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Measuring success of the National Economy by Gross Domestic Product
(GDP) is clearly unsatisfactory since the economy is the means by which
the needs and wants of a nation’s people may be met and not the nation’s
purpose. The success of a nation’s economy is not to be measured by
its size, or by how much it is growing, but by how it contributes to the
provision of a happy and satisfying life for all its citizens. Prospects will
clearly be enhanced if those in government are wise and the will of the
people is for the true and substantial happiness of all. Chances will be
diminished if the prevailing culture i.e. the ideas, customs, behaviours
and values that are held in society are inconsistent with this aim. The
selfishness and addictive behaviour that characterises drug, gambling,
promiscuous, hedonistic and materialistic cultures and blunt genuine
love and reason, are clearly inconsistent with the true and substantial
happiness of all. In contrast, the highest levels of ethical behaviour are
conducive to the economic, as well as the personal, well-being of all.

For political economists, concerned as they are with government’s role
in the production and distribution of wealth, the ethical principle ‘not to
steal’ lies at the heart of their discipline. This is not because it represents
a masterstroke of human ingenuity but because it is inherent in the very
nature of Man as a social creature. This is also why it is a feature of the
scriptures and laws of every known civilisation and why the economic
well-being of every nation depends upon the extent to which their
economic arrangements harmonise with this principle. Sadly the UK’s
economic arrangements (along with many throughout the modern
world) fail to honour this principle in two vitally important areas, first:
the public revenue system, where taxes take from individuals their
legitimate earnings, second: by allowing a value that is naturally due to
the whole community to be taken by some.
First: analysis of the Office of National Statistics’ report Effects of taxes
and benefits on UK household income demonstrates how wealth available
to the suppliers of labour as a consequence of their employment
i.e. their earnings, are halved by current taxes. Put another way,
employment costs to every employer in the country are twice the value
added by their undertaking. A vicious spiral is then set in motion that
further reduces the net earnings of those who produce all wealth as the
market price of all goods and services correspondingly increase. This
crassness becomes still clearer when it is recognised that almost all
public expenditure is used either to fund employment costs, e.g. NHS,
education, and public services generally and to enable pensioners and
benefit recipients to pay for the goods and services they depend upon.
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A consequence of the second: is that value created by the whole
community by its actual presence and the protections, permissions,
and services it provides, is converted into a financial asset that actually
benefits very few. This is because when not collected as public revenue
the annual ground rent or location value of land comes to be regarded
as a private property right having a selling price. It thus becomes an
asset based upon an estimate of the current value of an estimated
future stream of rental income. As a financial asset, uncollected annual
ground rent has become the main basis of the nation’s money supply
as new ‘money as debt’ is lent into existence by private banks against
the collateralised value of land. In this way much annual ground rent is
converted into the interest payments that each new generation pays to
the banks who provide their mortgages. Meanwhile the government is
unable to fulfil either of its duties to control the nation’s money supply
or to collect public revenue without theft.

David Triggs
Honorary President
Henry George Foundation

henrygeorgefoundation@
googlemail.com
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letter
from the
editor
One of the delights of being editor of Land&Liberty is that I get a
lot of spam in my editor’s mail box. These are offers ranging from
training courses, tax avoidance, self-publishing, insurance, debt
resolution, and hair restoration.

But there is one kind of spam which is instructive as well as amusing. Some spammers appear to think we are a magazine for land
speculators and so they send me all kinds of investment opportunities. Most of these are for luxury housing projects, with generous guaranteed returns. Few are for any real wealth production.
More recently, however, there has emerged a new market in land
speculation: investment in student accommodation. The really
big projects have been in Manchester and Liverpool. Starting at
£1,000 you can invest in a single room student apartment and get
a guaranteed annual return on your investment of at least 6%,
with the prospect of it increasing as student rents rise each year.

Those of us who protested when grants were replaced by loans
in the 90s had no idea that students would be running up debts
of £30,000 to £50,000, which few will ever be in a position to
pay off. But it would never have occurred to us that student loans
would become a major source of land speculation. Initially, when
student numbers suddenly increased, the universities hurriedly
built extra accommodation. This seemed reasonable, and if they
made any surplus it could be invested in the university and the
students themselves. But in practice, they kept the cost of accommodation low, and it was usually far better than off-campus accommodation.

This shows two things that are amiss in our modern society. The
harm caused by land speculation is obvious and hardly needs to
be pointed out here. What is less obvious, but more concerning,
is that it is now distorting our obligations to educate successive
generations. It is a natural duty of a community to fund the education of its children. That they should fund their own higher education runs counter to how nature is ordered. All higher species
nurture their offspring until they can be independent, and their
repayment, if we could call it that, lies in nurturing their own
offspring in turn. Nature orders itself towards the future good
and places no debts on either the past or the future. Nor does it
regard the provision of each new generation as a ‘cost’ but simply
as the natural cycle of giving, receiving and returning.

But, counter to this law of nature, our modern economy has come
to see the future as a means of exploitation rather than as natural growth and flourishing. Consequently, not only are students
obliged to pay for their own higher education, while it is the duty
of society to do so, but they have also become a further means of
land speculation. The student’s preparation for the life ahead has
become a new way of obtaining unearned income for those who
contribute nothing to the economy, the general good, or to the
future. On the contrary, they steal from the future, because nature
does not replenish itself from the future, but for the future.
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So the principle of land speculation, which takes from expected
future wealth, has now been applied to education. If, as is widely
recognised, most students will never be able to repay their loans,
who then will pay them? Obviously it will fall on general taxation.
This means, insofar as the loans covered accommodation, that
general taxation will pay the land speculator their guaranteed
minimum of 6% profit each year.
This is not ‘investment’ in any true sense. Genuine investment
produces new wealth which makes a return after it has been
produced. You cannot build a shirt factory and demand a return
before any shirts are made. But you can do that by speculating on
student accommodation where the return is from debt, not from
production.
The irony is that, in the case of students loans, both for their
courses and for their accommodation, general taxation will pay
in the end anyway, which is what it ought to do, but without the
land speculator being subsidised in the process. It would cost
less to follow the law of nature and fund education entirely from
general taxation, leaving students without any debts and therefore free to begin to contribute to the economy.

According to Joseph Stiglitz in his The Great Divide, student debt
in America will lead to the next crash like the one fuelled by
mortgages in 2008. The effect of student debt is to slow down
the economy. It means graduates will not buy new homes or start
families while paying off their debts. As Stiglitz says, “It’s a vicious cycle: lack of demand for housing contributes to a lack of
jobs, which contributes to weak household formation, which contributes to lack of demand for housing”. It is, Stiglitz points out, a
major cause of the present growing inequality. “Student debt has
become an integral part of American inequality. Robust higher
education, with healthy public support, was once the linchpin in
a system that promised opportunity for dedicated students of
any means.”
Two lessons spring from this. First, that the private arrogation
of the land value misappropriates potential future wealth; second, that student loans reverse the proper order of nature, which
provides for the future rather than taking from it. In either case,
general taxation ultimately bears the costs, turning both into
means of acquiring unearned income. It is therefore significant
that when the natural duty of the community to educate the next
generation is forgotten or evaded, it not only opens the door to
exploitation through land speculation, it also puts a higher cost
on general taxation. Natural economic laws cannot be broken
without harmful consequences.

*

Joseph Milne
editor@landandliberty.net

5

feature

GLADSTONE: “THE POLEMIC AGAINST MR GEORGE”
Henry George’s analysis is accorded near Natural Law status by
thousands who read his best-selling economics text and for many
Progress and Poverty was a personal epiphany. Why then, it is
often asked, have his ideas not been implemented?
The question can of course be dismissed by observing that, yes,
Land Value Tax has been implemented partially in some places
and credible attempts made even in Britain in 1909 and 1931,
defeated only by circumstance perhaps. But where the question is
addressed head-on the cognoscenti provide a three-fold answer:
1) those who saw the light did not achieve the position to implement.
2) those with political influence have not heard of Henry George or
fail to appreciate the importance of his message.
3) or they saw it but were dissuaded from implementing by vested
interests or fear of the electoral consequences.
There are variations on these themes but none include a fourth
possibility, that there might have been someone who:

4) did have the position and opportunity, did read Progress and
Poverty, did understand it and was neither venally in the pocket of
vested interests nor fearful of radical or controversial reform.
Demanding criteria perhaps to coexist in one person, but on the
other hand if the thesis was so compelling to so many educated
laymen why should it not have persuaded a senior politician
or two? It is a pessimistic view of human nature that supposes
all politicians to be either uneducated, stupid or corrupt. And
untrue. In Britain there were of course Liberals Herbert Henry
Asquith with David Lloyd George and Winston Churchill and later
for Labour Philip Snowden and Andrew MacLaren all of whom
attempted land reform.
As the title suggests, however, there was another, contemporary
with George, who fits all the criteria and did not, and that fact
should be of considerable interest to land reform enthusiasts and
sceptics alike.
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We know that William Gladstone owned a copy of Progress and
Poverty. We are fortunate to know too that he read it and we also
know what were some of his views on it. Evidence is available
on these points because he left to posterity two invaluable
resources: his library, and his detailed private diaries maintained
religiously throughout his 60-year career in politics. At his death
in 1898 (Henry George died the year before) Gladstone’s library
included 33,000 books of which he is reckoned to have read at
least 20,000, an almost superhuman feat given the scope of his
political achievements in the same period. We know he read them
because he noted what he was reading at any time in the diaries
and he was also in the habit of classifying each book, adding topics
to its index and annotating remarks in the margins. 12,000 are
annotated in this way and Progress and Poverty is one of those.
What follows derives from the work of Mr Michael Hawes,
enthusiastic Georgist and a founder member of the Gladstone
Club, the political debating society that continues to meet in
his name. In 2008 Mike Hawes took up the project to explore St
Deiniols Library, which houses Gladstone’s books (and has since
been renamed Gladstone’s Library), in search of connections with
George. His findings were published in a paper entitled ‘The Home
Ruler and the Heretic’ which he delivered at the 2009 Gladstone
Bicentenary Conference at the University of Chester.

Mike Hawes discovered a number of relevant works including
the 1879 proof copy of Progress and Poverty inscribed ‘Rt. Hon.
W. E. Gladstone with the compliments of Henry George’ and with
annotations in Gladstone’s hand. Gladstone accepted the gift with
a gracious note dated November 11th 1879 saying “Accept my
best thanks for the copy of your interesting work, which reached
me to-day, and which I have begun to examine. There is no question
which requires a more careful examination than the land question
in this and other countries, and I shall set great store on whatever
information you may furnish under this head.” To have started on
it in earnest on the day of receipt is persuasive evidence of the
sincerity of these words.

Land Reform was a matter of pressing interest to Gladstone
during at least the preceding decade. He was first elected Prime
Minister in 1868 and on receiving the news famously declaimed,
“My mission is to pacify Ireland”. And he was well aware that
the leading Irish protesters called themselves the ‘Land League’.
Charles Stuart Parnell and Michael Davitt were demanding “three
F’s”: fair rents, fixed tenancies (against arbitrary eviction) and
free sale (of tenancies) and Gladstone was inclined to allow
them. Early in his prime ministerial term his 1870 Irish Land Act
empowered courts in Ireland to intervene if a rent was “excessive”.
From a Georgist perspective this would be treating symptoms
rather than causes but it was a decade before the publication
of Progress and Poverty and had the Act achieved its ends, the
worst excesses in Ireland would have been palliated and in all
probability, Gladstone’s express aim, peace, have been achieved.

It was never properly tested. Its passage through the House of
Lords saw the word “excessive” replaced with “exorbitant”
wrecking the intended effect as landlords could set an excessive
(but not exorbitant) rent, then evict the tenant for falling behind
on payments. The troubles were not solved. But neither was
Gladstone’s determination diminished. In the spirit of his great
mentor Robert Peel, when he knew something needed to be done
he would not be deterred though it should cost him the ministry
and split his liberal coalition.

Progress and Poverty could hardly have arrived on Gladstone’s
desk at a more auspicious time. In December 1879, in opposition,
destined to embark upon a second prime ministerial term the
following April 1880. Shortly upon being elected Gladstone would
publish his second Irish Land Act 1881. Time enough therefore to
digest George’s proposition and to frame a working policy.

Instead, in 1881 he gave the Irish what they had demanded, the
Three F’s. It met their request but it is unlikely that ‘obedience to
the will of the people’ was uppermost in Gladstone’s mind. One
scholarly biographer, Dr Eugenio Biagini describes his approach
as ‘episcopal’, like a bishop at the pulpit seeing his role to lead
his flock and educate public opinion. Never known to shy from
challenge, had he strongly believed in George’s prescription he
would have attempted both to implement it and to explain why
it was right. William Gladstone had the perfect opportunity to
implement the ideas of Henry George. But he did not. Because he
concluded that George was wrong.
Gladstone read widely on land matters and his collection includes
several books on the subject. Mike Hawes found his conclusions on
George most explicitly recorded in his annotation on a pamphlet
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entitled, Nationalisation of Land: a Review of Mr. George’s Progress
& Poverty by Lord Bramwell, printed in 1883 by The Liberty and
Property Defence League.
The pamphlet was meant as a counter argument to George. Inside
the cover of his copy Gladstone has summarised:
“The Polemic against Mr George. The question of private property
in land is too superficially dealt with by Lord Bramwell.”
But the note continues:

“George’s book is only of importance because it reveals mischievous
intentions, which could do as well, with numbers and organisations,
with no reasons as with Mr George’s bad ones. The book is only
valuable as a mischieformenter.”
Gladstone detects in Progress and Poverty the spectre of a
revolutionary movement, which if numerous and organised
would threaten actual revolution for which ‘mischief’ here is a
euphemism. Gladstone was the most radical prime minister of the
19th century but, a disciple of Edmund Burke, he shared the 18th
century political philosopher’s implacable opposition to violent
ideological change.

So much for his misgivings about George’s intentions. In some
respects the more damning phrase is ‘bad reasons’. Henry George
works hard to form his argument in cast iron reasoning and if
it is regarded by enthusiasts as Natural Law that is in no small
part because he presents it as such. But it would be impossible
to presume that Gladstone, who won a double-first from Oxford
and who translated Homer for recreation, simply failed to
comprehend George’s reasoning. No, he thought George was
wrong both in intent and reasons. Those are the facts.
He did not specify how the reasons were bad or write a refutation
that we know of but there are clues. Among the significant
annotations in his copy of Progress and Poverty is this key
paragraph from Book VII Chapter 3 against which Gladstone has
marked in the margin ‘NB’ and a double line:
“The truth is, and from this truth there can be no escape, that there
is and can be no just title to an exclusive possession of the soil, and
that private property in land is a bold, bare, enormous wrong, like
that of chattel slavery.”

‘NB’ of course can be used to signify approval but in context of
the foregoing it must here be inferred to convey a warning tenor.
It can be assumed with some confidence that this passage was
in the fore of those in which Gladstone perceived ‘mischievous
intent’.

How so? Well, apart from the obvious point that to vilify exclusive
possession of any plot was to condemn the average householder,
it appears also to deny the legitimacy of the nation state itself.
Insofar as other peoples of the earth are precluded by our border
controls, we assert a claim of exclusive possession. Indeed it is
difficult to think of a state whose mandate is not territorially
defined.
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Land and government then are inseparable. Hence though
Gladstone may have approved George’s prescription for economic
freedom (the evidence does not suggest that he did or not) yet
he could not have served as first minister and endorsed a thesis
that, in one paragraph at least, denied the legitimacy of the
government.
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LAND VALUE TAX: OVERCOMING THE CHALLENGES
WHAT IS A LAND VALUE TAX?
A Land Value Tax (LVT) is the tax on the unimproved value of land.
It is not a tax on land but on land value, therefore it is primarily
a tax on urban land (some authors even suggest exempting
agricultural land). It includes land that already is fully built upon:
indeed the majority of the land by value will already be developed
in this way.
Land Value Taxes can either be calculated as some percentage
of the purchase price (‘capitalised value’) or on the rent (‘rental
value’). A ‘full’ or 100% LVT should be defined as 100% of the
land rent. The rental value of land is a more stable measure than
the capital value, and therefore has some potential advantages.

A land value tax is paid by the owner of the plot or property, rather
than the tenant or occupier: in the case of self-contained houses
this will be the owner of the freehold.
Land Value Taxes are based on the market value of the land, which
will depend on current permitted use; these values can increase if
planning permission is granted for new uses.

Since we observe the value of land including the buildings and
other improvements on it, a deduction needs to be made for the
assessed value of the buildings upon a plot. Assessing the ‘rebuild
cost’ of a building is already done for home insurance purposes.
The base of land value tax can therefore be calculated according to
the total property value minus the building value. This procedure
avoids the dangers of per-unit-area taxation which could unduly
punish large gardens in the same geographical area.

LVT IN THE HISTORY OF ECONOMIC THOUGHT
Early Political Economists
The French ‘Physiocrats’ (Quesnay 1758) argued for a ‘single tax’
on land rent. This would be a tax on the whole of the rent and it
would be used to defray the expenses of government, therefore
eliminating the need for other taxes.

Thomas Paine, in his Agrarian Justice (Paine 1795) argued for
a Land Value Tax to pay for what would now be termed a ‘basic
income’.
The Classical Period
Land and LVT was a staple of the late 18th century and 19th
century classical economists’ thinking. Land, distinct from
capital, was considered one of the three factors of production,
along with labour. Adam Smith (Smith 1776), David Ricardo
(Ricardo 1821) and Karl Marx (Marx and Engels 1848) all argued
for the introduction of LVT, or in general the capture of land rent
for public purposes. Smith argues (Smith 1776):
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“Both ground-rents and the ordinary rent of land are a species of
revenue which the owner, in many cases, enjoys without any care
or attention of his own. Though a part of this revenue should be
taken from him in order to defray the expenses of the state, no
discouragement will thereby be given to any sort of industry. The
annual produce of the land and labour of the society, the real
wealth of the great body of the people, might be the same after
such a tax as before. Ground rents and the ordinary rent of land
are, therefore, perhaps, the species of revenue which can best bear
to have a peculiar tax upon them.”
John Stuart Mill argued for an LVT on the ‘unearned increment’
of land value (Mill 1848), the idea being that an individual who
just purchased land should not have the whole value of this land
confiscated, but should instead only pay a tax on the unearned
increase in value of that land over time.
The American economist and writer Henry George argued
eloquently for a land tax as a single replacement for other taxes in
his Progress and Poverty (George 1879) developing and reiterating
the earlier calls by the Physiocrats for LVT as a ‘single tax’.
We can see three distinct fundamental approaches to LVT:

1) A full LVT to remove (all) other taxes (Physiocrats, Henry George)
2) An LVT to pay a lump sum to all individuals on reaching adulthood
or retirement and an on-going basic income (Thomas Paine)
3) An LVT only on the ‘unearned increment’ in land values (John
Stuart Mill).
Land and LVT in The 20th Century
By contrast to the 19th century, the 20th century disputes
between the neoclassical, Marxist and Keynesian economists
largely ignored land on both sides. The preoccupations of 20th
century economics did not include land, perhaps because of the
focus on production and money, perhaps because land - at least
agricultural land - was becoming less important in western
economies.
Whilst agriculture occupies a small and declining portion of
GDP (between 1-2%), urban land is highly significant. Property,
mainly domestic property, occupies a significant portion of
tangible wealth, and the ‘locational’ (i.e. land) value is the most
significant part of this.

It was recently reported by the Office for National Statistics (ONS
2017) that approximately half the total UK net worth was in
the form of land. Furthermore, the same source says the rate of
increase in land value over the past 20 years has been twice that
of the rate for assets on land.
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When we speak of land in an urban context, we are considering
not only undeveloped land, but also plots on which buildings
already stand. Thus, we can speak of the total property being
split into a portion which can be considered the building value already valued in the context of insurance as the ‘rebuild cost’, and
the land value itself. The land value is that which remains after a
bomb has flattened all buildings on a plot while leaving those on
the surrounding plots untouched. Normally therefore, land value
is somewhat contingent on plot size; since its calculation involves
the notional demolition of all buildings within the plot, but still
involves land value benefit or disbenefit from buildings around it.
Piketty: Inequality of Wealth
The work of Thomas Piketty (Piketty 2014) has focused on
increasing wealth inequality over the very long term, and in
particular the inequality r > g, where the rate of return on wealth
exceeds the growth rate of the economy (and of wages). Recent
work (Jordà et al. 2017) has confirmed that the long term rate of
return on equities and property is around 7 per cent per annum,
approximately double the long term growth rate in the economy.
The focus of Piketty suggests a consideration of monopoly
assets, i.e. land and (large) companies. Land can be considered a
monopoly because if the demand for land in a particular location
increases, there can be no increase in the supply of land in that
location.

ARGUMENTS FOR LVT
Economists have frequently suggested this tax, due to its
theoretical advantages. There are many arguments for LVT. We
describe just some of them here.

But first we must define what is not LVT, because more generally
there is much confusion as to what exactly ‘land taxes’ are. LVT
is an annual charge based (normally) on the rental value of land.
Most other land taxes are based on some form of transaction in
land: award of planning permission; ownership transfer price;
‘betterment’ value; or the value of ‘improvements’ to land (such
as buildings) in addition to the bare land site. Most UK property
taxes are also levied on occupiers (if they exist), not owners: LVT
is always paid by the beneficial owner(s) of the site. The economic
impacts of LVT are very different to those of other land taxes.

The first argument for LVT is the efficiency argument. The general
analysis of LVT is based on the concept of deadweight loss, which
is to say the reduction in welfare associated with a tax. Whilst
taxes applied to other goods will result in reducing their supply,
taxes on land value do not. This is because land is fixed in supply.
Other taxes tend to reduce economic output, by changing the
incentives to provide that which is taxed. Land value taxes on the
other hand affect only the price, because land is fixed in supply.
The second argument is for better land use. LVT discourages
the holding of land for speculative purposes at profit (e.g. by
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supermarket companies or house builders that hold onto land
without development) as long as all land is taxed on the same
basis, including vacant (undeveloped) sites. At worst, it would
have no effect on land use; at best it might improve the efficiency
with which land is used.

Thirdly, Henry George eloquently wrote that nature is rightfully
the common heritage of all men. Therefore, if you were to
construct an ideal society from first principles you would not
allocate private land to some people and others.

This argument also works, in a different form, based on the path
forward from a given status quo. A tax on unearned increments is
fair, because the landowner benefits from the appreciation of the
value of the land caused by public infrastructure investment and
private enterprise, without himself causing that appreciation.
An appropriately introduced land value tax could then reduce
inequality of wealth and income. There is the well-known
economic idea of an externality which is some external effect of
some economic activity on some other agents not party to the
activity. These effects happen often in land value. For example,
land value can be increased by a new transport hub or reduced by
the placing of an incinerator nearby.
Fourthly, LVT, if it is a local tax, it will encourage local authorities
to maximise land value. In line with current practice in the UK,
surpluses gathered in more productive locations would be
redistributed to less productive locations.

Fifthly, if economic output is demand limited, then redistributive
taxes may increase effective demand, thus increasing economic
growth. Since those with assets tend to save more of their income
and capital gains, redistribution from the asset rich to the poor
will raise effective demand.
EXPERIENCE OF LVT
History of Land Value Tax in The UK
Whilst the UK does not currently have LVT, there have been land
taxes in the past. However, these were not uprated as values
increased so they became trivial with the passage of time.
Following Henry George, there was a movement for LVT resulting
in the ‘People’s Budget’ of David Lloyd George. This was rejected
by the House of Lords, leading to the Parliament Act of 1911,
which limited the ability of the upper house to delay finance bills.
The First World War intervened, and issues with valuation led to
the eventual abandonment of this initiative to implement LVT.
However, after World War II, the Town & Country Planning
Act nationalised development rights, and a national system of
betterment charges were proposed - a tax on the appreciation
of land value. In the event, the charges were never introduced.
Three attempts were made to impose taxes on development by
successive Labour governments; and three times these were
repealed by Conservative governments.
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These measures had the opposite effect to that which is claimed
for LVT: instead of incentivising appropriate development, they
acted as a brake on development by imposing costs on developers
at a time of least cash flow for them. This also had the effect of
reducing effective land supply and therefore raising land prices.
Eventually, the so called planning obligation on developers to
pay for infrastructure and the cost of additional services were
formalised in Section 106 agreements, or since 2011, the option
to impose a Community Infrastructure Levy (CIL) based on net
development area at a fixed tariff. In 2007/08, £4.8bn was raised
by local authorities from such agreements - less than 1% of
total government revenue in that year, a very low achievement
compared to what has been possible in other jurisdictions.
The primary problem with such levies being linked to the
granting of planning permission is that they are one off and
are not imposed on existing property owners who benefit from
a ‘free ride’ in terms of any value uplift after development and
infrastructure investment.

This is a problem shared by the Stamp Duty Land Tax (SDLT), now
only in England, although adjustments in 2014 have shown it to
be an effective tool in changing behaviour (in relation to the buy
to let market), as well as raising revenue. In Scotland the Land
& Buildings Transaction Tax (LBTT) is following a similar path.
Other forms of property tax in the UK included a tax on imputed
rent from property in the form of “Schedule A” income tax, until
this was abolished in 1963 (Wadsworth 2014).
Throughout the modern post-industrial period and through the
20th century until 1990, there was a system of property rating.
Failure to revalue for rating in the 1970s led to the degradation
of the system and its replacement by a Community Charge (or
Poll Tax) based on per capita residential occupation, with rating
taken out of local government control for non-domestic property
as “Uniform Business Rates”, set by central UK and later devolved
to national governments.
Protests over the regressive nature of the Poll Tax led to its hurried
replacement in 1992 by a ‘bastardised’ form of property tax - the
Council Tax - which retains a large measure of regressivity and
in which homes are assessed in bands of value that (except in
Wales) have not been re-assessed since 1991. The impact per
adult resident of Council Tax is highest for those living in the
lowest value band and lowest for those living in ‘mansions’ of the
highest band.

There has also been experience in the UK of using the increase
of property values created by infrastructure to fund new
underground rail lines in London e.g. the Business Rates
Supplement to raise £4.1bn for Crossrail (London City Hall 2018),
and the Mayoral CIL. Most recently there has been legislation,
under the Coalition Government of 2010-15, for a form of
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Tax Increment Financing (TIF), in which forecast increases
in assessed values of non-domestic properties (mainly their
land value increase) within a defined geographic area that are
attributable (in theory) to the creation of new infrastructure can
be hypothecated to fund that infrastructure for up to 25 years
(HM Treasury 2010). Although widely used in the US, very little
use of TIFs has so far been made, although legislation was enacted
first for Scotland (Scottish Government 2010).

Revaluations for UBR are by law normally every five years,
although the 2015 revaluation was deferred for two years. The
longer the period between revaluations for any ad valorem (on
the basis of value) property tax, the greater the consequential
changes to relative tax bills and hence the greater the likelihood of
challenge to the valuations and protests about the tax. Senior tax
administrators have admitted both that the cost of dealing with
appeals to revaluations can be almost as great as the cost of the
revaluation itself and that annual revaluations are both feasible
and possibly no more expensive overall. But UBR is reaching the
point where many regard it as no longer fit for purpose.
International approaches to LVT
Denmark by contrast manages to value property, and the land
on which it is based, every two years. Denmark has had a mixed
system, with both overall property values and land value being
taxed, despite having been significantly scaled back in the 21st
century. Some of the experience in New Zealand suggests that it
is important to ‘scale’ valuation to up-to date levels.

The three Baltic States all introduced forms of LVT as they
emerged from Soviet rule in the 1990s and endeavoured to
establish a property market alongside a sensible modern public
finance system. To an extent these were modelled on Denmark,
but help also came from Sweden, which has a very modern
property tax system that values land separately from buildings.
This system is also present in most of North America. An American
Foundation – the Lincoln Institute of Land Policy – supplied much
of the advice that the Baltic States considered during and after
implementation.
CHALLENGES OF LVT
Technical Challenges: Valuation
Implementing an effective valuation system is essential. It should
be noted however, that a tax can be defined in many ways. It is
more important that a particular definition of the tax liability is
objective than it exactly matches the economic land value. Here
we give some possible approaches to valuation and tax definition:

It is possible to set the land value tax based on some percentage
of the rental value, the cost of renting the land, or the capital
value, the cost of purchasing the land (although as we shall see,
rental value has some advantages). In both cases, it is necessary
to separate the value of the buildings from the value of the land.
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One approach to valuation is to find the total property (rental
or capital) value and then subtract off the rebuild cost of the
property. This deduction for rebuild cost in turn could be:
1) Directly estimated by a surveyor (or)
2) Estimated based on GIS data
3) Based on a formula proportional to habitable area
4) Based on a formula by house type
5) Based on a formula proportional to habitable area multiplied
by a quality factor (for example based on the energy efficiency
rating)

The fact is that, while there are few if any jurisdictions that offer
a fully fleshed model of LVT, there are plenty that routinely carry
out regular statutory assessments of land value. These hold land
value as distinct from full (land and buildings) property value
for property tax purposes. There is some evidence in these
jurisdictions that the land element of tax assessments is at least
as robust - measured by its resistance to successful appeals - as
the buildings element.
The experienced English rating valuer who carried out trial
land valuations for studies designed and managed by one of the
present authors (in Liverpool in 1999 and part of Oxfordshire
in 2003) concluded that valuation for LVT would present no
serious difficulties for his professional UK colleagues. This was
despite never having carried out such work before undertaking
these studies and being denied access to publicly held property
data that he would have been able to use had the studies been
government backed.
Interaction with The Planning System
Any system of land value taxation would need to consider the
interaction with the planning system. The UK has a particularly
stringent system of planning control. This includes green belts
around major cities. There are also conservation areas with even
stronger controls.
Land is a heterogeneous asset, as every bit of land is different
in its own way. The constraint on high quality land can be dealt
with by building vertically, but that is constrained by the planning
rules as well as local objections from potential neighbours. High
quality land in the centre of cities is always scarce, and land
values interact with transport costs.

Technical Challenges: Positive Externalities Created by Land Use
As we mentioned, one way to view LVT is as a payment for the
positive externality benefits received by the landowner thanks to
public infrastructure provided nearby, the economic activity in
the neighbourhood, the architecture and the sense of community.
In short, a land owner receives a benefit from public goods nearby.
But if there exist public goods, and those public goods are created
by various uses of land and increase human well-being and land
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values, then private landowners can also create public value
as well as benefit from it. In other words, as well as benefiting
from a positive ‘externality’, landowners can also cause positive
externalities (or rarely cause negative externalities) by providing
(diminishing) public goods. These can include things such as
good architecture, free services and community meeting spaces.
The planning system is a useful way to (hopefully) promote public
goods in the use of land. In practice, it often doesn’t provide much
positive incentive for private agents to provide public goods;
rather it is intended to prevent the diminution of existing public
good provision.

Political Challenges: Vested Interests
The primary challenge to LVT is traditionally a political one.
Those who would pay it are rich and tend to have resources to
challenge it - often by wheeling out the argument that the assetrich, income-poor widows will be driven into penury. If an LVT or
a betterment charge is implemented, this could then be reversed
by a later parliament, as happened three times in the 1970’s and
80’s. Henceforth, any form of LVT needs to attract a measure
of cross-party support to secure a sustainable future for itself,
with the argument being more about how to implement it than
whether to.
Mancur Olson has described the collective action problem as
thus: that the general interest can often be overridden by narrow
sectional interests, since the sectional interests have a strong
concentrated interest in overwhelming the common good,
through lobbying for example.

Political and Economic Challenge: Transition
The fundamental argument for LVT rest on two basic arguments:
LVT is beneficial to the economy, and LVT is fair. One might then
argue for a large LVT or even a full LVT, as did Henry George.
The problem then, however, is that the fairness and benefit of an
immediate 100% LVT in the short term is debatable. The likely
effect of an LVT will be increased payments for tax in high land
value areas. These are also likely to cause a reduction in the
capital value of land, and of property in total.

OVERCOMING THE CHALLENGES TO LVT
Political objections can be reduced by the adoption of various
devices to mitigate or remove the perceived (or actual) loss to
most voters and interest groups by adopting one or more of
several devices that have been used in other tax jurisdictions:
1) Exemptions. These may be given to certain categories of land
use (e.g. conservation land, public parks), or to land below a
certain value per unit area, or to categories of user (e.g. charities
or public bodies). All such exemptions introduce distortions
to underlying values of land sites - including to sites adjacent
to exempt sites and potentially cause inequity, diminished
economic and market efficiency, and perverse incentives. For
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Stephen Stretton, Andrew Purves, Tony Vickers
example, some conservationists in New South Wales oppose LVT
because farmland is exempt (as a result of lobbying by farmers)
but conservation land is not! In the US, all government bodies
and charities are given exemption from property taxes for all
property they own irrespective of the use to which a site is put.
This introduces huge distortions. Any exemptions should be tied
to the use category and not the owner category.
2) Variable rating. Many countries adopt differential rates for
different categories of land use or for parcels of different size
bands. Typically large sites (e.g. in Jamaica) pay a higher rate
per unit area than small sites of equal value. Also high value
commercial use sites pay a higher rate than residential or
agricultural sites. This has a similar effect to exemptions and
should be avoided because it distorts the underlying value.
3) Tax-free allowances. Some jurisdictions in the US and Taiwan
use a ‘Homestead Allowance’ for owner occupied sites (principal
residence only). This device is particularly useful in countering
the ‘asset-rich, income-poor’ situation (also known as ‘poor
widow syndrome’) for any annual property tax. If the property tax
is collected through the income tax system and the homeowner
has ‘unused’ earned income allowance that can be merged with
the Homestead Allowance, it can reduce or even eliminate the
amount of tax due overall. It is arguably justifiable on ethical as
well as political grounds, because every human has a right to
shelter and someone who is supplying their own home deserves
to have that ‘self-help’ acknowledged. Buy-to-let property
owners cannot benefit from this unless they transfer a share of
the underlying equity in the site to their tenants, which has the
additional political benefit of helping to increase the number of
homeowners.
4) Deferment. If a homeowner cannot pay the tax from current
income, it is possible to ‘roll up’ the debt (with or without interest)
until the site is sold, or re-mortgaged or the owner dies. A charge
on the title would secure any tax due.
Transitional Justice and Financial Stability
Broadly, there is one major issue. To capture the full benefit of
LVT, one needs a tax that is responsive to land rental values, so
that a large percentage (ideally 100%) of the increase in rents
caused by, let’s say, a new railway are captured by the public
purse. But imposing a 100% LVT would likely massively reduce
house prices, leaving many in negative equity. Furthermore, many
have large mortgages, and people would now be paying both
rent and a (presumably large) LVT in high-property price areas.
Defaults on the mortgages would combine these two effects: the
cost of the tax would cause financial problems with those with
large mortgages, leading to more repossessions, and the decline
in capital values would lead to difficulties for banks repossessing
the underlying property.
A 100% LVT can also be argued to be unjust. Consider someone
who has saved diligently all their lives, paying income tax as they
go. Then imagine a new government introduces a 100% LVT. Not
only will the individual have paid tax on his income, he will have
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also had the land component of the financial value he has saved
confiscated by the government.
The obvious answer to this is to introduce an LVT slowly and at
a low level to begin with. This, however, captures little of the real
advantage of an LVT, which is to remove speculation. We propose
two solutions: one to capture 100% of the Land Value uplift
without increasing in the short term the property tax (Council tax
in the UK) that individuals pay; the other reforming the financial
system by replacing mortgages with LVT-like payments.

New Possibilities for LVT or LVT-like Systems
We suggest two notions here to overcome the political challenges
associated with LVT. The first is related to J.S. Mill’s idea of trying
to capture the ‘unearned increment’ in Land Values, as opposed
to appropriating the full value. The second is a method to reform
the financial system by replacing mortgage interest payment to
something like a land rent.
NORM-BASED LVT
Norm-based taxation is the idea that it is desirable to have the full
economic effect of an LVT without changing the initial level of tax
from existing levels.

Figure 1:
Three methods for LVT: full value, lower rate, and norm-base.
Whilst proportional taxation (of anything, e.g. a LVT) has one
rate, the conversion between the underlying quantity and the
tax paid), norm-based taxation is composed of a tax rate and a
regular lump-sum transfer. In this case the regular lump sum
transfer would be made to initially equalise the tax paid in the
new system as the same old system. So therefore, if there is no
change in underlying rental values, then the tax paid in the new
system would be the same as that paid in the old system. It is only
if rents change that the tax paid would adjust. Over time, incomes
tend to rise and with them, rents. You would therefore expect that
such a council tax would over time raise more revenue. It would
also prevent land itself from making an excessive return.
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Norm-based taxation distinguishes between two different
forms of revaluation: initial revaluation and indexation. Initial
revaluation is the process of updating the values of property such
that they are accurate to the present; indexation is the process
of updating those values on an on-going basis. Under the normbased system, an initial revaluation would be completed but
would not change the initial tax paid. Rather this revaluation
would be used to establish a baseline. Market rental values would
be used to then update the tax paid over time in a dynamic way
as rentals increased.
Over a set period (perhaps 25 years), the arbitrary lump sum
payments would be eliminated and replaced by per capita
rebates, perhaps a combination of a homesteading allowance
and/or a citizen’s dividend (basic income).
LOCATION VALUE COVENANT
Location Value Covenants (LVCs) are a policy instrument
intended to replace the system of commercial bank lending on
residential property (Wrigley 2010; Wrigley, Upstone, and Smith
2017). Mortgages would be replaced by LVCs. In effect, a public
institution (such as the central bank or a local building society)
would purchase the land for your benefit and you would pay rent
for the privilege of living there. You would still own the building
on top. The version of LVCs described here is this authors’ but is
based of Wrigley’s original.
Objectives of LVCs
The objective of LVCs is to increase the proportion of the land rent,
which is socialised i.e., that fills the coffers of local authorities and
community owned financial institutions, rather than privately
owned banks.

LVCs allow the rapid transformation of the financial system, to
both be dominated by government/socially created money rather
than commercially bank deposits and at the same time capture
land rent for public purposes. This would achieve both the
objectives of Positive Money (and other similar money reformers)
and supporters of the ideas of Henry George, detailed elsewhere
in this document.
LVCs could be deployed to capture the land value gain associated
with new infrastructure, for example new underground lines
in London, through a process of (compulsory) purchase of land
near the new stations. Then, as the rent and land value rise due
to the new infrastructure, this value would be captured by the
institutions that created it.
LVCs are a borrowing facility by the authorities. One commonly
cited issue with Land Value Tax (LVT) is its impact on ‘asset
rich, income poor’ individuals (sometimes known as ‘Devon
Pensioners’ or ‘poor widows’ in large houses). But if these
individuals are asset rich, then they own outright sufficient
land underlying their houses that they can in effect pay for any
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increased LVT bill in assets rather than in cash. Instead of paying
the Land Value Tax in cash terms, they would defer this tax until
death, paying only a small rental payment on the total quantity
deferred. In extreme cases, the house would become formally the
property of the local authority - in effect a council house - and the
resident’s estate would be liable on death for any arrears, but the
resident need not be evicted.
Relation to Existing Mortgages: A Quick Briefing on Money
At present in the UK, commercial banks are permitted to lend to
private individuals to purchase houses. Loans secured on homes
are called mortgages.

A mortgage is a lending contract between a bank and you. The
bank provides you with money (bank deposits), which you use to
help to buy the house. These bank deposits are then transferred
to the account of the person from which you are buying the house.
You (the house buyer) promise to repay the bank both the original
amount (the ‘principal’) and all additional interest.
Since the loan is ‘secured’ by the underlying house, if at any time
you fail to provide the required payments over a considerable
period, the bank can take possession of the underlying house.

It’s important to note that bank deposits provided by the bank
are both the dominant form of money in the system and are
themselves rather strange. In formal terms, they are not base
money but rather a promise to pay money on demand. But
because the banks act with reciprocal relationships with other
banks, those IOUs can be spent within the system of banking in
any particular country.

Oddly, the bank itself does not need to have any ‘money’ itself to
lend you money. This is because the ‘money’ it creates (the bank
deposits) are an IOU from it to you; IOUs which the bank can
create out of thin air and which you can use to buy the house. The
bank however does need to attract deposits or to borrow in the
interbank market when the bank deposits generated are spent
used to purchase a house from a homeowner at another bank.
What are LVCs?
Location Value Covenants are a sort of land sale and leaseback
arrangement between an individual who wants to purchase a
house, and a state-supported non-profit social institution, such as
the central bank or a local building society.
Like bank mortgages, these LVCs are a contract between an
individual and a financial institution used to assist individuals in
purchasing property or in replacing existing mortgages.

In simple terms, a LVC is rather like a sale-and-leaseback
arrangement on the underlying land. Instead of purchasing a
house with a mortgage, you sell the underlying land to a social
institution and thus pay rent rather than interest.
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DIFFERENCES BETWEEN LVCs AND EXISTING MORTGAGES
Difference 1: Where Does The Loan Come From?
Unlike a bank mortgage, but like a loan from a building society,
location value covenants are not provided by profit-seeking
private institutions. Rather they would be provided either directly
by the Central Currency Issuing Authority (the Central Bank in
current system) or by local mutual, Community Land Societies,
modelled on building societies.
Difference 2: The Interest Paid
Under a location value covenant, the interest paid in the long term
would be equivalent to the rent payable on an equivalent value
of land. So if the house cost was £400,000 divided into building
value of £200,000 and land value of £200,000, the LVC could be
on a maximum of £200,000 (100% of the land value). An LVC for
this full amount would pay rent at the same rate as the assessed
land rent.

Difference 3: Tax Paid
LVCs could be combined with a Land Value Tax. Assuming that
100% of the land falls under the LVC, and that a LVT is then
imposed, the central bank or the community land society would
be liable for the LVT, not the original owner of the land. Some of
the ‘interest’ would go to the tax authority.
ALTERNATIVE OPTIONS FOR FINANCIAL SIDE OF LVCs
So what institutions would issue and support LVCs? Should
LVCs be issued using ‘Base money’ (central bank reserves) or
conventional ‘bank deposits’ issued by a government-owned
bank or mutual? Does it even matter? Are the two different in
any respect?

This is a difficult question. But we can say that option 1 increases
the quantity of bank reserves in the system, the other does not.
Let us first explain how the two options would work:
Option 1: (Central Bank direct purchase)
The central bank creates new base money. It uses this money to
purchase land, and the money is used to pay off the mortgages
outstanding on the land. In this case, the bank loan is cancelled
out (repaid) and the loan as an asset on the bank’s balance sheet
is replaced by central bank reserves.
The net result is that now the government has a land asset (a
result desired by followers of Henry George), and the bank
deposits are 100% backed by central bank reserves (a result
desired by followers of Positive Money).

An optional extra could be that the bank fulfils no useful function,
so both sides of the balances sheet of the 100 percent backed
reserves could then be usefully transferred to a new ‘central
bank electronic money’ institution (presumably the central bank
itself).
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Option 2: (Community Land Society)
In this option, a new sort of financial institution is created, the
community land society. This would have the capacity to create
money, in the same way as commercial banks can, and would also
have central bank support, again similar to commercial banks.

The difference would be that each branch would be a community
focused mutual institution, aiming at improving the local area and
owning land. It would be therefore a cross between a commercial
bank (but not commercial), a building society (but with the
capacity to create money, under guidelines of central bank), and a
community land trust (owning land). In this case, there would be
new credit created and new money.
Transitional Arrangements
Note that it is intended that these arrangements are intended
to replace bank mortgages. Procedures would therefore need
to be put in place to phase out banks issuing mortgages, or to
discourage the practice through taxation.
Also note that the land rent on some land is likely to be higher
than the current mortgage rates. For transitional reasons, it’s
probably best to have current interest rates on the new LVCs
equal to existing mortgage rates, with the shift to the land rent
yield taking place over five or so years.

CONCLUSIONS: PUTTING IT ALL TOGETHER
This paper argues that a Land Value Tax is a fair, economically
efficient and practical tax to be implemented in the UK. In order
to capture the full uplift in land values we outline Norm-based
Taxation, which allows the full economic effect of capturing
land value uplifts to be achieved straight away, without massive
changes in bills. An additional small national LVT could be
imposed on top of this as a policy tool by the central bank. And in
order to reform the financial system, we present Location Value
Covenants. We also provide more detailed suggestions for how
valuation and other aspects of policy can be put in place.

*

A note from the Land&Liberty editors:
In 2017 The Scottish Land Commission invited tenders to investigate
international experience in land value taxes to identify possible
policy options for Scotland.
The article presented is part of the submission made by the School of
Economic Science with support from the Henry George Foundation.

*
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reviews

Without question, the ideal way to do so, he argues, is to levy a
tax on the unimproved value of land, such as proposed by Henry
George, and such as attempted by David Lloyd George in the
beginning of the twentieth century.

However, given the practical problems regarding the valuation of
land as well as the widespread political animosity towards a land
value tax, Bentley argues that the best achievable way of capturing
the increase in the rent of land would be to revise the Land
Compensation Act of 1961, which determines that landowners
have a right to be compensated, in the event of a compulsory state
purchase, according to the prospective residential value of the
land.
Opposed of this, Bentley suggests that a more reasonable rate
of compensation would be its existing value as reflected by the
present planning status of the land, disregarding the anticipated
value-increase of a potential residential planing permission.

THE LAND QUESTION:
FIXING THE DYSFUNCTION AT THE ROOT
OF THE HOUSING CRISIS
BY DANIEL BENTLEY
Reviewed by Lasse S. Andersen
Civitas Press, 2017
ISBN: 978-1906837938

To many free-market advocates, the lack of affordable housing is
perceived largely as a problem of an overly restrictive planning
system. If only more land could be released to the market for
residential development, then supply would rush to meet
demand and the housing crisis would be as good as solved. To
Daniel Bentley, however, who is the editorial director of the
think-tank Civitas, the problem is more complicated and will not
be overcome by deregulation alone.

By making this revision, the state will thus be able to purchase
land, grant itself a planning permission, and either provide
affordable public housing at a much lower cost than presently
possible - and on a scale reminiscent of the New Towns that
were built after World War II - or to sell the land back to private
developers at its new residential value and thus collect the rent
differential for the state.

Bentley does not argue, however, that the state ought to - or need
to - engage in mass-expropriation of land at this lesser rate of
compensation, but he does believe that such a revision would
sufficiently incentivise landowners to either develop or sell their
land rather than hold on to it for future gain, and that the power
of constraint that the landowner now holds over the development
of the community would be seriously challenged.
Editors: The book is available for purchase via the ISBN number;
but can also be downloaded as a free PDF from the Civitas website.
Go to: www.civitas.org.uk/content/files/thelandquestion.pdf

Because the supply of land is finite and therefore gives rise to
economic rent, landowners effectively have a power of constraint
on the housing market. And as long as this power persists, land
will only be drip-fed into the marked at the highest possible
price.

The only way to effectively increase the supply of housing,
according to Bentley, is to make sure that the unearned windfall gains that accrue to residential land are recaptured by the
community.
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BOOKS WORTH READING
A book worth coming back to is Joseph Stiglitz’ The Great Divide.
Here he traces the many factors in the American economy that
lead to greater and greater inequality. In one way or another, every
business seeks to make a profit at the expense of its employees,
drawing ever more wealth up to the top 1% of earners. This,
Stiglitz argues, is supported by bad government policies and by
bad trade agreements which circumvent democratic scrutiny.
One aspect that relates to the land question are his observations
on intellectual property rights. He cites the case of the Association
for Molecular Pathology v. Myriad Genetics where the court
ruled “that human genes cannot be patented, though synthetic
DNA, created in the laboratory, can be”. “The case was a battle
between those who would privatize good health, making it a
privilege to be enjoyed in proportion to wealth, and those who
see it as right for all – and a central component of a fair society
and well-functioning economy. Even more deeply, it is about the
way inequality is shaping our politics, legal institutions, and the
health of our population”.
Stiglitz argues that the claims of the drug industry that research
would be hindered without such patenting is a false argument,
and that “similar patents actually impeded rather than fostered
innovation”. Monopoly of prices, which is the real reason for
patents, restricts the use of medicines to those who can afford
them, and contributes to inequality.

One of the most interesting and unexpected findings of Stiglitz’
enquiry into inequality in America is that the richest 1% are
becoming concerned about it. They fear that with the economy
slowing down through the ever-decreasing spending power of
the population that the system might crash, and they will topple
with it. But this worry does not translate into any action and so
they carry on as usual. Stiglitz emphasises, however, that the
fault does not lie with the rich 1% but with government policy
and ignoring the consequences of bad economic policies. A very
powerful summary of his findings is presented in his recent talk
in Gipuzkoa in Spain, which can be found on YouTube.
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HGF news

HGF BRIEFING NOTES

FRIDAY MEETINGS AT MANDEVILLE PLACE
The regular study groups continue over the summer at Mandeville
Place in London. As per tradition these events will be free of charge.
This summer The HGF will arrange both a group session on Friday
afternoons as well as a group session on Friday evenings. The
meetings will commence at 2:30 PM and 6:40 PM, respectively.
The afternoon group will see Thomas Graves as the presenter and
can expect the following content: “The Group is engaged in regular
study and occasional talks presented by members of the Group and
others. The study, this term, will focus on Book V of The Science of
Political Economy which deals with the challenging subject of Money
- the medium of exchange and a measure of value.”

The evening group will see David Triggs at the helm and will have
a nuanced Progress and Poverty focus: “Progress and Poverty will
continue to be the subject of study by this Group. Much clarity has
been found in the study of George’s examination of capital and its
function; the sources of wages; population and subsistence; the
correlation of the laws of rent, wages and interest. The summer term
will provide an opportunity to recapitulate on all of this and lead
into the distribution of wealth and the persistence of poverty.”
The latter meetings will be available worldwide to all via internet
connection. Please see the HGF Newsletter for technical details.
To register for the HGF Newsletter and keep yourself updated on
the Friday Meetings alongside all other HGF-related activities:
Go to: www.henrygeorgefoundation.org

Lastly, mark your calendars for August 27th to August 31st 2018 the dates for the annual CGO Conference. Held this year in Baltimore,
Maryland, under the apt headline “Baltimore’s Struggle for Land
Value Taxation” it will be the 38th CGO Conference thus far.
Go to: www.cgocouncil.org/the-conference/
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Edward J. Dodson

MONETARY REFORMS
MAY NOT PREVENT BOOMS AND BUSTS;
BUT THEY HAVE A GROWING CONSTITUENCY

One of the legal powers of central banks is the power to print
paper currency (or generate its digital equivalent) without
restriction. Central bankers describe this expansion of the money
supply as “quantitative easing.” With this “new money” the
central bank is able to invest in government securities, earning
interest income, without removing any money from circulation.
Proponents of monetary reform rightfully question the laws that
grant to a central bank this extraordinary power. Appropriately
regulated (to prevent inflation), the public good would be better
served by transferring the issuance of legal tender currency to
national governments. Supplementing tax revenue and fees for
services, the direct spending by government would be debt free.
The public good would be further served by the chartering
of publicly-owned banks charged with providing funding for
infrastructure, for small businesses, for housing affordable to
lower income households, and other public assets (e.g., schools
and libraries). In this way, money becomes a social good rather
than means to leverage rent-seeking and passive and speculative
investment activities.

Some proponents of banking reform call for “full reserve”
banking, requiring a bank to hold cash equal to total short-term
deposits. Such a change would dramatically change the business
model for depository institutions. By removing the ability of the
bank to use deposited funds to make loans to others, earning
interest income, banks would need to cover their costs and
earn a return to shareholders by charging even higher fees for
any service performed. A bank could still be a lender, drawing
on funds raised by the sale of shares of stock or by the issuance
of debt where repayment comes from a specific income stream
rather than the bank’s general assets. A less draconian reform is
embraced by at least some members of the economics discipline:
Here Sheila Dow, Guorun Johnsen and Alberto Montagnoli in A
Critique of Full Reserve Banking, Sheffield Economic Research
Paper Series. The University of Sheffield, March 2015:
“While a return to a traditional separation of retail banking
(regulated and supported by the central bank) from investment
banking (regulated differently but not supported) would
contribute to financial stability, it is argued that the full reserve
proposals go too far.”

The authors of this paper describe how most economists and
reformers understand the role of the individual commercial
bank in the expansion of the money supply:
“In the current economic system money is created by commercial
banks in the process of credit creation and money is destroyed
when a loan is repaid. Using the accounting rule of doubleentry bookkeeping, every time a bank grants a loan the amount
immediately becomes both an asset and a liability for the bank
itself. These items are both in the name of the borrower (the bank’s
customer).”
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The above description is widely accepted by critics of the existing
rules for banks. Contrary to this interpretation, I suggest there is
much more to the story.

When a group of investors decides to establish a bank, the first step
is to contribute cash in return for shares of stock. The cash raised
from investors is the bank’s initial start-up capital. In the United
States, this will require between $12 to $20 million depending on
the state. Once the bank opens an office (or a website), it is able to
offer its services to the public. Capital above required minimum
reserve requirements is available to make loans. The bank begins
to accept deposits of cash (or its digital equivalent), 90% of which
can also be offered to borrowers. The bank can also issue bonds
to raise additional cash.
U.S. banks are required to adhere to capital requirements adopted
by the Basel Committee on Banking Supervision. These rules
apply to all insured depository institutions. The main source of
capital is the net valued common equity (net, that is, of goodwill
and other intangible assets). These rules are detailed and
complex. One of the most controversial aspects of the regulations
is the marking of assets to current market value, which involves
accounting for a gain or loss in value despite the fact that the asset
remains on the books.

As I see it, the problem with the way the above (and other)
economists describe the outcome of a bank loan is that, in most
instances, the proceeds of the loan are immediately distributed
to one or more third parties. This is almost always the case when
a loan is made to finance the purchase of land or land improved
with one or more buildings. Proceeds are distributed at closing to
any mortgagee holding a lien with an outstanding balance, to the
mortgage broker, to the property appraiser, to the realtor, to the
title insurance carrier, to the closing attorney, to the recorder of
deeds and to the taxing authorities. Whatever is left goes to the
seller.
Is money created when a loan is made, as asserted above? This
is a fundamental question. If true, would any bank ever become
insolvent? A bank would not need to draw on cash reserves, issue
new shares of stock, borrow from other banks, or issue bonds to
raise cash.
As it is, banks must hold some portion of funds deposited as a
reserve against demands for cash by depositors. In addition, banks
are required to hold reserves based on statistically-calculated
losses on categories of its lending. And, of course, when the
bank takes on imprudent risks or is insufficiently capitalized to
weather a severe economic downturn, the bank may be declared
insolvent and forced to close its operations.

As important as these issues are, they pale in comparison to the
unjust private appropriation of rents from land as well as other
land-like assets.
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Our Philosophy
What is Land&Liberty?
Land&Liberty, a quarterly magazine published

by the Henry George Foundation, has
chronicled world events for over 100 years.
Dedicated to promoting economic justice
along lines suggested by the American writer,
social reformer and economist Henry George,
it offers a unique perspective to stimulate
debate on political economy with its reports,
analysis and comment.

Who was Henry George and
what is special about his ideas?
In 1879 George published one of the bestselling books on political economy ever
written, Progress and Poverty. By the
twentieth century the wisdom he expounded
was recognised and supported by many
of the world’s most respected thinkers
including, Tolstoy, Einstein, Churchill,
Keller, Shaw, Huxley, Woodrow Wilson,
Stiglitz, and Friedman. Today, as the world
faces environmental and economic crises,
we believe George’s philosophy is more
relevant than ever. But, as George foresaw in
Progress and Poverty, and is inscribed on his
gravestone:
“The truth that I have tried to make clear
will not find easy acceptance. If that could be,
it would have been accepted long ago. If that
could be, it would never have been obscured.”

Today Henry George is mostly
remembered for his recognition that the
systems of taxation employed in his day, and
which continue to dominate fiscal policy in
the UK and throughout the world, are unjust,
inefficient, and ineffective.
He saw how taxes discourage wealth
creation, positive economic activity and
employment and prevent people and nations
from realising their full potential. By
ignoring property rights they involve theft
and encourage dishonesty and environmental
abuse. In short, as a method of raising
public revenue, they fail. By offering an
alternative, George also showed that taxes are
unnecessary.
George realised that some land at
particular locations acquired a value that
was not due to the actions of any individual
or firm but was due to natural influences
and the presence, protections and services
provided by the whole community. He saw
that this value grows as the need for public
revenue grows and is sufficient to replace
all existing taxes. This could be collected by
levying a charge based on land values and
is commonly referred to as land value tax or
LVT. However, George was clear that this
is not actually a tax but is a rental payment
individuals and groups need to pay to receive
exclusive use of something of value from
the whole community, i.e. the exclusive
possession of a common, limited and highlyvalued natural resource.
Henry George’s ideas were not limited
to his proposal to change taxes. His

profound body of theory also included issues
such as: the difficulties inherent in the study
of political economy, the fundamentals of
economic value, a proper basis for private
and public property, trade, money, credit,
banking and the management of monopolies.
Key to ‘the truth’ that Henry George
tried to make clear is that every thing is
bound to act in accordance with the laws
of its own nature. He saw that these laws of
nature operate everywhere, at all times, and
throughout a creation that includes man and
society and the worlds of body, mind and
spirit. Further, that people and societies can
only behave ethically and succeed in
their own designs where they take proper
cognisance of, and act in harmony with,
those natural laws.
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