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¢ this opportunity to, discuss some of the
hat - confront s ~as teachers. Our
¢ the’same; and the problems which
t mheet?in accomphshmg our ob]ectlves
ety sitnilar. v
s, 4s I see them, are as follows:
wé -want- to” hélp- our’ students ac-
better’ understandmg of the economic
‘at-work in our society. An understand-
g of-cause-and-effect relations in the economic
orld is “of "vital importance: For we- catinot
. .hope for intelligent public- policy unless those
" xgho orrnulate policy have some notion con-
cerning. ‘the economic consequences of their de-
«cisions. ' You .and I—and-your students and
: all ‘haye some influence on policy for-
ur ocratic society. If- we -would
isely among our alternatives, we must
Sf -the: probable consequences of our
e must be informed.
ust also’ help ‘them m the PhllO-
: theu: quest for an economic

AM very happy to be here this evening and

.- Without such
ability to foresee the economic
quences of altérnative social policies is of

3 hori he must have some more Of

(certainly’not the proper function of ‘the
“to’ superimpose his own phil-
1 the student. The student must find
o wi_answers—he must forge his own phi-
: losophy 2 :
t is not difficult to reach common ground as
oals ‘when_ we phrase the goals in general
erms; What are the critetia of 2 good economic
stem? Obviously, we want to utilize our
rce means of production in the most efficient
and- econormc way so.as to maximize the satis-
on of human wants. Further, we want a
ust-system -of distribution of the commodities
nd services turned out by our economy. So far,
efe ‘is little room for disagreement. But what
jast system of distribution? Here 'we have
-philosophical question—and a question which
-‘the economxst g#a economist cannot resolve.
The question nevertheless requires an answer.
set-us consider some of the alternatives:
equal sharing
One-possibility is the sharmg of income on
.equal basis. If we were to accept this as our
al, we should strive for a distributive system
whereby everyone would receive the same value
f -economic goods regardless of the role he
layed in the economic process: The typical stu-
nt reaction. to this alternative is in the form

a questton-— Do you mean that if T work

harder and produce more I don’t get anything

‘out of it?”

2. sharing on the basis of need

The advocates of this alternative argue for a
distributive system in which income varies with
the needs of the recipient. This requires the
establishment of a criterion by which “need”
can be measured. Who is to say whether Jones’
needs ‘are greater than Smiths’? Whoever the
decision maker, he is almost certain to have a
brother-in-law; and the brother-in-law influence
has no place in the making of decisions regard-
ing the distribution of our national output.

3. sharing on ‘the basis of contribution

A major fault of the two bases of distribu-
tion mentioned above is their adverse effect on
incentive. Both arrangements’ would very likely
sharply reduce national output. Sharing on a
contribution basis would mean that the per-
formance of any function resulting in an in-
crease in output would result in an increase in
ificome to the one who performs the function.
Under this criterion, one would be deserving
of his income even though he greatly enjoyed
performing the function.

The “conrtibution basis of income sharing
seems to be in accord with' our ordinary notions
of justice and equity, and it has the further ad-
vantage of being consistent with personal gain
as 2 motivating factor. Let us assume that we
have general agreement 2s to this choice among
the -alternative "bases of inicome -sharing. We
can now formulate a criterion of an earned in-

pass. |
~'thent -on proposals of e economic reform A pro-

come. An income is earned when its teapxent
contributes as much in value to-the national in-
come as he draws. In other words, his rewatd
or share is a reflection of, and equal in value to,
the value of his productive contribution. Such
an income receiver could hardly be said to be
“exploiting” anyone. If he had not performe.l

~ his fuaction, the product value which makes up -

his reward would not have existed. If he gets
more than this, he is an exploiter of - others,

who must necessarily receive less than the value
of their contributions. If he gets less than this,
he is among the exploited, and someone else
is receiving more than the value of his contri--
bution.

I should like to repeat that we cannot prop-
erly present a student with a ready-made phil-
osophy; though we can, as I mentioned before,
help him to realize the implications -of his
choice among goals. But regardless of what
conclusions he reaches in his philosophical in-
quxry, untxl he arrives at Jome. conceptio.
th +h ,

posed economic reform cannot be appraised
without some basis for the apptaisal; the stu-

“dent must have some conceptioti of what sort.

of economic society he wants' before
pass judgment as to the desxrabxhty of any sug-
gested modification of our: economic. system.
Whether one approves or rejects a suggested
program of economic reform’ will depend very
largely on the philosophical ‘position which

- serves as the basis of his appralsa.l

Let us now turn to the question of economic
reform and let us assume that we have general
agreement as to our goals. Specifically, let us
say that our aim is to utilize our scarce resousrces
so as to maximize the production of economic
goods and divide out the economic product on

“the basis of productive contribution. In terms

of these goals, let us consider the land value
tax proposal and some of the problems con-
fronting the teacher in connection with the dis-
cussion of it. I' think it is important to stress
the distinction between the econiomic and ethi-
cal aspects of the proposal. .

Considering first the ethical aspect——before
we can apply our earned income critetion, we
must first classify. incomes dccording to source.
Apart from transfers such as gifts, 2 person may
receive income in three basically different capa-
cities. He may teceive income in the form of -
wages in his capacity as a worker. He may re-
ceive income in the form of interest in his
capacity as a capital owner. And he may receive
income in the form of economic rent in his
capacity as a landowner.

If we include all effort that goes into the
productive process in our labor category, all
man-made wealth used in production in our
capital category, and all “gifts of nature” in-
-volved in the economic process in our Iand
' ( Coﬂtmﬂed on Page Tbree
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category, then our three classes of productive
factors are all-inclusive. Thus the sum of wages,
interest and rent must equal the value of the
nationl income. Let us apply our criterion of
an earned income to each of these three func-
tional distributive shares. Wages are received
for a positive productive contribution on the
part of the worker and tend to be set by the
market at a level which reflects the value of
that contribution, Thus, according to our cri-
terion, wages constitute an earned income.

Similarly, interest on capital is a reward for
the performance of an essential function by its
recipient, the saver. Capital is productive in the
sense that an addition to capital makes possible
a greater value output than we would other-
wise have. Since saving is essential to capital
formation, and since the use of capital makes
for greater output, interest must be regarded as
earned in the same sense that wages are earned.
In both of these cases, the income recipient per-
forms an essential function which .adds to the
value of society’s economic product. And in
both cases, the market tends to fix the reward
to the factor owner at an amount which is equal
to the value of the productive contribution.

What do we find when we apply our cri--

terion to land rent? Does the landowner, as
- 'such, make a productive contribution in the
same. sense as do the- wotker and saver? No
effort or saving are involved in bringing land
into existence, and the value of land is inde-
. pendent of its owner’s effort and thrift. Here
we have a real difference. Land has value. be-

a
coal - depo tsvalue ibuitable to com-
munity growth and development. In either case,
. the landowner is not responsible for the land’s
existence and he is not responsible for its
value. Clearly, the application of our criterion
must force us to conclude that land rent is an
unearned income: if the landowner is permitted
by custom and law. to appropriate economic
-rent for his own purposes, he is being permit-
ted to take without giving—to enjoy a share of
the. goods created by sociéty for which he makes
no corresponding contribution. ’
Once the student gets cleazly in mind the dis-
tinction between land and capital and between
rent and interest, he is in a position to compare
our existing tax system with a land value tax
system from the ethical point of view. He can
see that our current tax system takes a large
slice of wages, leaving the worker a share of
the national -income which is much less than
the value of his contribution to it. He can see
that our tax system takes a considerable part of
the interest yielded by capital, thus reducing the
saver’s income to an amount considerably less

than the value of his productive contribution.

- And he can see that the landowner, even after
paying his taxes, is left with a big percentage
of his rent, thereby receiving a net income after
taxes for which he makes no productive con-
tribution whatsoever.

He can see, too, that the adoption of
George’s proposal—to untax labor and capital
and raise our public revenue so far as possible
by taxing land rent— would modify the in-
comes of all three of these groups of income
receivers in such a way as to make their share
of the social product mote nearly equal to their
contribution to it. If he accepts the idea of
sharing income on a contribution basis, he will

factors, such as oil Jands-or .

_see that this simple modification of our tax

system is the only way to establish a truly just
system of distribution.

Let us now turn from the ethical aspect of
the land tax question and give some considera-
tion to the economic aspect. Here we are con-
cerned with the economic consequences of
George’s proposal. I think it should be stressed
that there is a great difference in the nature of
these two questions—the ethical question and
the economic question,

These are in a real sense independent ques-
tions. Our conclusions in the cause-and-effect
inquiry must be accepted if our assumptions are
realistic and our logic is rigorous. They must
be accepted regardless of our philosophical posi-
tion. When we pose the question, “If we adopt
such and such a policy, what will be its effects”,
we are posing a question in pure science. If we
can say “If A, then B”, we have a scientific
law. A scientific -inquiry, conducted properly
and based on realistic assumptions, yields re-
sults which we are forced to accept. Whether
we like the results, whether we consider them
socially good or socially harmful, has no place
in the inquiry. Thus, when we ask what would
be the economic consequences of the adoption
of the land value tax proposal we are posing a
proposition in pure theory and our answer, if
scientifically derived, must be accepted regard-
less of our philosophical conceptions.

The first important” effect which we should
expect to result from imposing taxes on the

economic rent that land is capable of yi¢lding;+::

and :reducing .or- removingiother taxes, is that
theré would" be more good land forced into
use. More good land in use means a larger social
output. It means a higher standard of living.
And it indicates that the adoption of the land
value tax proposal means more than a mere re-
distribution of income, for the increase in na-
tional income which would result from its

~adoption necessarily involves a net social gain.

Wages — the share of the national income
which goes to those who contribute to the eco-
nomic process through their efforts — would
rise, for two reasons. Since the market tends to
fix wages at a level which reflects the contribu-
tion of the worker to production, a worker’s
wage tends to vary directly with the value of
his productive contribution. Because the land

tax would force more good land into use, we’

should expect the marginal productivity of labor
to be higher. That is to say, we should expect
laborers to be more productive at the margin
working with better land than they would be
if they worked on poorer land.

Now let us consider briefly the effect on the
receiver of interest. Capital will be more pro-
ductive at the margin as a result of better land
in use and the rate of -return to savers will, at
least for a time, tend to be higher. Also, the
reduction or removal of taxes which now tends
to reduce interest would give the saver a larger
part of the increase in production which his
capital ‘makes possible. Perhaps it should be
mentioned that such an increase in. capital
would logically tend to raise the marginal pro-
ductivity and the wages of labor even higher,
thus giving us another reason for expecting
wages to go up to add to the two reasons listed
above. :

To sum up this part of our inquiry, it would
appear that the adoption of the land value tax
proposal would result in an increase in wages,

and increase in the interest retumn to the saver,
and-a great reduction in the sale price of land.
Also, since it would increase the reward for
effort and thrift and since it would force more
good land into use, we should reasonably ex-
pect a considerable increase im the total value of
goods turned out by our economy. This increase
in output means a higher standard of living. It
is another way of saying that the total gain on
the part of those who gain from this reform ex-
ceeds the total loss of the losers. There is a net
social gain; it is not a mere redistribution.

So much for the economic or cause-and-effect
aspect of the proposal. Do we want these re-
sults? Would one not have to have a very
peculiar philosophy if he were to consider so-
cially undesirable such effects as the following:
higher wages to workers and wages more near-
ly in line with the value of the laborers’ pro-
ductive contribution; increased returns to savers
and interest receipts more nearly in line with
the contribution of the saver to the productive
process; a net increase in total output and in
the standard of living; a great reduction in the
cost of acquiring decent housing, since the high
price of the land is one of the main obstacles
to the solution of our housing problem; a sys-
tem where the industrious and the thrifty are
rewarded for their industry and thrift; and a
system which'is consistent with personal gain

as a motivating force?. Do we want these re-’

sults? Ask your students; they will give you the
answer.

There is a strong movement underway in the
world today—a movement toward communism.
Communism in practice must necessarily be- 4
coercive system i i i
realin of choic :
ly restricted. “Io one who puts a high value on

individual freedom and the dignity of the in- -

dividual, it is a vicious system. As a political
system, it is inconsistent with the principles of
democracy. As an economic system it is incon-
sistent’ with. our aim of utilizing our scarce
means of production in such a way as to. maxi-
mize the satisfaction of human wants and it is
inconsistent with the philosophical postulate
that a just system of distribution is one in which
individuals share in the national income on the
basis of their contribution to it.

How are we to fight this menace? Our real
danger, as I see it, is from within. What are
our weapons and .who are our troops in this
ideological battle? Knowledge -and truth are
our weapons and our teachers are our troops.
It is our job, as teachers, to get actoss to our
students a clear and accurate picture of what
life would be like under a true free enterprise
system. We must help them to see what our
system could be like with a few basic modifica-
tions in our existing institutions. We must
make it clear that our alternatives are not con-
fined to a choice between communism and the
status quo — that there is a third alternative
which is much to be desired over either com-
munism or the status guo. If we present these
three pictures clearly and accurately, we need
not fear what the choice will be. Free people
will never choose communism if they are in-
formed and fully realize the implications of
their choice. To inform them is our job—yours
and mine. And it is a job at which we must not
fail. ' : ‘

[The full text of this address by Professor
Pinkney C. Walker at the St. Louis Conference
banquet on Jzly 15, 1950, will be published by
the Schalkenbach Foundation. Professor Walker is
an associate of Professor Harry Gunnison Brown,

in the Department of Ecomomics, University of
Missouri, at Columbia, Missouri.}




