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84 FIFTH BIENNIAL REPORT

CHAPTER VIL
THE TAXATION OF LAND VALUER

Reeently al & meeting of the All-Mionesota Development -Asso-
ciation, an organization having for its purpose the promotion of the
development of the natural resources of the state and the better-
ment of the zocial and eeonomie conditions of the people, a resolu-
tion was adopted favoring a reduetion of tax burdens on personal
property, and o bunildingy and improvements on land, The discus-
gion that preceded the adoplion of the resolution brought out the
fact that a number of those in attendance at the meeting were single
taxers, while others favored a modified form of the Henry George
theory of texation. The latter would use land as the haze of all
taxes, to be supplemented, perhaps, by specifie taxes on business and
IMEOmE.

The Exemption of Pérsonal Property

Minunesota is one of the fow states that still persists in taxing all
forms of personal property, Many of the other progressive states
of the Tnion hiave abolished such taxes o whole or in part and have
subetituted other more equitable revenne measores, Scareely any
other nation vutside of the United Stetes, and certainly ne advaneed
nation, now imposes a tax that corresponds to our persousl property
tax, We pride ourselves oo the progreessive spirit of the American
people, and yet many of the older eountries of Europe, as well as
some of the Australian colonies and Canadian provinees, have far
outstripped us in tax reform. They have shown a mueh greater
rendiness than we have to change their tax systems when change
seemed desirable, and to adopt new methods hetter suited to the
changing socis]l and econoemic conditions of modern eivilization,
Perhaps we are less progressive than we think we are, especially in
matters of tax reform. Nevertheless the foture is not without hope,
for & growing public interest in matters of general taxation is dis-
eerniblo everywhere, and particularly in our own state.  An intefli-
gent public interest is & prerequisite of tax reform.
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The movement for the total or partial exemption of personal
property from taxation is not a new one in thig state. For many
vears past a considerabls number of our people, though by no means
a majority, have favored either the maodifieation or total abolition
of personal property taxes. This sentiment is due in part-to the
fecling that our attempts to tax property of this character have
not been suceessful from the viewpoint of elther completeness or
equality., Thiz is particularly true of the many clusive forms of
so-called intangible personalty, the volume and value of which
has grown so rapidly with us during the past gquarter of & cen-
tury. Then, too, ithere has been 8 growing feeling that the tools
and implements of produetion—farm tocls and stock used in agri-
enltural pursuits, and the tools, implements and machinery of the
manufacturer—should not be taxed; that if personal property taxes
are 1o be imposed at all they shonld be imposed on produetion
rather than on the instruments of produetion.

Btill stronger oppoesition 1s developing to the tax on houscheld
goods. Huch property produces uo income; its valuc to others
than the owner is 2 doubtful guantity. If homes arp to be main-
tained, and homea are the haekbome of & statc, we must have
chairs and tebles and cock. stoves and beds, yet in this state we
tax thesc essentinl things of the home. More illogical atill iz the
tax on the clothes we wear, not even the modest shirt gnd overalls
of the workman being exempt. It iz small wonder that there is a
growing sentiment against such taxes.

The growing opposition to persmnal property faxes is reflected
by the increasing mumber of bills intredueed in ench succeeding
sersion of the legislature for repewl or modification of taxes on
personalty. This is parlicularly true in so far as i relates to
taxes on intangible personal property.

" The origmal tax provision of the state eonstitution, adopted in
1857, required taxes to be equal and uniform on all clagses of
property, regardless of character or use. This restrietive provision
was an effective har to tax reform wp to 1906, when an amendment
was adopted changing the wniform rule on all classes of property
to uniform on the same clase of subjects. This amendment per-
mitted the classifieation of property. for purposes of laxaiion.

_ The first step in classification, following the adoption of the
amendment, was taken in 1907, when a law was enacted provid-
ing for a low registration tax on mortgages in lew of all other
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taxes, followed hy a specific tax on grain in 1909, and by the
three-mill tax on money and credits in 1911,

A still more radical step in classification was taken in 1913
by the _enactment of a law dividing property into four classeg for
purposes of texation, and providing for the assessment of each
of the different elasses at varying pereentages of trme and full
value. The law is fully digeussed in another chapter of this report.
" It is pufficient here to gay that while the classification was perhaps
based on expediency rather than on sound eeonomie reasoning, the
Law reenpnizes the logic of the advoeater of the exemption of house-
hold goods by placing speh property in the lowest class. It also
makes some concession to the tocls and implements of industry
a8 compared with some other forms of property. By placing iron
ore in the highest class some slight recogpition is given to the “state
heritage™ theory, and also to the contention of not a few of our
people that the mineral deposita of the state, being the gift of
nature, shonld bear a heavier tax bmrden than the produets of
labor. -

That the classifieation law eculd be improved is generally con-
ceded ; mevertheless, it 15 tegarded a3 a step in advance by those
who wonld oxempt personsl property from taxzetion. Until the
exemption provisien of the state constitution is enlarged it would
not be possible to hring about complete exemption of such prop-
crty. Tho power to classify, howover, is sufficiently broad to permit
of » low tax on certain classcs of property that many of our people
think should be cntirely cxempted. To this cxtent at least the law
commends itsclf to thase who wonld entirely eoliminate all personal
property taxes.

That the personal property tax will eventually be abolished
in thiz sthte is aliogether probahle. Apart from the question of
its economie soundness, it hag other objectionable features. It i
a diffienlt tax to equitably enforce, henee often unjust in applica-
tion. In a messore it puts a penalty on honesty and a premiam
on dishonesty, especially when applied to ¢ertain forms of personal
property. No atate should persist in 4 tax that makes evasion and
dishenesty profitable, Many of the most progressive states in the
Union have already abandoned it in whele or in part. It has never
heen suceessfully administered in any state. In itg present form it
can never be snecesefully administered in this state,
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The Exemption of Buildings and Improvements

The resolution first referred to also favers a reduction of tax
burdens on buildings and improvemesnts on land., The principle of
entire exemption of such property from any form of taxation hda
numerous supporters in this state, although the resclution appar-
ently only favors the plecing of a lower tax on buildings than on
the land itsclf, In a measure, total cxemption of improvemoents is
a modified form of the single tax theory, but quite distinet from it

Briefly explpined, the advocates of the gingle tax propoze to
abolish all taxes save those upon land values. They contend that
the value that attaches to land besanse of the growth of popula-
tion and the development of industry belongs to the people, and
consequently shoold be taken for the use of the people. They hold
that there are two-distinet Einds of value, oue the resnlt of indi-
vidual effort, which i equity belongs Lo the individual; the other,
the result of the presence, needs, and activilies of the whole com-
munity, and in justice ought to be devoted to the public use,
because ereated by the publie, '

It is claimed that every community has an indofeasible original
right to the land on which il cxists, and to &1l the natural, unmodi-
ficd values and advantages attached thercto; that every individnal
in the eommunity has an equal right to the land, while all the
individuals together bave a joint right to the ineome which these
natural advantages eommand, This ineome is known as land value
or economie rent, .

Land value, or economie rent, iy defined as the largest annual
amoeunt veluntarily offered for the exelusive nse of a glven area
of land in itz natural state—witheut huildings, and wndrained,
unfenced, unfertilized, nnplanted and wnoeeupied. It is proposed
to soecialize economie rents—to appropriate them to the public use
—and from the proeeeds thereo! to defray all expenses of govern-
ment, federal, state and loeal. The plan in its fullest sense’ con-
templates the total elimination of import and internal revenne
taxes, as woll az property taxes, whether general or speeific.

The Unearned Increment Tax

- Andther considerable school advecates appropriating tn the
publie use a part of the fulure uncarned inerement of land. They
oppoee the taking of past inersment as unjust to the present owner
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becanse of vested rights, In effeet, the eingle tax denies the
validity of vested rights, while the principle of taxing future
unearned inerement recognizes the validity of such righta. ‘The
former would tax the economie value of the land in the furm of
an anrusal rent without regayd to present ownership, while the lat-
ter would appropriate to the public use some part of the future
ineresse in the eapital value of land. In computing the foture
inerease in the capital value of land, it is eonceded that the added
value arising from labor or imprevements on land should-not be
regardad as unearned inerement.

‘While the unearned increment tax hag been guite widely dis-
enssed for more than a genersiion past, so far it has not been
adopted in any seetlom of the United Statcs. -~

Inereaging public expenditures in recent years, partienlarly in
cities, have made necessary the deviging of new sources of revenne,
and the increment tax hag been urged ns a feasible and eguitable
method of meeting this growing demand on publie purse, It is
held that the rapid growth in land values in most American eitieg,
due to inercaging population, ia a eommunity growth, and that parg
of the inerease should he wsed to mest pgrowing publie expendi-
tures, Recently the eommitter on taxation of the city of New
York reported In faver of an annual ineremont {ax of one per
cent apon the futere inereaze of land valoes in that city as shown
each suceeeding year by comparizon with the ascessed value at
-the time the law was enscted. '

It was contended by a majorily of the eommittee that the
inerement, tax was in effect equivalent to a supplementary income
or ability tax snd would rest wpon those cspecially benefited by
growth in values. It was further urged in justification of the tax
thal when a land owner seeures an appreciable inerease in the
valué of his land, either through the action of the povernment or
through the general growilh ol the eommunity, a part of his profit
might equitably be diverted to the public use. Bo far, however,
the recommendations of the commiitee g8 to an increment tax have
not been enaeted into law,

While the increment tax has not so far been adopted by any
American community, the principle of ihe tax has been in use
in several other countries for some years past. An Imperial inere-
ment tax was adepted in Germany in 1911, which in a large mea-
sure replaced loeal taxes. It has been in suceessful operation in
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several hundred German eities for a number of years. In England
the gelebrated Lloyd-George budget of 1805 introduced an unesrned
inerement tax which appropriates to the publie use a fifth of all
increages in land values greator thsn 10 per cent. The provinee
of Alberta, Canada, adopted an inerement tax in 1913, the details
of whieh are deseribed on ancother page. That it will eventually
be adopted by some of the Ameriean commonwenlths iz not at all
improbable.

Partial Exemption of Buildings

Anothed proposal for special land faxation invelves a heavier
direet tax ob land than on buildings and improvements on land.
The prineiple of total or partial exemption from taxation of build-
ings and improvements onh land has heen quite widely diseunsged and
has many advoeateg in thisz state. While total ezemption has a
considerable following, partial exemption is more generally urged,
beeaunse less radical and less lizhle Lo serlously affest our loeal
revenue system under exlating lax limitations. Moreover, partisl
exemption conld he broupht about through legiskitive ensciment,
while toial exempiion would require a constitutionsl zmendment.

The arguments used by the advocates of total or partial exemp-
tion of buildings and improvements are of mmch the same tenor
ag those used by single taxei‘s.l In addition, however, it iz con-
tended that land iz the fandamcntal bose of an equitable tax
gystem. Jt has 8 fixed situs and can neither be moved nor con-
cealed. Is value can be messured with reasonabie ascuraey, and
therefore can be taxed with greater eertainty and equality than
other forms of property, DMoreover, it iz elaimed, the taxing of
buildings discoarages improvements, hecanse it iraposes a fine in
the form of a tax on the man who improves his property, thus
penalizing thrift and industry. It i3 further contended that if
all taxzes were lovied on the land it wonld compel the owner of idle
iand to improve i, or to sell it to others who would improve it,
thus eliminating the speculator who does nothing to erests values
in a eommupity, bhut, under our present svstem, profits ‘hy the
energy and enterprise of others. -

Partial Exemption in the United States

The movement in the United States for the exemption of
improvements has so far made but little progress, The only direet




