Center for Study of Economics 8775 Cloudleap Court, Suite 212

Columbia, MD 21045 

(410) 740-1177 FAX: (410) 740-3279
November 22, 1999

The Honorable James Gilmore, Chairman

Advisory Commission on Electronic Commerce

3401 North Fairfax Drive

Arlington VA 22201-4498

Land Value Taxation Proposal

Executive Summary of Comments and Proposal:  Both sides to the e-commerce debate raise meritorious concerns – one side that taxation of internet commerce will hurt that commerce, the other side that state/local autonomy, as well as state/local fiscal concerns, require that state/local governments be allowed to tax internet commerce in the same manner that other commerce is taxed.  What the debate highlights is high technology is leading to increasing mobility of capital and of labor, thus narrowing tax bases that rely on capital and/or labor.  This leaves, as a base of taxation, land.  Taxes on land are the best form of state and local taxation.


Thus, we propose that the Advisory Commission include in its final report:

The Advisory Commission on Electronic Commerce recognizes that it is the very mobility of capital, and of labor, made possible by high technology, and especially by the internet, that has led to greater productivity in the economy, but, at the same time, has led to a narrowing of tax bases that are composed of capital and/or of labor.  Thus, the Commission encourages state and local governments to examine taxing the one economic factor of production that is perfectly immobile, namely land.  Taxes based on the value of land may be particularly efficient and merit greater scrutiny.
Dear Governor Gilmore:


I write to you as executive director of, and on behalf of, the Center for the Study of Economics (CSE).  The Center for the Study of Economics is a think tank and educational group

dedicated to informing individuals, businesses and governments about land value taxation as an alternative to other forms of taxation.  This tax-reform movement has its roots in the writings and speeches of Nineteenth-Century social reformer, Henry George.


The CSE thanks you for your request for proposals, and is honored to take you up on that offer by this letter.


The Board of CSE recognizes the importance of the debate over electronic commerce.  We commend you and the Advisory Commission on Electronic Commerce for the hard work you have undertaken over the last several months, and for the hard work you will undoubtedly have ahead of you.  Specifically, we commend you for the insight you, and your fellow Commission members Mr. Dean Andal, Mr. Grover Norquist, and Mr. Stan Sokul have had that taxation of electronic commerce can certainly have very negative effects on the potential growth of this new and exciting medium of commerce.  You are certainly right that the greater the extent that internet, and mail-order, sellers are subject to state and local sales and use taxes, the greater their administrative burden will be, thus inhibiting internet commerce.


At the same time, we commend the efforts of Mayor Ron Kirk, Governor Michael Leavitt, Mr. Gene Lebrun, and Governor Gary Locke to protect the autonomies of, and the fiscs of, the state and local governments.  We recognize that Internet, and mail-order, sales are narrowing the sales-tax base of the states, and thus are threatening the financial independence of the states.  (Whether this significant narrowing of the sales-tax base will happen in the short term, or the long term, we do not know and do not take a position on.)


While we credit both major sides of this debate with making meritorious points, and do not as a Board take a position at this time on most of the major issues in the debate, we do know that this debate over electronic commerce highlights what the CSE has long held -- namely, that of the three economic factors of production (capital, labor, and land), two of them (capital and labor) are becoming increasingly mobile due to progresses in technology.  Because of the increasing mobility of capital and of labor, capital and labor are increasingly escaping taxation.  For example, through the new phenomenon of telecommuting, labor can now locate in jurisdictions with a low, or no, tax on wages in way never possible before.  As another example, because of the phenomenon of "just-in-time" inventories, made possible by computer technology, capital can now be warehoused in jurisdictions with low, or no, taxes on inventories.  


Of course, the example of progresses in technology leading to a narrowing tax base that participants in the electronic-commerce debate are most familiar with is internet sales leading to a shrinking sales tax base.  That is, sellers are able to locate their inventories in jurisdictions with a low, or no, tax on inventories, and then, as long as they do not have "nexus" with other states, are able to sell over the internet to consumers in other states, and yet not have to collect and remit sales or use tax to any state.  This method of avoiding sales tax would not have been possible only a few years ago.


Thus, we recognize that governments will need to find new revenue sources.  While undoubtedly changes in law and in technology would enable the sales tax base to be "shored up," in the long run, we believe that capital and labor will become so mobile that it will be increasingly difficult to tax them.  Governments will need to find tax bases that cannot "move away" and thus escape taxation.  CSE submits that the one tax base that is perfectly immobile no matter what changes in technology take place, and is in perfectly inelastic supply, is the other economic factor of production, namely, land.


So, we believe that this debate over Internet taxation has served a good purpose -- it has highlighted that existing tax bases are narrowing.  Both sides have raised good points about how to deal with this.  Ultimately, however, the fact remains that labor and capital will be increasingly difficult to tax -- thus, governments increasingly need to consider shifting to ad valorem taxes on land.


So, the CSE Board offers the following PROPOSAL that the Commission include in its final report to the United States Congress the following language:

The Advisory Commission on Electronic Commerce recognizes that it is the very mobility of capital, and of labor, made possible by high technology, and especially by the internet, that has led to greater productivity in the economy, but, at the same time, has led to a narrowing of tax bases that are composed of capital and/or of labor.  Thus, the Commission encourages state and local governments to examine taxing the one economic factor of production that is perfectly immobile, namely land.  Taxes based on the value of land may be particularly efficient and merit greater scrutiny.


Finally, Governor Gilmore, please be assured that if I can be of assistance to you and the Advisory Commission, that you are free to contact me.  I would be happy to discuss land taxation either informally with you or any Commission member.  If it would be of assistance, I of course would be honored to make a formal presentation to the Commission at either your San Francisco meeting in December or at your Dallas meeting in March.

Very sincerely yours,

Joshua Vincent, Executive Director

The Center for the Study of Economics

CC:
The Honorable William J. Clinton, President


The Honorable Trent Lott, Senate Majority Leader


The Honorable Tom Daschle, Senate Minority Leader


The Honorable Denny Hastert, Speaker of the House of Representatives


The Honorable Dick Gephardt, House Minority Leader
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