Income and profits in a Site Rent System

Estimating Site Rent Revenue
and the Citizens Dividend

TONY O'BRIEN offers a speculative peek into the possible
impact on prices and incomes of a Site and Resource
Rent Revenue system in Australia. For those wishing to
relate the Australian estimates to the UK and the US, the
comparisons in the table may be useful. The word ‘Rent’
is frequently used with a capital R as shorthand for ‘site

and resource rent’ or ‘economic rent’.

HERE 5 a maxim in classical political
I econemy, with which many modemn
economists agree, that “all taxation is
at the expense of [economic] rem”, and that
gains won from any reduction in taxation - or
the imposition of wage restraints for thot mat-
ter — will sutomatically flow to Rent. The
truth of this is observable today in the cruel
Ireny whereby tax transfers, in the form of
welfare benefils intended 1o help the poor.
sctually do the reverse by pushing up Rent
and, by extension, the cost of goods and serv-
ices. Henry George wrote

sy lermporary improvemon! [in wages 2t a
result of reductions in taxstion] would
be ultimately swallowed up by incroased
land values . reduction in the cxpernses of
government can have mo dircet effoet in
extitpating poverty and incressing wages,
50 long as lend is mosopolised.!

Recent smodies by the Land Values
Research Group in Victoria put Australia's
patential Rent from land sites at $90 billion
and from resources at $60 billion; a ol of
5150 billion. Current total revenue is $190 bil-
liem, (of which barely 5% is Rent), Therefore,
climinating all taxes on production and trade
could see the value of Rent increase to $330
billion, (sites $210 billion and other rescurces
S120 billion). Since the “sector” mtio by
aggregate value of sites in Austrabia s resi-
dential & commercial 2; rural 1, the Rent
revenues from esch sector would then be: res-
identinl 5140 billion, commercial $47 billion,
rural $23 billion. On that reckoning. current
residentind Site Rents would average $20,000.

Table 1 Impact of the Site Rent R
mmmumcum:}

Tmo & oompﬂlm costa/aite rent
Average disposable income

With taxes abolished, wages would obvi-
ously increase immediately by the amount of
the PAYE and other taxes and compliance
costs previously deducted. Tax and compli-
ance costs in Austrolia currently take around
S#%h of average houschold incomes of
5450007 We could therefore expect, after
dcduﬂmg estimated site rents, an average

in snnual
icames of around $4,300. However the citi-
zens' dividend will significantly boost this
outcome.

Given currenl revenue requirement of
5190 billion less dead weight losses of say
conservatively 20%, then revenuc required
under & Site Rent sysiem would be around
5150 billion. With projected revenue of $330
billion, (see above), this could leave & surplus
of approximately $180 billion, This surplus,
distributed as & citizens' dividend or CD,
would deliver $25,000 per houszhold,? bring-
ing average household disposable income to
$50,000, or $960 per week, and median
weekly incomes, currently about 75% of the
average, would rise to $750 per week.
Compare these outcomes with the average
household dispossble income (1996-97) of
approximately $410 per week before housing
cogts.

If the enterprise-stifiing burden of taxes
on production and the onerous compliance

m!lmﬂdeMMMWWmmm Incomes
Incoma and deductions () Iym
Gross income

Systont hold inc
Current systam Site Rent-CD
15,000° 70000
24,300 20,000
20,700 50,000
load were no longer borne by dunls and

Table 3 of is to Site Rent me
Incoma unit Numbar  Av'pe Averngo Sile  Site Rent
of unils in prodit Rent (§) *% of Income mm;
or
Households 7,000,000 25,000 20,000 28 140,000
Businessas 802,350 100,000 87,000 24 70,000
210,000

vilue of disposable incomes referred to
above, The benefits of the considerable sav-
ings in compliance costs, as indicated above,
would add even more to profit margins.

The projected increase in business: prof-
imbility is & static projection and although
predicated on & conservative (T0% of the
potential) increass in consumption, takes no
account of the mevitable surge in productivi-
fy and export potential,

Projected gains of over $500 per week per
household in disposable income and $2,000 a

ta recagnise the mechanism inherent in land
monopaly whereby any increase in dispos-
able income simply drifts into higher land
price, will fail. Reclaiming Rent for revenue
is the omly way we will release labour from
the iron grip of land and resource monopoly
and allew all citizens 1o contribute to, partic-
ipate in and enjoy the full benefits of & Site
Rent System.

In a site rent system, with all constrainis
on employment and productivity cast off,
wages and profits would naturally start to rise

50 that the of Rentto

week in after-tax trading profit for
may seem extraordinarily high, but the fact is
that we are earning these sums already! The
problem is that we are not receiving them.
That wealth, the legitimate source of govern-
ment revenue, is being siphoned off by land
andd resoiarce monapoly.

Any change to our tax systems which fails

hoisehold income and Rent to profit margin
woukl diminish even further. Whether the
gains went to Wages or 1o Rent is largely
irrelevant, since surplus revenue would in any
case: find its way back to houschold incomes
25 2 Citizens' Dividend — an equal share for
all in the Common Wealth
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business, the effect would be either a reduc-
tion i retasl prices or increased wages. Given
that market compefition would preclude the
saving migrating into higher prices for goods
and services; the end resuli, ns shown in Table
1, would be an effective doubling of average
disposable incame.

F THE million o7 so business fn
OAuglmlua in 1997, 80% of them
employed a total of around seven
million people - about E0% of the work-
force.! These businesses averaged a toml
before-tax trading profit of $357,699.%
Deducting an estimated $112,000 each in
taxes,” and $30,000 each in estimated com-
pliance costs® then leaves $216,000, With
estimated aggregate Site Rent (excluding
for rural and sites
being $70 billion (see above), then, business
site rents would avernge $87,000, resulting
in an average immediate gain in trading
profit per business of approximately
$55,000,

But whot of the increased disposable
incomes of consumers; what effect might this
have on business incames?

IF the average household spent say T0% of
the extra disposable income, ie around S400
per week on goods and services, this would
pump an annual $145 billion into the ecano-
my, resulting in an addition to the unmual
trading profit of each business, s shown in
the table below, of around $45.000.9

Higher wages 1o directors and entrepre-
neurs and higher retumns to sharcholders
wotld mirror the general doubling in the real
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Waltzing Back to History

DESPITE THE waalth of evidance, schofars have still not agraed on the reasons why
civilisations have talled 1o find the formula for & sustainable existence, writes Paolo
FAossi

BBC economics editor Peter Jay — hmdyHerW“mambemdor in
fraces the

the evi-

mununmammm'mmumow It's boen a story of

g g oty B i

Hhanm Mhbmonalmmwunes.nhumngwm
Tailure to isolate the common cavses of exploitation — just the things that
may offer tha clues o the eclipse of civillsations.

Stap 1 hmmwmlnéaranaaommlcmm which makes it
o support many more people and raige living standards.
Step 2 Is the threat from predators — *external raiiors of internal

Idiars® ~ which

than threatans the original a

advance.
Step 3 is the atlemp!t al a solution to the hreats. 1o protect
the original advance.

Jay's analysis would have baen mare llluminafing il he
had concentrated on the policy falures in step 3. He
counts among the measures that preserve the gains “the
political matrix of cilizenship, Stale power, renls and taxes
Ammmmmmmmmmmmﬁt

" Uay ideniifies Adam Smith's axplanation of the wealth of
nations as containing a version of the waltz motil. What ha

out the ‘intemal idisrs” and e nead for 1axes in ena stroke. But that
demmwhm
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