Many attempts 1o analyse the cause of the GFC contain

mare than a grain of truth. The vast majority, however, pro-
vide no usefu! hint to a remedy. As the process is structural
and extremely repetitive, a care needs o be found.

Banks did, indeed, extend excessive credit for the pur-
chase of residential real estate without due regard for the
bubble developing in the background. Where was their credit
management during this time?

Whether the failure of banks merits baifouts from
public funds warrants far greater debate than has occurred
internationaily.

Who makes the decisions that peaple have to be further
fleeced in order to retain pubiic trust and confidence in an
errant banking system? Would not private takeovers following
due diligence investigation be more crderly and appropriate?
Why exactly are banks different when they fail?

And, yes, the world’s reserve banks were also at fanlt in
their poor monitoring of bank exposure to the gigantic bubble
it land prices.

When Federal Reserve governor Edward M Gramiich
urged examiners to investigate mortgage lending in 2000,
it was Alan Greenspan chairman of the Fed who person-
ally intervened to thwart the initiztive. In 2001 US Treasury
official Sheila C Bair met with the same lack of success in
having subprime lenders either adopt, or adhere ta, a code of
best practice.

But the failure af banks and their overseers simply aided
a pathological process that was long before underway. It
remains largely unrecognised and is based upon mistruths
about revenue sources.

Who makes the
decision that
people have to
be fleeced in
order to retain
public trust and
confidence in an
errant banking
system?

Tn days of yore we captured a far greater proportion
of the economic rent of fand for revenue, whether in the
fifieenth century and first quarter of the sixteenth {when the
English labourer with a family of five still retained two-thirds
of his wage after food clothing and rent) or before the 11§
tirned to income tax as a ‘temporary’ measure at WWI. (Tt
was not until WWII that the Australian federai government
also assumed the income taxing power from the states.)

In Unlocking the Riches of Oz: A case study of the
social and economic costs of real estate bubbles 1972 to
2006, I mentioned the more recent decline of property-based
revenues as a proportion of all taxation. It became a world-
wide fashion arising from mistruths about land ‘taxes’ (more _
cogrectly called the economic rent of tand).

The Henry Review of Australia’s taxation system
certainly did not capture the public’s imagination when it was
released in May of 2010. Its recommendation to establish
an all-in federal [and tax to replace poorly-applied state land
taxes was greeted with dismay in some quarters, not the least
of them politicians in the major parties—and even from the
public, notwithstanding recommendation aiso to abolish a
vast number of less-efficient taxes,

Pubtlic distrust of land-based revenues underestimates
their advantages and has been carefully founded upon two
misrepresentations which would do Joseph Goebbels proud:

p—

. Land-based revenues are unfair, and
. The land tax base 15 insufficient to raise any
worthwhile amount of revenue
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Land-based revenues are unfair?

The first of these two charges emanates from the proper-
ty industry and a print media beholden to real estate advertis-
ing. Accordingly, it is undeniable that articles warning of the
fikely outcome of the giant real estate bubble we experienced
from the outset of the new century were subordinated 1o
soothing pieces about the benefits of home ownership: also
advice to young couples and investors that they might miss
out if they didn't get into the marlket right now.

The few articles pointing to the existence of a bubble that
did make it through were often subject of ‘concern’ by real
estate industry leaders. These worthies were not noted for
having ever called a real estate bubble before it had burst.

The press and mainstream media in general have accord-
ingly aided and abetted the idea that the right to real estate
should come witl no greater strings than local council rates.

In the latter connection I'm reminded of my late father-
in-law who, more often than not, used to trot down to the
municipal offices to complain about his rates. When council
justified its valuations, he'd occasionally take the discussion
of how he was paying too much up with me. “Did you ever
go into the ATO to complain aboat the far greater amounts
of income tax you used o pay?” I once inquired of him.
“Dor't be stupid. You can't do that"”, he exploded.

On the other hand, fortunately most of the textbooks
in economics do show land-based revenues to be the fairest
revenue base, This is because it can be shown they are not
arbitrary taxes, they are technically rents in nature and can't
therefore be passed on in prices like other taxes.

John Locke (1632 — 1704) wisely said “It is in vain in a
country whose great fund is land to hope to lay the public
charge on anything else; there art last it will terminate.”

Today, we ignore this injunction to our great social and
economic distress, The deadweight of taxation cascades
everywhere througlout our prices and via an incredibly
cumbersome tax administration, sending prices soaring and
making manufacturing uncompetitive overseas. Tt is all this
deadweight, not simply cur lzhour costs as claimed, which
render us uncompetitive.

So, the public capture of the economic rent of our land
does not act detrimentaily on the economy, and economic
papers on ATCOR (alf taxes come out of rent) and EBOR
(excess burdens come out of rent) are unfortunately tao few
and far between.

In Roosevelt Institute Working Paper No. 6 Principles
and Guidelines for Deficit Reduction, Joseph Stiglitz con-
cluded: "One of the general principles of taxation is that
one should tax factors that are inelastic in supply, since there
are'no adverse supply side effects. Land does not disappear
when it is taxed. Henry George, a great progressive of the late
nineteenth century, argued, partly on this basis, for a fand tax.
1t is ironic that rather than following this dictum, the United
States has been doing just the opposite through its preferential
treatment of capital gains,

But # is not just land that faces a low elasticity of supply.
It is the case for other depletable natural resources. Subsidies
might encourage the early discovery of some resource, but it
does not increase the supply of the resource; that is largely a
matter of nature. That is why it also malkes sense, from an ef-
ficiency peint of view, to “tax satural resouree rents at as close
fo 100% as possible.” Thus endeth the rebuttal of the property
industry's great lie.

The land tax base is insufficient to raise any
worthwhile amount of revenue

Having demolished the claim of the real estate lobby
coneerning inefficiency and inefTectiveness of a land tax, neo-
classical econemics circulates a canard of its very own:

“The percentage fof property rent in the economy/ has dropped
o well under one percent today”, New Ideas from Dead Economists:
ant introduction to modern econontic thought, Todd G Buchhols,
FPlome, 2007, p.86.

“But by 2000 urban land renrs represented only four percent of
uational income”, 4 Farewell to Ahus, Gregory Clark, Princeron
Liriversity Press, 2007, p. 196.

“Rent is one peveent of the US income in 2004", Econemics,
Paud Krugmtan and Robin Wells, Worth Publishers, 2006, p.253.

“Reiral inconme was 4.7 billion, or 0.079% of GDP in 1992",
Economics, Third Edition, Karl Case and Ray Fair, Prentice Holl,
1994, p. 559,

“Rental income is §7.9 billion of a total GNE of $5,234 biltion,
or 1.3 percent " Economics: Principles and Policy, Fifth Edition,
Witigin J Baumol and Alan § Blinder, Harcourt Brace, 1991,
2137,
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“. land rent forms such a small percentage of national income:
that 2% is nothing compared to the present tax percentages whicl is
around 30", Income Distribution, Jun Pen, Pelican, 1974, p.210.

These claims are made to look silly by Mason Gaffney,
Professor of Economics at the University of California
(Riverside) who actually bothers to do the required research
in The Hidden Taxable Capacity of Land” [The International
Journal of Social Economics, 36(4)], instead of plucking
figures out of the air.

Stmilarly, in The Taxable Capacity of Australian Land
and Resources {Australian Tax Forum, Volume 18 Number
1, 2003), following a painstaking time series analysis, Dr
Terry Dwyer announces; “The ‘bottom line’ reinforces the
overall conclusion from Table 4 that Jand-based tax revenues
are indeed sufficieat to allow the total abolition of company
and personal income tax."

Land rent only four percent of the economy? Less than
one percent? Bah, humbug! Try thirty percent pius!

In the face of facts, the evidence that the GFC is the
inevitable outcome of a pathological tax system finjng labour
and business whilst encouraging real estate bubbles becomes
compelling,

The diagram pictured here explains the process: effective
demand is being choked off by the wedge driven into GDP by
increasing shares to taxation and private rent seeking which
diminishes the returns to labour and capital.

This analysis is entirely consistent with the conclusions
of The Heary Review,
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