
sdect number of these taxpayers who are
creditors ? | claim to have presented a prima
facie cae to the contrary by indicating the
dangers and difficulties of collecting so great
an annual sum through the chief channel of
our revenue, the income-tax.

But it must not be forgotten that no incon-
siderable part of our debt is held by foreigners.
Though no exact figures are available, financial
experts set the aggregate of our foreign borrow-
ing, inclusive of sdes of foreign securities
entrusted to our Government, at something
like 1500 millions. This does not include the
very large sums, withdrawn early in the war
from financing foreign trade operations in
various parts of the world and applied to
finance the needs of our Government. Nor
does it include the large sdles of foreign securities
effected by private owners in this country for
conversion into money for subscriptions to
war loans. The net effect of these financial
operations will probably be to reduce our
aggregate foreign holdings by something like
2000 millions and to create a positive indebted-
ness of another 1000 millions. Now this would
signify a disturbance to our balance of foreign
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trade amounting to at least 150 millions per
annum. In other words, if we are to maintain
our necessary supplies of imported goods, we
shall, by reason of our diminished interest on
foreign investments and our new interest
obligations on our foreign borrowings, be com-
pelled to increase our export trade by at least
150 millions. And this we must do at a time
when the world prices of the goods we import,
foods and materials, will, by the circumstances
of a world shortage, stand for years to come
at a higher price level than the manufactures
which we export. It is true that, as we have
shown, the selling price of our manufactured
goods must, for internal trade at any rate, be
raised by reason of this high rate of interest,
and, we may add, the high money wages of
labour. But for export trade, we shall have
to sell at prices determined by the competition
of countries less hampered than ourselves by
these increases in cost. This necessity of
"dumping ' our goods in foreign markets in
order to pay for our necessary imports will be
fraught with new risks to our people. For it
will oblige all our exporting trades to organize
themselves as strongly as possible so as to
maintain the prices in the home market at a
level high enough to support the dumping
policy abroad. In order to do this, there
would be a specious case for keeping out foreign

11
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manufactures from our markets. In other
words, the establishment of tariff-protected
and subsidized trusts, cartels and combines,
would be an amost inevitable result of the
financial and commercial pressures generated
by the burden of war indebtedness.

8 6. Thereis only one way of avoiding these
perils, viz., by an early and drastic reduction
of our national debt. The policy of debt
redemption is admitted, and all State financiers
propose some sinking fund for the purpose.
But if this sinking fund is operative in slow
process over forty or fifty years, the financial
situation in the early years of unsettlement
following this war will be fraught with all the
perils 1 have described. The only means of
safety is the enlargement of this sinking fund
to such a sze as to furnish immediate or early
relief. To establish a sinking fund which
would at once reduce the total indebtedness
by one-half, leaving the rest of the debt to
the slower process of redemption, would greatly
eae the situation. If, by a levy upon the
capital wealth of our people, we could reduce
the debt now, or at an early date, from 7000
millions to 3000 millions, the present rate of
taxation might enable the Government to
meet its necessary expenses, instead of being
confronted with an annual deficit of over
100 millions. For the reduction of interest
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and sinking fund thus achieved would amount
to nearly 200 millions. This would seem to
wipe out the deficit, leaving some 100 millions
surplus in hand. The actual position, how-
ever, would not be so favourable. For if this
reduction of the debt was achieved by a capital
levy, the interest upon the capital thus taken
would no longer figure in the annual income
subject to taxation, while the values passing
each year as death duties would aso be reduced.
Thus both sources of annual revenue would
auffer a reduction which must be taken into
account in considering the net economy of the
levy. The exact amount of the reduction
cannot be estimated. For the latest official
returns do not enable us to know what pro-
portion of the yield of the income-tax is from
rents and dividends and interest. Earlier
Reports, however, give the yield for such
unearned income at approximately three-fifths
of the whole. Allowing for the heightened
discrimination against unearned income in war-
budgets, this proportion may reasonably be
raised to two-thirds. Thus, according to the
yield from unearned income, two-thirds of the
net yield fromincome- and super-tax for 1918-19
(amounting to 290 millions), we should get a
figure just below 194 millions. Next, taking
the aggregate capital-values in this country
susceptible to taxation at 16,500 millions (a
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figure from which we shall find a large amount
of support), we perceive that a levy of
3,500,000,000 amounts to between one-fourth
and one-fifth of the aggregate wealth. On
this basis, the loss in yield of income-tax, on
account of the capital levy, would be between
49 millions and 39 millions.  Put it at 45 millions
and add a proportionate amount of 4 or 5
millions for the reduced yield for death duties,
and the figure reached, say, 50 millions, would
still leave a small surplus in hand upon the
basis of aretention of the present rate of income-
tax. A levy of some 3500 millions would, in
a word, save us from the dangerous alternative
of raising in peace time the rate of the war
income-tax.



CHAPTER |1
A LEVY ON WAR-MADE WEALTH

»

81. THERE are two proposas for a levy

upon capital for the purpose of reduc-
ing the burden of indebtedness which deserve
consideration.  The first would confine the
levy to the new capital values created in the
period of the war. The general argument is
to the effect that this increase of wealth is
presumably due in its origin to war conditions,
consisting in the main of squeezes and wind-
fals, the product of war needs and war extrava-
gances. Originating in this manner, much of
this enlarged capital has escaped taxation,
though the income it furnishes is taxed. It
has a large ability to pay, and a post-war levy
made upon it is in effect a correction of the
financial negligence and error which permitted
this war-made wealth to come into the posses-
sion of its owner. It is contended that, at a
time when war claimed from every one his
proper sacrifices, such profits ought not to
have been made, and that having been made,
they ought to be reclaimed by the State, VYGE“Ch
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could thus remedy in part the injuries caused
by its loose war-finance.

The brunt of this contention is contained in
its assertion of the magnitude of what is
termed war-profiteering. Now, while it is
common knowledge that great fortunes have
been made during the war by various business
firms and speculators, no close computation
of the aggregate of such profiteering is avail-
able. If any specia levy were to be placed
upon it, the first step would necessarily be
the appointment of a Commission, with auth-
ority to examine the accounts of busnesses
and individuals whose incomes showed a
prima facie case for the existence of war-made
capital, and to make a valuation of their
prewar and post-war properties, so as to
ascertain the amount of this war-profiteering,
with a view to its assessment for the special
levy.

Over a great part of the business field no
considerable difficulty would be encountered.
For the large war-gains are for the most part
registered in the increased value of the shares of
public companies. The biggest profiteers are
to be found in those trades which have passed
through the stage of private businesses into
that of joint stock companies with listed
securities.  The records of the war departments
have already revealed a number of scandalous
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examples, and closer investigations made by a
Commission with full powers to call for accounts
would make further important disclosures.
Now that almost all income-tax payers are
required to disclose their incomes from all
sources, it should be possible for the Income-
Tax Commissioners, by the closer scrutiny
needed for other purposes of tax reform, to
give great assstance to the valuation of capital
needed for the levy.

8 2. As regards the aggregate quantity of
such war-made wealth and the amount made
by certain trades, we may cite certain facts
and figures in order to establish a prima facie
ground for supposing the quantity to be so
large as to be capable of making a sensible
reduction in the war-debt, if half of it could
be recovered by a levy.

Before the war the annual aggregate savings
of the nation were generally computed at some
400 millions available for investment at home
or abroad. Sometimes they were put at the
higher figure of 500 millions. About half of
these savings were put into public Companies
or Government or Municipal loans, in this
country or abroad. The other half were pre-
sumably absorbed in private business under-
takings. Now the testimony furnished by the
recent records of savings put into the former
class of investments deserves attention. The
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subscriptions of ' New Capital' during recent
years are as follows .(—

1912 . £210, 850, 000
1913 . 196, 537, 000
1914 . 512, 522, 600
1915 . 685, 241, 700
1916 . 585, 436, 400
1917 . 1, 318, 596, 000
1918 . 1,393, 381, 400

These figures do not include Government
borrowing in the form of Treasury Bills, nor
do they take account of distributions of bonus
shares. Now, though the great bulk of the
national savings during war time has of course
gone into war loans, there is no reason to
doubt that as much money as usual has been
! put back into private businesses’ much of
it indeed escaping taxation as income. When
the quantity of outstanding Treasury Bills
and other floating debt (some 1400 millions
at the close of the financial year) is taken
into account, we have prima facie proof of
new capital coming into existence during the
war amounting to a figure of not less than
6900 millions.” Allowing for the transfer of
money from the sde of foreign investments
and for contributions to our War Loans from

! For footnote, see note 1, page 169.
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foreign sources, me amount of new savings
effected in this country during the war can
hardly be less than 5000 millions, exhibiting
an incresse amounting to treble the pre-war
rate.? It is impossible to impute any large
proportion of this increased saving either to
the undoubted economy of the well-to-do
clases in personal expenditure, or to the new
savings of a considerable section of the wage
earners. It is certain that several thousand
millions of the money income ' saved' during
the war, and mostly capitalized in loans to the
Government, represents swollen profits obtained
from business pulls or other advantages attribu-
table to war conditions.

8 3. Shipowners and shipbuilders, munition
and other engineering works, mine-owners,
contractors, controlled or free, supplying war

WAR BORROWINGS AND NATIONAL DEBT.
(Statist) April 5, 1919

War Loans. National Debt.
Aprifr, 128, Aug. 11014 :
to h‘lnl“:h k18 ta M:lr'ch 31: March 31, MZ:N:]'LE"
100G, 101y TG 423
3 T,557, 522,000 5,785, 798,000 6,240, 729,000 4,683, 207,000
Floating Dl 273, 324 00 1,335 fho,000 I,401,57 7,000 1,196, Ayz 000
Total . . 1,75, 846,000 #1812, 408,000 21057, 700, bt 5 71,854,000
Deduct  Re-
payuents g5, 2 19,000 3T, 515,000 G5, 2T, 000
Mot Total 1,685, 6u7,000 4,843,303, 000 715857 ,4 51,000 5,871,854,000
Aupust 1, 1914 - f5z,270,000
Tnerease sines 1or4 o+ Gooos.2rno0m

25000 millions isthe figure adopted by Dr T. S. Stamp as the
net addition to individually owned capital during the war period
See Economic Journal, June 1918.
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stores of food, clothing, etc., to the Govern-
ment, 'brewers, farmers, bankers, have made
enormous gains, either directly from the
high prices paid by the Government, or by
squeezing the consumer under war conditions.
To these must be added innumerable other
minor profiteers taking advantage of war
shortages to raise prices to extravagant heights
on pretexts of dear materials and labour.
Several reports of Government Committees
reveal the huge profiteering done by many
businessfirmsin their dealings with the Govern-
ment, especially withthe Ministry of Munitions.
But careful analysis, were it possible, would
probably show that the biggest aggregate of
profits were made by shipowners, brewers,
farmers, and bankers. No published accounts
give any true notion of their dimensions,
which are concealed by various devices. The
case of shipowners is particularly flagrant and
has been brought before the public by state-
ments of Sir Leo Chiozza Money,l whose official
position as a Secretary to the Ministry of
Shipping gives authority to his revelation.

"In the first two years of the war the
net profits of British shipowners came to
about £300,000,000. In the same time the
capital value of British ships rose by another
£300,000,000." In respect to ships sunk by

! The Herald, Jan. 4 ; cf. also The Times.
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the enemy, Sir Leo informs us that " the
Government paid out to shipowners the war
price of ships,” thus converting into cash
these enormous war profits. It is important
to realize that the bulk of the profits here
indicated never figured as income and never
contributed a penny to war taxation either
under the head of income-tax or excess-profits
tax. They were an addition to capital values
attributable entirely to high freights and sink-
ings. These huge fortunes of shipowners came
out of the misfortunes of war.

Bank profits are more obscure. They have
been chiefly due to the extravagance and
foolish borrowing policy of the Government.
For the Government incited bankers to inflate
the currency, by helping to create large volumes
of credit, so that either by subscribing large
sums themselves to war loans (e.g. the 200
millions furnished by the banks to the 1915
loan), or by advances to their customers or
to insurance companies, enormous masses of
sham-savings were concocted and handed over
to the Government. The result of this infla-
tion (supported by the Treasury's own ' printed
money ' in the shape of Treasury notes) was a
rapid increase in prices, in money incomes and
in bank deposits. Thus the banks made a
double war-gain, first out of the dangerously
enlarged credits given to support the war
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loans; secondly, out of the enlarged deposits
thus brought into being and the high interest
rates at which those enlarged resources could
be loaned. The aggregate bank deposits at
the end of 1918 were approximately twice the
amount recorded at the end of 1913. Here
again most of these war profits have been
kept out of income, partly by putting them
into reserves, partly by hiding them in an
excessive writing down of securities, tempor-
arily depreciated, which will recover value
when it seems safe to realize them. The size
of the war profits of the liquor trade in Great
Britain as shown in the rise of capital value
may be indicated by the following estimates
for the first three years of the war. The
" Brewers' Year Book for 1914 " reckons the
capital value of all breweries, distilleries,
licensed houses, wines and spirit trades, etc.,
in the United Kingdom to amount to 240
millions. The Report of the Liquor Trade
Finance Committee, appointed in May 1917
to report on State Purchase and Control, put
the value of these same properties at the close
of 1917 at the figure of 441 millions. Since
that time considerable further advances of
value are indicated in the share market, in
spite of the widely-published statement of
the recommendation of the Committee that
in the probable event of State Purchase,
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the bass of valuation must be pre-war
profits.

The caee of the landed interests, including
owners and tenant farmers, deserves a separate
word. The profits of all decently capable
farmers in most parts of the country have
risen to unheard of heights, as every country
banker knows. From the early rises there
was no contribution to the income-tax, which
was fixed on a basis of assessng profits at
the ridiculously low figure of one-third of
the annual value. Even when in 1915, the
basis of assessment was raised to the full
annual value, the taxation was exceedingly
low, the net yield for 1916-17 amounting to
£2,850,000. Farmers profits have been en-
hanced, not only by the fact of the enormous
rise of food prices, but by the legal prohibition
upon any rise of rent on sitting tenants which
prevented many landlords from taking most
of the increased profits in heightened rents,
as normally they could have done. But land-
owners have by no means failed to participate
in war prosperity. For all over the country
they have been selling land, chiefly to their
tenants, at prices based upon the inflated war
prices and profits guaranteed by governmental
subsidies. A large share of the farmers war
profits have thus passed to landowners in
lump sums which, not ranking as income,
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are not subject to taxation, even the land
values increment tax having been repealed in
their favour.

8 4. A great amount of other war-profiteering
has also escaped the public eye and the income-
tax by failing to figure as 'income' in any
stage of its production. Where a firm doing
war-work has been making extra high profits,
it has, in many instances, been permitted to
apply a very large proportion of these profits
to the purpose of enlarging its plant and
extending its business, instead of distributing
it as dividend. This policy continued over
several years, has enabled such favoured firms
to convert income into capital and increased
earning power, without paying any tax on
such elements of income. The profit thus
withheld from dividends, and reinvested in a
business operating on a high profit level, will
necessarily swell the size of the reserve until
it reaches such a magnitude that it is deemed
well to capitalize it in the form of ' bonus
shares allotted to existing shareholders
either for no cash payment, or for a payment
less than their actual market value. So far
as the distribution of 'bonus shares' re-
presents extra earnings withheld from dis-
tribution as dividend at the time when they
were earned, it merely serves to conceal from
the genera eye a part of the excess-profits
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upon which income-tax is paid and to escape
super-tax. But so far as the bonus shares
represent growth of capital value due to
further advances of price and profit rates, and
based upon estimates of high future earning
capacity, they constitute a distribution of
unearned wealth which apparently does not
rank as income or contribute to taxation at
any stage either of its growth inside the re-
serve, or of its distribution among the share-
holders. Nor is this growth of untaxed
wealth confined to these cases It applies to
all cases of enhancement of capital values,
such as have occurred in businesses favoured
by war conditions. | have cited the case of
shipping. Here was no instance merely of capi-
talizing reserves withheld from distribution as
dividends, but a continuous automatic growth
of values of ships due to freight conditions
and governmental guarantees. These gans
might be realized by shareholders either in
the shape of higher dividends from existing
shares, or in a distribution of bonus shares, or
in a preferential right to purchase new shares
at afigure below their estimated market price.
If the shareholders took their gain in the
first way, it would represent war profit upon
which income- or super-tax would be incurred
by them. But if they took their war gain in
bonus or new shares, they would incur no
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such taxation upon the sum they received,
but only on the future interest paid on these
new holdings. The bonus or share distribu-
tion, when it is made, ranks as an addition
to their capital but not to their income. And
yet, if desired, it can be converted by the
shareholder into cash, and used for any purpose
of expenditure. During the war immense in-
crements of capital value have thus been
created and passed into the possesson of the
capitalist classes, contributing nothing to
taxation, even when they are realized in cash
and spent.

This share distribution is, however, only
one of the ways in which this untaxed war
gain is realized. Where no such distribution
of capital increment takes place, the increased
value of existing holdings, due to high present
and prospective dividends, may be converted
into cash, and rank as effective income to be
spent, by any shareholder who chooses to
sell out. For the cash profit of such selling
does not rank as taxable income, unless it is
made in the regular way of business by a
financier or professional speculator in some
class of property.

Large mases of war-profits, unearned and
untaxed, have within the past four years, thus
passed into the possesson of rich and fortu-
nately-placed business men, to be retained in
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the business for the earning of high future
dividends, to be invested in other lucrative
businesses, to be loaned at 5 per cent, to the
Government, or to be spent on objects of
personal satisfaction. But the war-profiteer-
ing does not disappear with the war itself.
This war has left the nation in possesson of
expensive and valuable properties in the shape
of ships, factories, buildings, lands, machinery,
vehicles and vast stores of materials of various
kinds. Most of these properties have been
bought by the nation during the war at pro-
fiteering prices. After the war they are being
sold back, in many instances, to the very
firms who supplied them to the Government,
at prices far below their market value. The
shipping, engineering and other war-profiteers
are thus enabled to reap a second harvest as
rich as the first. What they sold dear to the
nation they buy back cheap from the nation.
This second harvest will be very gainful.
For in few cases will the profit rank as in-
come or excess-profits for purposes of taxation.
Most of it will accrue to the purchasers as an
addition to their capital. The shipping and
engineering firms which buy the Government
vessels and factories will pay no tax upon their
profit from the deal.

8 6. | have disclosed four principal forms of
war-profits which have been incorporated in

12
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capital values without contributing to income-
or super-tax or excess-profits tax in any
appreciable degree, (1) The manufacture of
credit by bankers and finance houses operat-
ing to inflate the currency and raise prices.
(2) Extravagant prices, subventions and com-
pensations paid by Government to private
firms for goods, services or damage. (3) Ex-
tortionate prices exacted from consumers
under the duress of war conditions. (4) Pur-
chase from the Government after the war of
plant, stocks, etc., at knock-out prices. The
fact that income-tax, and, in the later war
years, excess-profits tax takes some consider-
able share of the increased annual income
accruing from these dealings, does not dispose
of the charge that war-gains, hitherto untaxed,
have added several thousand million pounds
to the property of the profiteers. That this
mass of new wealth, due to war scarcity and
risks, and obtained at the expense of the tax-
payer or the consumer by a comparatively
few rich, powerful, lucky or unscrupulous men,
should have contributed little or nothing to
the expenses of the war, is widely and justly
resented, and lies at the root of our present
discontents.

8§ 7. It is no adequate answer to this criti-
cism to urge that large quantities of capital
values have depreciated under war conditions.
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Perhaps, under an ideally equitable government
compensation would be made for such war
damage. But the taxation of positive income
and increments has never been accompanied,
in any State finance, by compensations for
losses or decrements. The accepted attitude is
that the State should raise its income from
sources where there is ability to pay. Now
here is a body of wealth which, considering
its origins, its magnitude and its distribution,
has a very high ability to pay. | spesk of the
capital wealth created by the war conditions,
some of which will continue to accumulate for
years to come. This body of wealth does not
pay taxes. No doubt the annual income it
yields to its holders pays income-tax, and the
'corpus' itself will eventually pay death
duties. But neither of these payments meets
our reasonable claim. If it be true that
300 millions has been added to the wealth of
shipping companies by the war, an annual
payment of the six or eight millions represent-
ing the income-tax upon the dividends of this
enlarged capital is no adeguate contribution
to the revenue. Nor is it a reasonable ground
for immunity, that in the course of the next
thirty years it will all pay death duties. The
critical situation of our finance requires that
every source with a present capacity to pay
should now be tapped.
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No close computation of the aggregate
amount of this war-profiteering is yet practic-
able.  Much of it is not revealed in any
published government or company accounts.
Nor, as we e is the process yet completed.
Moreover, for the purpose of considering a
levy on this wealth, some time must be allowed
for the settlement of capital values.

The most authoritative conjecture of the
increase of aggregate individual wealth during
the war is that given by Dr J. C. Stamp,* who,
after allowing for the depreciation of some
values and the wholly incalculable character
of. others, registers this judgment: " These
adjustments result in a net addition of £5250
millions to the individual wealth which would
be both subject to, and likely to be revealed
for the purposes of, a capital levy as generally
put forward by its protagonists." In viewing
this sum, however, as a measure of what we
term war-profiteering reflected in enhanced
capital values, two considerations must be
taken into account. In the first place, Dr
Stamp is here concerned with measuring the
total increase of capital values during the
war in connection with a proposal, not for
a levy upon war-made capital, but upon
all forms of capital. He, therefore, rightly
deducts from his computation of the increase

! Economic Journal, Sept. 1918.
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such falls of value as have taken place through
our reduced holdings of foreign investments,
and the reduced value of railway stocks. But,
as we have already seen, any proposa to
make a levy upon war-made capital aone,
upon the accumulated wealth due to war
conditions, would not take account of these
falls of value except when they appeared as
set offs against war gain in the several busi-
neses or ownerships assessad for the levy.
Again, recognizing that post-war values must
depend largely upon the rate of investment
interest and the level of prices, Dr Stamp
assumes that while the former will stay at
the present 5 per cent, level, the latter will
decline to an average level 25 per cent, higher
than before the war. In this latter assumption
he will, however, find little support in any
business or financia quarter. Present prices
are more than 100 per cent, above the pre-
war level, and it is generally held that they
will stand for along time to come at 50 per
cent, over that level.

Having regard, therefore, to these con-
siderations, it would seem a reasonable as
sumption that the capitalized war gains which
we are here investigating would amount to a
considerably larger sum than 5250 millions.
Some figure between 6000 millions and 7000
millions would seem not excessive. Nor would
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it ill accord with the knowledge we possess of
the huge accumulations of wealth made during
the war by many trades, firms, and individuals.
Some 6000 millions will have been saved and
invested in war-lendings, besdes large sums
subscribed to new issues of capital here and
abroad, and still larger sums employed in
extensions of business operations or put to
reserves.  While some 1600 millions of this
saving and investments must rank as ordinary
pre-war savings, and a considerable allowance
may be made for an enlargement of this fund
due to reduced personal expenditure among
large sections of the rich and middle classes,
the vast bulk of the increase of wealth is
directly assignable to profiteering in the sense
of taking advantage of war conditions to
make and capitalize gains due to high prices
and other favourable opportunities.

Would it not seem just and reasonable that
this war-made capital should make a large
contribution towards the reduction of the
war debt ? It has mostly originated in the
extravagant expenditure and the bad finance
which has been responsible for the unwieldy
sgze of that debt. In other words, war debt
largely representswar-profiteering. If our war-
finance upon its revenue and expenditure sides
had been conducted honestly and competently,
most of this war debt would not have been
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incurred, the high prices which played into the
hands of profiteers would not have occurred,
and the new wealth which flowed into war
loans and Treasury bills would not have been
there to flow and would not have been wanted
by the Government. The vicious circle made
by war-debt and war-profits was due to
the failure of the Government to finance the
war out of taxation, supplemented by such
borrowing as could be obtained by diverting
into Government uses the enlarged amount
of genuine savings which increased personal
economy and the, stoppage of unnecessary
new issues of business capital would have
supplied.

The prima facie case for assessng war-made
capital in order to repair the negligence and
folly which led to its creation is, therefore,
extremely strong. Thisill-gotten gain, entirely
the product of war destruction, war want and
war extravagance, has contributed nothing to
the cost of the war. Its income has made
some contribution during the latter years of
the war, the capital has made none. Why
should not at least half this 6000 millions
pounds or more be taken by a levy, either in
a single lump sum, or if that be deemed
dangerous or impracticable, in a quick series
of instalments, so that the capital and interest
of the war debt may be speedily reduced, and
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the otherwise inevitable increase of income-
tax be avoided ?

8 8. Some readers will have observed that
in this chapter the term war-profiteering is
used in two or even three senses.  Sometimes
it is exclusively applied to abnorma and
excessve gains made for war conditions and
reflected in capital increase. At other times
it is so applied as to cover all increased
profits whether made from war-conditions or
due mainly to other causes, such as im-
proved methods of production or better busi-
ness organization. Thirdly, it is sometimes
used so as to cover all profits of any size or
nature applied to the increase of capital. The
full force of the plea for a levy on 'war-pro-
fiteering,’ as expressed in increased wealth, is
evidently applicable only to the first meaning.
That some man should have made big money
out of the war is a just cause of resentment,
and a levy on this wealth appears a reasonable
way of getting some of it back. To get all
of it back would be impossible. For much of
war-profits may have been spent by its re-
cipients, not put to capital. But that seems
no reason against getting back as much as
possible of that which has remained in a
capital form and is susceptible of a levy.
Here, however, we encounter another difficulty,
that of discriminating what we may call
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excessve and illegitimate war profit from that
which is 'reasonable’ and legitimate. For
our analysis of ability to pay has required us
for ordinary taxing purposes to recognize a
reasonable and legitimate profit and a useful
increase of capital. If we were to direct our
levy, not exclusively to the excessive gains,
but to all increases in capital during the war,
we should appear to be neglecting this equitable
distinction. Yet in any valuation that was
attempted it might be impossible to reach
any measured differentiation between the en-
largements of capital that came from ' war-
profiteering ' in the vicious sense and those
which represented the play of the normal
forces of increase in profits and investments.
All, I think, that could be done would be to
exempt smaller proportionate increases of
capital, and to apply a progressive levy upon
larger ones, i.e. to presume that war-pro-
fiteering in the vicious sense varied directly
with the proportion of the increase in capital
values. This is the same sort of assumption
adopted for the defence of the general equity
and reasonability of a progressive income-tax,
and it is applicable to the present case in, at
least, an equal degree. For, though such a
levy might hit hardly a few casss where en-
larged capital value was primarily due to
improved efficiency of method and organiza-
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tion and not to war conditions, there would
be hardly any instances where war conditions
had not contributed in an appreciable degree.

But there is a wider consideration, partly
economic, partly ethical, which has, | think,
a right bearing in favour of the imposition of
a levy upon all new capital accumulated under
war conditions, even including the savings
that represent personal economy in expendi-
ture. All such savings imply the acquisition
during war time of wealth which is ' surplus,
in the sense that it is not needed for the main-
tenance of the owner's adequate standard
of consumption. If a margin be allowed for
small savings at such a time, it seems reasonable
and equitable that the nation should take for
the urgent national needs some share in all
saving effected under the protection afforded
by the State, at a time when that protection
has involved unusual expenditure of life and
money.
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APPENDIX TO CHAPTER Il
TAXATION OF WAR-MADE CAPITAL IN GERMANY

The Reichsanzciger of Jan. 14 (1919) gives the
Draft of a proposed Levy on increases of capital
value in Germany during the period of the war.

The proposed law deals exclusively with individual
ownership, war profits made by Companies being
taxed in another way. According to the Draft, the
difference between the. capital as determined on
Dec. 31, 1913 (on the occasion of the assessment
for a supplementary tax for defence purposes), and the
capital to be determined on Dec. 31, 1918, shall count
as the taxable increase. But, whereas the increase
of capital from Dec. 31, 1913, up to Dec. 31, iqi6 has
already been subjected to war taxation, in accordance
with the Tax Law of June 21, 1916, this special pay-
ment of war taxation is to be treated as an advance
payment towards the capital levy.

The chief provisions of the Law arc as follows :(—

These persons are liable

I. On the increase of their total taxable capital
(a) Subjects of the German Empire, excepting
those resident abroad at least since Jan. 1,
1914, with no domicile in the German
Empire.
(b) Foreigners with a domicile, or habitually
resident within the German Empire.

I'1.0n the increase in their home industrial capital.
All persons born in the country without regard
to their nationality, domicile or abode.
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The following are the more important deductions
allowed from the capital assessed for the levy.

(1) Capital acquired " through legacy, life interest,
entail or inherited property,” as the result of a
bequest, or otherwise from the estate of a
decessed person. (2) The capital value of
any charges upon the assats of the taxable
person so far as, being restricted to the life-
time of a particular person, they may have
ceesed by his death during the period of
asessment, so affecting the difference between
the capital value in 1913 and 1918. (3) The
amount of a capital payment in respect
of insurance. (4) Capital acquired by gift
or other transfer without ' consideration’
during the period of assessment where the
individual amounts of such gifts exceed MK.
1000. (5 Capital, the proceeds of sde of
foreign securities or other property non-
taxable at the beginning of the period of
asessment.  (6)  Capital  representing  pay-
ments as compensation for injuries made
during period of assessment.

The'ultimate capital' shall includethefollowing:—

(1) Amounts given by the tax-payer during the
assessment period as presents, or for regular
payments of maintenance or education of
anybody, pensions, charitable subscriptions,
etc.

(2 Amounts invested in foreign industrial property
during the period.

(3 Amounts expended on jewellery, objets dart
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et de luxe, exceeding in the individual cases
Mk. 500.

(4 Amounts expended on purchases of any kind
during period of assessment, exceeding in the
aggregate Mk. 10,000 (provided the articles
are in the possession of the tax-payer at the
end of the period).



CHAPTER I 1|
A GENERAL LEVY UPON CAPITAL

8§ 1. THE ‘'levy upon capital" usualy

advocated, as for instance in the
able book of Mr Pethick Lawrence is not,
however, confined to war-made capital. The
proposal is to wipe out the whole, or a large
part, of the war debt by a levy, single or in
several yearly instalments, upon the whole
body of accumulated wealth in this country.
It is urged on general grounds of equality of
sacrifice and of ' ability to pay,' as the only
adequate alternative to a crippling income-tax.
A levy confined to war-made wealth would,
it is argued, involve a double valuation, pre-
war and post-war, very difficult to work, and
could not easily or possibly be made to yield
an amount of revenue sufficient to wipe out
enough of the debt. It may be admitted
that the latter objection is fatal to the restricted
levy, if it be insisted that the object of the levy
is the immediate or early extinction of the
debt and not its mere reduction to a level with
which the income-tax could cope. But, even

1 " A Levy on Capital.” Allen & Unwin.
190
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if our suggestion of a levy of 3500 millions,
so as to wipe out half the debt, were accepted,
it is still arguable that the basis of the levy
should be the whole volume of the national
capital, a process which would utilize a wider
" ability to pay,” and would be worked upon
the simpler (though not too simple) plan of a
single post-war valuation. It might be easer
to gain the assent of the propertied and ruling
classes to alighter levy on the larger sum, and
one capable of more graduation, than to a levy
of at least 50 per cent. upon those forms of
wealth aleged to be accumulated in war-time.

Accepting provisionally the conjecture of
Dr Stamp ! that the amount of capital values
susceptible of such a general levy is 16,000
millions, and that one-fifth of this, could it be
obtained by means of such alevy, would enable
us to wipe out half the war-debt, we may best
consider the feasibility and advisability of such
a measure by examining the objections that
are raised against the proposal. Some of them
are economic, others ethical, and others relate
to practical difficulties of assessment and
collection.

§ 2. The economic and the ethical considera-
tions are, however, related in that any feeling
of injustice evoked by a levy may affect the
springs of industry and saving, while practical

! Economic Journal, June 1918.
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difficulties connected with the valuation or
collection or realization of the levy have
important bearings on the economy of the
process.

(1) Is there any inherent injustice in a
levy ? Is it a policy of plundering the rich ?
Does it involve a breach of the faith to sub-
scribers to war loans ? Is it repudiation ?
These charges have no foundation. A levy
upon wealth in the form of capital is no more
a plundering of the rich than is a tax upon the
income of that capital. Were it confined,
however, to the holders of war loans, it would
violate the implicit understanding upon which
the money was lent to the Government, and
would pro tanto constitute repudiation. But,
applied on equa terms to all accumu-
lated wealth, it is not exposed to this inter-
pretation.

It is simply an emergency application of
the principle of ability to pay. Small amounts
of capital would be exempt because, upon the
one hand, they involve the largest quantity
of real effort or sacrifice in their saving, while,
on the other, the interest they earn is of the
highest personal utility to the recipient and
his family. The graduation of the levy, so as
to take a proportion of the capital-value
varying directly with the aggregate sum, is
based upon the same principle of cost and
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utility as is seen to be applicable for taxation
of income.

The general economic defence of the levy is
that it is a matter of urgent national import-
ance that the sum of the indebtedness shall be
reduced at the earliest possible moment so as
to avoid an injurious increase of the income-
tax, and that the only means of doing thisis an
appropriation to this important public purpose
of that portion of private accumulated wealth
which is of least importance to its owners.

The policy and ethics of the proceedings
are closely analogous to those of military
conscription, in which the urgent need of the
State is held to override the private rights
which each competent citizen has in the vital
resources of his personality. The substantial
accuracy of this analogy is sometimes denied
on the ground that it is not proposed to exempt
from the levy the property of men who have
been conscripted for military services. But
this is a casuistic evasion of the real issue.
In the grave national emergency of the war
the State calls upon the citizens to defend the
nation by every resource which they can
"contribute. Those who have both fighting
and financial capacity must contribute from
both sources : those who have only fighting
capacity must fight without paying: those
who have only paying capacity must pay

13
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without fighting. In the great majority of
caes direct personal service must be afforded
by the young who have accumulated little or
no property to serve the national cause. But
where elderly men who are the chief owners
of property can aso contribute personal service,
either to the fighting or the business conduct
of the war, the State has just the same claim
upon their persons as upon their money. A
really monstrous wrong was done in financing
the war by high interest borrowings and
insidious processes of inflation, instead of a
direct application of the conscription principle.
The whole of the loan money contributed in
this country represented a surplus amount of
income and capital which could and should
have been taken in taxation for the public
need. To make an arrangement by which
wealthy persons, with large resources available
for assisting their country in its dire need,
were permitted to rack-rent the nation by a
rate of interest some 75 per cent. above the
pre-war level for the money they contributed
to war expenses, was a policy of cowardly-
folly. When, as in modern warfare, it is the
whole nation that is at war, the obvious and
equitable economy of defence is that of con-
scripting all the necessary fighting, working
and paying resources, and of putting the
contributors on rations. It has been admitted



GENERAL LEVY UPON CAPITAL 195

that war-work and war-bonds are as essential
to the winning of the war as fighting, why then
this wasteful economy of high interest for those
who find the money, high wages for war-
workers, and a bare living allowance for those
who risk their lives ?

§ 3. The main economic objection rests on
an insistence that nothing is gained to the
State by the seizure of capital that cannot
equally well (or better) be got by leaving the
capital in its present hands and taking what-
ever proportion of its present yield may be
required, in the shape of income-tax. For, it
is argued, only the annual product from the
use of the capital, i.e. the income, is of such
a kind as to be available for meeting the
current needs of public expenditure. If the
State attaches the interest as it accrues, it is
just as good as attaching the capital. In fact,
so runs the argument, it is better. For if the
State assumes the ownership of one-fifth of
the capital of the country in the shape of
land, houses, railways, mines, factories and so
forth, or liens upon the same, it must either
sell them in order to pay off the debt, or keep
and work them as national assets. In the
former case, it will cause a slump in the values
of these properties or shares by loading the
markets with them at a pace too rapid for
absorption at previous prices. In the latter
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case, experience proves that the official manage-
ment involved by their retention will be less
economical and otherwise less efficient than
the private management from which they
have been taken.

Then follows an appea to the ridiculous,
in the picture of a Treasury choked up with
miscellaneous wealth in the shape of bills of
sale, mortgages upon estates, unmarketable
shares, and even material wealth in the shape
of pictures, jewellery and bric-a-brac.

Now, leaving for consideration later on the
serious question of valuation for alevy, | find
very little substance in this double contention
that nothing is gained by substituting a single
seizure of capital for an annual seizure of its
interest, and that in fact a large part of the
capital thus taken would beinformsill-adapted
for the avowed purpose of paying off the debt,
or of accumulating sound assets to st against
it. At first sight, regarded economically, it
may appear to be a matter of indifference
whether the State takes fifty or a hundred years
to pay a debt (chiefly due to its own citizens,
who have no power to make it bankrupt or
distrain upon its assets), paying.annual interest
and small contributions to a sinking fund, or
pays off the whole, or a large part, at once by
means of a specia levy upon funds possessing
an ability to pay. But if it is a matter of
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grave urgency to reduce the debt at once, then
a capital levy appears to be the only way of
doing it. For, apart from the preliminary
consideration of the positive danger of that
increase of the income-tax which would be
necessary in 1920 were no reduction of the
debt possible, there are two strong financial
arguments in favour of a levy. First, the
borrowing effected under the pressure of im-
mediate needs was at rates of interest reflecting
this urgency, and the large volume of high-
interest securities thus made has had two
effects. first, to depressethe value of earlier
fixed-interest securities, and, secondly, to raise
the general rate of interest for all newly-
invested capital. Now the early extinction of
a large proportion of the borrowing would
necessarily reverse these two tendencies, help-
ing to lower the rate of interest for new capital
and raising the value of the depreciated securi-
ties. Both these effects are economically bene-
ficent. For the high rate of interest, artificially
created by war-borrowing, is detrimental to
post-war restoration and expansion of industry
and commerce, and is especialy injurious to
housing and other schemes of social improve-
ment, whether carried out by private or by
public enterprise. A reasonably high rate of
interest may be desirable so as to evoke a
large amount of saving and new capital, but
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the present rate would be so high as to depress
the effective demand for capital (at any rate
for home uses) more than to stimulate the
supply of capital. Therefore, by paying off as
soon as possible a large part of the war loans,
the State would achieve an economy in pro-
duction useful both for its own and the genera
needs. It would stimulate industrial and
commercial enterprise and extend employment
in a period when otherwise business men will
be disposed, or obliged, to wait for an easer
money market, with the result of causing
grave risks of unemployment.

8 4. Connected with this consideration is
the special need for getting rid as soon as
possible of two portions of the war-borrowing :
first, the large floating debt in the shape of
Treasury bills and other short-time obligations,
and, secondly, the loans obtained from America
and other foreign countries. The former is a
shouting advertisement of the weak credit of
a State which dare not fund its large floating
debt, a weskness with damaging reactions
both upon the market value of our funded
debts, our future borrowing power, and, by a
necessary implication, upon the soundness of
our banking and other private financial in-
stitutions. The advisability of paying off as
soon as possible the portion of the debt held
outside the country is obvious.
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Though no precise figures are yet available,
it is generally held in financial quarters that
during the war we have disposed of at least
half of the 4000 foreign securities held in this
country, and have, in addition, borrowed money
abroad to the amount of perhaps 1000 millions.
Against this no immediately available effort
can be made on behalf of the sums loaned by
us to our Allies and Dominions. This signifies
that some 150 millions of our yearly imports,
which formerly ranked as tribute from our
foreign creditors, must either be dispensed
with or must be paid for by increased exports
of British goods at prices regulated by the
necessity of finding foreign markets. Both of
these alternatives involve great difficulties and
hardships. To make so large a reduction of
our imports of foods or raw materials would
cripple alike our standard of consumption and
our productivity. The reduced importation of
partly manufactured goods, or of wholly manu-
factured goods, which are consumed in the
productive processes of our industry and com-
merce, would have the same injurious reaction
upon national productivity. The quantity of
imports which do not fall within these cate-
gories forms a very small percentage of the
whole. A certain quantity of foreign luxury
goods, such as motor-cars, jewellery, silks,
wines and the like, might be excluded by a
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prohibitive tariff, the effect of which would
be to stimulate in this country such of these
luxury trades as were technically feasible,
drawing into them capital and labour other-
wise available for more useful and important
trades, and thus worsening the net economy
of the nation. The other alternative, the
extension of our export trade, so as to meet
our deficit on imports, though more attractive,
has difficulties of its own. If it involved
sending out greatly increased quantities of
coal, cotton and woollen goods, and other
staple manufactures at prices which could
force a largely increased world-market, it means
a largely increased productivity in our indus-
tries at a low cost of production. Now, how-
ever desirable this may seem as a theoretical
solution, it can hardly be deemed practicable
at a time when the workers of this country
are everywhere demanding an increased share
of the product and are in a disposition to
enforce their demand, and when high wages,
reduced hours, and dear materials and fuel are
seriously affecting the cost of production in
most of our large export trades. In time, it
is true, new stimuli of efficiency may enable
us so largely to raise our manufacturing pro-
ductivity as to effect the needed expansion of
exports. The natural and normal instrument
for achieving a new balance of trade, whether
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by reduction of imports, expansion of exports,
or both, would be the pressure of an adverse
exchange. So long as £1 continues to be worth
less and less in American dollars, a force is
operative, reducing our ability to buy and pay
for American goods, and stimulating Americans
to buy our goods with their appreciated dollars.
But this corrective force, having a large amount
of compensation to achieve, will be slow in
achieving it. The pressure on American firms
to sell their surplus abroad and to build
up national, or perhaps international, credit
arrangements, so as to maintain the emergency
export trade set up during the war, is likely
to interfere seriously with the normal action
of the machinery of exchange. Unless our
statesmen are more than usually discreet and
foresighted, they may easily be led into
accepting further credit from America and
landing this country deeper in debt. In any
case, the remedy of rectifying a bad exchange
would be so slow as to leave our financial
position weak for some years to come and to
leave behind a permanent damage to our
financial primacy. An early release from our
foreign indebtedness is, therefore, of urgent
importance.

8 5. Thirdly, it is clearly advantageous to
release the State from as large a part of the
burden as is possible while the artificially
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inflated prices and money incomes still obtain.
Most of the war-lending has been provided out
of the high money incomes derived from in-
flations of purchasing power and the soaring
prices due to this and other war conditions.
This meant that the man who in 1918 lent
£100 to the Government at 5¥4 per cent. lent
only half the quantity of real wealth which
that sum would have represented in 1913. If
his debt remains unredeemed and, as is almost
certain, the level of prices falls considerably
during the years over which his loan extends,
every fresh year's interest will put a larger
quantity of purchasing power into his hands,
and the final redemption will give him back
£100 worth a great deal more than the £100
he originally lent. Apart from this, there is
the risk that, if the exceedingly high income-
tax which the annual payment for his debt
involvesislong retained, arecurrence of cyclical
trade depression and greatly reduced money
income may put the finances of the country
into a dangerous embarrassment.

8 6. There is one argument, however, urged
by Professor Scott in favour of a sow normal
as compared with a sudden and immediate
cancelment of debt, which deserves attention.
If we reverted to the normal practice of paying
interest with a low sinking fund over a long
term of years, the burden could be gradually
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diminished by two processes ; first, by a con-
version of the debt when the abnormally high
rate of interest had come down ; secondly,
by the normal growth of the vyield of the
income-tax owing to the growing number of
contributors and the general rise of incomes.
Now, | do not deny that, if we could get safely
through the finance of the next ten years, we
might reach a stage during which we could,
availing ourselves of both these alleviations,
bear with comparative ease the then diminish-
ing burden of the war indebtedness. But the
whole case for the levy rests upon the post-
war period of financial emergency. To tell
a man struggling against a dangerous disease
with a diminishing power of physical re-
sistance, that if he lives, he will be as cheerful
as ever next Christmas does not carry much
conviction.

During the war, our Government has plunged
into diseased finance which requires a drastic
treatment for recovery. Opponents of . a
capital levy say that the remedy is worse
than the disease, and that we should leave
Nature to take its course. Here is the issue.
Yet this analogy like others is apt to carry
us too far. The issue between advocates and
opponents of the levy is not so absolute.
All are agreed that it is a good thing to pay off
the debt. They differ as to the time-economy
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of the repayment and the method. The
opponents of a capital levy would spread
that repayment evenly over the next (say)
fifty years out of the ordinary revenue ; its
advocates would effect a large early repayment
out of an extraordinary revenue, leaving the.
subsequent smaller annual sums to be defrayed
out of the ordinary revenue.

8 7. Such a levy as is here proposed has,
like most emergency measures, risks and diffi-
culties of its own. It seems to some ex-
ceedingly unjust that material capital should
pay the levy and that what is termed personal
capital, should not. A father has two sons,
to one of whom he gives £1000 to set him up
in business. With the use of this nest egg he
builds up a business which brings him in an
income of £1000 a year, and has a capital
value of £10,000. The other son has £1000.
expended on his education, and with this
advantage enters a profession in which his
earning capacity is £1000 a year. Why, it is
asked, should the first son be called upon to
pay a levy of £100, while "the latter escgpes
scott free ? Professor Pigou, in supporting a
capital levy, is so harassed by this inequality
as to insist that the .professional son should be
called upon to pay an extraincome-tax in lieu of
the levy. There is, | think, no objectionto this
course, provided that the rise thus imposed upon
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the income-tax of professional men does not
exceed their true ability to pay, either in the
sense of impairing their family standard of
serviceable expenditure, or of stimulating ex-
cessive and ultimately wasteful effort to enlarge
their income so as to meet the new charge
upon it, or of reducing their output of pro-
fessional energy by reason of the small pro-
portion of the pay which it would secure for
them.

[t must, however, be borne in mind that
there are good reasons against putting on the
professional man an extra income-tax com-
mensurate with the capital levy on the business
man. For, though the capital value of many
busnesses is largely dependent upon the
personal capacity of their success a large
part of that value is usually vested in material
forms, and the goodwill element of a well-
established business as divorced from the
personality of its manager is a considerable
asset. The capitalized value of a normal
professional income is much smaller than that
of anormal business income yielding the same
annual income, because the former is more
dependent upon the skill, health, personal
devotion, and other precarious conditions of
an individual life. It would, therefore, be
unreasonable to endeavour to get by means
of enhanced income-tax from 'immaterial’
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capital an equivalent to the levy upon material
capital.

Professor Scott seems to regard all tax
discrimination in favour of earned as against
unearned wealth as " obviously inequitable."
" Many proposals for a levy are naive attempts
to shift the payment of the proportion of war
costs which would otherwise be borne by
earned incomes to the owners of material
capital. Thisis obviously inequitable. If the
war had been financed by raising the whole
cost through taxation at the time, these in-
comes would have paid much higher income-
tax and super-tax than the amounts which
were actually demanded from them. By
urging a capital levy they would free them-
selves from such proportion of taxes as they
would have been liable to, if there had been
no levy."! But why is it " obviously in-
equitable " to recognize the higher ability to
pay which owners of unearned income or
accumulated wealth possess?  Our present
income-tax recognizes it for the lower grades
of income. Is the higher rate for unearned
income " obviously inequitable " ? Had the
war been financed wholly out of current taxa-
tion, it would certainly have been necessary
to have enlarged the differentiation between
earned and unearned rates of taxation, for

! Economic Journal, Sept. 1918.
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two good reasons.  First, there is a reasonable
presumption that unearned income is usually
supplementary to earned income, and can,
therefore, bear higher taxation more easily.
If the effect of high taxation on unearned
income is to stimulate the taxpayer to an
increase of his lower-taxed earned income, so
much the better from the individual and the
social standpoint. Secondly, as we have seen,
avery high tax on earned income is much more
likely to curtail the output of productive effort
than a high tax on unearned income is to
depress saving and investment. In other
words, unearned wealth, whether as income or
as capital, possses a considerably larger
"ability to pay' than eaned wealth. In
attempting to supply the needs of revenue
with the least injury to the taxpayer, and to
the future productivity and revenue, it is
equitable to take account of this distinction.
Equality does not consist, as Professor Scott
appears to think, in treating equally things
that are not equal. In regard to taxable
capacity £500 of earned income is not equal to
£500 of unearned. If, as is contended, war-
made and other capital posseses a real capacity
to pay which has not been hitherto exploited,
it is no valid objection to urge that the ex-
ploitation of this emergency source will relieve
earned income from the obligation to pay a
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rate of taxation so high as to imperil the full
use of earning power.’

When all these considerations are weighed,
the proposal of an extra income-tax for
" personal capital' at a time when the ordinary
income-tax must continue to be very high,
will appear an expedient of doubtful value.

Moreover, it must be observed, that though
equity in apportionment of taxes is very
desirable, absolute equity will often be im-
practicable, and charges of unavoidable un-
fairness are not fatal to a tax unless they are
S0 grave as to endanger seriously the earning
power of some class of the community. |
cannot think that this serious danger attaches
to a proposal to confine the capital levy to
material capital and to exclude persona
capital both from this levy, and from an extra
income-tax which under the specia circum-
stances, would be very burdensome and difficult
to collect.

§ 8. Public revenue must be collected where
it can without too much difficulty be got.
There will be some sources with ' capacity
to pay ' that are rightly ignored, if it is very
difficult to trace, assess and collect them.

! My own rejection of discrimination between earned and
unearned incomes in a reformed income-tax is based upon
practical difficulties, and not upon a denial of the distinction
between ability to pay in eaned or unearned income
respectively.
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If the sentiment of abstract justice be offended
in such cases there is no real remedy. But
we may go further, and admit that these
inequalities will have some detrimental in-
fluence upon personal and national economy.
Some persons are shocked at the proposal
to make a levy upon the accumulated in-
come which thrifty persons have saved and
invested, and which has contributed to the
fighting of the war, or to the future
productivity of national industry, while the
income which unthrifty persons have extra-
vagantly spent on their personal pleasures
excgpes such taxation altogether. They say
with a certain amount of truth that this
course penalizes thrift and industry. It was,
indeed, to meet this objection that | suggested
the possibility of a reduced income-tax upon
smaller savings during a time like this when
large quantities of new capital are needed.
But this 'thrift' argument, if admitted, is
liable to carry us too far. An industrious
man who eans a considerable income has
for his useful virtue to make a contribution
to the State: an idle man who only works
enough to provide himself with a bare living
contributes nothing. Here is dso a penaliza-
tion of industry, or a premium on idleness.
But what would you do? You cannot tax
income which does not exist. Nor can you
14
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force 'civilized' men to produce taxable in-
come in order that you may tax it, though
there may be those prepared for this coercive
policy which has often been applied to teach
industry to ' niggers.’

| admit that, if you tax the fruits of in-
dustry and thrift too high, you impede and-
reduce the production of the taxable body.
But | do not admit that a graduated emer-
gency levy on capital will carry any appreci-
able danger of this sort. And that for two
ressons. First, because the greater part of
the wealth on which the heavier portion of
the graduated levy falls is not to any sensible
degree the product of a calculated and costly
thrift, but the automatic overflow of incomes
which exceed the standard of expenditure
reckoned by their owners as desirable. A
high levy upon this portion of accumulated
wealth would not be an appreciable deterrent
to accumulation. If, indeed, the combined
taxation of income and of capital became a
regular practice of our State, the aggregate
volume of taxation might well prove injurious
to production and accumulation, and might
even cause industrial enterprise and its
entrepreneurs to seek aress of lower taxa-
tion for their domicile. For this reason
the advocates of a levy insist strongly on
its emergency character, and the opponents
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on the apprehension of its repetition. If the
State discovers that it can once 'raid' capital
advantageously, will it not recur periodically
to this method? The answer is ' No, not
if you accredit it with any true regard to
the economic interests of the nation, or even
to the future interests of public revenue.
[t will not do so, precisely because of the
soundness of the objection that is raised
to such recurrence. And this recognition of
the obvious folly of failing to distinguish
between this unprecedented emergency and
the ordinary needs of State finance will re-
move the apprehensions of future raids from
operating on the minds of the saving classes
so as to prevent them from saving. Of
course, if one assumes that State finance is
going to be conducted in ordinary times in
a recklessly shortsighted and incompetent way,
with no regard to canons of ability to
pay, or considerations of future revenue, the
objection has validity. But in such discus-
gons of finance as that on which we are
engaged, we are entitled to assume a higher
measure of competency and regard for the
future than this objection implies. It is
reasonable to regard this war-emergency as
so exceptional and so severe that nothing
resembling it islikely to recur in our time.

8 9. The objection that a capital levy is
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likely to reduce the supply of business capital
at a time when there is urgent need of large
supplies rests partly on a simple fallacy,
partly on the foregoing assumption that
future saving will be checked by fears of
another levy. The direct effect of a levy
on the quantity of present capital available
for financing new enterprise is nil. It is
simply a book-keeping transaction by which
certain sums will be taken from one set of
capitalists to be paid over in cancelment
of debt to another set—that is to say, so
far as the levy is issued for paying off war-
debt held within this country, as the great
bulk is. The capital which is surrendered by
the one st passes to the other set, or to
the State, assuming that the latter chooses
to hold certain parts of the levy (eg. rail-
way securities), instead of marketing them for
the repayment of war-borrowing. The total
amount of existing capital, real or monetary,
available for promoting increased production
of wealth, remains unaltered. Nor is it
likely that its distribution will be very greatly
affected, if we assume that all the well-to-do
classes of our population have subscribed
to war loans in a proportion roughly cor-
responding with their wealth. It is theoreti-
cally possible, no doubt, that the holders of
war bonds paid off by the levy might spend
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the repaid loan, instead of re-investing it
in business enterprises. But there is no
ground, for supposing them likely to take this
course, unless we impute to them a most
extravagant apprehension of another early
levy. The capital levy, therefore, would not
reduce the quantity of existing capital avail-
able for business purposes.

It is, however, sometimes suggested that
though the present supply of real capital in
the shape of plant, stocks, etc., would not
be affected, the available supply of monetary
capital might be reduced. A has £10,000 in
war bonds which he has deposited at his
bank as security for an overdraft of £8000.
If £3000 of his war- loan is taken and
cancelled as his contribution to the levy, his
bank advance will be correspondingly reduced.
Since most business men utilize a large pro-
portion of their war holdings for enlarging
their bank credit, the levy-for repayment of
war debt may bring a considerable reduc-
tion of the bank credit otherwise available
for re-establishing and enlarging productive
enterprises.  This objection has some force if
it be assumed that pre-war banking business
is to remain unchanged, and that the recently
discovered powers of public credit are to
remain unused, save for financia crisis, and
are then to be applied only for the saving
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of private credit institutions from collapse,
For the total volume of potential credit cannot
be diminished by this reduction of private
credit in repaying the public debt. What
has happened is that the State has improved
its credit by reduction of public indebtedness,
and that this process has involved some (not,
| think, a corresponding), reduction of the
agoregate of bank-credit. The real wealth,
the actual assts of the Nation, is not re-
duced, and so the aggregate of potential
credit based on them is not reduced. But if
the enlarged volume of State credit remained
unrealized, the aggregate of actual credit, and
so of power of industrial and commercial
expansion, would certainly be diminished.
This hypothesis, however, is hardly credible
in view of the large experiments in the
use of State credit during the war, and the
large post-war capital-expenditure upon hous-
ing and other business proposals to which the
Government is committed. The organization
and use of State credit to supplement or to
displace the private manufactijfe of credit by
bankers must be recognized as a necessity
of the near future and furnish a sufficient
answer to the objection that the levy would
reduce the available supply of monetary
capital.

The further objection that a levy would
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detrimentally affect the future supply of
savings has aready been met by implication.
It rests entirely on the assumption : (1) that
a capital levy is, and will be regarded as
an act of repudiation; (2) that it will evoke
grave apprehensions of repeated recourse to
the same ‘'.raiding’ method in the future.
The first assumption is entirely fase. A
levy exclusively directed to war-borrowing
would pro tanto amount to repudiation. But
the contribution of war loan to a generd
levy does not, as is sometimes pretended,
constitute a weaker form of repudiation. |If
any special discrimination were made either
against the ownership of war loan or the
income it yielded to its holders, the charge
would be valid. But a levy which hits this
kind of wealth equally with others is no
more chargeable with this offence than would
be an increased taxation upon all forms
of unearned income without a corresponding
increase upon earned income. The second
assumption, viz. that it will check future
saving through apprehension of further raids
rests, as | have shown, upon an imputation
of gross folly to our taxing authorities, and
a complete failure on the part of all con-
cerned to appreciate the exceptional nature of
the financial emergency justifying this unpre-
cedented step. My contention is that capital
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has an ability to pay an emergency levy,
but not a corresponding ability to pay a
regular tax or a non-emergency levy, precisely
because a genera fear of a repetition of
the process would check the saving, damage
production, and so reduce the yield of further
taxation. So far as any such apprehension
is operative, | agree that it militates against
the policy of a levy. But this apprehension
| contend to be so feeble that its operation
cannot be taken as a serious offset against the
advantages of alevy.

§ 10, | pass to the objection, aso raised by
Professor Scott, that " The enforcement of a
levy could hardly fail to have amost prejudicial
effect on the position of London as an inter-
national centre of exchange." " There can
be no little doubt that a levy, in the circum-
stances indicated, would produce a parked
deterioration in the credit and reputation of
London as an international money market,
the effects of which would be felt for genera-
tions. Foreign capital that was in the habit
of going to London would tend to be directed
to New York or to other centres where there
had been no levy." Would it? Why ? No
one proposes to levy upon foreign capital
invested in this country. That will be quite
safe.  Why then should the credit of London
suffer in the outside world ? Professor Scott's



GENERAL LEVY UPON CAPITAL 217

contention here only assumes a genera fear
of raiding in the future, but ignores the grave
results of the only alternative policy. | have
aready dwelt upon the mengpe to our
exchange and our international financial posi-
tion which a further large advance of income-
tax involves. The danger from this, the sole
alternative to a levy, is far more substantial
than that which frightens Professor Scott.
| am not, therefore, concerned to prove that
no risk of this, nature attaches to a levy,
but only that a greater risk attaches to ' no
levy.'

Finally, before quitting this part of the
subject, | must express amazement at the
charge that advocates of a levy are illogical
if they do not stretch this levy to cover a
complete repayment of the debt. Why is it
illogical to use alevy as supplementary to high
taxation which, if not thus aided, must become
too high? A levy, as | have contended, is
only an emergency method to reduce the
value of indebtedness to a tolerable level and
to ward off the early peril of having to meet
the full interest and sinking fund demands
put of ordinary current revenue at a time when
industry is utterly unsettled and ordinary tax
yields incalculable. The demand that a levy
shall take all or moreis but a shallow dialectical
device for adding speciousness to the economic
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and ethical objections which are raised. The
charge itself is utterly "illogical.’

811. But suppose that a levy is defensible
in economic theory and in ethics, is it prac-
ticable ? It seems to require, first, an early
and reliable ascertainment and valuation of
the various sorts of capital values; and,
secondly, a collection in forms available for
the purposes to which the levy is directed.
Now, as regards valuation, the bulk of pro-
perty exists in forms with a reliable monetary
measure attached to them. Professor Pigou,
in an estimate based upon returns for Estates
Duty in 1913-14 and 1914-15, computes that
some 60 per cent, of property at the end of,
the war will consist of stocks, funds, shares,
etc., 4 per cent. of cash in home and bank,
4 per cent. in money on mortgage, etc., and
2 per cent. in policies on insurance Thus
70 per cent. of the whole capital value
should present no real difficulty for valuation.
" Further, the most important of the other
items, namely, house property, business
premises and agricultural land " (16 per cent.
of the whole) " could be roughly assessed on
the basis of the income-tax returns, appeal
being allowed to anyone who felt himself
aggrieved.” Trade assts, goodwills, etc.,
household goods, apparel and miscellaneous
(largely persona) property (amounting to 10
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per cent, as declared for estate duty, but
probably underestimated these), present the
real difficulty. Immediate official valuation
for the purpose of early payment would not be
practicable. But the adoption of Mr Sydney
Arnold's proposal that the levy should be made
on valuations made by owners and checked
by subsequent official scrutiny, accompanied
by heavy penalties for deliberate conceal ment
or under valuation, would meet the difficulty,
reducing evasion to a negligible minimum.
It might, indeed, be well to recognize that
some evasion will take place, partly in con-
cealment of non-income-producing goods. It
might -be better to ignore this small percentage
of wealth. The loss of yield would probably
be less than that incurred by the failure of
income-tax to reach the income which hides
itself under additions to capital. Such escape,
moreover, Would not be final and complete,
but would for the most part only mean de-
ferred payment later on under death duties.
The notion that, in order to avoid an impend-
ing levy, numbers of wealthy persons would
buy diamonds and other valuables capable
of easy concealment is fallacious. A few might
take this course successfully, but, if many
attempted it simultaneously, prices would rise
heavily against them, and if, after the levy
was over, they sought to convert their valuables
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again to cash, they would sustain a loss prob-
ably as great as the amount of the levy
they had evaded. Something could doubtless
be done in the way of concealment by buying
bearer bonds, though it is likely that facility
in evading income-tax and super-tax afforded
by ownership of these securities has already
had an effect in unduly raising their price.
Any attempt on a large scale to use this as
a way of avoiding an early levy would be
attended by the same loss as in the case of
valuables, the levy-dodger would lose both
in the terms on which he bought and on the
later terms on which he sold, and if he did
not sell but held, in the low rate he would
receive for his investment. In any case the
leakage thus caused would be no greater for
a levy than for its alternative a higher income-
tax.

8 12. Could the levy be collected in forms
available to secure its object, viz., the re-
duction of the debt and the improvement
of further credit? And would not its col-
lection absorb too much of the fluid capital
needed for the reorganization and extension
of old businesses and the development of
new ? In answer to the first question, it
would be both desirable and feasible to collect
the great bulk of the levy in cash or in war
loan. This could be done by offering slight
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premiums for payment in these forms.
Since most of the war loans must be held by
persons who will be called upon to pay a
levy, and the wealthy who will pay the bulk
of the graduated levy will be in most cases
holders of considerable blocks, there ought
to be no difficulty in getting the greater part
of a levy, amounting to half the total war-
loan issues, paid in this ,paper, or in cash,
and so available for immediate redemption.
For the rest, the ingenious proposal of
Mr Arnold, that the Treasury should issue a
list of approved securities at certain fixed
guotations and exchange them with war
stock holders under an arrangement which
offered the latter a sufficient inducement to
effect the exchange, offers a way out of a
difficulty. " The list would include Colonial
Government  Stocks, Indian  Government
Stocks, British Corporation Stocks, Loans of
Public Bodies in the United Kingdom, De-
bentures and Prior Charges of the Home
Railways, and of the best Colonia and
Foreign Railways, and Debenture Stocks
and Preference Shares of good Companies."
It might, however, not be necessary for the
Treasury thus to dispose of these sound
securities which the levy puts into its
possession. It might continue to hold them as

Mr Sydney Arnold, The Economic Journal, June 1918.
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productive assets against the war-indebtedness,
paying debt interest out of their annual yield.
In certain cases, as with British Rails, and
perhaps Mines, Banks and Insurance Com-
panies, where an early policy of Nationaliza-
tion was contemplated, it would clearly be
advantageous to keep their securities for
financing this operation, and even in other
instances, where nationalization was not
contemplated, a policy of tightening Govern-
ment control in such matters as labour con-
ditions, investment of capital, combinations
and regulation of prices, might be facilitated
by the retention of a large public interest
in these enterprises. But, if the policy of
getting rid of these securities at once, in
order to apply the whole product of the levy
to an immediate cancelment of debt, were
preferred, the process upon which Mr Arnold
relies, of procuring a voluntary exchange of
these securities for war bonds, would, as
he urges, present no difficulty at a time like
this. Good irredeemable securities with fixed
interest are better as a permanent holding
than War Bonds, and there is a much greater
prospect of their . appreciating largely in
capital value as time goes on, and as the
high rate of interest upon new investments
falls to which their temporary depreciation
isdue. If, asis possible, the sudden surrender
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do- large quantities of war loans and gilt-
edged securities injuriously weakened the
credit facilities of business firms with the
banks, the Government might take the course,
already suggested, of bringing their own im-
proved and largely unutilized credit into
operation, either by way of guarantee to
the banks or by direct dealing with this class
of cases. Such cases with others where the
circumstances of ownership imposed peculiar
hardships or damages upon the payment of
a levy in serviceable forms, might well be
referred to a Commission, empowered to
substitute payment by instalments extending
over a number of years. To such a Com-
mission would likewise be referred hard cases,
connected with trusts and other arrangements,
where properties were loaded with obliga-
tions which reduced their real though not
their legal ownership, and where a full levy
would be inequitable. The difficulties, upon
which so much stress is laid, connected with
a levy upon real property and upon values
locked up in the plant, stock, etc., of a private
business, could mostly be solved by some
such expedient. Spreading over the pay-
ment of the levy by a series of instalments
would, of course, weaken the full efficiency
of the levy. , But it would not violate the
principle which underlies it. That principle
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is that as much of the debt as is economically
feasible should be paid off as soon as possible.
If it can be shown that only a certain portion
can conveniently be paid off immediately,
but that another portion can be paid off by
a fixed number of instalments extending over
a few years, the rest being left to the action
of the ordinary sources of revenue to defray
the costs of a still slower sinking fund, it is
right to recognize these limitations to the
efficiency of a capital levy. But it is no
argument against the use of the levy that
it has these limitations. .All | have contended
is that, within such limitations, a powerful
cae can be made for incorporating such a
levy in the financial policy which must be
devised for dealing with the emergency created
by the magnitude of the war indebtedness.

One word in conclusion. As in the cae
of the income-tax, small values should be
exempted from a levy, and a careful gradua-
tion should be conducted so as to raise the
rate proportionately with the sze of the
property. All economic, moral and practical
considerations relating the ability to pay
to the sze of the taxable body are as applic-
able to a capital levy as to an income-tax, or
ordinary death duties.

In setting out the two forms of a capital
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levy, the one confined to wealth made during
the war period, the other applicable to all
accumulated wealth, and in discussing the
advantages and difficulties of each form |
have arrived at no conclusive judgment as
to the form which may best be adopted in
our financial emergency. A levy confined
to war-made wealth would have the great
advantage of a stronger and wider immediate
appeal to the sense of justice which is out-
raged by the knowledge that great fortunes
have been made out of the straits, the perils
and the sufferings of our nation, and which
would readily sanction the policy of reclaiming
as much of this wealth as is attainable in
order to apply it to the payment of war costs.
A thoroughly sound war-finance would not
have permitted this wealth to be amassed:
its recovery by means of a post-war levy is
a correction of this error. Many who would
boggle at accepting any general theory of
surplus wealth in relation to ability to pay
would be glad to take large chunks from
the ill-gotten gains or windfalls of war-
profiteers. Such a policy would also have
a particularly soothing influence upon the
mind of the working classes, dangerously
suspicious of the connivance and support
given to this war-profiteering by a ' capitalist
government." As a stroke of popular justice
15
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it would win general approval. But it is
beset by two practical difficulties, one of
which at least might prove insuperable.
The ascertainment of war-profiteering as
embodied in new capital vaues implies a
fairly reliable valuation of pre-war capital
in its severa ownership. For the levy could
not be levied merely upon a comparison of
the prewar and the post-war value of the
several businesses, even if that of ten - difficult
computation could be made. For, as we have
recognized, it is only individual income and
property that have a true ability to pay.
A comparison of the market price of share-
capital in 1913 and 1919, or of dividends
before and after the war, might afford some
tolerably accurate measure of the war-made
gains upon which it was desired to levy. But
this basis could only be equitable and practic-
able on the supposition that the shares were
held in 1919 by the same holders as in 1913,
no sdes having taken place by means of
which existing and prospective war-profits
were realized by the vendors. Moreover, a
1913 valuation might prove impossible in
the case of many private busnesses, and, in
any case, some other instrument would have
to be found for dealing with profitable busi-
neses, not a few of which have sprung up
during the war itself. It is evident that
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this restricted levy could only be equitably
worked by a comparison of individual wealth,
involving a 1913 valuation. Many persons
hold this retrospective valuation to be im-
possible. The other objection is adso of a
practical nature. To find so substantial a
sum as 3500 millions from this source would
appear to. demand a levy of no less than
50 per cent. To recover this at a single
stroke from the men who have received it
and spent, invested, or even lost it, would
in many cases be impracticable, and an
attempt to enforce it would cause grave in-
dustrial and financial injuries, to parties other
than those immediately affected. Such a
levy could only be executed in instalments
which would extend over a good many years.
But this slow restriction of the levy would
defeat the main object of alevy, viz., to procure
a large immediate relief from the oppressive
burden of the war debt.

If these objections are insuperable, the
popular preference for the enforced levy must
give place to the practical advantages of the
general levy. Upon the critical issue of the
practical possibility of a direct valuation of
war-made wealth | do not pronounce. It is
certain that a good deal of this wealth could
not be traced or measured, e.g. the considerable
gans made by many private shopkeepers
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and farmers. But it does not seem prima
facie impossible that a strong, able, and im-
partial Committee (were such procurable),
with Statutory powers to call for accounts
and to summon witnesses, might trace large
quantities of war-gains arising in certain
fortunate trades and businesses to their real
recipients and reclaim the bulk of them for
the public revenue. The fact that other war-
gains could not so be traced and taken ought
not to bar recovery where it is possible. It
is no valid answer to the recovery of certain
stolen goods from the receivers that other
stolen goods cannot be found. This analogy
is no whit impaired by urging that in most
cases no persona guilt attaches to those who
in business have merely taken advantage of
a strong situation in which the war has placed
them. Wealth made by a combination of
war-made shortages and extravagant public
finance ought to belong to the public, and if
it is stolen or lost in transit, it should be re-
covered where it can be found. In any case
the appointment of a Special Committee on
War Profiteering, with a view to such recovery,
ought, | think, to be made without delay.
Before it is appointed, it may be premature
to pronounce upon the impossibility of a
restricted levy, capable of making a con-
siderable yield to the redemption of the debt.
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The conviction of most of those who favour
alevy is, however, opposed to the view that
a sufficient sum of money could be got by
such a levy, and they are firmly convinced
that a genera levy, involving a valuation of
all accumulated wealth on its present value,
is the only practicable alternative to a
dangeroudy high income-tax.



CHAPTER IV

RELATIONS OF IMPERIAL TO LOCAL
TAXATION

81.FVERY modern State finds itself in

need of acontinually increasing income
for the performance” of new non-remunerative
work, and for the enlargement and improve-
ment of existing public services. Compara-
tively little of this new or enlarged work is
directly and specifically productive of wealth
upon which the cost of the State service can
be charged. Though public health, educa
tion, defence and industrial regulations may
be considered conducive to the improved
economic productivity of the nation, this
economic gain is not the sole or even the
main object of the State, nor is it so certain,
immediate and measurable as to furnish a
specific revenue for the performance of the
public service, as in the case of the Post Office
Services. The cost of most of these services
must therefore be defrayed out of the genera
income of the State. That income must be
obtained either from the profitable exploita-
tion of State properties and monopolies, or

230
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by genera taxation. Where, as in some
countries, State ownership of lands, forests,
mines, railways, banks and other lucrative
resources, enables the public revenue to be
enriched by receiving rents and profits which
elsawhere are left in private hands, subsidies
from these sources may be applied to help to
bear the cost of non-remunerative services.
But even in these cases it appears that the
rents and profits thus taken by the State are
in effect taxes upon the income of citizens,
in the shape of surcharges on their purchase
of the goods or services delivered to them by
the State. For, when the State administers
a productive and remunerative service of
which it has a monopoly, it can either supply
the goods or service at cost price to the com-
munity, or it can levy an arbitrary toll,
working its public monopoly on business lines
as would a private owner. If, in order to
defray the cost of other specific services, or
to improve the general revenue, the State
pursues the latter policy, its action Ought
clearly to be recognized as a method of taxa-
tion* The determination of State policy is
not, however, as a rule, guided by mere or
immediate considerations of finance. Low
railway rates may be given in order to promote
health and amenities by helping to relieve
the congestion of population in cities;, a
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drink or tobacco monopoly may impose high
prices and earn a high profit primarily for
public order and hygiene or in order to check
excessive consumption of luxuries. A well-
administered State., will certainly use its
economic monopolies to achieve other service-
able objects than the provision of revenue.
The desirability of providing cheap food,
fuel, travel, carriage, insurance or credit
will, in many cases, disable the State from
reaping a large direct revenue out of the
economic services it owns or controls. To
encourage or discourage certain habits of
consumption may be deemed more truly pro-
fitable for a State, in relation both to its
higher purposes and to the future economic
productivity of the nation, than to exploit
these monopolies for present purpose of
maximum public revenue. Upon the whole,
the tendency of a modern progressive State
will be to use its increasing economic control
to supply sound goods and services at cost
price in all cases except where health, public
order, or some other clearly defined ad-
vantage accrues from restricting or regulating
the supply of the goods or services controlled.
We cannot, therefore, hold it likely that our
post-war State, however greatly it extends
its ownership or control of specific industries
or services, will utilize the power of monopoly
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thus obtained to any large extent as a source
of public revenue. In other words, the great
bulk of the increasing revenue the modern
State demands must come out of ordinary
taxation.

§ 2. Hence the demand for a thorough ex-
ploration of the taxability, or ability to pay,
contained in the various elements of income
possessed by members of the community
For all taxes, direct or indirect, upon whom-
soever levied, are in the last resort deductions
from the monetary and real incomes of in-
dividuals, transfers of their spending-power
to the State. Death duties are taxes upon
the parts of annual incomes which, not being
spent, have accumulated, and can bear a
second or special tax when they pass by
death. Now those parts of income which
are necessary to support the producers of that
income in the output of their productive
energy, have no taxable capacity. For any
attempt to touch them would react in a re-
duction of the productive capacity of the
nation, the source of the wealth from which
all future taxes must be raised. Again, in a
community where provision is made by in-
dividual saving for large increases in future
production, in order to provide for the needs
of an anticipated increase of population or
a rising standard of consumption, a similar
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immunity from taxation must attach to the
minimum interest necessary to evoke the
required amount of that individual saving.
The items of income needed to defray these
costs of production have no true taxable
capacity, and any tax which seeks or tends
to assail them is ipso facto a bad tax. It
follows that all surplus incomes over and
above these costs possess taxable capacity
in various degrees. Economic rents and all
such portions of interest, profits, sdaries,
and other income as represent the operation
of monopoly, scarcity, or some stroke of
economic force or luck, some exploitation
of a favourable opportunity, are the only
proper objects of taxation. Not being due-e
to any laborious effort or sacrifice on the
part of their private recipient, their removal
does not diminish his productivity, except
in so far as their expenditure has been so
embedded in a class or personal standard of
living that atoo sudden or violent attack upon
it might cause an injurious failure to adapt
himself at once to a lower standard. Apart
from this consideration we find in these
economic surpluses an absolute ability to .pay.
But the application to the practical problems
of taxation of the distinction between costs
with no capacity and surplus with absolute
capacity to pay is full of difficulty. For,
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i1l the operationsof industry and the emergence
of personal income, it is seldom possible to
distinguish accurately between costs and
surplus, or to measure them. Even in the
cae of rents of land the part attributable
to natural scarcity or situation or fertility is
difficult to separate from the part attributable
to improvements due to skill, enterprise and
the investment of capital. In most other
cass surplus is even more closely linked up
with some legitimate payments for ability
and saving. These considerations, though not
invalidating the distinction between costs
and surplus in respect to taxability, point
to the inadvisability of basing any taxing-
system upon the separate measurement of
surplus elements in income. The practical
basis of sound taxation is found in the pre-
sumption that the proportionate taxable
capacity of individual incomes varies directly
with their size, i.e. the larger the income,
the larger the proportion of taxable surplus
it contains.

§ 3. But the fact that the income, whichin
its acquisition is an individual income, is, in
its expenditure, as a rule, a family income,
has an important bearing upon the tax-policy.
For it requires us, in considering the ' cost'
part of an income, to take into account the
sze of the dependent family. Admitted
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already in the system of alowances for wife
and other dependents, this principle must
be fully incorporated in our taxing-policy
S0 as to recognize that, as regards all low or
moderate incomes, taxability varies inversely
with the number of those dependent on
the income. The income-tax, thus amended
and graduated smoothly so as to avoid the
irritation, injustice,, and evasions, due to
sudden jumps, curved more steeply on the
higher grades in accordance with our general
law of taxability, would remain the chief
instrument for the collection of State revenue.
It would be supplemented, as now, by the
death duties, graduated still more steeply
in the higher estates, by which would pass
to the public purse large portions of surplus,
accumulated sometimes through  severa
generations, which had not been adequately
tapped by any annual income-tax. A higher
taxation of the larger annual incomes would,
of course, in time slow down the accumulation
of large estates, diminishing the proportionate,
though not necessarily the absolute, contribu
tions of death duties to the revenue,

8 4. Anintelligent interpretation of thistax-
ing-policy condemns all taxes on commodities
arid other indirect taxation as vexatious and
costly methods, injurious alike in their assess
ments and collection, their shifting and their
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incidence. Indirect taxes are occasionaly
defensible on other grounds than those of
revenue, as instruments for checking the
wasteful production and consumption of
certain articles of luxury involving injury to
health, morals or social order. Import duties,
excise and licences, may be utilized for these
purposes, bringing incidental revenue. But
ordinary import duties, general or discrimina-
tive, are incapable of bringing any net gain
to the national revenue. Ultimately falling
upon the incomes of the people in the im-
porting country, by raising prices and re-
ducing the real value of their money incomes
they inflict heavy damage. Costing much
in expenses of collection, directing much of
the capital and labour of the nation into
less productive channels than they would
otherwise have taken, and weakening the
stimulus to the discovery and application
of improved technique, they reduce the
aggregate yield of wealth and so the ' surplus'
from which State revenue can properly be
derived. The rare cases in which the foreigner
can be made to pay (i.e. when the import
tax.falls on foreign surplus incomes) are so
precarious and incalculable as to make them
rightly negligible in a taxing-policy. Import
duties (unaccompanied by excise) are only
defensible, if at all, for other purposes than
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revenue, for example, as a weapon in an
international campaign against' sweating.'

Such is the normal policy by which a pro-
gressive State should levy taxes, in order to
supply itself with revenue. In order to meet
the abnormal financial situation produced by
the war, we have examined the practicability,
economic and political, of two proposals for
acapital levy, one of large dimensions confined
in its incidence to capital values made during
the war period, the other of a general kind,
though of smaller dimensions. We came to
the conclusion that, though it would not be
practicable to add to the improved and more
productive income-tax a capital levy as a
normal or repeated instrument of revenue,
these objections are overborne by the
special corfsiderations of the war-emergency.
In other words, such a specia levy as is
here proposed would not have the damaging
reactions upon future savings, productivity
and taxable yield which its opponents
dlege against it. Nor do the undoubted
difficulties of valuation and collection preclude
its use.

8 5. To this genera summary of the theory
and policy of taxation | desire to add the
following important implication. If this
policy be consistently adopted and developed
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as the instrument for State revenue, the long
delayed adjustment between national and local
finance becomes extremely urgent.

The services financed by local government
may be conveniently grouped under two
heads. First come those productive enter-
prises such as supply water, gas, and electricity,
tram service, etc., to private citizens, for which
specific payments are made by them either
in the shape of a separate rate or by retail
payments for each unit of supply. These
are ordinary business transactions with which
imperial finance has no proper connexion
except so far as the State may be required
to sanction the raising of loans for capital
expenditure. The revenue thus raised, is not
tax revenue. Attempts have frequently been
made in theory and in practice to distinguish
among the numerous other services locally
administered certain ones as being of dis
tinctively national value from others of merely
or mainly local value. Among the former
are commonly placed such services as Edu-
cation, Public Health, and Poor Relief;
among the latter such material arrangements
and simprovements as the making and repair
of streets, their cleaning and lighting, and the
provision of parks, libraries, museums, etc.
But a little reflection shows that the alleged
distinction between services of national and



240 TAXATION IN THE NEW STATE

services of local benefit cannot be maintained.
In all alike the primary benefit is confined to
the local inhabitants : in all theselocal benefits
alike the nation participates. For in modern
times there is nowhere to be found such
municipal self-sufficiency as prevailed in the
medieval city, and survived in some measure
up to railway days. Commerce, communica-
tions, mobility of population have conspired to
destroy the old localism.

We cannot therefore deal with municipal
finance by merely asking and answering the
question cui bono ? For local and national
benefits interpenetrate and are indistinguish-
ablee. And yet it is undeniable that the
citizens of Birmingham or Bradford have a
far keener and stronger interest in their streets
or trams, or schools, than has the rest of the
nation, and that in virtue of this special interest
there devolves in them an important or even
a predominant part in their administration
and finance. Evidently the chief direct
control of their paving, lighting, care of local
poor, must be vested in the local authorities,
who aone can know the detailed circum-
stances. But it is equally evident that the
wider national interest carries a duty of super-
visory control, and that these two controls
must both be represented in finance. The
municipality cannot be allowed to determine
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or to administer an expensive policy for which
it has nofinancial responsibility. It is equally
clear that, if the State is to require conformity
to a national standard of efficiency on the
part of local administrators, it must be pre-
pared to assst in the finance. With the
development of the national standard this
policy of national supervision, advice, and
finances must continually assume greater
prominence, and an increasing part of the
required expenditure will devolve upon the
State. This consideration gives great im-
portance to the invention of the Grant
in Aid as the instrument of national and
local corporation in municipal services. Mr
Sidney Webb has given the following account
of the objects which this invention is designed
to serve.

" Grants in Aid are necessary, in the first
cae, to prevent an extreme inequality of
burden between one district and another.
To leave each Local Authority to pay for
its own sanitation, its own schools, its own
roads and bridges, its own sick and infirm and
its own aged poor, would mean that some
districts would have to incur a rate in the
pound ten or even twenty times as great as
others." But the achievement of the object
depends, as Mr Webb shows, upon the proper
allocation of Grants in Aid. " The way

16
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actually to aggravate this inequality, and
to transform the Grant in Aid from a bene-
ficent to a maleficent force is to make it vary
in proportion to the rateable value of each
district, which is actually how severa of the
Grants in Aid have been allocated, thus
giving to the richer districts which have
least administration to pay for, and the
greatest means, more than to the poorer
districts, which have most administration to
pay for and the least means."

The second object achievable by* Grants
in Aid isthat " They are needed to give weight
to the suggestions, criticism and authoritative
instructions by which the Central Authority
seeks to secure greater efficiency and economy
of administration.” Thirdly, "They furnish
the only practicable method, consistent with
local autonomy, of bringing to bear, upon
local administration the wisdom of experience,
superiority of knowledge, and breadth of
view which, as compared with the adminis-
trators of any small town, a central execu-
tive department cannot fail to acquire, for
the carrying into effect the genera policy
which Parliament has prescribed.” " The
fourth reason for Grants in Aid is that only
by this means can we hope to enforce on all
Local Authorities that ' National Minimum’

! " GrantsinAid,"ch.ii. (Longmans)
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of efficiency in local services which we now
e to be indispensable in the national
interest."

8 6. The funds contributed by the State as
Grants in Aid to local services must, of course,
in accordance with the analysis of the in-
cidence of national taxation adopted here
be derived from the general body of surplus
or taxable income. But what is the fund
upon which Local Authorities can properly
draw for their contribution to the mainten-
ance of local services for which specific pay-
ments are not taken ? Do the local benefits
derived from these services take a definitely
economic shape in measurable terms of im-
proved income for any class of citizens ?
If they do, then there emerges a body of
wealth due to public expenditure upon which
a rate may equitably and economically be
levied to defray that expenditure in whole
or part. Now it is certain that clean, well
paved, and well lighted streets, open spaces,
and other local utilities and amenities, helping
to draw into the town some population from
the country, or from neighbouring, but worse-
equipped towns, increase the ground value
and the annual rental which landowners can
clam. Is this the only taxable surplus
created by public expenditure upon these
utilities and amenities? Some sav ves



244 TAXATION IN, THE NEW STATE

arguing that any other benefits, whether
economic or not, which such public services
render to business and professiona men and
to private residents, are charged up against
these primary beneficiaries in higher rents.
Though house-owners or lease-owners, as
distinct from ground landlords, will get some
gain out of the situation, the whole advan-
tage will, they urge, eventually pass into
the pockets of the landowners. Shopkeepers
may begin to benefit because the town made
healthy and agreeable by the public policy,
has drawn well-to-do residents. But shop
rents will soon go up, the owners of the pro-
perty taking the gain. So with the advantage
which the general growth of population and
of demand will bring to other business and
professional men, it will in every case enable
the landlord to raise his rent.

But this extreme position attributed to
landowners by many single-taxers is not
seriously tenable. It rests on the assumption
that the local land is strictly limited in
amount, and belongs to a single landowner,
and that business men and residents have no
‘option of transferring their business and homes,
to other local aeas. Now this assumption
is invalid. Even in the case when all the
town area is owned by one man, his power
to take by rack-renting the whole economic
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benefits of municipal expenditure is limited
by several considerations. The first and
most obvious, of course, is the existence of
leeses which secure to tenants during the
remainder of their tenancy the whole or part
of the economic benefits. But apart from
this, « the monopoly of town land is qualified
by the policy of most municipalities in en-
larging the effective town area, for residential
and. for many business purposes, by cheap
and rapid transport to outside belts of land,
often accompanied by enlargement of the
municipal area. This increased supply of
land accompanied by development of building
sites in suburban areas can operate as an
effective restraint upon the raising of rents
either by ground landlords or lessors of town
buildings. This power of busnesses to go
outside the town area is an important and
growing check upon town landlords, which
may be made extremely effective when not
only cheap transport but cheap electric power
for industrial uses is obtainable. Further,
although the inconvenience and loss incurred
by moving a place of business or a residence
from one town to another, or even from one
part of the same town to another part, is a
real source of econorpdc strength to landlords,
the existence of other neighbouring towns,
pursuing a similar progressive policy of
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municipal development, furnishes a powerful
element of competition for persons not tied
down closely to a single central town area.
These are real checks upon the power of a
monopolist landlord to .secure for himself the
full economic value of municipal improve-
ments. While, then, it is undeniable that
a large part of such gans from monopoly
expenditure fall to the landowner and lease-
holders (during the period of the lease) it is
equally the case that industrialists, tradesmen,
professional men, and other occupants, are
partakers to a considerable extent of these
gans. So far as the benefits from such
municipal expenditure .are non-economic
gains, such as health, intelligence, and re-
creation, they produce no fund capable of
bearing a rate. But when the benefits accrue
in real and monetary income, there is clearly
a valid case for rating this income, so far as
it can be ascertained or reasonably presumed,
for the support of the local expenditure to
whichit owesitsorigin.

8 7. The existing rating system which con-
fines its demands to income from real property,
land and its ' improvements,’ can only. be
defended, on the ground that other municipally
made income is too elusive to reach although
it certainly exists and has ability to pay.
It cannot seriously be maintained that the
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rental of business premises or a house is any
reliable index of the possesson of these
economic gains from municipal expenditure
on the part of the occupier. There is no
complete solution of the problem of how to
secure for locally administrative services the
economic surpluses created by those services.
For, as we recognize, in no respect is a town
or other local unit so compact and separate
an economic area that outside factors do not
enter into every aspect of its economic life.
Though an increase of town land values is
evidently due in part to local expenditure
in its influence upon the population and
prosperity of the town, these very elements
of population and prosperity ae largely
affected by other general outside factors
which may be termed national, and which in
their turn are influenced by still wider ten-
dencies. Still more is this true of benefits
which accrue to other citizens from the civic
expenditure. Traders, professional men and
workers in a progressive well-administered
city will all enjoy certain advantages realized
in concrete terms of real income or increased
earning power. Part is due to the local good
government. But how.much it is impossible
to gauge.

A revised taxing-system must have regard
to these difficulties. It will, 1 think, do well
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to discriminate between the increases of land
values due to local administration and other
economic gains. So large a part do local
improvements play in the former case as to
justify a specia contribution from this source.
This could take shape in a specia local tax
on land values so asessd as to stimulate
landowners to put their land to its most pro-
ductive use. Since, however, it cannot be
presumed that land values or even their annual
increments are wholly or even chiefly attribu-
table to local expenditure, the interest of
the State in this form of surplus value must
be duly safeguarded by a strict limitation
of this rating power upon land values.

On the other hand, it is clearly desirable
that Local Authorities should have incomes
at their own disposal, derived from local
sources, and put to local beneficial uses. A
local income-tax, or asiir-tax on local incomes,
sometimes suggested, is quite impracticable.
If such a tax were confined to persons residing
in the local area, evidently many of the richest
business people would escgpe, having their
domicile outside. Moreover, an increasing
number of the larger and more lucrative
businesses are not confined within one local
area, either for their operation or their market,
and in such cases it would be impossible to
earmark any proportion of the income as
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earned in one locality. How could a railway,
a bank, a branch shop, or even a local firm
of lawyers, stock brokers or deders, be assessed
for income earned within any single municipal
aea? There is clearly no such relation
between an income area and an area of local
administration as to give validity to any such
proposal

8 8. What is required is some approxi-
mately sound way of getting a specia con-
tribution to local expenditure from persons
whose incomes presumably contain elements
due to such expenditure. Since this cannot
be achieved by a residential income-tax, some
other index of ability to pay must be re-
cognized. The present basis of annual rental
value of occupied buildings appears to me
to be the best available index, provided certain
important changes in assessment are made.
In the first place, since it is locally made
income we are seeking to tap, the same pro-
cess of graduation as is applied for imperial
income-tax is applicable here. The failure to
carry even the dlight and clumsy gradua-
tion adopted for rentals below £100 beyond
that limit is a quite indefensible application
of the taxing principle. But if housing ac-
commodation is to be taken as an index of
locally created income, the rating must have
regard aso to the general test of ability to



250 TAXATION IN THE NEW STATE

bear furnished by the number of persons de-
pendent on the housing accommodation. A
ten-room house occupied by a family of nine
must not be rated on the same terms as if
the occupants were only three. The rating
in the two cases need not be in the ratio of
3 to 1, for a large proportion of the accom-
modation of a house has small reference to
the number of its occupants. Nor is it de-
sirable to apply inducements to overcrowding
or even to excessve economy on house room.
But a considerable alowance in the rating
system for number of occupants ought to be
made.

If, as is sometimes pleaded, certain persons
choose to spend a larger proportion of their
income than others on a large showy house
in an expensive neighbourhood they will
doubtless be disproportionately rated. 'But
this is a doubly serviceable result. For by
operating as a deterrent against extravagant
expenditure on housing, it economizes for
the genera body of citizens the aggregate
supply of housing and tends to lower rents.
Finally, if a sound and equitable rating is to
be effected, the methods of assessment must
be improved. This can only be achieved by
entrusting the process of valuation to properly
trained persons appointed by the Local
Government Board, instead of to officias
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appointed by Local Authorities notoriously
influenced in rating cases by personal interest.
It is well-known that the assessment by
Local Authorities, especiadly in rural districts,
Is often incompetent, slovenly and dishonest.
The underassessment of large properties be-
longing to members of the taxing authority,
their friends and other persons of local in-
fluence, involving a higher genera rate than
should be necessary, is a frequent and notorious
scandal

If it were possible to discover and to measure
with 'moderate accuracy the pecuniary gains
derived by private citizens and local businesses
from local services, it would be convenient
and equitable to defray the cost of such
services entirely by means of rates laid upon
this publicly created surplus. But as a muni-
cipality or other local area tends to become
less and less a self-sufficing unit for all economic
and other purposes, it must become con-
tinually less possible to track down and measure
such locally made gains. For this reason it
will be necessary for the State continually
to exercise a more rigorous supervision of
local rating, so as to restrain the Local
Authority from trenching upon taxable re-
sources which are not properly local surpluses
and which are needed for imperial purposes.
This restriction will probably be accompanied
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by an increasing dependence upon Grants in
Aid for important local services. This,
however, need not be taken as self-evident.
For just as a valid internationalism re-
quires and stimulates distinctive qualities and
capacities in its national constituents, so a
valid nationalism should not aim at a too
rigid standardization of local conditions, but
should encourage local character to express
itself in institutions and services administered
and financed mainly or entirely from local
resources. The art of municipal self-govern-
ment is still immature and experimental,
and financial policy should make allow-
ance for freedom of growth, and for the
utilization of the keener public spirit which
breathes within the smaller areas of human
fellowship. While, therefore, it is likely and
reasonable that State control and State finance
will figure more largely in certain spheres of
local government, this is quite consistent
with a wider local autonomy in other spheres,
the larger aggregate of civic services affording
scope for both tendencies. So intimately are
the secret springs of economic prosperity
associated with all services which constitute
to human health, development, and happiness
that it may be taken as a sound assumption
that, though these services may be directed
primarily to the attainment of non-economic
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objects, the higher standard of personal and
collective humanity which they establish
will yield as a necessary by-product such
increase of wealth as will serve to defray
the public expenditure those services involve,
local equally with national. Such increments
are in accordance with our genera theory
of taxation naturally adapted and designed
for this public purpose.

8 9. This brief consideration of the relations
between Central and Local Government, in
respect of the raising of revenue for public
services, greatly strengthens the acceptance
of our basic principle that taxing authorities
find in surplus incomes the only funds with
true ability to pay. Where there is a legiti-
mate presumption that certain of these surplus
values are directly traceable to benefits
accruing from local public expenditure there
Is a strong prima facie ground for earmarking
such values for contribution to the local
revenue. Here is the case alike for local
taxation of increments of land values within
the locality and for a reformed genera
rating upon the present occupation basis. But
the impossibility of ascribing any element of
surplus income wholly to local public bene-
fit, as distinguished from the operations of
national policy or of private economic needs
and opportunities, makes it improper for any
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local administration to rely wholly on its own
rating powers for its income. For this would
involve a continual danger of the locality
poaching upon the legitimate resources of
the State, the Local competing with the
Central Government in its demands upon
the same body of taxable wealth. Upon all
surplus-income, except such as is presumably
due to locally financed services, the State
has a rightful lien for taxing purposes out of
which to defray such costs of National Govern-
ment as cannot conveniently be met from
State-owned properties and monopolies, in-
cluding under the term National Government
such control of and participation in locally
administered services as it helps to support
by contributions from the national treasury
in the shape of Loans, Subsidies or Grants
in Aid.






Printed in Great Britain
by Turnbull & Spears. Edinburgh



METHUEN'S
GENERAL LITERATURE



A SELECTION OF

MESSRS. METHUEN'S
PUBLICATIONS

This Catalogue contains only a selection of the more important
books published by Messrs. Methuen. A complete catalogue of
their publications may be obtained on application.

ARMSTRONG (Anthony) (' A. A’ BARKER (Ernest)

of Punch)

WARRIORS AT EASE
WARRIORS STILL AT EASE
PI-RCIVAL AND |
PERCIVAL AT PLAY
How TO DO IT

Each 3s. 6d. net.
LIVESTOCK IN_BARRACKS
Illustrated by E. H. SHEPARD.

65 net.

BAIN (F. W.)
A DIGIT OF THE MOON
THE DESCENT OF THE SUN
A HEIFER OF THE DAWN
IN THE GREAT GOD'S HAIR
A DRAUGHT OF THE BLUE
AN ESSENCE OF THE DUSK
AN INCARNATION OF THE SNOW
A MINE OF FAULTS
THE ASHES OF A GOD
BUBBLES OF THE FOAM
A SYRUP OF THE BEES
THE LIVERY OF EVE
THE SUBSTANCE OF A DREAM
Each 3 s. bd. net.
AN ECHO OF THE SPHERES
10s. 6d. net.

BALFOUR (Sir Graham)
THE LIFE OF ROBERT LOUIS
STEVENSON

Twentieth Edition.  7*. 6d. net.

NATIONAL CHARACTER

10S. 6d. net.
GREEK POLITICAL THEORY
14s net.
CHURCH, STATE AND SCHOOL
7s 6d. net.
BELLOC (Hllaire)
PARIS 8s. bd. net.
THE PYRENEES 8S. 6d. net.

MARIE ANTOINETTE ~ 18S.  net.
A HISTORY OF ENGLAND
In 5 Vols. Vols. I, Il and |11
Each 155 net.
ON NoTHINO
HILLS AND THE SEA
ON SOMETHING
THIS AND THAT AND THE OTHER
ON
FIRST AND LAST
ON EVERYTHING
ON ANYTHING
EMMANUEL BURDEN
A PICKED COMPANY
Each 3s. 6d.'net.

BIRMINGHAM (George A.)

A WAYFARER IN HUNGARY
Illustrated. 8s 6d. net.
SPILLIKINS : ESSAYS. 3s 6d. net.
SHIPS AND SEALING-WAX : ESSAYS
3s 6d. net.



Messrs. Methuen's Publications 3

BUDGE (Sir E. A. Wallis)

A HISTORY OF ETHIOPIA:
AND ABYSSINIA

lllustrated. 2 vols. £3 13s 6d. net.

NUBIA

CHESTERTON (G. K.)
G.K.C, ASM.C. 7S 6d. net
THE BALLAD OF THE WHITE HORSE
6d. net.
Also Illustrated by ROBERT AUSTIN.
12s, 6d, net,
CHARLES DICKENS
GENERALLY SPEAKING
ALL THINGS CONSIDERED
TREMENDOUS TRIFLES
FANCIES VERSUS FADS
ALARMS AND DISCURSIONS
A MISCELLANY OF MEN
THE USES OF DIVERSITY
THE OUTLINE OF SANITY
THE FLYING INN
Each 3s. 6d. net.
A GLEAMING COHORT
2s. 6d. net.

WINE, WATER AND SONG
15 6d. net.

CLUTTON-BROCK (A.)
WHATISTHE KINGDOM OF HEAVEN ?
ESSAYS ON ART
SHAKES'EARE'S HAMLET

Each 5. net.
ESSAYS ON BOOKS 3. 6d. net.
MORE ESSAYS ON BOOKS
ESSAYS ON LIFE
ESSAYS ON RELIGION
ESSAYS ON LITERATURE AND LIFE
MORE ESSAYS ON RELIGION

Each 6s. net.
SHELLEY, THE MAN AND THE POET

7S 6d. net.

CRAWLEY (Ernest)
THE MYSTIC ROSE
Revised and Enlarged by THEODORE
BESTERMAN. 2 vols.” £1 1 of. net.
STUDIES OF SAVAGES AND SEX
Edited by THEODORE BESTERMAN
10s. 6d. net,

DUGDALE (E. T. S)
GERMAN DIPLOMATIC DOCUMENTS,
1871-1914

Selected from the Documents pub-
lished by the German Foreign
Office. In 4 vols. Vol. |, 1871-
90. Vol. |1, 1891-8.

Each £1 1s. net.

EDWARDES (Tickner)
THE LORE OF THE HONEY-BEE
Illustrated, 7s. 6d. and 3s. 6d. net.
BEEKEEPING FOR ALL
Illustrated. 3s. 6d. net.
THE BEE-MASTER OF WARRILOW
Illustrated. 7s 6d. net.
BEE-KEEPING DO'S AND DONT'S
2S 6d. net.

EINSTEIN (Albert)
RELATIVITY : THE SPECIAL AND
GENERAL THEORY 55 net.
SIDELIGHTS ON RELATIVITY
3s 6d. net.
THE MEANING OF RELATIVITY
5s. net.
THE BROWNIAN MOVEMENT
5s. net.

ERMAN (Adolph)
THE LITERATURE OF THE ANCIENT
EGYPTIANS
Translated by Dr. A. M . BLACKMAN
£1 1s. net.

FOUQUET (Jean)
THE LIFE OF CHRIST AND HIS
MOTHER
From Fouquet's ' Book of Hours '.
Edited by FLORENCE HEYWOOD,
B.A. With 24 Plates in Colours.
In a box. £3 3s net

FYLEMAN (Rose)
FAIRIES AND CHIMNEYS
THE FAIRY GREEN
THE FAIRY FLUTE
THE RAINBOW CAT
EIGHT LITTLE PLAYS FOR CHILDREN
FORTY GOOD-NIGHT TALES
FAIRIES AND FRIENDS
THE ADVENTURE CLUB
FORTY GOOD-MORNING TALES
SEVEN LITTLE PLAYS FOR CHILDREN
TWENTY TEA-TIME TALES

Each 3s. 6d. net.
GAY GO UP
Illustrated by DECIE MERWIN.
5s. net.

THE ROSE FYLEMAN FAIRY BOOK
Illustrated by HILDA MILLER.
10s. 6d. net.
A GARLAND OF ROSE'S : COLLECTED
POEMS
Illustrated by REN4 BULL.
81. 6d. net.
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GIBBON (Edward)
THE DECLINE AND FALL as THE
ROMAN EMPIRE

With Notes, Appendixes and Maps,

by J. B. BURY. Illustrated. 7 vols.

Demy 8vo. 15s net eech volume.

Also, unillustrated. Crown 8vo.
7$. 6d. net eech volume.

GLOVER (T. R)
VIRGIL
THE CONFLICT OF RELIGIONS IN THE
EARLY ROMAN EMPIRE

POETS AND PURITANS

Each 10s. 6d. net.
FROM PERICLES TO PHILIP

12s. 6d. net.

GRAHAM (Harry)

THE WORLD WE LAUGH IN : More
Deportmental Ditties

Illustrated by 'FISH'. Seventh

Edition. 5s. net.

STRAINED RELATIONS
Illustrated by H. STUART MENZIES
and HENDY 6d.  net.
THE WORLD'S WORKERS
Illustrated by ' FOUGASSE '.

5s net.

GRAHAME (Kenneth)
THE WIND IN THE WILLOWS
Nineteenth Edition. 71. 6d. net.
Also illustrated by WYNDHAM
PAYNE. 7s. 6d. net.
Also unillustrated. 31. 6d. net.

See also Milne (A. A))

HADFIELD (J. A.)
PSYCHOLOGY AND MORALS
Seventh Edition. Crown 8vo.

6s. net.

HALL (H. R)
THE ANCIENT HISTORY OF THE
NEAR EAST £1 1s. net.

THE CIVILIZATION OF GREECE IN
THE BRONZE AGE

Illustrated. £1 10s. net.

A SEASON'S WORK AT UR OF THE
CHALDBES 151 net.

HERBERT (A. P.)

HONEYBUBBLE & Co. 6S. net.

MISLEADING CASES IN THE COMMON
LAW

With an Introduction by LORD

HEWART. 55 net.

THE BOMBER GIPSY
LIGHT ARTICLES ONLY
Illustrated, 6s. net.

THE WHEREFORE AND THE WHY
Illustrated. 3s dd. net.
THE SEORET BATTLE 35. 6d. net.

3 (d. net.

HIND (A. M.)
A CATALOGUE OF REMHRANDT'S
ETCHINGS
TWO Vols. Profusdly illustrated.
£1 158 net.

HOLDSWORTH (W. S)
A HISTORY OF ENGLISH LAW
Nine Volumes. £1 5s. net each.

HUDSON (W. H.)
A SHEPHERD'S LIFE

Illustrated. 10s. 6d. net.

Also, unillustrated. 31. 6d. net.
HUTTON (Edward)

CITIES OF SICILY

Illustrated. 10s. 6d. net.

MILAN AND LOMBARDY

THE CITIES OF ROMAGNA AND THE
MARCHES

SIENA AND SOUTHERN TUSCANY

NAPLES AND SOUTHERN ITALY

Illustrated. Each 8s 6d. net.

A WAYFARER IN UNKNOWN TUS-
CANY

THE CITIES OF SPAIN

THE CITIES OF UMBRIA

COUNTRY WALKS ABOUT FLORENCE

ROME

FLORENCE AND NORTHERN TUSCANY

VENICE AND VENETIA

Each illustrated. 7s. 6d. net.

INGE (W. R.), D.D., Dean of St.
Paul's
CHRISTIAN MYSTICISM
(The Bampton Lectures of 1899).
Sixth Edition. 7s. 6d. net.

KIPLING (Rudyard)
BARRACK-ROOM BALLADS
254th Thousand.

THE SEVEN SEAS

180TH Thousand.

THE FIVE NATIONS

143 rd Thousand.
DEPARTMENTAL DITTIES
11 6th Thousand.

THE YEARS BETWEEN
95th Thousand.
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KIPLING (Rudyard)—continued

Four Editions of these famous
volumes of poems are now pub-
lished, viz. :—
Crown 8vo. Buckram, 7s. 6d. net.
Fcap. 8vo. Cloth 6s. net.
Leather. 75. 6d. net.
Service Edition. Two volumes
each book. Square Fcap. 8vo.
3s. net eech volume.
A KIPLING ANTHOLOGY : Verse.
Cloth, 6s. net and 3s. 6d. net.
TWENTY POEMS FROM RUDYARD
KIPLING
471 st Thousand. 1s. net.
A CHOICE or SONGS
Second Edition. 2s. net.

LAMB (Charles and Mary)

THE COMPLETE WORKS
Edited by E. V. LUCAS. Six
Volumes. With Frontispieces.
6s. net each.
SELECTED LETTERS
Edited by G. T. CLAPTON
1. 6d. net.
THE CHARLES LAMB DAY BOOK
Compiled by E. V. LUCAS.
6s net.

LANKESTER (Sir Ray)

SCIENCE FROM AN EASY CHAIR
SCIENCE FROM AN EASY CHAIR:
Second Series

DIVERSIONS OF A NATURALIST
GREAT AND SMALL THINGS
Ilustrated. Each 7s. 6d. net.
SECRETS OF EARTH AND SEA
Ilustrated. 8s. 6d. net.

LODGE (Sir Oliver)

MAN AND THE UNIVERSE
71. 6d. net and 3s. 6d. net.
THE SURVIVAL OF MAN

7s. 6d. net.
RAYMOND 10S. 6d. net.
RAYMOND REVISED 6S  net.

MODERN PROBLEMS
REASON AND BELIEF

Each 3s.6d, net.
THE SUBSTANCE OF FAITH

2s. net.
RELATIVITY IS net.
LUCAS (E. V)
THE LIFE OF CHARLES LAMB
2 Vols. £1 1s. net.
THE COLVINS AND THEIR FRIENDS
£1 1s net.

VERMEER THE MAGICAL 5s. tut.

A WANDERER IN ROME
A WANDERER IN HOLLAND
A WANDERER IN LONDON
LONDON REVISITED (Revised)
A WANDERER IN PARIS
A WANDERER IN FLORENCE
A WANDERER IN VFNICE
Each 10s. 6d. net.
A WANDERER AMONG PICTURES
8S. 6d. net.
E. V. LUCASS LONDON  £1 net.
INTRODUCING LONDON
INTRODUCING PARIS
Each 2s. 6d net.
THE OPEN ROAD et.
Also, illustrated by CLAUDE A.
SHEPPERSON, AR.W.S.

105. 6d. net.
Also, India Peper.
Leather, 7s. 6d. net.
THE JOY OF LIFE
6s. net. Leather Edition, 7s. 6d. net.

Also India
Leather, 7%. 6d. net.
THE GENTLEST ART  6S 6d. net.
And THE SECOND POST 6S net.
Also together in one volume.
7s. 6d. net.
FIRESIDE AND SUNSHINE
CHARACTER AND COMEDY
GOOD COMPANY
ONE DAY AND ANOTHER
OLD LAMPS FOR NEW
LOITERER'S HARVEST
LUCK OF THE YEAR
EVENTS AND EMBROIDERIES
A FRONDED ISLE
A ROVER | WOULD BE
Each 3*. 6d. net.
HER INFINITE VARIETY
CLOUD AND SILVER
A Bos WELL OF BAGHDAD
'"TWIXT EAGLE AND DOVE
THE PHANTOM JOURNAL
GIVING AND RECEIVING
ENCOUNTERS AND DIVERSIONS
ZIGZAGS IN FRANCE
TURNING THINGS OVER
Each 6s. net.
ROVING EAST AND ROVING WEST
5. net.
Mr. Punch's COUNTY SONGS
Illustrated by E. H. SULPARD.
10s. 6d. net.
* THE MORE | SEE OF MEN . ,
OUT OF A CLEAR SKY
IF DOGS COULD WRITE
Each 3s. 6d. net.
See also Lamb (Charles).
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LYND (Robert)

IT'S A FINE WORLD
THE GREEN MAN
THE PLEASURES OF IGNORANCE
Each 5s net.
THE GOLDFISH
THE LITTLE ANGEL
THE BLUE LION
THE PEAL OF BELLS
THE MONEY-BOX
THE ORANGE TREK
Each 3*. 6d. net.

McDOUGALL (William)

AN INTRODUCTION ~TO  SOCIAL
PSYCHOLOGY ~ 10S.  6d.  net.
NATIONAL WELFARE AND NATIONAL
DECAY 65 net.
AN OUTLINE OF PSYCHOLOGY
10s. 6d. net.
AN OUTLINE OF ABNORMAL PSYCHO-
LOGY 1B net.
BODY AND MIND 125 6d. net
CHARACTER AND THE CONDUCT OF
LIFE 10S. 6d. net.
MODERN MATERIALISM AND EMERG-
ENT EVOLUTION  7s.  6d. net.
ETHICS AND SOME MODERN WORLD
PROBLEMS 7 6d. net.

MALLET (Sir C. E)

A HISTORY OF THE UNIVERSITY OF
OXFORD

In 3 vals. Each £1 1s. net.

MAETERLINCK (Maurice)

THE BLUE BIRD 65 net.
Also, illustrated by F. CAYLEY
ROBINSON. ~ 10S.  6d.  net.

OUR ETERNITY 6s. net.
TUB UNKNOWN GUEST 6S  net.
POEMS 55 net.
THE WRACK OF THE STORM

6s. net.
THE BURGOMASTER OF STILEMONDE

5 net.
THE BETROTHAL 6S.  net.
MOUNTAIN PATHS 6S  net.

THE GREAT SECRET 7s. 6d. ne.

THE CLOUD THAT LIFTED and THE
POWER OF THE DEAD

7s. 6d. net.

MARY MAGDALENE & net

MASEFIELD (John)

ON THE SPANISH MAIN

8s 6d. net.
A SAILORS GARLAND 3L 6d. net
SEA LIFE IN NELSON'S TIME

7s. 6d. net.

METHUEN (Sir A.)

AN ANTHOLOGY OF MODERN VERSE
185th Thousand.
SHAKESPEARE  TO  HARDY : AN
Anthology of English Lyrica
16th Thousand.
Each, Cloth, 6s. net.
Leather, 7s. 6d. net.

MILNE (A. A)

TOAD OF TOAD HALL
A Pay founded on Kenneth
Grahame's ' The Wind in the

Willows." 5 net.
THOSE WERE THE DAYS
7*. 6d. net.
NOT THAT IT MATTERS
IF | MAY

THE SUNNY SIDE
THE RED HOUSE MYSTERY
ONCE A WEEK
THE HOLIDAY ROUND
THE DAY'S PLAY
MR. PIM PASSES BY
Each 3s. 6d. net
WHEN WE WERE VERY YOUNG
Nineteenth Edition. 196th Thousand.
WINNIE-THE-POOH
Eighth Edition. 106th Thousand.
Now WE ARE SIX
Fifth Edition.  119th Thousand.
THE HOUSE AT POOH CORNER
Third Edition. 105th Thousand.
Each illustrated by E. H. SHEPARD.
7s. 6d. net.
Leather, 10S. 6d net.
THE CHRISTOPHER RODIN STORY
BOOK
Illustrated by E. H. SHEPARD.
5s. net

MILNE (A. A) and FRASER-SIM-
SON (H.)

FOURTEEN SONGS FROM * WHEN WE
WERE VERY YOUNG'
Twelfth Edition. 7s. 6d. net.
TEDDY BEAR AND OTHER SONGS
FROM * WHEN WE WERE VERY
YOUNG ' 78 6d. net.
THE KING'S BREAKFAST
Third Edition. 3s. 6d.,net.
SONGS FROM ' Now WE ARE SIX '
Second Edition, 7s. 6d. net.
MORE ' VERY YOUNG ' SONGS
7s. 6d. net.
THE HUMS OF POOH 7s. 6d. net.
Words by A. A. MILNE.
Music by H. FRASER-SIMSON.
Decorations by E. H. SHIPARD.
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MORTON (H. V.)
THE HEART OF LONDON
THE SPELL OF LONDON
THE NIGHTS OF LONDON
Each 3s. 6d. net.
IN SEARCH OF ENGLAND
THE CALL OF ENGLAND
IN SEARCH OF SCOTLAND
Each illustrated. 7s. 6d. net.

OMAN (Sir Charles)
A HISTORY OF THE ART OF WAR IN
THE MIDDLE AGES, A.D. 378-1485
2 vols. [lllustrated. £1 16s. net.
STUDIES IN THE NAPOLEONIC WARS
6d. net.

PERRY (W. J)
THE ORIGIN OF MAGIC AND
RELIGION
THE GROWTH OF CIVILIZATION
Each 6S. net.
THE CHILDREN OF THE SUN
£1 1s net.

PETRIE (Sir Flinders)
A HISTORY OF EGYPT
In 6 Volumes,

Vol. I, FROM THE
XVITH DYNASTY.
Eleventh Edition, Revised.
\zs.  net.
Vol IL.THEXVIITHANDXVIIITH
DYNASTIES.
Seventh Edition, Revised, 9s. net.
Vol. I1l. XIXTH TO XXXTH
DYNASTIES
Third Edition. 12s. net.
Vol. IV. EGYPT UNDER THE
PTOLEMAIC DYNASTY
By EDWYN BEVAN. 15 net.
Vol. V. EGYPT UNDER ROMAN RULE
By J. G. MILNE.
Third Edition, Revised.  12s. net.
Vol. VI. EGYPT IN THE MIDDLE
AGES
By STANLEY LANE POOLE.
Fourth Edition. 10s. net.

IST TO THE

PONSONBY  (Arthur), M.P.
ENGLISH DIARIES £1  1s  net.
MORE ENGLISH DIARIES

12s. 6d, net.
SCOTTISH AND IRISH DIARIES
10s. 6d. net.

STEVENSON (R. L.)

THE LETTERS
Edited by Sr SIDNEY COLVIN. 4
Vols. Each 6s. net.

SURTEES (R. S)
HANDLEY CROSS
MR. SPONGES SPORTING TOUR
ASK MAMMA
MR. FACEY ROMFORD'S HOUNDS
PLAIN OR RINGLETS?
HILLINGDON HALL
Each illustrated, 7s. 6d. net.
JORROCKSS JAUNTS AND JOLLITIES
HAWUUCK GRANGE
Each illustrated, 6s. net.

TAYLOR (A. E)
PLATO : THE MAN AND HIS WORK
15 net.
PLATO : TIM/PUS AND CRITIAS
6. net.
ELEMENTS OF METAPHYSICS
12s. Gd. net.

TILDEN (William T.)
THE ART OF LAWN TENNIS
SINGLES AND DOUHLES
Each illustrated, 6s net.
THE COMMON SENSE OF LAWN

TENNIS
MATCH PLAY AND THE SPIN OF THE
BALL
Ilustrated. 51. net.

TILESTON (Mary W.)
DAILY STRENGTH FOR DAILY NEEDS
Thirty-third Edition.  3s. 6d. net.
India Paper. Leather, 6s. net.

TRAPP (Oswald Graf)
THE ARMOURY OF THE CASTLE OF

CHURBURG
Trandated by J G MANN.
Richly illustrated.

Limited to 400 copies.
£4 14s 6d. net.
UNDERHILL (Evelyn)
MY STICISM 15 net.

THE LIFE OF THE SPIRIT AND THE
LIFE OF TO-DAY 7s 6d. net.
MAN AND THE SUPERNATURAL

7s. 6d. net.
CONCERNING THE INNER LIFE
25 net.

THE HOUSE OF THE SOUL 2S. net.
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VARDON (Harry)

How TO PLAY GOLF

Iustrated. Nineteenth  Edition.
Ss net.
WAND (J. W. C)
THE DEVELOPMENT OF SACRA-
MENTALISM 6s.  net.
A HISTORY OF THE MODERN CHURCH
8  6d net.

WILDE (Oscar)

THE WORKS

In 17 Vols. Each 6s. 6d. net.

I. LORD ARTHUR SAVILE'S CRIME
AND THE PORTRAIT OF MR. W. H.

Il. THE DUCHESS OF PADUA

I11. POEMS

IV. LADY WINDERMERE'S FAN

V. A WOMAN OF NO IMPORTANCE

VI. AN IDEAL HUSBAND

Methuen & Go. Ltd., 36 Essex Street,

1229

WILLIAMSON

VIl. THE IMPORTANCE OF BEING
EARNEST

VIIl. A HOUSE OF POMEGRANATES

IX. INTENTIONS

X. DE PROFUNDIS AND PRISON
LETTERS

X1. ESSAYS

X11. SALOME, A FLORENTINE
TRAGEDY, and LA SAINTE
COURTISANE

XI1Il. A CRITIC IN PALL MALL

X1V. SELECTED PROSE OF OSCAR
WILDE
XV. ART AND DECORATION
XVI. FOR LOVE OF THE KING
Ss. net.
XVIl. VERA, OR THE NIHILISTS

(G. ¢C)
THE BOOK OF FAMILLE ROSE
Richly Illustrated. £8 8S. net.

London, W.C.2












