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TRANSLA'T'OR'S NOTE 

No apology is needed for. introducing this book to English readers. 
In the review to which Professor De Viti de Marco referS in his 
Ereface to this translation, Dr. Fr,?deric Benham stated the book's 
c1aim to attention from an English audi~nce better than I cOll!d 
hope to state it: 

'This is probably the best treatise on the theory of Public Finance 
ever wri~ten. In its more restricted sphere, it is comparable to 'the 
Principles of Marshall. Like the Principles, it is the product of many 
years' thl;lUght; like the PriTlfiples, it can be read again and again, 
and brings fresh i,llumination each time; but, unlike the Principles, 
it has not had the influence it deserves, except in Italy, where its 
effect has been profound, and possibly in Sweden ... The lack of an 
English translation is a great misfortune and loss to all students of 
Public Finance in English-speaking countries.' 1 

This translation is ~ased on the definitive edition of the Principii, 
published at Turin in 1934. Books. I, n, and V are presented in 
their entirety, with a few very minor changes, most of them sug
gested by the author, and all of them approved by him. At his sug
gestion, also, or with his approval, several sections have been omitted 
from' Books III and IV, since their discussion of the details of the 
Italian tax-system was deemed of minor interest to non-Italian 
readers. 

My sole aim in this translation has been to render the authQr's 
me~ng with the maximum of fidelity. I have made no attempt to 
soften or' modify the peculiarities of the author's style;. if I' had 
attempted, for example, to provide a substitute for, the abrupt 
transitions .or the short, brusque paragraphs, I should have con
veyed an impression entirely different from that conveyed by the 
Italian original. ' 

The author has seen 'and revised the whole of the translation. I 
have attempted to incorporate his suggestions even in cases in which 
I myself should have prefe~ed what seemed to me a more elegant 
r,endering; but I trust that I have admitted no barbarisms. In order 
to minimize the danger of misunderstanding wherever questions of 

1 EcontnrJUa for August. 1934. pp. 364. 367. 
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TRANSLATOR'S NO·TE 

nomenclature are involved, I have added a series of footnotes in 
which the translated phrase is given in the Italian original. 

I must acknowledge my debt to my husband, Professor Arthur W. 
Marget, under whose supervision the traIlslation was made. 

Minneapolis 
January, 1936 

-EDrr.H PAVLO MARGET 



PREFACE TO THE ENGLISH EDiTION 

To the Reader: 
I HAD intended to write a preface to this English edition which 
would take account of such revi~s of my book as have appeared -
especially those which appeared in Getman publications - and 
would answer some of the criticisms that were made in those 
reviews. 

But when I began to write the preface, I realized that the major 
criticisms do not derive logically from the premises on which my 
treatment is based, but arise from a different conception of the theory 
of Public Finance; They derive, that is to say, from the common 
notion that the phenomena of Public Finance give rise to problems, 
not of theory, but of practical statecraft. For the solution of these 
practical problems each writer then has recourse to his personal 
ideals of social justice, on the basis of~hich he offers gratuitous advice 
to the politician, often without noticing that the latter accepts the 
advice and follows it only in so fir as the precepts that were developed 
within the scientific or supposealy scientific field happen to coincide 
with the interests that the politician is defending in the political 
field. 

It is for this reason that, on the fundamental issue,' my critics and 
I proceed along parallel lines which never meet. 

In fact, I treat Public Finance as a theoretical science, assigning 
. to it the task of explaining. the phenomena of Public Finance as they 
appear in their historical setting. Hence it is necessary, on the one 
hand, to go back to the causes 9f these phenomena, and, on the other 
hand, to trace their effects. 

From my point of view, therefore, the phenomena of Public 
Finance are variable. Thus, the Public Finance of the Middle Ages is 
not the Public Finance of modem times; the Public Finance 'of States 
. based upon slavery and absolutism differs from that of free' a.nd 
parliamentary States. The resulting treatment is a complex one, 
which passes from the- abstract to the concrete; the method involved 
is not an easy one, since it borders upon different disciplines; but at 
any rate it is a treatment which is objective, impersonal, and 
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theoretical, in contrast with an approach founded on a priori canons 
of absolute justice, which does not exist. . 

It is also logical that the basi~ premises of the· theoretical reason
ing should be deduced from the historical milieu to which the 
phenomena belong~ since Public F!nance cannot stop with the 
abstract, but must proceed to the concrete problem. 

Now, we hold that in modem society all income is produced as 
the result of the free activity or free choice of the citizens, and thllt 
these incomes are, as a matter of fact, qualitatively equal- that is, 
that they are homogeneous economic quantities - since they tepre
,sent the maximum that each individual Is able to produce under 
given conditions. From this is derived the juridical premise of equal 
fiscal treatment of all incomes; and from this it follows also that,as 
we pass from the abstract to the concrete, every deviation from this 
principle - whatever the cause of the deviation - is an acknowledg
ment of the presence of a political factor, the nature of which 
must be ascertained and the relative influence of which must be 
evaluated. • 
-And here I stop, because I do not wish to repeat myself ad 
infinitum. 

While holding firmly to my premises, I am prepared to regard 
as ,;;!seful and even welcome, for purposes of discussion, all the 
criticisms directed against my particular theories; but I pre,t;er, 
for the present, to leave these criticisms to the judgment of the 
reader. 

I have greatly desired this translation, particularly because I hope 
to find among English economists, who maintain faithfully the tradi
tion of theoretical treatment of econooric problems, an easier 
-understanding of the method that -I have tried to apply, mutatis 
mutandis, to the problem of Public Finance. 

And now that the translation is appearing, I am anxious to 
express my gratitude to those who have helped to bring it into 
being: to Professor Arthur W. Marget, who charged hiniselfwith the 
responsibility of finding a translator and publisher; to Professor 
Lionel Robbins, who graciously offered to include the volume in the 
series in which it appears; to Dr. Frederic Benham, who was kind 
enough, in a review of this book in its Italian and German dress, .to 
call for an English translation, and thereby, I suspect, encouraged 
'the publisher to assume the risk involved (which I hope will tum out 
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to have J>een not too great); and, above all, to my translator, Mrs. 
Marget, who, with the generosity of true friendship, so readily 
consented to undertake a difficult and trying task. To all these I can 
only express my lteartfelt thanks. 

A. DE VITI DE MARCO 

Rome 
• December 24th, 1935 



lNTRonUCTION 

THIS book, now presented in a definitive edition, is one of the 
representative works of contemporary Italian economics. The 
international reputation of its author, Antonio de Viti de Marco, 
does not yet correspond to the estimate of him asfacile p .. iTiceps which 
is held by the scholars of his own country; just as, indeed, it often 
happens that men whose reputation at home· is no more than 
average enjoy a great reputation beyond the borders of their own 
country. It is therefore to be hoped that this translation of his book 
will make known outside of Italy one of the most independent and 
original spirits that grace Italian economic science. 

For more than forty years Antonio de Viti de Marco was a re
nowned professor of Public Finance at Rome. Yet he lias always 
been very much more than a mere professor. He is a true nobleman, 
a statesman, a thinker. He is also one of the group of men who, 
between 1885 and 1900, published in the pages of the Giornale degli 
Economist; contributions to the pure theory of economics so important 
that they made the period which was known as that of the Lausanne 
School, but which should really be called that of the Italian School, 
comparable with the most brilliant epochs in the history of our 
science. Of the men. who made up this group, Pareto is perhaps the, 
best known; but. the others - Pantaleoni, Barone, and I De Viti
have equal, if not greater, claiIns to distinction. 

One is perhaps less quickly attracted to De Viti. than one was to 
the others. The fine face;,with its distinguished features, the inviting 
yet slightly ironic smile, the slow speech, hesitat;ing sometimes as it 
gropes for and finally hits upo.n the precise expression it wishes, the 
easy manners of a grand seigneur - all these reveal at once his aristo
cratic origin. Born of a noble family of landed proprietors in the 
south ofltaly, he belongs to the tiny group of men who have conse
crated their lives to public service because, beirig economically 
.independent, they feel it their duty to serve their country without 
preoccupation for thexnselves. or for interests. they might represent. 
It was to them that, in countries under parliamentary government, 
the power belonged up to the middle of the nineteenth century. 
They were always few, however, in. Italy, where, for the most part, 
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the chambers were crowded with profession~ politicians or repre
sentatives of economic interests. It was alII\ost as rare in Italy that 
a member of the aristocracy who was .still attached to his ancestral 
estates 'should devote himself to scholarship. 

It is impossil:!le to speak of the share which De Viti has h~d in 
advancing the subject o( Public Finance without associating it With 
his general, intellectual position and his activity in publit:; life. His 
position was that ofa liberal of the classical period. When, in 1899, 
he opposed the bill for control of the press which the government 

,introduced after the riots in Milan, he took the position that the press 
is no concern of the State, and that the State has no right to pre
stx;ibe its tenor nor to disciplin~: it; that, on the contrary, every 
citizen has the right to "say and, to write in the newspapers what he 
thiIlks, with the understanding that he is'rubject to the consequences 
which his action may have in accordance with the general law of the 
land. He wanted to see adopted in Italy that definition offreedom 
ofspeeclr-which had been established by English authorities on con
stitutionallaw: 'the right to say and to write what will not be found 
improper by ajury oftwelve citizens'. To be sure, one does not in 
this way obtain a 'legal' definition of what one may and what one 
~ay not write. Yet he regards as worthy of pity a society which 

. believes that it must defend itself against its members by legal. 
definitions and prosecutions. Free expression of opinion and.sharp 
criticism .show where existing evils lie, and facilitate their abolition. 
If one believes that the tWelve members of a jury will acquit 'the 
authors of political pamphlets and political offenders, then there is 
no other way to salvation than to change public opinion and the 
ideas which are widely diffused' and regarded as, sound in the 
society in w~ch the twelve members of the jury live. The free ex
change of opinions and not violence is the method by which we must 
·proceed in order". to, transform society .. 

In his capacity as one of the editors, beginning withJuly 1st, 1890, 
of the Giornale degli Economisti, and as deputy to Parliament during the 
war, De Viti fought notable battles against all forms of priVilege and 

"on behalf of freedom: against privilege-demanding protectionism," 
in favour of a reorganization of the -banking system, in favour of the 
equalizatiqn of the tax-burden as between different groups: and 
different regions, in favour of the independence of constituted 
authorities, against the privileges of public enterprise, the 
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co-operatives; and the socialistic organizations. After the war, the 
excesses of the class-organizations and the disintegration of the social 
structure led to the tenants' taking the place of the landlords, the 
seizure of land by those who were not capable of cultivating jt, the 
occupation of factories by workers who had no capital and were not 
traieed to manage them, and to the plundering of shops on the pte
text of forcing a lowering or prices. At that time he belonged to 
those who attacked the inaction of the government. He attacked the 
dictatorship of the bureaucracy, which had existed before the war, 
but had grown to enormous proportions during the war - a bureau-' 
cracy which, exploiting its. supposed familiarity with the techni
calities of administration and the unfamiliarity of the ministers with 
those technicalities, imposed itself upon the successive governments 
and upon parliament, and regarded the State.as its own prop"erty, 
the tax-payers being. regarded as subjects who have to pay. taxes for 
their benefit. Though ~ criticism, up to the very last (1922), was 
designed to aroUSe the conscience of the country against all inter
ference with the right .of the individual to freedom and against 
interference with the parliamentary system,. his chief aim "Was 
always the strengthening ef the liberal, democratic state. 

The rise of Fascism, with whose action against the dissolution of 
the state De Viti and his group had at first been in accord, prevented 
further public activity on his part. It is clear that Fascism was 
irreconcilable with a political confession of faith that wished, to be 
sure, a strengthening of the State, but wished also that the State should 
be democratic and liberal. It wished, that is to say, a state that is 
so organized that it completes tl1eindividual and makes him freer. 
Thus, in 1922, De Viti and his group had to step aside, and their 
voiCe was stilled. 

The thinker, however, remained; and he took advantage of the 
political retirement into which he had voluntarily withdrawn to pre
pare the book which is now presented to the public. 

Perhaps it is due to his retiring character - not haughty, yet not 
found encouraging by most young people - that De Viti has Dot 
formed what is usually called a 'school' of students of Public Finance. 
Nevertheless all of us who have studied the probleIDS of finance 
during the last thirty years regard him as 'the' master. He has 
attained this position naturally, as the result of a spontaneous and 
universal recognition. It does not always occur to scholars to study 
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the books of others when troubled by a problem in the theory of 
Public Finance; but almost always it seems natural to them to ask 
themselves: what does De Viti think about it? 

The premises of the Principles are to be found in an essay pub
lished in 1888 under the title The Theoretical Character of Public Finance 
(Il carattere teorico dell'economia.Jinanziaria). Those were fruitful years 
for the science of Public Finance in Italy. While the four men 
mentioned at the beginning of this introduction advanced general 
economic science, it was two of them in pa.:ticular - Maffeo Panta-
1eoni and Antonio de Viti de Marco - who from that time on exer
cised their talent on the special problemS of Public Finance. To 
their names, in this particular field, must be added that of U go 
Mazzola. All three felt a sense of dissatisfaction as they surveyed that 
sorry mixture of practical precepts, rambling discussions of philo
sophic and political themes, comments on legal texts, and loose 
applications of definitions and economic l,,:ws which made up, and 
to a great extent still make up, the literature of Public Finance. 
When one recalls the pages in which were presented a mixture of 
abStract reasoning and concrete discussiori, theoretical schemes and 
historical examples, deductive reasoning and empirical illustration 
onegal instances from this or that country, one sees again the master's 
ironic smile. 'This is not science,' De Viti would announce as he put 
the book down quietly. 'The fellow's an ass!' Pantaleoni would cry, 
in brutal condemnation. 'He knows no-economics and he,never will 
iearn any!' What Mazzola would have said, I do not know, for I 
did not know him personally. His was a fine talent, equal to that of 
his friends. But he was cut off prematurely from a scientific career, 
and hiS contribution to its progress was less than it might have 
been. 

Mazzola's book entitled The Scientific Data of Public Finance (I dati 
scienti.fici della Jinanza pubblica, Rome, 1890), published shortly after 
that of De Viti, gives evidence of the strong feeling these men had, 
to the effect- that Public Finance must be given a predominantly 
theoretical character. Mazzola's mind had been stirred by the 
appearance, about that time (1882), ofSax.'s great work, Grundlegung 
tier theoretischen' Staatswirtschafl, popularized with amazing success in 
Italy by Giuseppe Ricca Salerno. But Sax's habit of drawing a sharp 
contrast between individualism and collectivism, and his habit of 
postulating certain collective aims, which could in fact be distin-
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guished from individualistic aims only with difficulty, and then not 
clearly, was not a method which suited the clear minds of our 
theorists. Mazzola built his logical structure mOre directly. There 
exist, in the first place, the aims of the individual. To attain these, 
however, -it is necessary to accomplish other aims, which represent 
the necessary condition for the accomplishment 'of the final aim, and 
which cannot be obtained otherwise than by collective co-operation. 
Man does not set as his ultimate or direct aim such things as national 
defence or general security. He wants to accomplish his material 
aims of life, or his spiritual aims. in the field of moral or intellectual 
improvement. He cannot arrive at these ends, however, .unless he is 
able to live in such a way that he feels secure against his foreign and· 
internal enemies and is prepared to co-operate with other men for 
the achievement of aims denied to men who live in a state of isolation. 
Therefore the 'public' aims are distinguished as be"ing 'conditional' 
to the attainment of the ultimate aims of man a,p.d as being attainable 
only through political co-operation. The voluntary association of 
private ~ndividuaIswould not serve the purpose; what is needed is 
rather a political co-operation which is really a form of compulsion. 
Having defined public aims, Mazzola, following the same general 
line, defines public 'goods' as thoSe that serv~ to satisfy the public ; 
'need', so-called because it arises from the ~essity or the wish to 
attain public 'ends'. In this way, Mazzola showed that the science of 
Public Finance is an autonomous science, different from the science 
of economics, because it has a subject matter - public ends, public 
needs; and public goods - which is different and is clearly to be 
characterized as different from the subject matter of general 
economics. It must be remembered that the science of Public 
Finance had up to that time been regarded as merely a chapter of 
economics, studied apart from the mother s~ence merely, for the 
practical reason of division of scientific labour that was made 
necessary by the fact that professional economists fO!llld it impossi~le 
to include along with general economic phenomena ·the very 
numerous and important phenomena which are associated ,with the 
life of the State. Only then ·will one fully appreciate the theoretical 
importance of the attempt of that courageous band of young Italian 
economists to give the science of Public Finance its own peculi2': 
content, different from. that of general economics. It is from this 
period that we date the beginning of a type of analysis and 
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description of financial phenomena which regards the latter as 
autonomous and distinct from economic phenomena~ 

Having written a classic study in economic theory on the subject 
of The Theory of Tax-Shifting "( Teoria della trasla<.ione dei tributi, Rome, 
1882), Maffeo Pantaleoni turned his attention to another problem in', 
Public Finance, contributing to the Rassegna italiana of 1883 his 
Contribution to the Theory of. the Distribution of Publ~ Expenditures 
(Contribulo alia leoria del riparlo delle spese pubbliche,re-published 
in Pantaleoni's Scritli varii di 'economia, Palermo, 1904). He there 
applied to the distribution of public expenditures those criteria that 
Jevons and Walras had found useful in clarifying, from the point of 
view of the individual, the laws of the distribution of a given quantity 
of money between various kinds of goods, present and future. 'In 
approving any item of expenditure, parliament cannot help feeling 
that if the total quantity of available resources remains unchanged, 
many other expendit~es, which had been equally possible before the 
expenditures actually current were approved, were eliminated by the 
'veIJ act of approval. For this reason expenditures must be judged in 
advance of the act of approval from two points of view: first, froml 
the standpoint of the inherent utility of the expenditure, on the basis 1 
of which it is placed on a list of possible expenditures; and second, from i 
the standpoint of the utility of the expenditure under consideration, 
as compared with the utility of other "expenditures that are equally: 
possible, on the basis.ofwhich it comes to be apreJerred expenditure.'} 
In 1887, Pantaleoni published anoiher study in economic theory on 
the subject of the Theory of the Tax Burden (Teoria della pressione tribu
laria, Rome; later re-published in the Scritli cited above), in which he 
investigated the effects of ta.'Cation on earned income and on income 
from capital. Thus was planted the fruitful seed from which was to 
develop a whole literature on the consideration of and the choice 
between the various forms of public expenditures and taxes. 

Most of the writers who followed held that Pantaleoni, Mazzola, 
and De Viti erred in positing a{ the foundation of the theory of 
Public Finance a conscious judgment reached' upon the basis of a 
calculation of advantage of the sort associated with the concept of a 
homo economicu;.=J. As a matter of fact - so these objectors argued
decisions are made .by governments and parliaments, org~ns of 
classes and groups that legislate in their own interest - often not 
only against the judgment, but also to the detriment of a majority 
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of·the ·country's citizens. They insisted, therefote, that a decision 
taken in the field of Public Finance differs from a decision taken in.a 
strictly economic fiel4 not because it is an economic decision applied 
to collective ends, but because it is a political decision. 

If this criticism were true, it would force the science of Public 
Finance back into the chaos from which those Italian writers- of 
1880-90 had tried to rescue it. For to call ~ decision 'political' 
amounts to calling it a 'synthetic' one, based on a vast number of 
conflicting interests as between individual classes and parties, on 
passions, sentiments, and prejudices, which vary from place to place 
and moment to moment. If some order is to be brought out of chaos, 
it is necessary first to classify, to catalogue, to rank these bases for_ the 
making of decisions; secondly, by means-of successive approxima
tions, to deduce, by a process of·abstraction, truths ofa very general 
kind; and then, step by step, to deduce truths that are more_concrete 
and nearer to reality. It was this that Paptaleoni had done in the 
fundamental essay cited above, with his eyes turned realistically on 
the Italy of his time, applyingJevons's rules concretely to the budgets 
presented by contemporary Italian Ministers of Finance. ot 

De Viti's own contribution in that period, so creative in the field 
of the pure theory of Public Finance, was the construction of two 
limiting schemes or hypotheses for the interpretation of facts[Who 
feels the burden of the costs of government and who obtains satis
faction .from public goods? Who decides on the levying of a given 
group of taxes and their distribution among the various branches of 
public expenditure? The StC!-te.1 But in what sense may.the State be 
thought of as a sentient being;' To which of the known types of. 
economic individuals can we compare It? Here De Viti offers his! 
hypotheses - not as representations of a concrete reality fully 
attained at a given time and in a given place, but as interpretative 
tools designed to throw light on' the confused mass of facts in the 
field of Public Finance. In this the statesman joined hands with the 
thinker. The student who thinks of the science of Public Finance 
solely in terms of politics no longer has a guide when .he comes to 
philosophize about his subject. For he expects inspiration from 
politicians; and he explains the facts, which he must classifY and 
systematize, by the variou~ changeable, vague, and contradictory 
reasons which inspjre the actions of politicians from time to time
these reasons, in turn, being the result of a direct and synthetic; 
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intuition, on the part of the politicians, with respect to the sentiments 
and wishes of the ruling classes and the governed masses. De Viti, 
however, saw in all these things - the tangle of facts, the;pecial 
interests of groups, orders, and classes, the variety of tax systems 
created in varioUs times and places - certain vital points of orienta
tion. The political history of the nineteenth century seemed to him 
a transition from a type of government in which a privileged group 
held the power to a type of government in which the power was in 
the hands of all. The history of Public Finance was the reflection, in 
the field of taxes, fees, revenues from public domains, and of public 
debts, of this transformation. Yet theory is not identical with history. 
Although· it is more concrete, or nearer to reality, than is pure 
economic theory, . the theory of Public Finance must abstract from 
the 'many' concrete facts 'some' fundamental types, and must ask 
what public finance would be like if we start from the hypothesis 
that a given 'type' exists in reality. Hence his conception of the two 
fundamental types of state-the monopolistic and th~Q.-o~erative
and his study of their financiaf"proceQures:----·-,.......'· ". ,,'" 

It is idle to object to this sort of analysis on the ground that the 
two types do not correspond exactly to reality, which is of course 
more varied and rich. It was not De Viti's intention' to construct a 
science of complete reality. No one has ever known' or perhaps will 
ever succeed in constructing, such a science. So long as one's 
reasoning is straightforward, one's logical . construction remains 
valid. So long as De Viti's. two 'types' abstract from. reality some 
features of that reality which are trUe - so long as they represent, as 
they· unquestionably do, two genuine aspects of historic reality, his 
construction, in addition to being perfectly logical, is not a futile 
one; on the contrary, it is full of suggestions for further work in the, 
field. Anyone who wishes to conceive another type of state :tp.ay 
build another theoretical structure, which will likewise be perfectly 
logical and anything but futile. What De Viti has done has been 1 t 
construct the theory. of Public Finance for the monopolistic. state 
the state of the one or the few - and for the co-operative state 
the state of the whole body of citizens. Someone else may construc . 
a different theory for a different type of state. Up to now, however, 
this has not been done; for· what other ideal can sef'TY' better.m. the 
eyes of the student of Public Finance than that of a state dedicated 
to t"e service of the general interest, in the 'Present and in the 

'. ~. 



INTRODUCTION 

future, of the whole nation? The stateSman who, when he reads, 
looks, not for minute rules of daily life, but for a guide which, like a 
beacon, will direct him in the choice of the road which he seeks, and 
which he williatet traverse in very different ways according to the 
changing phases of history, will always be grateful to De Viti for 
having offered two guiding lights. One of these he will certainl>t 
wish to avoid; for no one wishes· to govern peoples for one's own 
sake or for that of the group to which one b~ongs. The othe* 
beacon flashes a hope of arrival in a port which \vi11. represent ~ 
gain for all, the attainment of that goal which is best suited to the 
whole nation. • , 

Every science is the more fruitful as a science in proportion as it 
is not dominated by insistence upon immediate practical applications. 

I It was not De Viti's primary intention to give advice to those whQ 
govern. What he did was to study, in a IQgical manner, what would 
be the actions '- and the consequ.!:!l~es of; the actions - of those who 
govern, according as the latter are assumeato be bent upon benefit
ing themselves, on the one hand,or the whole nation, on the OthC~i 
It is precisely because De yiti wished to temain in ~e ~l>sltract field. 
of scien.ce that his book is a precious guide to th~ pr.cticar man. 

What then are the two hypotheses, the two instniments for the 
interpretation of historic· reality, that he..gffel'$ to st;ptierits of Public 
Finance? .-

/ 
We have, at one extreme of historic re~ty, a monopolistic state, 

characterized by the fact that the decisions with respect to taxes and 
public expenditures are in the hands of a victorious class, of a caste, 
of the 'estates' that have the power and use it for their own benefit. 
Speaking broadly, we have, as examples of tha tYPe, the feudal 
states and the absolute or oligarchic states. u~~r this ~ypothesis, 
the producers of public services are distinct fro '~e C9nsumeJ;S of 
these services. The former, represented by tho C' who govern,) are 
exempt 'from contributions toward the support of publicbl;lfd,ens, 
since it is impossible to imagine a producer's paying himselffor the 
wares that he himself .produces. Since the dominating producing 
group can sell its wares at a price fixed arbitrarily by itself, and since 
it can force consumers to buy goods to an amount which, like their 
price, is determined by it -' these are the universal technical 
characteristics, in every era and every type of state, of the distribu
tion of public expenditures - it will act toward these consumers, 
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!tom whom it is quite distinct, as a perfect monopolist would act. 
The price of public services will be a monopoly price in whiCh, in 
ad4ition to the cost of production, will be included a maximum 
profit for the producer. In fixing prices, the monopolistic state will 
not run up against the limitations which hamper the private mono
polist, who must take account of the competition of substitutes, of 
the potential competition of other producers who may not yet be 
in existence, and of the possible restriction of consumption. In' the 
case of the State, the only restraining forces are rebellion, emigration, 
or the complete exhaustion of the sources of the nation's private 
wealth. 

At the other limit of historic experience, there is the co-operative 
s..tJ.te - a modem and uncertain conquest whichbas been completed 
only after centuries of struggle[ In this type of state, all the citizens 
participate in the administration of public affaics. All the producers 
of public services are also consumers, and vice versa; and there is 
no longer any antagonism between the ruling and the subject classes. 
In this type of state, also, taxes are levied by compulsion; nor can 
the individual citizen refuse to consume the amount of public service 
upon which the legislature has decided. The compulsion to pay and 
the amount which is to be paid are technical PIaracteristipo which 
cannot be separated from the idea of a tax. Nev~eless, even though 
the fact of compulsion remains, one can no longer speak of a monopoly 
price and of the maximum profits which the subject class mus~ pay 
to the ruling claSs. The whole nation is at one and the same time 
producer and consumer, and such a nati~~ cannot pay itself profits. 
It follows from this that, in contemporary societies, the people, taken 
as a collective economic unit, pay a 'net cost of production' for their 
public services. This collective unit deddes for itself the extent of 
public services and the amount of the national tax-burden, and 
settles for itself the method by which this burden is to be distributed 
among the individual economic units who make up the larger col
lective unit. The personnel which administers public affairs, how
ever, has. predominantly, the character of an agent entrusted with 
executive powers; and the system of compulsion which it may use. 
does n~t presume, as was the case with the monopolist, to impose 
on the nation.the extent of public service and the burden or cost of 
production which corresponds to this amount of public service. It 
undertakes only to apply compulsion to individuals who are recal-. 
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citrant in the observance of the social compact, within the limits " 
of the mandate which has been given it, and ·up to the point 
which ~resents a proper share in the carrying of the national 
burden:'] . ': 

Using this tool of research and building logically on the basis of 
the concepts of the monopolistic state and the co-operative state, 
De Viti de Marco has constructed a theoretical system of Public 
Finance which is quite his own. It was first made available to 
students and scholars in the form of mimeographed lecture-notes
the first draft of which appeared in 1886-87 when De Viti was at 
Pavia - and later, in 1923, in the form of printed lectures, . carried 
over in 1928 into the volume entitled FiTst Principles of Public Finance 
(J primi principii delfeconomiajinanziaria), to which was added in 1932 
an appendix on 'Extraordinary Public Finance' (FiTUlllZa stTaoTdinana). 
Step by step the theory became enriched and perfected; so that it 
would have been interesting to study the successive ·variations from 
one draft to another, ifit were not impossible by this time to find the 
mimeographed versions. Yet if one compares even the first printed 
edition of 1923 with that of 1928, one finds several new things, the 
most striking one· being perhaps the importance given, in the theory 
of the shifting of taxation, to the idea that one must not consider a 
given tax as a net losS for the producer affected, as it is considered 
in the doctrine which is widely accepted, but must study it as a 
mea~ for realizing an advantage for the taxpayers. This is perhaps 
a concept that is not entirely new. Traces of it - neither small nor 
perhaps even. the earliest - can be found in the writings of the 
physiocrats; and the present writer, drawing his inspiration from the 
Pantaleonian type ofanalysis~ had occasion in 1919 to illustrate this 
idea from other points of view. Yet it was De Viti who, by applying 
the idea to the subject of the shifting of taxation, demonstrated how 
fresh and far-reaching in its stimulating quality the notion really 
was. 

To-day the Principles of De Viti are given to scholars in a new 
dress. The author has revised the text on almost every page and is 
pleased to consider the present edition as definitive. We want him 
to live so much longer that there will be time enough for him to go 
over his page!! again with a fresh mind, and to make· his readers 
share in his meditatio~ through other new editions. By this time, in 
any case, De Viti's system is entirely clear to his readers; because it is 
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the theoretical system begun in 1888 which is presented in a com
pleted form in this edition of the Principles. That part of reality which 
is included in his system is significant, illuminating, and perfect in its 
logical construction. This, after all, is a boast which can be made 
only on behalf of books which, through their power to arouse both 
assent and dissent,- point out to the scholar a new road for him to 
follow. 

LUIGI EINAUDI 

Turin 
March, 1934 



BOOK I 

INC 0 ME F ~ 0 M S~T ATE PRO PER T Y 
AND FEES 



CHAPTER I 

THEORY OF THE PRODUCTION OF 
PUBLIC GOODS 

Summary: The problem of Public Finance -"The logical m~thod of in
vestigation - Collective needs and their classification - The active 
subject-The absolute State and the popular State-Public services
Division of labour between public al1d private enterprise - The 
necessary economic connection between the two 

§I 
The Problem of Public Finance 

THE phenomena of public finance or taxation present concrete 
problems which are very complex, since their solution requires the 
aid of several disciplines, each of. which studies a single phase of the 
subject. _ 

These" phenomena represent, first of ,all, a factor" of the very . 
greatest importance in the history of peoples. It may be possible 
to write dramatic histories which will describe wars and revolutions 
without understanding or taking into account the phenomena of
Public Finance; but it is not possible to explain those wars and , 
revolutions unless we do take these phenomena into account. 
Withov,t an understanding of taxation, for example, one could no. 
explain the economic and financial aspects, long in preparation, of " 
the French Revolution; one could not explain the ter.acioUs and 
century::rong struggles waged ort behalf of representative government 
against the English Crown by the people - represented, in different 
periods, by different social groups; one could not explain the struggle 
between lay authority and the Vatican for teniporal power, the 
latter consisting, in large part, of taxing privileges; nor could one 
explain the War of I~4ependence of the Uni~ed States, which was 
fought under the--slogan---'N'o"taxation without representation'. 
And so on. 

• With the attainment of re resentative .go~!!!~~~t1· moreover, 
taxation haS come to be covere y-positive provisions in the 
constitutions of modem sta~ with the result that the ties between 
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to an end with the periodic production of these goods in the quantity 
desired. 

Just as individual wants represent the factual presuppositions; 
underlying the general economic problem, so collective .wants' 
reprdent the factual presuppositions underlying the problems of 
Public Finance." 

In the pure theory of Public Finance, one assumes, first of ant! 
that man is impelled to act, in the production ~f public goods, bi 
the same motives that induce him to function in the production ot 
private goodS. It is upon this assumption that we attempt to discUs~ 
the laws wlJich regulate the economic activity .of the social group] 

This is the hedonistic premise. ~e citizen; in participafugin, 
the financial activity of the State, acts toward the other members 
of sOciety just as he acts toward his neighbour in his own economic 
affairs. It is, to be sure, not impossible that the egoism of the. 
in<!ividuai may be JJl<K!~~ to a greater extent within the social 
group than -il: is within the fiel4 of private economic activity; 
Indeed, when we take account of the fact that to the egoism of the 
individual one must add that of the species, and of the further 
circumstance that here. everyone Ilcts in harmony with others, and 
therefore with a greater degree of assurance that a sacrifice by. many 
will attain an object f~ which a sacrifice by an individual would 
have been in vain, we are led to believe that there is, in Public 
Finance, a broader field for the developl!ient of altruistic motives on 
the part ofindividuaIs. Whenever this happens, ~owever, and in the 
degree fQ which it liappens, it requires a concrete demonstration in 
every case; fer it cannot be anything- but a deviation from the 
general principle! 

On the basis of what has been said, it would be better to lay down 

~;li§:!:::::::=::in:::::~ 
goods shall be produced according to the law of least cost - because 
the 10 u the cost, the smaller will be their tax burden; 

• -I That is to say: one does not ~uss what collective wants ,lwu/d be, or what t1iey 
,hould _, be. This does Dot mean, however, that these wants should Dot be analysed 
for what they are. . . - _ _. . 

• This ObservatiOD is addressed especially to those who compare political soctety 
to the family and assert .. priori that the member of the fonner beh:aves ~ward his 
associates as the member of the latter behaves to those who make up his family. 
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(.b) that every citizen -tends to maximiZe his consumption of 
public goods, at-the same time attempting to pay the least possible 
amount as compared with his neighbQ1l!Y 

.'The science of Public Finance, then, transfers the principles of 
the theory of value from Private Economics into the field of Public 
Economics. Jt investigates the conditions to which the productive 
activity of the State must be subjected in order that the choice ofth8 
public services which are to be produced, "the determination of th8ir respective 

"amounts, ~he distribution of the cost among" the consumers, etc.; may take 
plate according to the principles of the theory of value - that is, 
with the least possible waste of private wealth, in order to attain the 
greatest satisfaction of collective need» . "" 

Our conclusion, then, is' that the phenomena of Public Finance 
enter into the framework of a 'theory of the production and con
sumption of public goods'. just as economic phenom~~!.~ into 
the framework of a 'theory of the production and tne consumption 
of private goods'. For the individual, the actiVe subject in the latter 
case, we substitute the State, and in place of the wants of individuals 
we put collective wants. . 

Starting from the an~I.ogi~ which'exist between every pheno
menon of Public Finance and the particUlar econoIJ)ic phenomenon 
which corresponcis thereto in the eConomic activities of individuals, 
w~ proceed to study the differences. 

$3 
The Methodological Nature IIf Public Finance 

. The difference with whiCh it is perhaps "best to start has to do with 
the character and method of the two fields of theoretical ~vestigation. 

Public Finance ~ a concrete science - that is, it must be brought . 
d<;>wn finally to real phenomen~ Economics, on the other hand, is
an abstract science, in that it states its problems by iso!,ating. the 
particular principle whose laws it seeks - that is, by abstracting from 
other' circumstances that complicate it in historical and political 
reality. 1 .. 

1 I call attention here once and for all to the fact that I use the words 'abstract' and 
'concrete'in the technical meaning which is given them by Spencer in his Classijicatiotl 
of the Sciences, and by Cairnes in his Clurractw ad Logical Method of Political Eamomy. 
and which was already adopted and illustrated by me in my Theoretical Character 
of Publie Fi"ance (ClI7l1tterll teorico dell'l!CtntOtnifI JinQMiaria; Rome, 1888) .. 
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. Science, as such, does not concern itseIfwith giving rules of action; I 
it seeks rather to establish the reasons why, or the conditions under 
which, people act in a given way.~ Its aim. is simPly to understand, 
10 know. Hence it studies certain facts objectively, and seeks to 
explain them by discovering the relationships . tpat connect these 
facts with other phenomena by which they seem to be determined, 
or with other phenomena to which they'seem to give rise, or with 
still others with which they seem to be correlated. The:: science of 
economics, for. example, has nothing to say agaiilSt or in iavour of 

. free competition, monopoly, protectionism, etc~; it simply ascertains the 
causes that bring about the one or the other system and -the effects 
to which they give rise,· as well as the relationships that~connect them. 
with other phenomena. . 
, Similarly, PubJicFinance studies objectively' the phenomena of 
State finance, without a priori preferences and withoutwish41g to.-

. provide 'rules for political action. The statement that Public FiUance 
seeks, in its- investigations, to approach as near as possibl~to reality; 
and therefore makes an effort to study real phenomena/taking intQ 
account all the. factual efements oewhich the latterare composed .. is 
to be taken simply as meadingthat "it is a concrete sciente, as opposed 
to other sciences· that are more abstract. From this conclusion we 
derive an important. methodological corollary: viz., that Public 
Finance callnot Use logical abstraction to the same extent as does 
general economics~' . 

§4 
Collective Wants 

The second· difference is that which exists b~tween indjyi"dnal 
wants, on the one hand, and 'collective wants on r. 
-riist 0 a , co ectIve wants presuppose_ the existence of a com

munity; that is, they a~e from ~e. fact that people Uve together in 
society. So long as man Uves in isolation, one cali conceive of the 
existence only of individual wants; when man passes from a state of 
isolation to life in society, there dien arise and are aclded to the 
individual wants already existing a series of requirements that did 
not eXist before. For example, the individual will fec;l the need that 
his person and his goods should be ~efended agai,nst the attacb of 
other members ofhiuqcial group; in addition, he will feel the need. 
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qf resolvingrin some way,the disputes that arise between him and 
other ihdividuals to whom he is bound by economic, ethical, or 
. political ties; and finally - as one passes from the commuriallife of 
the various social groups within a political aggregate to the communal 
life of the various political aggregates which makeup the larger inter
national community - he will feel the need for national defence and 
for the systematization, of the. relationships which connect him with 
other nations. Wants, or needs, of this type, which are born in a 
group from the very fact of social life, we shall calf collective wants. 
But in the last analysis,these' collective wants, also, are felt by the 
individual. We must not allow the word collective to deceive us into 
believing that we are discussing needs that are felt by the group taken 
as a whole, as if this group were a sentient organism, capable of 
feeling pleasure or pain. ' .. 

Only the individual can feel pain or pleasure; in this respect, the 
wants of the group as a whole do not differ from individual wants, 

'since both have their origin in the individual. An individual may 
lre-ar, for example, that his neighbour covets his property; .but the 
neighbour may also feel the same fear with respect to him. And both 
may have the same feeling toward others; who repay them with the 
same coin:-{Thus'a series of individual needU~ Jran~dJnto. a 
collectiY.!;_I;u~ed for the defence of-an individual's property against a 
possible attack by thieves), , 

Individual 'needs; on the other hand, are those which arise and 
remain within the life of a man who is isolated or who believes him
self to be isolated. IJe has no need to defend his property against 
robbers, who do not' exist so far as he is concerned; he. does feel, 
however~ the'pangs ofhJ.mger and thirst, and he does require bread 
and' water; 
,JIhe second characteristic of collective wants is that they arise 

from a certain 'conflict' of interests between the groups that l!!-ake up 
the national and international socialstructu}e;. hence i~~ 
blien said that 'the State intervenes in ord<@, ';0, ~egulfte ~ ~ 
p~ssible the co-existence of the antagonistic aCUVlues' 0 such group~~ 
_ If one bears in mind these two fundamental characteristics, it jJ 
easy ·to. avoid confusion of collective wan4 with general wants. The 
latter are ~for all the individuals who make up the ~ocial 
group; that IS, ,they are the arithmetic sum of individual wants~ The 
need for bread, for example. is it very general one. and is measured 
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by the arithmetical sum of the need for bread felt individually by 
each of the consumers. 

Collective wants, on the othet hand, precisely because they arise 
from a contlict of interests, are unt homogeneous for all. Therefore 

, they are represented, not by the arithmetic sum 6f individual needs, 
but by an algebraic sum of positive and negative quantities - that is~ of 
the positive needs which some feerror-the production of a certain 
service, and of the negative needs that others feel for the prevention 
of the performance ~~that service,Rr for its performance in a degree 
different from that which 'otherS would prefer, because those who 
demand this service differ in ,their estimates of its utility . 

. It is imperative that these conflicts be either eliminated or re
conCiled, if we are to· arrive at.a determination of the collective need 
for the satisfaction of which we wish to provide. 

Hence arises theiollowin( difference between what we have 
caJ!.ed Private Economics, on the one hand, and Public Finance, on 
t!e other: vi~ that, in the former, every mdividual want is satisfied ' 
in proportlon to' the demand of every individual, and the total 
demand is. the arithmetic sum of individual demands; whereas in 
Public Finance the collective demahd is the resultant of the conflict
ing evaluations of various groups and individualS. Thus the hatter 
produces exactly as ~any hats as there are individuals requiring 
them; but he does not take into account those who do not weaf' hats. 
The'State, however; if it furnishes headgear to its soldi~rs,-must pro
duce as many hats as there are soldiers, including those who do not 
ask for them. I 

~ I should like to "'.-am the reader that the concept of collective wants whicn is 
presented here does not coincide with certain current definitions, nor with that adopted 
by Professor Pantaleoni (Erotemi di Eco"omia, vol. II, pp. 1-44; Bari, 19z5). The latter 
takes as the basis of distinction the choice of 'a means by which one may realize the 
hedonistic postulate, so that those wants may be regarded as i"dividual which will be 
satisfied with the least sacrifice or' with the greatest satisfaction if every i"dividual acts 
by himself and for himself, and those wants are to be regarded as collective, if the same 
condition is brought about by concerted,effort.' 

I consider erroneous the fu"damerrtum mwio"is, which has reference to the most 
economical means of producing the goods, without attempting to analyse die nature 
of the consumer's want preceding production. The nature of the need does not change 
as the result of entrusting production to individual enterprise, on the one hand, or 
concerted enterprise, on the other. 

Let me add that concerted effort may also be carried on by a priVllte enterprise. 
One would not say, surely, that the need for bread represents an individual want if the 
most economical means of production is the housewife, baking at home, and that iJ; 
becomes a collective want if for the single housewife is substituted a co-operative 
society of all the housewives of the country! 
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$5 
• Classification of Collective Wants' 

The oldest collective wants, the satisfaction of which ._!~!~~ts 
a function that has long been necessary in all states, ~~~n~ai1~ 
modern, are the need for defence of the people and tnell" goods 
against· internal enemies, and the need for defence of national 
territory against foreign enemies, This is the first group of collective 
.wants. These wants become part of the life of every state; 5'iittheir 
s~eto-day is generally more ample andltends to ex.ten4 more and 
more, precisely bec~use, with the increasiIl'g complexity of social life, 
the causes of friction increase, and the conflict of interests among the 
members of society becomes more and more easy and frequent. _ The 
activity of the State, therefore, is no longer limited to the defence of 
the people and their goods, but can enter wherever there are con
flicting interests which it is necessary to conciliate in order that they 
may exist side by side., 

· III'flct, to this first group of wants there has been added a secon<\ 
c3:tegory of collective wants, whi~h were originally indivi,Ciual_,,:antsl 
but which have been modified by the fact that people hve together 
in society .. 'Thus,~nal and domes.!i~ h¥~~~e_are ~u~ ne~s 
that eveinsolated-manleels~~u.t insoclal life theyacqwre an addi
tional collective character because of their effect on society when there 
is danger of contagion. The State intervenes to defend the community 
by preventing infected persons and, things from becoming a source of 
· epidemics, and it does so either by imposing rules of hygiene on 
private individuals, or by itself providing hygienic service~ 
· Q third ,.group of collective needs is made up of those that were 

originally'lndividual and remain Jluch in social life~ but acquire a 
collective element because of the growing division of labour, as a 
result of which the producing group somenmesfliids-itSeIfin a qU!lSi
monopolistic position, while the consuming groups are. at its merc!j 
Water, unquestionably, satisfies an individual need; but if, in a large 
_city, there emerges a group which distributes water to all the houses, 
· and if the latter no longer have reservoirs of rain water and are there
fore powerless to provide any form of competition, the producer 

• becomes a de facto monopolist, for a longer or shorter period. 
· This relationship of dependence as between the producer and the 
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consumers gives rise to a conffictofinterests whic~.lIlaYPrQvoke the 
intervention oftm! Stat~i in such a case, the State intervenes, not as a. 
producer and diStributor of water, but ~ an organ for the defence of 
explgited groups against an exploiting group. . .. 

\!o conclude: in the classifi<;ation of collective wants, it is possible 
to construct a scale of such wants according to ~eir degree of 
urgency for man in society, begimling with the defence of territory, 
without which no autonomous social aggregate can exist, and ending 
with the hygienic defence of the q>mmunity against the dangers of 
contagion, as well as economic defence against private monopalYr 

./-

§6 
TIze Active Subject 

''the State, as the active subject in Public Finance, is not a 
. physical person, as is the lzomo economicus of general economics. It is ~ 
~ri.<lica! person. it is the political organ that sometimes .summariZes 

in Itself, sometimes represents, and in every case works in the interest 
of, the ~hole community. .t ~ 

"The .motives and the wants th~t induce the State to produce 
. public go~ are a resultant of the motives and the needs of indi-· 
viduals and groups who have actuallJ contributed ioward the forma
tion of the State's calculation. of financial advantage and disad
vanmge.- For this reason, theoretical inquiry must, as far as possible, 
break down the State's calculation into the economic calculations of 
the individuals or "\he groups w:bich rep.resent the constituent 
elements of the State's calculatioIi~ 

·This is a fundamental principle .• In order to~o this,howev~, it 
I It cannot be said, howevf!l', that this pnn:ciple is currendy accepted by th~ who 

like to define the needs and .ends of the State as being something unconnected with 
individuals. . 

Now, it is impossible to conceive of evaluations which are not a result of individual 
evaluations. 

This does not mean, as some seem to believe, that the utilitarian evaluations which 
regulate the economic conduct of individuals cannot undergo modificstions when these 
same individuals act as members of a political group. . 

It is well known, on the contrary, that the economic evaluationa of every individual 
change, or are modified, according to the environment in which the same individual 
finds himself. And the environment of the Economics of the State is not identical 
with that of Private Economics. .• .. 

In any case, it is easy enough, for the purposes of theory,· to recognize that the State's 
calculation of financial advantage and disadvantage is a resultant of the indi~d.ual 
evaluations of the members or a part of the members that make up the poliacst 
group, and not of moral precepts or dicta, on the one himd, and the imposition of 
external force, on the other. . 
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is necessary, first of all, to take account of the political constitution 
that is in force in a given country at a given time, in order to know 
which wants and which individual and group interests help to form 
the State's calculation of advantage and disadvantage, and which 
wants may happen to be excluded from this calculation. 

• In history, we know two opposing tendencies, which . lead to 
two different types of political constitutions: viz., that of the absolute 
state - either personal or oligarchic - and that of the popular state. 

In the first, the sovereign or, the dominant caste has exclusive 
power and uses it under conditions of monopoly, by law or in fact. 
';fhisgives it the power, iI!.prodllcing public goods, to choose those 
that redoUnd to -its :-exClusive or chiefidvaniage, and to put the 
burden of the cost exclusively or chiefly on the ~lUbject classes. 

In other words, mutatis mutandis, there is reproduced, in Public 
Finance, the case of private monopoly. In various forms - which 
will be analyzed and defined - the governing class obtains, and the 
governed classes pay, monopoly prices. 1 

t· Over against the absolute or mOtOPOlistic State may be set'the 
popular State, willi respect to which instead of assuming that one 
class has by law or in fact a monopo y of government, ewe establish 
the premise that, through the free competition of social gr1)Up~·and 
parties,levery class tan attain power, and, havng attained it, must 
remain under the continuing control of the community.', 

Thus are realized, at least in pure theory, the typical conditions of 
ree. competition. Indeed, the characteristic elem~t of free compe
ition consists of this - vii., that at any given moment one may, 
~bstitute for a producing group another group which comes from the 
nass of consumers. The easier the substitution, the ·more easily is 
he condition of free competition realized .. Now, in the democratic 
tate, in which every social group, in the form of a party, is supposed 
o be able to. achieve power,· we find repeated an almost similar 

1 What we have called monopoly prices are the so-called 'political prices' of those 
conomists who continue to follow the outmoded practice of considering the problems 
,f Public Finance as being theoretically dissociated from the phenomena of Private 
economics. '.. 

·Such economists. would be more logical if they were to deny that a monopoly 
,rice itself is an economic price, reserving the latter design!ltion only for competitive 
nd cost-prices I . 
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phenomenon of alternation .and of reciprocal substitution, which 
brings to power the group that is judged by the community, 'at a 
given moment, to be better fitted for the production of public 
services., • ' 

Now from this concept of substitution we may pass easily to the 
concept of the 'co-operative society'. Indeed,we hilVe merely to 
imagine that the alternation of the groups in control of the govern
ment takes place with sufficient rapidity, and we fimilly c,ome to 
consider as practically identical the groups that.are in tum governing 
and governed. ·This brings Oyt exactly the concept of the co-ope,ra
tive society, the essential characteristic of which lies in the personal 
identi{J of producers and consumers. Hence, we IIl,Fly .regardthe demo
cratic State as th~ which resembles the ~onomic pattern of the 
co-operative. In the democratic State, in tact, we do assume that 
there is personal identity between producers and consumers, since 
the citizens who pay taxes are also the citizens who' consume the 
public services. 

This theoretical concept has its historical basis in the principle 
adopted by all modem constitutions, according to" which 'the tax
payers vote the taxes'. \ 

'Under hoth hypotheses, it necessarily follows that the popular, or 
co-operative, state furnishes public services at cost price • 

. §8 

• These ,two Corms' of political constitution are extreme types that 
we take as two abstract hypotheses, or two limiting cases, between 
which would be irlcluded all the possible combinations that can be 
!bund in the 'concrete reality of history. In pure theory, the' 
phenomena ofPllblic Finance can be studied either pn the hypothesis 
:>fthe absolute pblitical constitution, or on that of the popular constitu
tion. In the application of theory to concrete instances,however, if 
we are to explain the phenomena of Public Finance, it is usually 
ilecessary to have recourse to a combination of the two premises; 
iince in reality there does not exist an absolute government in which 
:he will of the sovereign does .nut experience some modifying 
nfluence from th.w environment, not a democratic constitution in 
which the class that governs does not have a P9sition of relative 
nonopoly .• 
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. Nevertheless, one may' note that, as a matter of historic evolu
tion, /abe monopolistic state. does not represent a point of rest, of 
quiet, of equilibrium. The dominant class has always ended by 

. exploiting its position of politica,J. monopoly in order to maximize its 
own public consumption at the expense of the. ~ommunity. From 
this it follows' that the monopolistic position of the dominant group 
tends to provoke a reaction on the part of the subject social groups 

. and to give rise to a struggle which, sooner or later, and by more or 
less violent means, according to the temperament. of the particular 
people involved, leads to th~ fall·of the monopolistic enterpr~e. 
Peopl~ move, therefore, toward a popular organization, toward the 
co-operative state, whi~h constitutes in Public Finance a point of 
arrival and of political. f.luilibrium) , • 

Accepting this datum as a matter of fact, we shall study the 
phenomena of Public Finance first of all upon the hypothesis tha. 
we are ~ealing with the co-operative type of state, and shall treat 
the factor of monopoly as a disturbing force. 

It must be noted, however, that this last premise is not a necessary 
condition for the construction of a theory of Public Finance; since 
whenever we are dealing with an investigation of historical reality, 
we must always relate the phennptena of Public Fin~ce to that 
combination of the two operating causes which actually exists at any 
given time and place. 

§9 

( 
'. (tJjc 

~ublic Services .' I ..... ' 

To the goods that the State produces in order to satisfy the needs 
of the comIl!-unity, let us give the name of public services. By this 
designation we mean to r-efer to the fact that these- goods are pro

. duced by a public age*cy - not that they serve the public. 
The concept of a public good or service corresponds to the concept 

of colleciive wants. The one is felt by the community, the other is 
produced by the State. 1 

. /' (~very act of intervention on the part of the State which tends to 

1 Sometimes people speak of • 'public want'; but the expression is not oorre,ct, 
unless it be used in an elliptical sense to mean that what is involved is a 'colleCtlve 
want which the public agency undertakes to satisfy'. 
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satisfy a c~~ective want gives ,rise to the production of a public' 
service or public good ... It is not necessary,that is to say, that the 

" State should displace private entefprise entirely; it is "enough if the 
State interv~es to regulate in some way the functioning of p~ivate 
enterpris~us, for example, if railroad companies fail to make 
provision at grade crossings for the safety of people and animals, if 
they mishandle their rate-schedules in such a way as to favour some 
branches of traffic and damage others, the .State m<,ly inter.vene tot 
eliminate these spec!fic abuses. It is not necessary, in order that the 
abuses may be eliminated, to nationalize the railroads{. In every , 
~_~.! thenL of ei!!ter-Rart!~Li~t..erv"C:lltio~ or "complete nationaliza
llon, .we shall say that the State produces a public service or a l!..ublic 
8:oo~r ~r a pu~lic~satisf~I!:Y • 1 " 
-/this is only a definition of the terms employed .• It does not follow 

JPgically from what has been said that the State is or must, be __ the 
exclusive producer of the goods destined to satisfy all collective wants; 
nOr that private enterprise is or should be the exclusive producer of 
the goods destined to satisfy all individual wants. No such clear-cut 
division of labour exists in reali~,since at times th~ State produces 
goods destined to satisf}r'1iidividual wants, and at times private 
enterprise produces goods destined to satisfy collective wants. 
Indeed, it may be pointed out that there scarcely exists a public 
service. the germ of which one does not find in private enterprise, 
ready to develop; if only as a complementary agency, whenever the 
State proves itselfinsufficient •• The old companies of adventurers~' 
modern companies proViding night watchmen, the institution of the 
private detective, arbitrators, constables--,all are notable exampl7i' 1 

precisely because they belong to that group of public services repre
senting elementary functions which have by this time been assumed 
by every modern state. -

Even more numerous, however, are the examples that can be 
drawn from the second group of public services, which are on the 
way to assuming a permanent'place in the. business of the State
such as road construction and maintenance, postal communications, 
public instruction; and still more numerous are those that are 
found in the group of public services which are_~~~e!Dargi~ . 
and which, at the present stage in histqry. ar.~. s~..!Il:~~IIl~ p~u~ed 
by the State.. and sometimes by private enterpnse: telephones,. 
telegraphs, railroads, steamship lin~, etc., ' " ,-
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, Now, if we wish to discover the laws controlling th~ division of 
productive labour as between public and private enterprise, it is 
necessary to determine the -conditions under which the production 
of a good has actually passed, or tends to pass, from private to public 
enterprise, and vice versa. 

§IO 
Th6 DivZsion of Labour between Public and Private Enterprise 

Let us first use as our hypothesis a State that is essentially 
popular, in which there.do not exist conflicts of interest between the 
governing class and the governed; OF let us assume that the governing 
class is concerned only with the interest of the governed class - that 
is, let. us suppose the absence of disturbing political factors. It" 
follows that {)nly the economic principle of maximum profit ian 
determine .!he divisi()n: of productive" functions as .betwt:en -public 
and private enterprise. ]fis·"thfs prinCiple thafgoverns the division 
oflabour in""general~-with the following difference: viz., that whereas 
in a private ~change economy, the limit to the division oflabour is 
set by the maximum comparative profit, in a public economy, the limit 
is set by the maximum absolute profit. For here we are dealing with a 
collective consumers' enterprise, which can allocate to itself the , 
"production of all goods in which it can realize an a\>solute advantage 
as q.>mpared with private enterprise. " . " 

Having established this general principle, we can now describe 
preci~ely how it works concretely with respect to the three groups of 
collective services. : 

I. For wants of the first category"t'he principle ofleast cost arises 
from the nature of ~he conflicts that dividethe members of society, 
to whom the State pt-esents itselfas the otgan";which, standing outside 
of and above the contending groups, ~s more apt to reconcile their 
interests. The same could not be said of general wants. TherefordJ! 
comes about that the handling of national defence, the administra. 
tion 6fjustice, and the handling of internal public safety have always 
been considered pUblic services which by this time have become a 
part of the business of every modem state:'o 

- These are limiting cases, the cost ofwhrch is discussed not with a, 
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vieW to entrusting or not entrusting the prOduction of the relevan~ 
service to a private Concern that might spend less, but only in order 

, to keep the expenditure made by the State at the level of that which a 
private enterprise might make. . . 

2. For the second and third categories of collective wants, 
however, the expenditure that the State makes, as compared with that 
made by private enterprises, becomes a positive ana decisive element 
of the problem. 'When one has weighed the quality of the seryice 
and its cost as between public and private enterprise, the result 
decides whether it is better that production should be .carried on by 
private enterprise,' or assumed by the State. ' 

3. An important element in this calculation is a judgment as to 
whether the private enterprise, if left. to itself, would succeed in 
establishing a .monopolistic position; for if we admit that the State 
sells at cost price, the latter will destroy the monopolistic price of the 
-private enterprise, to the benefit of the community. This is true even 
in the case in which the private monopolist is a better producer than 
the Stite ~ on the condition, however; that the greater cost of the 
State enterprise dCle$ not exceed the surplus profit of the private 
monopoly. , So long as. ~ere. exiSts a difference between th(! .price of 
the private'-mon6polist and cost-price of the public enterprise,. this 
pifi'erenc·e. diiiUnishes the pnceJorthese.rvice in questiOI~,_tothej 
a.<J.vantage of the community. 1 )'. . 

}fthe State then charges the consuming citizens the same price 
as. the private ,monopolist, this c!ifferencc will'1:>enefit tl1~ .pll.blic 
treasuryJ and therefore, indirectly, the commiulif{itself. 

- -; • ~ • - • v • 

1 There are those who, taking society as a- whi.le, attempt to show· that the sub
stitution of the more costly state enterprise for the more economical private enterprise 
implies an absolute destruction of wealth. This is obvious; but-this consideration,.used 
to.defend private monopoly against \lublic enterprise, distorts the problem, because, 

. in taking account of production, it forgets distribution, which is an integral and decisive 
part of the concrete problem. . 

Let us 8Uppose that the private monopolist obtains a net product of 100 with the' 
expenditure of 60, 'while the State spends 70 for the same product. It is obvious that 
the State has destroyed wealth by 10; but it cannot be denied that, in the first case, 
the gain of 40 goes to the exclusive advantage of the monopolist alone, whereas in the 
second, the gain of 30 is divided ~ong all the members of the community. 

It is therefore useless to discuss whether it is preferable that national wealth should 
increase by 40 to the advantage of a few, or increase by 30 to. the advantage of all; 
since one can foresee that the first solution will prevail if the State is dominated by a 
pwnopolist, and the second if it is doD?-inated by the mass of oonsumers.. . 

For the rest, there is no d'ifrerence m the case presented by a co-operatlve SOCIety, 

which can be, and usually is. more costly than priv!'te ente~rise, but neverthel~ 
succeeds in being advantageous to the members. proVIded that It sells below the pnce 
of the private monopolistic enterprise. 
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When these three o>nditioDs coincide, the curr~t of public 
, opinion becomes irresistible' for the transfer of the production of 

'goods from private enterprises to the State. 

Vice versa, we may consider as a corollary of the preceding 
principle the fact that when the conditions just outlined are for some 
reason lacking, the opposing currept asserts itself, being founded on 
the economic advantage of retu,rning to private production from 
production by the State. -- . -

Sinlliarly, we must consider' as a corollary of the same principle 
the second aspect of the problem, viz., the case in which the State 
produces goods destined to satisfy individual needs. Other conditions 
being equal, the production of these goods tends to pass from public 
to private enterprise. The most important inStance of this type of 
case is to be found in the sale of tlIe government property of modem 
states, of which a more comple~e f:heory will be,. given in the following 
fJlapter • 

. ~ We may now conclude that,. in the absence of disturbing political 
. factors, public enterprise tends to specialize in the production of 

.goods destined to satisfy collective wants, on the condition that, and 
in .so far as, it produces more economically than private enterprise. 

This delimitation is not marked by a line that fixes permanently 
and a priori the productiv.e functions of the State. If we consider 
especially the development of collective wants of the second and 
third groups, we see that there exists at the margin a continuing 
interfiow between the two types of enterprises and the boundary line 
is contin.ually being shifted according to the principle of least cost, 
which regulates the division oflabour among all enterprises in such a 
way as to render most economical the entire organism for the 
production of goods, whether public or private. 

The State is one of these businesses specializing in the production 
of a given category of goods~l_ -

1 i. I wish to warn the reader against the critical observations directed against me 
by Professor Pantaleoni (see Erotemi di EcOtlonPa, vol. II, p. 3 n. and fl.), who accuses 
me of: (a) wanting to confine activity in the field of Public Finance to the satisfaction 
of all collective wants and only collective wants, to the exclusion of private enterprise; 
(6) of having wished to determine Q priori or to give to the State a norm with respect 
to the productive functions which should be regarded as belonging to it. 

If these criticisms had any foundation, they would put me in a strange contradiction 
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§I2 
/'Tke Political Factor 

We have till now reasoned on the hypothesis that the principle of 
maximum economic profit is not disturbed by the intervention of 
political facto~ As a matter of fact, however, a political element, 
more or less influential, almost always plays a part in the concrete 
phenomena of Public Finance, and therefore account must be taken 
of it. 

!In the states. of the old regime, the ·financial management of 
g6vernment property presents a typical, example of the disturbance 
that political factors exercise with respect to the action of economic 
factors. For. the government-property of a state - as will be seen 
further on - is often kept intact in the political interest of the 
dominant class, even when the econoj'c interest of the community 
would urge its sale to private owners. . . 

/ In modem states also one finds an analogous case~ a,lthough an 
attenuated one, in the struggle that is being fought more or less 
everywhere in favour of, or against, the nationalization of property. 
with my own doctrine, expounded in 1888 in the volume TM Thmretical Character of 
Public Finane, (Car-afterll teorico dell' «onomiajinanziaria), the fundamental principle 
of which is exactly this: that colkctive wants represent afactual presupposition underlying 
1M tlCanomie activity of t,he State. Let me quote several decisive sentences: 'Just as it is 
not necessary for the economist to discuss which wants man should satisfy and which 
he should not, so it is unnecessarffor the theory of Public Finance to discuss the wants 
of the State - that is, its functions and the expenditures that it should or should not 
make. The expenditures are taken as data; since, in actual fact, activity in the field of 
Public Finance ariSes in order to meet any expenditure whatever, - that is, for the 
achievement of any goal whatever.' , •• 'The diversity of public functions as between 
different epocha and different countries is II fact and it is likewise a fact that the 
financial activity in every case is carried on by the State' (p. 59). 

I am unable, therefore, to explain how the misunderstanding arose, - unless it be 
that it is one thing to recognize that &he sphere of public goods is a factual datum of 
financial activity, whereas it is another thing to analyse and explain the same fact, ill 
oRin to leek the law of its existence and its evolution. 

From the concept that collective need~ are a factual premise of activity in Publ1c 
Finance, other writers have believed that one could deduce the conclusion that all the 
goods which the State infact produces are public gqpth. Now, since the State, in fact, 
produces grain on its estates in competition with private growers, and produces cheese 
m the dairies connected with schools of cheese-making, shall we perhaps have public 
grain and private grain, public cheese and private cheese, just as we may have a public 
and a private postal system? . ' 

It is unnecessary to labour the point in order to show ~ error into which one falls 
when one wishes to avoid consideration of the nature 01 the want - collective or 
individual- for which one wishes to provide. . . 

We. must start from the concept that there exists a n«essary relationship between 
the productive activity of the State and a given category of .collectivc wants, 'and, 
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According to the principle of maximum profit, nationalization 
ought to come about whenever it can be shown that public enter
prise is. more economital. Instead" the proposal is. opposed, a priori, 
by representatives·of capital in their own "particular interest,·and is 
defended, a priori, by representativ~ oflabour in their own interest. 
For this·.!9~onit may happen either that the act ofnational~ation is 
not carried out when it would be advant~geous to the community, 
or that it is carried out when it would not. be advantageous to do so, 
according as the action of the State is dopiinate~ by. the political 
power of capital, or by the political power of labourl 

In both cases, it is the general community that will have to bea, 
the greater cost of production,paying, in the first case, a higher 
price to privat~ enterprise and, in the second, greater taxc;s to public 
e~terprise. ., 

The same is true in the case of public expenditures made as a 
result of pressure by group-interests (a military caste, those desiring 
public works, a bureaucracy, etc.). ·These are usually called unpro
ductive expenditures, merely to ,indicate that they are relatively less 
productive than they would have been had the money been spent to 
satisfy other collective or individual wants. 
reciplocally, between the productive activity of private enterprise and another given 
category of individual wants. In a second approximation, to be sure, it is to be granted 
that the line ·of demarcation varies, as we stated in the text. 

II. Now it appears that Pantaleoni wished, by means of this criticism, to emphasize 
his well-known view to the CfIect that the essential characteristic of Public Finance lies 
i,. the fact of authoritarian control OfJer human .actisIB by a political. superior, - that is, 
by the State. 

I have never been able to agree with this notion, since there is always an element 
of compulsion in every legal association of individuals, at least within the limits of ita 
governing statute and for the duration of the contract. It exists i~ business organiza
tions, in which the individual.member of the organization must be subject to the will 
of the majority; it exists, all the more clearly, and tends to become greater, in trade 
unions, in partnerships, in the church, in the community, and in the State, where it 
reaches maximum dimensions with respect to the power with which, and the period 
for which, the compulsion is exercised; but this difference of degree is not sufficient to 
justify ·characterizing the problems of Public Finance as being different from others, 
80 far as their theoretical content is concerned. 

It may be further noted that there are public goods in the production and con
sumption of which we do not find a degree of compulsion differing from that involved 
in the case of a private monopolist. Here I have in mind the entire group of so-called 
special public services. Where is the element of compulsion in the service provided 
by the postal system? 

On the 'other hand,· I note with satisfaction that Pantaleoni, after having distin
guished three possibilities, - viz., that the political authorities may govern either inlheir 
own exclusive interest, or in the interest of the governed, or as the delegated agent of 
the latter - recognizes that in the last case the State may be regarded, in the field of 
economic activity, as a co-operative regime. We had disagreed on this point for forty 
years I 
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The cieviations from the principle of maximum economic 
advantage which are due to political f ... dors increase the price that 
the tax-payers are called upon to payTor the production of public 
services: but they do not alter the fact that the State tends to specialize 
in the production of a given category of goods, just as private enter-
prise does. . 

It is precisely this fact that shows the error of treating the 
phenomena ofPubli~ Finance as if they were dissociated from Private 
Economics. In fact, of course, they form an integral part of the 
general organism of production, exchange, and consumption of 
goods. 

E!:n. of all, the State takes part in exchange by buying and selling 
private goods. It has already been observed that the State will buy 
iron, grain, construction materials, services of labourers ind 
engineers, as do private businesses, and thereby hdps to determine 
prices and general economic equilibrium. This, however, is still not 
the problem of Public Finance .. so far as we are concerned; for the 
latter problem arises from !.!cXond step, viz., ~hen the State trans
forms the iron and personal servlCes into public goods. This trans
formation is, in itself, an economic exchange. The citizens contribute 
private goods which the State transforms into public goods; and·for 
this reason the relationship which connects the State as producer 
with the citizens as consumers is one of exchange; for it cannot be 
'anything else. I This exchange will find a point of equilibrium; but 
the equilibrium point will·depend on all the exchanges which are 
included in the budget of every taxpayer, since he distributes his 
total income over all his items of conSumption, whether they are 
public or private goods. 

There is, finally, a third step whereby public goods - after they 
have been produced - qune W influence production, exchange, and 
the co~umption of private goods, and thus form part, by this route 
also, of general economic equilibrium. The fact to be noted here is 
that the equilibrium of production and of exchange as between 
private individuals is different according as one has a good or bad set 
of roads, an efficient or an· inefficient system for the defence of 
property, a protectionist or a liberal economic policy, and so on. 

I It will be necessary to return to this idea, which, in spite of all evidence. is denied 
by those who do not like to treat the obligation to pay tues as a necessary result of the 
right to receive public services. This recalls, in attenuated form, the days in whicll 
tuea represented the tribuk that the conquered paid to the conqueror. 
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With reference to this third step, it should be pointed out th~t 
there are cases in which one ;may, . for methodological- reasons, 
separate the private economic problem from the public one, if 
one proceeds by way of abstraction. Thus, one may abstFact from 
thesei'vice of providing public security if one assumes, and if the 
assumption corresponds to the facts, that the amount of security 
provided is equal for all private productive enterprises that exchange 
the!r products. Thus it is as if one were to cancela common term in 
the two terms of an equation. 

But if the problem involves a comparison between two states or 
between two regions of a state in which the amount of safety pro
vided is not unifol"ID:, or between -enterpriSes _ that utilize public 
services in different degree, one would be reasoning badly in abstract
Ing from the quantity involved. 1 

To sum up: the phenomena of Public Finance represent an 
integral part of general economic phenomena ... 

1 The error· of the opposed view _is due to so-called classical economics, which 
consi<lered taxes as a subtraction from, and a definitive destruction of, wealth by the 
State. Taxes were regarded as a sort of hail that destroYs part of the crop. Therefore 
the use to which the tax was put, after its-payment, was not studied at all. The con
sequence was that taxes were regarded, without further ado, as being accompanied by 
a contraction in the supply of available goods, with all the mistaken consequences of 
this mistaken premise. . 

The hail does diminish the supply; a tax transforms it into other goods •. We 
shall return to this matter at a later point. See Book II, Chapter IV, on the EcrmomU: 
Distribution oj tM TA¥ Burden (II, TM Theory of Shifting). 



CHAPTER. II 

THEQRY OF PATRIMONIAL REVENUES 

'Summary: The financial capital of the State ~ Ordinary· and extra
ordinary revenues and expenditures; subordination of expenditure 
to revenue "- Classification of revenues - Transformation of patri
monial goods into domain goods - The economic and legal charac
teristics of domain goods - The patrimonial finance of the. old 
regime - The disappearance of patrimonial revenues and .the pre
dominance of contributory finance in modern states -The increase of 
pu.blic expenditure . 

§I 

• FOR the production of public goods the State n;eds a huge 
quantity of private goods, which form or are transformed into the 
fixed and circulating capital 1 of the State. . 

The State constructS streets, railroads, ports, fortresses, schools, 
courthouses, museums, libraries, warships; it sets up postal, telegraph, 
and.telephone systems. These are examples offixed or investment
capital. In addition, the State needs circulating capital for the 
payment of salaries and wages, interest, amortizap.on charges against 
fixed capital, for ordinary repairs, treasury expense, heat, light, 
publications, and so on . 

. The State obtains its capital just as a!ly other enterprise does. It 

1 We do not wish to enter h~re upon discu.~sions concerning the 'capital' concep~. 
It is sufficient for our present purpose to give the word the sense in which.it has come 
to be used currently in sny private enterprise. There sre those who regard as capital 
the first payment of direct goods (money) which is made by the subscribers to a com
pany's 'Cllpital'. On the other hand, there are those who regard as capital the factory, 
the machine equipment, the human effort, and the raw materials which serve tech
nically the productive purpose of the company, and into which the subscribed goods 
have been transformed. . 

Similarly for the State: one may regard as 'capital' the total amount of private goods 
which the citizens pay as taxes, or the iron, the buildings, the work of employees, etc., 
into which the State transforms these private goods.. 

The definition of 'capital' is, of all definitions, the most elastic, and allows the 
greatest freedom of choice. Therefore it is important, above all, to fix the meaning in 
which the word is used and not to modify it even inadvertently in the course of 
the argument. In order to avoid misunderstandings, it is b~tter to. refer directly to 
certain fundamental concepts, such as, for example, th\l notIon of mstrumental and 
direct goods, rather than to the words themselves. 
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may, first of all, have' an' original patrimony, from which it will 
draw an .annual income. In the second place, it may have recourse 
to borrowing; it may have .recourse to an' extraordinary levy 'Of a 
percentage of thedtizens' property, or to an annual levy of a per
centage of their income. Thus, in offering for the consump.tion of 
citizens the public goods produced annually, the Sta~ exacts a 
corresponding payment~ with which it reconstitutes its working 
capital and begiJ;ts a new productive cycle. 

The resources' which the State annually procures for itself and 
"annually spends are recorded in its budget as 'revenues' and as 
'expenditures'. The year is the unit of time for which private budgets 
and State budgets are made up. 

From an.accounting point of view, revenues and expenditures are 
further distinguished as ordinary or extraordinary. 

According to one type of accounting usage, ordinary revenues 
and expenditures are those which ~ from permanent causes or 
come about from the normal course of administration; all others are 
extraordinary.1 The distinction is a vague one; it depends more on 
the opinion of whoever draws up the budget than upon anything else. 
One might, therefore, adopt the following formula: 'On the supposition 
of a continuaru:e of the conditions prevailing at the ti7IUI the budget-estiTfUlte is 
made, we may call ordinary the revenues and expenditures destined to 
be repeated in future fiscal periods; extraordinary, those destined to 
cease! . 

Whether a given item in the budget is to be classified as 'ordinary' 
or' 'e1ttraordinary' sOmetimes depends on the origin and the nature 
of the revenue without reference to the expenditure, or, vice versa, 
on the natuIt of the expenditure without reference to the ,evenue. 
At other times, however, when it is a question of qUllntiry, one cannot 
ignore the reciprocal relation between ~evenue and expenditure. 

Thus, the patrimonial revenue of the State is, in its very nature, 
an ordinary revenue and remains such even if it is used for an extra
ordinary c;xpenditure. The sale of the State patrimony, on the 
other hand, gives rise to a revenue which is, in its very nature, ext!a-

1 See. for example, article 37 of the Italian 'General Regulations for Govemmental 
Accounting', 

54 



THEORY OF PATRIMONIAL REVENUES 

ordinary, because it can be realized only once, and it remains an 
extraordinary revenue even if it is used for an ordinary expenditure~ 

TIie expenditure for the administration of justice, for the army, 
for the maintenance of roads, etc., is ordinary, but must be kept 
within certain .quantitative limits which depend on the amount of the 
State's revenue. Under conditions of equilibrium, the corresponding 
revenue is also ordinary. On the other hand, a levy on the property 
of citizens which is adopted to provide for the cost of war is an 
example of a revenue that is extraordinary not only because of its 
nature as a levy, but also because it serves to cover an extraordinary 
expenditure. In this case, it might seem that the amount of the 
revenue depends on the amount of the expenditure and not vice 
versa. We are here dealing with an extreme case, in which people are 
prepared to make ,extreme sacrifices in order to wage and win the 
war; yet, even so, the possibility of waging and winning-the war 

. depends, in the ultimate analysis, on the meaps at 1ile disposal of the 
. State. . -

For this reason Qne may lay dowathe following general principle: 
the extent of expenditure is conditioned. by that of revenue, . not vice versa. 

This truth, which is oQvious in dealing with the budgets of private 
individuals, seems to meet with an exception in the case of a State 
budget, for which the prevailing principle seems to he that first the 
expenditures are voted, and then the revenue is provided. This latter 
principle is, however, merely formal, and is ba~ed only upon the 
facts of parliamentary procedure. In reality, the budget of the State, 
in modern countries with representative government, is derived from 
the private budgets of the citizens, and)s ,tied up with them. When, 
therefore, the citizen demands or a§sents '" a pub]ic expenditure, the 
question -of the revenue corresponding to the expenditure is already 
resolved within his private budget. Let us suppose that a citizen 
himself produces the.goods A, B, C and D, and that he then decides 
to pass on to the State the production ofD. It is clear: that later he 
will also have to give the State the already existing means for the 
production ,of this service. In short: we assume tha(the citizen who 
demands a public service already has the means necessary to pay 
b~ - , 

The principle according to which the determination of -expend i
tures precedes the determination of revenues has been liable to 
exaggeration and distortion in those countries in which the governing 
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group has had an interest in preventing or weakening control by the 
tax-payers, who tend toreduce expenditures. I 

§3 

Patrimonial Finance 

OrdiD;ary revenues may be either 'patrimoni~l' revenues (called 
also original x:evenues) , or 'levied' revenues (called also derived 
revenues). 

The predominance of the first type of revenue gave birth to the 
'patrimonial finance' of the mediaeval-States; the subsequent pre
dominance of the second type of revenue produced what may be 
,called the 'contributory finance' of modern States. 

Patrimonial revenues consist of the income that the State deriver~ 
annually from i. 'patrimony'. It is income that is produced by the • 
State in its character of a business enterprise. -

Levied.fevenues consist, of ~epercentage of the income of the 
citizens. which 'the State deducts annually by means of levies. 

Levies, in their}urn. may be either fees' OJ: taxes." ' . 
To sum up: patrimonial revenues, fees, and taxes are the three 

great and clearjy distinguishe.d branches of ordinary revenue. 
The 'patrimony' of the State consists of the land and industrial 

property which the State possesses and administrates, and from which 
it derives an income,just as would any private proprietor or industri
alist; for the State 'patrimony' is subject to general juridical law, 

I A typical eXample of this difference in point of view has been provided recently by 
the difference in the method followed in England and that followed in Italy for the 
reduction of bureaucratic expenditures, which increased extraordinarily during the war. 

In the post-war period there arose everywhere the problem of reducing these 
bureaucratic expenditures in order to get them into equilibrium with revenue, which -
the war had drastically reduced, in comparison with the pre-war period. • 

In England the ChUlcellor of the Exchequer, in presenting the budget for 1921-
1922, 'said: 'The revenues must not be above £910,000,000; therefore we must bring 
the expenditures of civil and military services within these limits.' And a commission 
was named with the precise instructions to propose the reduction of expenditures by 
a total amount 'of £175,000,000. Thus it was recognized that it was necessary to 
subordinate expenditure to income. ' - • 

, In Italy, ,the commission named for the purpose was charged with studying the 
possibility of making economies. Since, however. no I\overnment knew how to- over
come the lesistence of interested parties, the expe.nditures remained, and taxe$ were 
raised,. ,thereby subordinating income to expenditure. ' , 

• [Italian: tasSII- Translator's IlPte] , 
• [Italian: impostll- Translator's note] 
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which regulates the rights of property foJ.' all citizens, arid to. 
general economic law, which controls the formation of the price of 
private goods. 

It is not necessary, despite what is often alleged, that this econbmic 
law be that which preyails under conditions of free competition. 
Even if the State carries on an industry under condj,tions of monopoly, 
the industry ~ill be a patrimonial good and the revenue. will be a 
patrimonial revenue, in so far as in its motives, methods, and.tesults, 
the State is comparable ·to a private monopolist. 

The moment that a patrimonial revenue is turned over to the 
Treasury, it loses ,its patrimonial character and becomes a public 
revenue, just as is the case with the percentage of private income which 
every citizen pays i.n the fonn of a State levy. As soon as the private 
.income of citizens and that of the State enters into the public treasury, 
the productive activity of the' State begins. . 

With respect, then, to original revenues, the modern State 
accomplishes two distinct functions: 

(a) one is a private economic fuIlttion, which proceeds from the 
management of State properties or the running ,of State industries 
to the realization of the corresponding income from landed property 
or from the ownershi2 of industry; . 

(b) the other is a public economic function, and consists of the 
subsequent transformation of private income into public services. 

The co-existence, or the fusion, of these two productive functions 
m the person of the State is the foundation of the theory of 'patri
monial finance'. 

This makes it possible to clarifY, from an econonllc point of view, 
the distinction between uomain goods and patrimonial goods. 1 

I In its merely legal aspects, the distinction' may. be seen in the following articles 
of the Italian civil code: . . 

Art. 426. The goods of the State are divided ~tO pUblic domain and patrimonial 
goods. '. . . ...... . 
• Art. 427: N&tional roads, the cOast, harboUrs, bays; beaches, rivers and torrents, 
gates, walls, ditches, and bastions of fortifications an4 fortresses are Part of the public 
domain. ..' * 

Art. 428: Every other·type of good belonging to the State is part of its patrimony. 
Art. 430: The goods of the public domain are in their nature inalienable; those of 

the State's patrimony can be alienated only in conformity with the laws that apply 
to them. . • 
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The aistinction derives directly from the function performed by 
the State in transforming private goods into public goods. 1 If the 
State produces grain on its own lands, sells the grain annually, and 
then uses the proceeds to construct a road, the road may rightly be 
called a domain good. We may say that the State has transformed 
the grain, which is destined to satisfy individual needs, into a road 
which is destined to satisfy a collective need. 

For this reason, domain goods may be said to be merely a group 
'within, or a part of, the general category of public goods .. 

It is on the basis of this fact that the fundamental economic 
characteristics of the State domain and the State patrimony may be 
distinguished. 

Domain goods are the result of the productive activity of the 
State - that is, they are intended for the direct satisfaction of 
collective needs. And just as in Economics we classify as goods of the 
first order those which contribute to the direct satisfaction of an 
individual want, so in Public Finance we may consider domain goods 
as goods of the first order, as direct or quasi-direct goods. 

Patrimonial goods, on. the other hand, which may be direct 
goods In so far as they satisfy individual needs, are always instru
mental gopds from the point of view of Public Finance in so far as 
the State must transform them into public goods. 

Vice versa, when domain goods come to be used by private 
individuals, they acquire the character of instrumental goods, 
beca.use the rpt:ans of communication, the agencies for the main
tenance of order, and so on, are forms of capital destined to assist 
in the production of private wealth. Thus, also, the patrimonial 
goods of the State, such as grain, oil, etc., which from the standpoint 
of the Stat; are instrumental goods, are, from the standpomt of 
private individuals, direct goods. 

To sum up: domain go~d~,ar6',goods which are, respectively, 
goods of the first order from th..e s,taiidpoint of the State, and instru
mental goods from the standpoint of the individual. 

In this Classification,' we are dealing with utilities and not with 
things. The latter would be the basis of a legal classification. In fact, 
however, it is not always possible to assign some things to.. the 

1 A fuller treatment of this matter was given by me for the first time in the Giomale 
degli Economisti, vol. 9 (1894). The paper was republished in my Essays tnt Ectntomiu 
and Finance (Saggi di economia e jinanza, Rome, 1898). 
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category of public goods, an4pthers to the category of private goods. 
One must investigate, in every case, to see whether the utility which 
is obtained from a given good is a public or a private one. . 

Hence we may distirlguish tliree categories of goods. One 
category includes goods from which is obtained a utility which is of 
significance to private individuals - such as grain. Another includes 
goods from which is obtained a utility which is of significance to the 
community - such as fortifications. A· third includes goods from 
which is obtained a utility which is partly the one and partly the 
other. Goods of this third type would therefore be at one and the 
same time domain goods and patrimonial goods. Examples of such 
are forests, model farms, a factory of artistic ceramics, etc. 

This. in broad outline, is the economic theory of the matter. 

§5 

This does not coincide with.-the theory current among jurists. 
The economic theory may, however, help to clear up some elements 
of the legal theory, including the distinction made by the jurists to 
the effect that patrimonial goods are productive, whereas domain 
goods are supposed to be uaproductive. 

Taking as a point ~freference the community, or the State in so 
far as it represents the community, all goods - whether patrimonial 
or domain - are productive of utility: the former of iridirect utility, 
the latter of direct. And if the transformation of the one into the 
other was economic, the marginal utility of the domain goods - for 
example, roads - is greater than the marginal utility of the patri
monial good - for example, grain - thai was transformed' into the 
roads. 

The further fact that one cannot value domain goods in money, 
whereas one can so value patrimonial goods, is a matter of secondary 
importance. . 

With respect to the second characteristic emphasized by ~e 
jurists, according t6 which patrimonial goods are declared to be' 
alienable, whereas domain goods are held to be inalienable, we may 
say that.the statement is true if it is confined within the limits of the 
theory stated above. .. 

In fact, if one admits that doI!'.ain goods are goods of the first 
order and therefore already devoted to the satisfacti~n of a collective 
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need, it follows that they are not aIielnble, inasmuch as the public 
administration is not empowered to withdraw them, from their 
destined use. But inalienability is a common characteristic of every 
direct good even ifit is a private good, once the latter has entered into 
the consumer'shudget, since then it cannot be withdraWn from its 
destined use. . • 

Let us imagine, for example, a proprietOr who decides that a part 
of the wine he has produced shall be sold - that is, transformed into 
other goods - and that a part shall be kept for consumption by 
himself and his family. This second part is inalienable, so far as its 
economic destination is concerned. If,' now, we assume that the 
proprietor has an administrator, we may suppose that he will 
authorize the latter to sell the first part on certain conditions and 
will forbid him to sell th~ second part. ! In this way arises the concept 
of a mandate. 

This mandatory relationship, which is present in evU)l private 
enterprise and which contains both«an economic and a legal element, 
gives us, when it is carried over into state enterprise and is adequately 
developed, the complete explanation of the in:i.lienability of domain 
goods. So long as a fortress serves for the defence of national 
territory, it cannot be withdrawn. from itwlestined use and the public 
authority does not have the right to sell it. :But if it ceases to be a 
direct good from the standpoint of Public Finance, it becomes a 
patrimonial good and therefore alienable. Alienation is merely one 
of the ways of producing goods. 

§6 

The Sale of PatriT1U)nial Goods 

If one examines the budgets of mbdern states over a s~ries of 
years, one observes that the revenues trom patrimonial goods tend to 
disappear, in contrast with the situation under the old regime, in 
which patrimonial goods represented the almost exclusive s~urce of 
public revenues. 

The disappearance of patrimonial revenues is the result of a 
long historic process. The economic *nd political forces opetating 
in this process will give the most convincing explanation of the fact 

, itself. 
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One must go back ·to t~ Middle Ages, and, above all; to the 
feudal perio~, to find the typical structure of patrimonial finance. 

Its point of depart1.~re is the right of overlordship, or of eminent 
domain, which the. sovereign claims and'which little by little he 
succeeds in establishing - more or less thoroughly, depending upon 
the partictilar country involved- over. all the territory and over all 
the people of his State .. Eminent domain has not been a: right exer
cised in fact or with equal efficacy by' the sovereign in all countries. 
Everywhere, nevertheless, it has served, as- a theoretical principle 
upon which jurists have, built the theory of patrimonial finance~ 

With the establishment of the ba,rbarian monarchy began' the 
transformation of the Roma~ land-tax, or public census, which was 
paid by proprietors to the State, into the feudal census, paid to the 
overlord as a private, or quasi-private, transaction - that is, as a 
consideration for a concession of lands. 

With. the establishment of feudalism, the original distinction 
. betwe~ the· two institutions dislppeared,· in fact if not in theory. 
The typical process by which the merging of the public census . with 
the private census was effected was as follows. The proprietors of' 
freehold land, or allodium, on which they owed the tax. or public 
census, when the security of .their occupatioil was threatened by the 
barons, by t~e great proprietors, and even by the functionaries of the 
king, had recourse to the expedient of selling the free lands to these 
various trouble-makers in order to buy back .theirprotection, with 
the understanding that the former proprietors would get the lands 
back as feudal concessions. Thus the. public census was in fact trans
formed into, or .becamemerged with, the private census. 

This process became more and more perfected, in proportion as 
the convents, the bishops, the dukes, the counts,and the barons 
succeeded in taking the place of the king in the collection of crown 
levies, and in merging the latter with the feudal cont.ributions of a 
patrimonial character due them within the fief: 

The result was that the proprietors of free lands became con
sidered as 'concessioilaires' or 'use owners'. 

The transformation of the levy on landed pr0perty into a 
patrimonial revenue was extended logically - in the further develop
ment of the theory - to the other fiscal rights which were attached 
to the exploitation of mines, to hunting, fishing, the use offorests and 
pastures, of navIgable rivers, and of roads; and stillmore easily, it 
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was extended to the operation of JDills, bakeries, fisheries, and 
industries in general, all of which were monopolies ofthe.feudallords. 

Little by little the same patrimoniaLconc;eption came to include 
the people and every form of personal activity. The right to carry on 
a business, an industry, or a trade was considered a prerogative of 
the overlord, as forming part of his eminent domain. So much so 

. that every man who wished to carry on his personal ·activities had to 
obtain a 'concession', or 'license', which did not differ from a grant of 
land, and he had to pay for it. In this way, the levy put: upon the 
income of industries and professions also came to be considered by 
the jurists as being on a par with the type of revenue represented by 
the census on land and came to be regarded as the consideration paid 
for a patrimonial concession. 

§7 

At this stage of development, the theory of Public Finance is 
complete. Every census, or levy, or contribution, or dues paid to the 
overlord is the consideration paid for a patrimonial concession and is 
no longer the payment made for the rendering of public services. 
At any rate, this latter type of financial relationship is hidden behind 
the patrimonial relationship. 

From this followed two consequences which were in a sense 
similar, and were yet opposite to ('ne another. The first was that the 
debtor had no right to demand a counter-offering in the form of 
public services. The second was that the census cO\lld not be increased 
merely on the ground that public expenditures had increased. 1 

For the· public exchange of a service for a t~ was substituted a 
private exchange of a concession of land for an aimual rental pay
ment, with all its legal andpol,itical consequences. 

A theoretical conception ot: this kind fitted in with the political 
conception of feudal despotism and absolute 'monarchy, for two 
obvious reasons. The first was that the sovereign us~d the revenues 
ashe saw fit, merging in fact, if not always with the sanction oflaw, 
his personal budget with that of the State. The second was that the 

1 The amount I of the censi, aCf:Qrding to generally accepted doctrine, was fixeli. or at 
least was established ill conformity with tradition, whence the censi took .the name 
co(i.tumes in France; and whenever, as in Italy and elsewhere, it was found possible to 
increase them despitt tradition, by sheer political pressure, they took such names as 
maldanaro, maltolti. abusus, etc, 
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p.atrimonial revenues put the dominant class in a position of absolute 
economic and political independence of the subject classes; while, 
at the same time, they protected these subject classes against the 
danger of il!creasing levies. 

The lands granted in fief were i1llllinrahle, precisely and solely in 
order to assure the perpetuity of the political regime, in the interest of 
the dominant class. Inalienability is a limitation of domain character; 
but far from modifying the patrimonial character of Public Finance, 
it aimed instead to perpetuate it for political reasons. 

The ensuing struggle between feudalism and monarchy did not 
change the principles underlying patrimonial finance; for the 
monarchy only partially succeeded in its ambition of recla.im..i.D.g from 
the barons the right of which it had let itself be despoiled. 

The only real difference was that the monarchy softened the 
rigors of the feudal regime, in so far as the despotism of the central and 
distant power of the king was less of a burden than the local and 
near-by despotism of the baron. 

§8 

On the other hand, a new circumstance which changed the terms 
of the probl~ arose the moment that the patrimonial revenues were 
no longer sufficient to cover the public and private wants of the 
sovereign. 

On the one hand, the expenditures of the State increased; and on 
the other, the patrimonial revenues, instead of increasing, diminished, 
because of the prodigality of the sovereigns in satisfying the greed 
of their favourites, because of the absenteeism and rapacity. of the 
overlords, and because of the resultant lack of interest on the part of 
the tenants in increasing prodqction. . 

The budget of the monarchy fell into· a state of chronic 
deficit, and it was necessary to have recourse to grants or subsidies 
which were demanded from the subjects in order to mak~ up for the 
growing inadequacy of the patrimonial revenues. . 

The history of these subsidies is the history of taxation. 
Subsidies were an ancient device; but they used to be paid only 

at intervals on certain definite occasions, such as the departure of the 
prince on a crusade, the reception of the emperor, the construction 
of fortresses, etc. 
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The characteristics of the subsidy were two: (a) it had to have a 
public expenditure to which it could be said to correspond; (b) it 
had to be demanded by the prince and to.be assented to by the 
nobles, prelates, and the common people, who met whenever neces
sary io assemblies which were called estates, parliaments, or 'cortes', 
and which were the precursoN of the modern parliamentary regime. 

The subsidies were the origin of taxation and the means by 
which the subjeots became citizens. In fact, whereas the patrimonial 
revenue avoided contact and frictions between the sovereign and 
his subjects, assured the economic and Wlitical independence of the 
former and exposed the latter to systematic levies and extortions, the 
subsidies, on the other hand, forced the sovereign to have an increas
ing amount of contact on financial matters with his subjects, and the 
latter took advantage of these contacts to reconquer or to ask and 
obtain, at every request for subsidies, old rights and new liberties 

Little by little, taxation reversed the old relationship of political 
dependence, initiated the transformation of the old absolute monarchy 
into modern representative states, and substituted for patrimonial 
revenues deri,ved revenues. I 

It is not necessary to review this history. The vicissitudes of the 
long contest were various. In England the struggle ended before it 
did on the continent, by a series of compromises from which was 
born representative government. 1 On the continent, as a result of a 
combination of circumstances, the monarchy was able to resist with 

I The fact is a general one, but one finds it outlined with greatest clarity in English 
constitutional history. 

The landed patrimony of the Crown had begun to diminish. under Henry VIII, 
Charles I, Charles II, James II, and William III, thanks to mortgages and generous 
grants. Parliament, called to determine the civil list of Queen Anne, intervened to save 
what it still could save of the Crown patrimony, since it was necessary to make up the 
growing deficiency of the patrimonial revenues out of taxes. Erskine May (Ctm
,titutitmal History of England, vol. I, chap. IV) comments on the fact as follows: 
'While this waste of the crown property had been injurious to the public revenues, it 
favoured the development of the liberties of the people. Kings with vast hereditary 
revenues, - husbanded and improved, - would have been comparatively independent 
of Parliament. But their improvidence gradually constrained them to rely ~pon the 
liberality of their subjects; and their own necessities, and the increasing expenditures 

, of the State, at length placed them entirely under the control of Parliament. 
'No constitutional change has been more important in se~ing popular control 

over the executive government, than the voting of supplies by the House of Commons: 
nor has any expedient been better calculated to restrain the undue influence of the 
Crown, than a strict settlement of its revenues by Parliament. In the reign of Charles 
II, the principle of appropriating supplies to specific services by statute, - which had 
not· been without previous recognition, - was fonnally }=Stsblished as one of the 
conditions under which Parliament granted money for the service of the stllte.' 
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greater success and for a longeitime, but it was finally overtUI:ncd by 
revolutions. Thus the feudal order and patrimonial financ~ fell 
everywhere. The goods of the crown and of the fief became once, 
more the property of the State. 

§9 

With the elimination of the· political reasons which had led to 
the conservation of· the patrimonial ·Tevenues, economic reasons 
become dominant il!- deciding whether it is advantageous for. the 
community to conserve the patrimonial revenues, or to substitute 
tributary revenues for them. . 

Now, as has been pointed out, the tendency to sell the patri
monial goods is a persistent and general fact in modern stateiJ. 

Often the sale has been made ·ne.cessllory by exceptional pressure 
on the budget, to provide for war costs and war indemnities, or to 
carry out vast schemes of public works, or·to pay debts. In every case, 
however, the State had and has a choice of selling the patrimony, 
with a corresponding losscif revenue, or of-borrowing, with a 
corresponding interest-burden. 

Given the possibility of choice and the absence of disturbing 
political causes, the phenomenon is explained as the natural res.ult 
of a calculation of economic profit. . . 

Suppose, for example,that the State, in order to provide for an 
extraordinary expenditure, decides to sell patrimonial goods to the 
value of 100,000,000 instead o( contracting a .loan of the same 
amount. In so doing, it will lose the income from. the former, but 
will save the interest on the latter, and the transaction will be profit
able, ceteris paribus, if it can be shown that the income lost is, in fact, 
.less than the expenditure that has been saved. 

In order that this may happeri, the management by the State of 
its patrimony must be less productive than private management, 
and must be so within such limits that the bargain oetween the two 
may be profitable. - . 
. If, for example, a given piece of landed property yields the State 
100 in net income and can'yield 120 in the hands of a private pur
chaser, it will be worth 2000 of capital as a public enterprise, and 
2400 as a private enterprise. If the-State can obtain credit at 5 per 
cent, and if the private purchaser is disposed to give credit at 
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5 per cent, the bargain will be possible at any price 'between 2000 -

and 2400. 

If, however, the State were in a position to obtain the loan at 
4. per cent, it would have to pay only 80 a year in interest, and for 
this reason it c9wd sell only at 2500. 

On the other hand, if the private purchaser plans on investirig 
his capital at 6 per cent, he would have to realize a return of 150 

before he would be disposed to pay 2500, and even at this price it 
would be a matter of indifference to him whether he bought the 
property or not. 

To sum up: the State capitalizes the net income which it actually 
receives from the piece of land in question at a rate of interest that 
it would pay in the alternative case ofa loan; and the private person 
capitalizes the return which he knows he will receive from the land 
at the rate of interest at which he could make a loan or otherwise 
invest his savings. 

If, between the two capitalized sums, there exists a difference in 
favour of the private individual, this may be divided between the two _ 
bargainers and thus make possible a sale which will be profitable for 
both. 

But this calculation is not always so easy as it seems; because the 
State, which represents the community, cannot quite reason as does 
the private individual, who is not interested in the repercussions 
which the sale may have on the general economic system. 
. There are those who urge that the State should . sell its patri

monial goods even at a loss, on the ground' that the community will 
gain in any case from. the greater -production that will be obtained 
from the goods thus ·sold. 

As a matter of fact, the community of consumers always gains 
from the greater production of grain which the private individual 
may obtain from the land in question, even if the State, instead of 
selling it, gives it a",ay.. -

But then the public treasury will have. to make up for the loss by 
increasing the taxes on the 'community' oftaxpayers, with the result 
that the gift made to the group of buyers will be paid for by die body 
of taxpayers. 
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As one sees, the problem of the maximum total profit - for the 
treasury and for the community - is complicated by a problem of 
distribution, since the circle of buyers does not coincide .with that of 
the taxpayers. . 

It is not possible, " priori, to determine with pJ:.ecision the limits 
which should be set for the sale of patrimonial goods; but perhaps it 
is not wrong to affirm that the price corresponding to the capitaliza
tion of the effective income which the State actually obtains from its 
patrimonial goods represents a price limit below which it would not 
be .possible to go without damaging the position of the taxpayers to 
the advantage of the group of buyers. 

On the other hand, there is another and better-founded element 
in the calculation which differentiates the position of the public 
treasury, when considered as a proprietor, from that of the private 
proprietor, and that is this. When the sale permits the forecast of an 
increase of income in the hands of the private buyers, the. public 
treasury may count upon the increase of taxes that the latter Will pay. 
In other words, the State automatically assures for itseJ.4 by means 
of taxes, a continuing participation in the greater future production 
of the patrimony which it sells. 

This does not happen in the case of the private seller. We are 
dealing here with a difference which provides a real element in fiscal 
calculations; but even this difference must be appraised ~ith 
caution. 

For, as -a matter of fact, the two circumstances mentioned - the 
indirect economic participation of the community and the participa
tion of the State, through taxes, in the greater production - have 
often been exaggerated, in order to induce modem States to sell 
their patrimonial goods too hastily, thus providing an advantage 
for the buyers without insuring a maximum advantage for the 
community. 

§II 

The theory just expounded makeS cl6u- also the error of the 
contrary opinion, according to which it would be to the advantage 
even of the modem State to preserve its private patrimony as a 
war chest or reserve to be used in moments of unforeseen or pressing 
need. 
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~or it is evident that, at any given moment, the sale price of the 
State's property will depend on the one hand upon the amount oj 
savings available in the country, which may be regarded as repre. 
senting the demand, and upon the extent of the supply on the otheI 
hand. For thi~ reason; if, the demand remaining constant, an appre~ 
ciable quantity of goods is suddenly thrown on the market, their 
pric~ will be lowered, and the State will absorb a smaller quantity 
of available savings than it could absorb directly- by means of 
taxes and loans. 

To the modem State, with its financial system based upon taxa. 
tion, it is more expedient to count upon the growth of its citizens' 
wealth than on the growth of its patrimony, since it is from the former 
that it can always, and more economically, satisfy all its ordinary 
and extraordinary requirements. For this reason, the, opinion we 
have been discussing is to be regard~d as a survival from the era of 
patrimonial finance. 

Summing up, :we may say that there is an inductive basis for' the 
formulation of the following guiding principle~ Modem .States, 
. assuming that they do not have prejudices which induce them either 
to preserve their private patrimony ata loss in order to favour a 
political class, or to sell it at a loss in favour of a class of capi~alists, 
regulate their conduct according to the principle of maximum profit, 
actual and prospective. ' 

From the economic explanation of the historic fact, it does not 
follow, as a 'rule' of financial policy, that modern States must. sell 
their patrimonial goods in the light of the general principle that their 
productive functions tend more and more to become separate from 
the productive functions of private individuals. What ,does follow is 
merely that the sale has come about as the consequence of the fact 
that State enterprise has been less productive; and the sale goes on 
to . the extent· that this lesser capacity is demonstrated. Thus, the 
division of labour between public and private enterprise is itself a 
result and not a cause of the s~le. I 

I The difference between the "laY! which explains the dynamic historical fact and 
the 'norm' which the administrator obeys in regulating his conduct at times seems to 
be reducible to zero. And, in fact, it is reduced to zero when present conditions are 
identical with past conditions. Even in such a case, however, the administrator must 
makfl CfI1'taifl that the conditions are identical.'" .' .:.' 
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The Increase oj Public Expenditures 

With the substitution of a system of finance based upon taxation 
for patrimonial finance, there came a rapid increase of public 
expenditures. ' 

To expl<l;in this, fact, it is necessary to recall that the struggie 
between the monarchy and. the p.eople came to an end with the 
d~finitive recognition _ of parliamentary sovereignty in the question 
of taxation and public expenditures.On~e there had been removed 
the political cause that induced parliaments to haggle with the crown 
and executive power over the granting of subsidies, above all when:' 
the latter were on the way·, to becoming annual taxes,: public 
expenditures increased rapidly.\ __ 

ThiS means that the amount of these levies, instead of merely 
being equal to the amount of the patrimonial revenues, greatly ex-
ceeded the latter. . 

The fact is a general one; it was established immediately after 
the cessation of the struggle between parliament and the crown, of 
which it was a logical consequence. The patrimonial goods of the 
crown and the fief came under the administration of parliament, 
which used them in the production ofpuhlic s'ervices for the exclusive 
benefit of the community. Similarly, taxes have come to be voted,by 
the delegates of the community of taxpayers and are directed toward 
the production of goods which redound to the benefit of this same 
community of taxpayers. It is assumed that no part of the public 
income shall be spent for the benefit oftJ:ie sovereign, of his favourites, 
or of the privileged class which he represents. The community con
tributes private goods and gets them back completely transformed 
into public goods. No longer despoiled by the political intermediary, 
the community tends, on ,the one hand, through: parliamentary 
supervision, to lower the cost of produfing public services, and, on 
the other, no longer has a reason for not obtaining for itself all those 
serVices which are economically useful to it; Therefore only the 
consideration, of economic pfofit will decide the proportion in which _ 
the national and individual income will be divided between the pro
duction and the consumption of public goods, on the one hand, and 
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the production and consumption of private goods, on the othel 
To this cause of an economic character there may be add. 

another of a political character. This is the fact that, under a repI 
_sentative parliamentary regime, power tends to pass from the class 
possessing wealth to the democracy of the man,Y'; _ and the latter u 
the power to increase expenditures for their own advantage at 
taxes at the expense of the rich. 

-I: This statement of the matter may seem excessively optio;Ustic. but the fact 
historically established. 'When the Commons. had neither information as to 1 
.necessities of the state, nor securitieS for the proper application of their grants, ~ tl 
had often failed to respond- to the solicitation of the. king for subsidies, ~ or th 
liberality had fallen short of his demands. But not once since the Revolution have 1 
demands of the Crown for the public service been refused. Whatever sums minist 
have stated to be necessary, for all the essentis! services of the state, the Comm( 
have freely granted ... So far from opposing the demands of the Crown, they ru 
-rather laid themselves" open to the charge of too facile an acquiescence in a constan 
increasing expenditure. Since they have assumed a control of the finances, the-' 
penditure has increased about fifty-fold; and a stupendous nations! debt has bl 
created' (Erskine May, Constitutional History of England, Vol. I, chap. VII). 



CHAPTER III 

FORESTS AND RAILROADS 

Summary: Forests and railroads -:- The forest as a patriIrionial good...,... 
Shelter forests as domain goods - Private railroads - The interven
tion of the State in defence of the Community transforms them into a 
public; service, apdmakes them similar to the postal and telegraph 
systems 

SOME -writers maintain that modern states tend tore-establish the 
ancient patrimony in the fonn of forests, railways, and postal and 
telegraphic systems, the income from which would take the place of 
the original revenues of an earlier age. , 

We are dealing here with a huge patrimony consisting of lands, , 
fac;tories and industrial plants, which exist also in the field of private 
enterprise and which seem to be an exception to the general tendency 
toward the sale of patriinonial goods. State forests tend to :r:emciin 
part of the patrimony of the State; both they and the other enter
prises mentioned yield the Stite an income not unlike that which 
private individuals draw or would draw from ownership of them. 

The distinction between patrimonial and domaUi goods, however, 
puts us imm~ately on guard against traps which may inhere in 
such an analogy. For if the State preserves the fores~ and owns ~d 
manages the railroads or the mails in order to satisfy directly a 
collective want, these goods have, for this very reason. the character 
of a domain good rather than of a patrimony. , 

Yet the 'point deserves further consideration. It will be well to 
limit our examination to the forests 'and the_railroads, which are two 
typical forms of goods, each one of which' may be taken as repre
senting a group of other goods, to which it is logically easy to extend 
the conclusions that we shall reach. 

As for the forests, one ntay lay down the pr~ary considera
tion that the State, other conditions being C(qual, is not so bad a pro
ducer in this field as it has shown itself to be in othe,r forms of landed 
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and industrial property, 'when compared with private prod~cers. 
This is due to several reasons: -

(a) while the planting of a forest calls for a large initial capital, 
its cultivation does not demand the special oversight and care of the 
producer, whereas this is required in other types of cultivation; 

(b) the -most economical application of forestry demands rather 
vast areas; 

(e) the State, as a perpetual legal entity, finds itself more able to 
wait for the period in which the timber will have perfectly matured. 
Other conditions being equal, it is during this period that the grow
ing forest attains its -highest value; and the period of groWth usually 
exceeds the average life of a generation. 

For these reasons, which are of what may be called a private
economic character, .if the State should preserve the forest as a 
patrimonial good, that fact would not represent an exception to the 
theoretical principle expounded. The State forests would be a part 
of the State patrimony. 

But the preservation of the forest as part of the State's property 
is due principally to the circumstance that forests may, under certaiD. 
~efinite conditions, satisfy directly needs of the community whkh 
have nothing to do with timber or pasturage. 

Shelter Forests l 

From forests, in fact, two distinct utilities may be obtained. The 
one; of a private-economic character, derives from the exploitation 
for profit of the timber and pasture-land. The other, of what may 
be called a collective-economic character, derives from the fact that 
forests assure the. slow infiltration of rain-water in the mountaiDs 
and therefore the .regularization of the watercourses in the valleys, 
prevent the erosion of river-banks, and, according to some, may 
exert a beneficent influence on the climatic and hygienic conditions 
of the surrounding region. These utilities, which are to the advantage 
not of the owners, but of the community, confer on the forest the 
character of a domain good, and justify \he intervention of the.State 
in the ownership and exploitation of forests. 

1 [Italian: boschi di difua ~ Translator's note} 
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As long as the owner finds the cultivation of forests profitable, he 
will preserve the forests; and in so doing he offers a free utility to the 
community. At the moment, however, in which (whether because 
of the high price of timber or because there is profit in changing to 
another form of cultivation, or because of difficulties in his private 
affairs) he finds it convenient to cut down the forest, there is evi
denced a contrast between the private interest of the proprietor arid 
the interest of the community. 

The contrast can be described precisely as follows. The cost of 
maintainipgthe forest is borne exclusively by the:: proprietor, who 
sets against this cost only the private utility to be derived from the 
timber and the pasturage, and does not take account of the public 
utility of the forest as such. For this reason, the moment that it is to 
his interest to cut down the forest, and it is to the interest ~f society 
to preserve the forest, society must assume that part of the cost to 
which the public utility corresponds. Only then is the economic 
calculation complete. 

The State, then, intervenes in order to defend the community 
against the damages which may follow from the cutting down of a 
given category offorest. It does so in two ways: (a) by keeping and 
not selling the fores!! in its own possession, and, if need be, declaring 
them inalienable; or (b) by subjecting shelter forests to forest restric
tions, whereby proprietors must manage their forests rationally, 
with periodical cuttings, and must not destroy them. 

In the first case, the conflict of interest between the system of 
private ownership of forests and collective wants disappears auto
matically. The community bears the whole cost, and enjoys all the 
utility. And if, as has been said, 'the State is not a. bad forester, it will 
have no losses. But even if it should obtain a smaller return than a 
private owner would obtain, this loss would be regarded as part of 
the cost of producing the public utility obtained from the forest. 

In the second case, the forestry law, in imposing restrictions, 
recognizes, or should recognize, the proprietor's right to compensa-
tion. The compensation is merely that part of the cost which the 
State assumes in order to preserve the public utility of the private 
forest. 

In conclusion: in the sHelter forests we must distinguish the ex
ploitation of timber and pasturage, which haS utility from a private
economic point of view, from the main~enance of the forest area and 
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the body of limitations of a domain character which are placed on 
. forestry. . 

We may express this controlling criterion as follows: the, income 
from -shelter forests corresponds economically to their private utility, ' 
not to their public utility, and is therefore patrimonial. ' 

The cost of the public utility is met out of taxes. And if we 
assume that the State imposes a levy on all those . residing on the 
banks of rivers and in the cities on the plains which are traversed by 
these riven, their contribution" would correspond to the public good 
which they enjoy and w~)Uld have the character of a spec;ial assess
ment.' 

§3 
Railroads 

The considerations advan,ced with respect to forests and similar 
goods do not entirely apply to railroads. 

In contrast "to the tase of shelter foreSts -' in which it is possible 
to 'separate the public utility arising out of the area subject to 
restrictions from the private utility arising out of the production of 
1;imber - in railroads the road-bed is not separable from the trans
portation industry, though some jurists have attempted to effect such 
a separation. From'the economic point of view, the .railroad is an 
organism formed by the co-ordination of a serieS of goods bound to 
each other in a complementary and interdependent. relationship, 
such that each good has vaJue if it remains within the organism, but 
loses it when it leaves. 

The road-bed cannot be separated from the tracks; the latter 
cannot be separated from the rolling stock and especially from the 
locomotive; and these, in their turn, cannot be separated from the 
transportation of freight and passengers. 1'!Jor is there an exception 
to this organic unity by reason of the fact that at times the identity 
of the proprietor is distinct from that of the manager; for in such a 
case we are dealing with a m,ere division of functions which is due to 
causes .of a provisional nature, and which, moreover,' is correc~ed by 
a contract regulating the relationship between the proprietor ,and 
the operator so as to assure unity of service, and usually ends by 
conso,lidating ownership and operati,on in the same person. 

1 Book II, chap. t. 
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In every case, the unity of the service is never . broken from the' 
standpoint of the public, which demands only railroad transportation .. 

In: the case of forests, on the other hand, there are two distinct 
categories of consumers, each of which demands one of tlie two 
utilities produced~ 

Yet the problem of railroads is simpiified for' this very reason, 
because it thus becomtsmerely a question of deciding whether the 
State shall treat railroad transportation .as a public or asa private 
enterprise~ . 

Since we have excluded the possibUity of determining a priori 
whether' railroads ought to. be left to private industry or be turned 
over to the State, for 'US it isa matter of ~plainingW'hy, as a matter 
offact, the railroads in: many countries have become, or are tending 
to become,. a State enterprise. . 

Established originally as a private industry, their absorption on 
the part of the State has come about step ,by. step, by means of a 
growing serieso! acts of intervention which"regulating and limiting 
the right of private ownership more and more, have ended by 
substituting a pubIiccorporation for the private one. 

Now, in all this slow historic process; the undisputed point is tb,at 
the initial and progressive intervention of the State has .not come 
about for motives of a private-economi~ character ..... that is, in order 
to procure a patrimonial income for the public treaSury - but in 
order to defend the in~erests of the community, which were\ncon
flict with the interests of the privateenteTprise. . 

First of all, the private railroad. companies limited' themselves 
to the construction of the more prOfitable lines, since they were 
interested s!)lelyinobtaining the maximum profit, and did not sup
port railway development throughout the territory of the State in 
such a way as to .satpfY the more comprehensive collective wants 
which go beyond t4~ mere transportation of freight. In fact, the rail
roads are becoming more and more a good which is complementary 
to the public administration, both civil and military,'and to intellec
tual and socral communications.-:- that is, they. are becoining goods 
which are complementary to other public services. Herlce the inter
vention of the State in order to regulate private railroad service in 
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such a way as to make certain that this service will satisfy collective 
wants also. In this respect, it is a case analogous to that of the 
forests. 

In the second place, private enterprises do not always have 
sufficient regard for the personal safety of the passengers and the 
passers-by. To public protests on such matters the State answered 
here also by intervening in order to defend the safety of persons and 
of property. 

In the third place, free competition between railway enterprises 
often ended, and tends as a rule to end, either by a combination of 
the competing companies, or by the collapse of the weakest. In both 
cases, there is a waste of wealth, and the result is a monopolistic 
position more rigorous than ever. 

The harm t~at railroad monopoly may inflict and has often in
flicted on the community does not lie merely in the height of the 
railroad rates. It lies also in the fact that the railroads establish 
rates, even though they are monopoly rates, which are not equal for 
all users of the railroads, in such a way as to favour certain definite 
businesses. Indeed, it has· happened, and may happen, that the 
railroad companies or their officials may become intez:ested in other 
enterprises the products of which-are destined for the consumption 
of distant markets, and whose earnings depend on great rapidity 
and safety of tranSportation. Thus .there have been cases in which 
the railroads· have established favourable rates and special terms 
with respect to shipping, speed of transportation, and use of ter';' 
minals, for businesses in which they themselves were interested, and 
higher rates, together with delays in arrival and transhipment, for 
competing industries, to. the disadvantage of the latter. 

It is understandable that this danger should have increased, in 
the degree that, with the development of long-distance hauling, all 
the. trade of the country threatens to fall under the control of the 
railroads. 

Hence the State has intervened once more in order to reconcile 
these contrasting interests of the producer group and consumer 
group, by imposing rates, time-tables, terminal conditions, etc., 
which are equal for all in time and space. It has imposed, that is to 
say, rates which are fixed and general. . ..• 

& one sees, we are dealing with systematic acts of intervention 
which have continued to increase and which, little by little, have 
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ended by the total absorption - that is, by the nationalization' - of . 
the private enterprise. . . 

Now, since each successive step of State intervention was 
motivated by the necessity for defending an interest of the com
munity against the monopoly of a group, we must conclude that 
nationalization itself has come about to the extent that railroad 
transportation 'came finally to be considered a public service, and 
not because of an iJ;ltention to create a source of patrimonial revenue. 

If this conclusion is not universally accepted, it is because of the 
fact that there is $till in progress an active debate between those who 
want nationalization and t40se who want the railroads entrusted to 
private industry. . . 

Leaving aside the good and the bad arguments with which the 
two theses are defended or attacked, the circumstance which 
deserves emphasis is that the State does not need to go so far as 
nationalization - that is, the total absorption of private industry -in 
order to subordinate the latter to the interest oftlle community. It 
has already been noted that every partial intervention of the State 
is, in itsel~ a public service. ' 

If now it is admitted, on the basis of experience, that the State 
is not a better manager than private individuals would be; the most 
advantageous solution, economically, is obtained (a) when State 
intervention --that is, the system of interventions and of progressive 
restrictions-remains within the limits rigorously demanded by the 
needs of the community; and (b) when, at the same time, use is made 
of the superior capacity of the private enterprise in the matter of 
technique and .management, without absorbing the private enter
prise itsel£ 

The very difference of opinion prevailing shows that the railroads 
are on the boundary between public and private enterprise., 

The fact remains, however, that nationalization represents a 
victory for those who consider railroad transportation a public 
service; and for this reason the railroads, whenever they are national
ized, tend more and more to be assimilated to the group composed 
of the postal, telegraph, and telephone systems, which are p~blic 
services, and the cost of which is covered by a 'fee'. 

The railroads are the bridge by which we may pass from patri
monial revenues •. which we have discussed, to the phenomepon of ,the: 
fee, which we shall now proceed to examine. 
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CHAPTER IV· 

·TUEOR Y OF THE FEE 

Summary: Derived revenues - The concept of a special public service 
and the conditiqns for· its _performance - Law of determination .of 
the fee - Manifold prices in Public Finance - The two .. cas~ Qf 
manifold priceS·-'- The fee' provides protection against the danger of 
uneConomic production . . .. . 

§I 

The $pecial Public Service 

FROM patrimonial revenues we pll$S to derived or kvied
1
reyenues, so .. 

called because they are derived from levies upon the priva~e mcome 
of citizenS; . . 

To the degree that patrimonial revenues disappear from modern 
.budgets, levied revenues increase and become a predoIninating part 
of these b1,1dgets. . . . . 
. Leuies are divided mt<)'two large categories: fies and taxes • . To 

this division corresponds the differentiation of public services as 
special or generaln .. 

From our studY-of railrOads, then, we paSs; almost without inter
I ruption of the analysis, to the study. of public serVices -that is, of those 

goods whose production is regarded by the community; at a given 
moment, as a function of the State .. 

Public· .services may be divided into two groups:· sP!Ei~tP!blK 
services. and ge'Jet:~~ius...:._ Included in the first group are the 
postal and telegraphic systems; included in the second are the 
defence of State territory, the adIninistration of justice, and the 
maintenance of roads. . 

The first category is made up of those services f~r which it is 
possible to establish an exchange-relationship' of an individual, 
special character betweell the State as producer and' each ·citizen as 
cOIisumer. These services are capable of sale at retail-that.lS, of 
being offered from time to time to the citizen who demands them, at 
the moment and in the quantity in which he demands them. In a 
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word, the person of the consumer and the quantity ofhis consumption 
are given individual attention. Thus arises, in the exchange between 
the State as producer and the citizen as consumer, the economic 
phenomenon that we call a price. This price is called a feet. 11J.e 
postal system is pre-eminent among the special public services, and 
may, for purposes of theoretical treatment, be taken as'typital of 
them. -

It is obvious, by now, that such an exchange relationship could 
not be realized in the case of the service which is represented by the 
defence of national territory. That is to say, it does not lie within the 
power of the Sta~e to assign to a public service which,it produces, at its 
discretion, the character of a genet'al or a special service. 

In order that a special service may be performed, two conditions 
must be present: 
I. Th supply of the seroice must 6e teclmically divisi6le into salealJle' units. 

Obviously, it woutd not be possible to sell at retail a s~ce that 
was not materially divisible iI!.to saleable units. 

The postal system is a special public service, 'because the supply, 
can be divided into many units (letter's, postcards,newspapers, etc.), 
each one of which satisfies a given want of individual consumers. 
The same may be said of the telegraphic, telephoillc, and ~way 
systems. It could not be said Qfthe defence ofnational terri~ory. 

Of course, the divisibility of the service must not· be, understood 
exclusively in the sense of the technical possibilities involved. On the 
contrary, it must sometimes be considered also from the point of 

:, view of economic expediency, in that it may be felt that even 
though the service -may be divisible technically, it is not worth 
dividing. • . 

Thus, for example, the use of ordinary roads might be technically 
divisible into saleable units, to' which a p*e or fee or toll might 
correspond. But such a system, which was applicable in' the Middle 
Ages to the few roads then in existence and which may still be applied 
to a bridge, would be economically inapplicable to the whole system 
of roads, considering the great development that roads have had in 
modern times, and the consequent enormous expenditure on super
vision and c:ollection that the system would require~ 
2. The service must 6e constantly demanded by individuals. 

That is, it is necesssary that the 'state of want", or the need ·of the 
individual, which the public serVice satisfies, .be periodically 
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reproduced, so that the inducement to renew the. demand may 
again be presen,t. 

Now, in Public Finance, there are cases in which· the demand of 
the individual is made dormant as a result of the performance of the 
public service itself. 

Consider, for 'example, the_.servic~ of public safety. The better 
this service is organized, the ~re it' provides against and removes 
the dang~r that persons and property may be injured. Hence the 
citizen finds himself less and less in a position to demand the restitu
tion of his violated. rights. But if, for some reason, the smooth 
functioning of the. service of public safety is impaired, the demand of 
\he citizen is,re-bom with the re-birth of the danger. It is in this 
sense that it may happen that, through the perfecting of a public 
service which has a preventive function, the stimulus of individual 
demand may be made dormant. . 

When the two above-mentioned conditions are not present. one 
cannot speak of a special public service. The good produced by the 
State would then of necessity belong to the category of general public 
services. 

tThe, ultimate difference between special and· general public 
services depends, therefore, upon whether or not it is .desirable and 

. technically possible to 'divide the total supply of and total demand for 
these services among individuals. )It does not depend upon a sup
posed qualitative difference between the two types of service; or, at 
any rate, such qualitative difference as may be held to exist depends 
upon the criteria just mentioned. 
. To the group of general public services belong the administration 
of juStice, the defence of persons and goods against iniernaland 
external,· enemies, the r:t:J.aintenance of ordinary roads, protection 
against infectiou!- ,diseases of men, animals, and plants, etc. So far 
as these services are concerned, the phenomenon of the fee disappears 
.either wholly or in part and there appears the phenomenon of the 
~tax. The latter consists of an amount which the State deducts from 
the income of ,citizens in exchange for· the use of general public 
services:) We shall formulate the theory of the tax in its proper place; 
let us here complete the theory of the fee and establish'the law by 
which it is determined. 
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17ze Fee 

It has already been suggested that the feeis a case of price. It may 
be called, as some suggest, a public price, provided that this serves to 
indicate only that the fee is r:;ollected by the State- i.e., that It is 
the price of a public service. 

In Private Economics, two cases of price are usually studied: price 
under free competition and price under monopOly. 

There is, however, a third type of price, insufficiently developed 
in Private Economics, and therefore insufficiently emphasized by 
economists: namely, the co-operatiue price - that is, the price which 
is formed within a co-operative society, and whi~h may partake of 
the nature both of cost-price and of monopoly-price.. In fact, a co
operative society which finds itself, let us assume, in a monopolistic 
position (for example, through the exclusive ownership of a factor 
of production), will sell to its members at cost-price; but it may ex
ploit its monopoly position in dealing with third parties, and also, 
within certain limits, in dealing'with some of its members. This is the 
germ of that phenomenon which ~es, to be sure, in Private 
. Economics, but which is developed and completed 'in Public 
Finance, and from which is derived the law by which the type of 
price which we call the fee is determined. 

We have already said that the modem state reproduces the 
characteristics of a co-operative society, in so far as, in both cases, 
there is personal identity between producers and consumers~ Indeed; 
the State carries the concept of such personal identity to its com
pletion, because all citizens are at the same time producers and 
consumers, and one cannot conceive of consumption of public goods' 
outside of the State. One can ·make a reservation with respect to 
foreigners, who may be considered thi;d parties and may be subjected 
to monopoly prices, as we shall see when we come to consider the 

(complementary tax.) It follows that the fee must present the same 
characteristics as the priv~te co-operative price. 

Now, just as the price which a private co-operative sets in its 
exchange-relations with its members can only be a cost-price, so 

'\Iso in the modern type of democratic state, in which there is no 
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profit-making mo~opolistic group, (the fee will be a cost-price;) 
Indeed, one may add that,-in pure theory, it will be a price equal to 

(minimum cost~ because when citizens are moved to demand the transfer 
, of the production of a given good from private to public enterprise, 
they aim to obtain thereby ,a price equal to the private price which 
would prevail under conditions, of free competition. 1 

By way of driving home this concept, it may be pointed out that 
a state which is of the co-operative type is nothing but a 'colle<,:tive 
!!Se-eco~', in which the goods produced are destined -not for 
extefilal exchange with other groups, but for consumption among the 

'members who compose it. ' 
If this position is accepted, then it follows that if the State aims 

to maximize the consumption of a special public service within the 
social group, it must reduce the cost to a minimum and ask a price ' 
that merely covers cost. ' 

The price of least cost becomes the point of, reference for an 
appraisal, criticism, or approval of the productive, capacity of the 
State, quite apart from the fact that the State may come to occupy 
a monopolistic position! 

This establishes the first condition of the law of. the determination 
of the fee: 'The public price' must be equal to -or must gravi~t.e 
toward cost ~fuoduc~on.' 

-BiinnE State -'even ifit pI:bduces at a lower cost than the private 
enterprise, so that it does not have to fear competition ..... strengthens 
~Sl position by the establishment of a legal monopoly., forbidding 
and penalizing private cOl!lpetition: ' 

This es.!ablishes the$cond conditio!). of the theory: 'The fee)~ 
al2C)~otential monol~ly prjce:' 

-~- -

1 We shall see presently how, with the nationalization of the enterprise, and with 
the realization of a first state of equilibrium through the elimination of private mono
polistic enterprise, there is a renewal of the struggle within the state enterprise between 
the various groul?s of citizens who consume public services. 

• In fact, it is only in an exchange--economy that there arises the difference between 
competitive-, and monopoly-price. A private enterprise aims, in every case, to maxi
mize its consumption of the goOds which it buys, giving in exchsnge as little as possible 
of the goods that it produces. When it operates under conditioll6l of free compe~tion, 
it buys and sells at cost-price; so that as a tesuIt of the exchange the consumptlon;of 
the contracting parties is maximized. On the other hand, it is only the monopolist 
who succeeds in selling above cost and in buying at cost, thus maximizing ~ con
sumption of the 'goods which he buys and minimizing the consumption, by ,the other 
contracting party, of the goods which he seJJs. But in a use:-economy - whether ~t is 
individual or collective - there is only minimum cost and maximum consumptlol:lo 
from the standpoint of the one who is at the same time producer and consumer. 
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The two conditions seem contradictory. In fact, however, they ., 
function co-ordinately in this way: 
- -Ca) The fee must be equal, in the aggregate, to the cost of pro
duction of the service. That is, the aggregate amount of the fees 
which the State collects from individual consumers must equal the 
aggregate expenses of production. 

(b) But in the distribution of the- aggregate cost among the
various categories of consumers, the public price: may become a 
monopoly price. In fact, for the same unit of service the State, as a 
monopolist, may demand different prices from the various categories 
of consumers, or it may demand the same price for .units that have 
different costs. For example, it may charge the same price for sending 
a letter over various distances, even though distance is an element of , _. - -
cost. • 

. Now, it is only because ofits monopolistic position that the public 
enterprise may establish prices not every one of which corresponds 
to the cost of the relevant unit of service consumed. Under conditions 
of free competition, the State would be constrained to apply a single 
cost-price for every unit consumed. 

To sum up: the law of~e determination of the fee mUst be con
sidered as a third case, intermediate between the law of the deter-
mination of competitive price and that of monopoly price. _ -In the 
aggregate, so far as the body of taxpayers is concerned, the lee is a 
cost-price; in the distribution of the total cost of production among 
the various groups of consumers, it is a monopoly price. _ In a word, 
the State practices the policy of manifold prices. ~ . 

Having established this conclusion, let us add that the double 
price-policy which the State applies is not like that which_ the 
private monopolist practises. 

I These are more often called rradtipk twices; but the word rradtiple has in mathe,
maties 8 meaning which is not identical widl its meaning in economics: For this 
reason, it is better to speak of manifold prices. We speak also, using a phrase that is 
perhaps more elegant, of a double twice policy, in which case it must be understood that 
the prices may also be more than two. 
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We know that the latter, when he succeec;Is in getting around the 
impersonal nature of exchange in dealing with the public and in 
uncovering the differing subjective evaluations of the various con
stttners, imposes for the same unit of service, not the one price that 
would be determined by competition, but as many prices as there are 
subjective valuations of the various buyers. 

The typical example that is usually given is that of the theatre. 
In the theatre, units of goods, whether orchestra seats or boxes, 
which are of equal or almost equal cost, are sold at different prices. 

The difference between double price-policy in Privat~ Economics 
and in Public Finance lies, above all, in this: the private monopOlist 
exploits the diversity of subjective valuations solely in order to realize 
the maximum possible profit from exchange, and therefore tends, on 
the whole, to an average price which is raised as much as possible 
above the level of cost. In Public Finance, on the other hand, the 
public enterprise, if it demands from some buyers prices which are 
above cost, must charge to others prices which are below cost, and 
vice versa, because the total receipts must be equal to cost. 

In spite of this general limitation, it remains a fact that the State, 
even though it undertakes to produce at cost, practices an internal 
policy of double price in favour of one group and to the disadvantage 
of another. The question arises whether or not this is a case of class 
politics. 

Let us recall that from the moment when the intervention of the 
State is called for, all are in accord in dema.nding that a public cost-

o price be substituted for a private monopoly-price; hence the form!l' 
is considered the immediate point of equilibrium. But afterward, 
when State ownership has been brought about, the groups that 
~oprlnate politically are led to exploit the new position of public 
monopoly, by pr;lctising the policy of manifold prices to their own 
,dvantage and to the disadvantage of others. 

$5 
Nevertheless, the adoption of manifold prices does not always 

represent class politics. 0 • -

First of all, there is the case of the single rate-schedule::- for 
example, -the single schedule of postal rates - which automatically 
carries with it the practice of manifold prices. This does not con-
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stitute class politics if the establishment of the single schedule' was, 
made for technical reasons; in the interest of all the consumers; !IS' • 
we shall see. I 

In the'second place, class politics are not involved; in the case Iii. 
which,5£: the au~orities were to establish a single cost-price per unit, 
the total cost would not be covered because of the small number of 

\ . ~ . 

consumers. 
This, -as·~s·Well known, happens when the supply of services can'

not, from the very beginning of their production, be exactly equal to 
the initial demand and to the successive gradual fluctuations.!n this 
demand, but mdst, to some extent, exceed and anticipat~ movc;IDc,its. 
in demand. Thus, it may happen that production must De , ,begwi , 
with an expenditure on plant which, even if the expen,Piture be kept' 
down to the minimum, has a productive capacity superior to the 
consumers" capacity of absorption at ,cost price. -

A typical example is found in the.case of the railroads. Even 
though the initial investment be reduced to the minimum possible 
proportions -and even though tunning expenses be cut down, it not 
infrequently happens that the carrying capacity of the railroad is 
greater than the demand for its services at cost-price. Let us suppose 
that 1000 represents the cost of production and that this is .divided 
into 100 sale-units. It is necessary to find at least 100 persons disposed 
to buy the 100 units at the single price of 10. But these cannot be 
found; instead, 50 can be found willing to pay the price of 10, 25 

disposed to pay 13, and then another 25 wjlling to pay 7. In this way 
the cost could -be covered • 

• In such a case, the policy of manifold prices does not provoke a 
class struggle; for <it has become a necessary condition for the. very (, 
production of the serviceJ so that the various classes of consumer~ 
face this dilemma: either to give up the service, or to accept the three 
prices which correspond to their respective evaluations. I~ ~n such 
a hypothesis, the various groups of citizens decide on· the production 
of this given service, each one undertakes implicitly to pay his own 
price, without comparing it with the price that the othen. will pay. 
Indeed, it may be supposed that the p(>licy of having three prices, in 

. the example suggested, is fthe result of an agreement by the three 
. groups, and marks, for this reason, a point of equilibrium> • 

The group that pays the price that is below cost is not fI. 

1 See also Book I, Chap. v, § 7. 
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parasitical group living at the expense -of the group that pays the 
price above cost; it· helps to cover the costs, and lessens the deficit 
of the enterprise, to the benefit of the other groups. 
;: In proportion,.however, as, with the growth of business, the use 

,of the railroad; or, any other special service, is extended, there comes 
a time when a mere cost-price is enough to cover expense,s; and then, 
with the disappearance of the economic reason fQr manifold prices, 
the 'struggle be~ween the various groups arises again and class 
politics begin. ' 

The- point of the new equilibrium is reached with the return to 
the single cqst-price. How this point is reached wilt be told in the 
discussion of the theory of rate-schedules, which completes the theory 
of the fee. 1 

§6 

. This .. theory of the fee as a price seems, in concrete cases, to meet 
withad='-'exception that deserves to be noted. Not infrequently the 
fee exceeds cost and, gives a surplus w~ch cannot be ~plained by 
the theory as we have expounded it. , 

Now, the State does not produce 6nly one special service; it pro
duces several, among which may be found a group of services which 
may be treated as a group of homogeneous quantities. Such a group 
would be represented~ for example, by the postal, telegraphic, and 
railroad systems. 

The State may exploit its monopoly position with respect to the 
group by imposfug, for example, prices above cost on consumers· of 
telegraphic services, in order to compensate for the prices below cost 
which it may grant to thecoDsumers of postal services, and vice versa. 
The policy of different prices may take the whole 'group as its bask 
Andin such ~ case one may apply the theory of manifold prices to 
the various special, services which form the groups, and speak of 
compensaqon. , 

But when the revenue derived from the fees exceeds the total cost 
of the enfue group, of services, the excess evidently serves to cover tP-e 
cost of general public services, and therefore assumes the character 
of a tax. In other words, \ the monopoly of the special service is 
exploited' further in order to draw a profit therefrom.' ' . -" 

1 See' Book I; chap. 'v, § 3. 
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It is ~oWD that the postal system was in the past a monopoly 
for the purpose of obtaining revenue. Under the old regime it wall a 
'royal prerogative' and for this reason yielded a patrimonial r~venueJ 

Nowadays, in modern systems of Public Finance, we have some 
fiscal monopolies which the State maintains in order to draw from 
them a. revenue which is essentially ~ indirect tax on. consumption) 
This revenue could be regarded as similar to that part of the price 
which the State would propose to obtain from a monopoly of special 
public services, over and above their cost of production. . 

- On the other .hand, it is to be noted that when the entire cost'is 
covered by fe~ alone, account is not being taken of lhe· inciireCtr. 
benefit which the special service sometimc;s brings'to classes that ar~ 
not direct consumers of the service. Thus, railioadtransportation is 
as useful to the producers and the consumers of transported goods as 
iUs to the tradesmen who pay the cost of transportation. . 

Hence arises the cUrrent opinion that railroad rates ought to be 
lower than the cost of transportation and that the differel!ce should 
be covered by taxes at the expense of producers and consumers. 

<The premise is correct; the conclusion Is erroneousJ For the 
middleman includes the cost of transportation in his selling-price, and 
distributes it among those who, indirectly but none the less actually, 
participate in the consumption of railroad services, whereas the tax 
would strike also those who get no advantage from ~e r~oads, 
either directly or indirectly. ..' 

§7 

The. Productiviry of tM Fee 

A corollary of . the general theory' of the fee is that'· when the 
State covers the cost 9i production by its system offees, it does not 
run the risk of producing anti-economically, in the long run; since it 
puts itself in the position of any private producer, who regulates 
supply in such a way that the, consumers will absorb it completely 

. at a given pric.e per unit, whether this price is a cost-price or' a 
monopoly-pric~. In. this lies the proof that the, production is 
economical, even if it cannot be said that it has attained the maxi ... 
mum of economy. If, for example, the consumers who .make free use. 
of the postal serVice cover the total cost through the postal fees; thiS 
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means ~ they regard the production as economical. If, instead, 
the revenues do not cover expenditures, it means that the' supply u 
greater than the demand, and that the State can and m~t restrict 
the former. >, 

To sum up: under a system of fees, the citizens enter-as a rorct 
tending toward the ex postJacto ~nf.!:QLofthe productivi~ ofspeciaJ 
public services, just as they would in the case of any private producer, 
The same is not trUe, as we shall see, of taxes. 1 • 

1 See Book II, chap. u. 
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CHAPTER V 

THE THE 0 R, Y 0 F RAT E - 8 G H ED U L E 8 1 

SUDlDlary: Determination of units of sale - ~ocess of diversification of 
rate-schedules - Process of simplification and unification - Ran.. 
road rates - POl!tal rates - Transition from the fee to the tax . 

§ I 
Diversification of Rate-ScllBflules 

THE theory offees is completed by the theory of rates. The- rate is· 
a translation into actuality of the general concept of the fee. The 
expression rate-s~hedule is, iIi fact, intended to refer to a synoptic 
picture in which the units into whicQ the service. has been 'divided . 
are assigned corresponding prices per- unit. 

The construction of a rate-schedule is not an arbitrary matter. 
The division of public· services into units follows certain· general 
criteria: 

(a) Every unit must represent a unit of consumption which is as 
(small as possible, but is complete~ account being taken of the 

conditions and habits of each country. . 
If any other procedure is followed, a waste of wealth results. 

Thus, in the case of the telegraph, when the unit was a group of 
twenty words, it was found that this unit was too large, because 
usually the number of \Yords sent in telegrams at anyone time was 
less than twenty. Hence the adoption of this unit led to a,waste of 
wealth, because the user felt obliged to use all the twenty words which 
he was allowed, even though a smaller number of words would havCi 
sufficed. 

If, on the other hand, we adopt a unit that is too small, we go to 
the other extreme .. That is, the number of words allowed is too small, 
in ordinary cases, to express a thought, make an announcement, etc., 
and thus obliges the sender to use two units, thereby forcing him to 
incur waste, just as in the preceding case. 

In practice, the proper unit is obtained by procee~ng experi
mentally, by successive trials. 

(b) In the second place, the division into units(aims to facilitate 
1 [Italian: tarilfa - Translator's note] 
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the, atension of consumption; and therefore, in practice, tends to 
dMde the public sc;rvice into a relatively large number of units) 
For the larger this number is, the easier it is to satisfy all possible 
com.binations, forms, and dimensions of individual demands, to 
attract a larger number of consumers, and to facilitate the disposal 
of the whole supply of the service produced. 

Thus it is that the postal service is divided into a large number of 
consumption-units: letters, postal wrappers, ordinary postcards,' 
picture postcards, newspapers, packages, insured articles, registered 
articles, and so on. 

In railways, also, the diversification is relatively ~eat. The basic 
'units are the t?n-mile and the passenger-mile. But there are, further, 
different classes for passengers, and, merchandise, and, again, 
numerous sub-categories for the shipping of merchandise: fast 
freight, slow freight, delivery to the addressee, etc. 

Every one of these units has its price. Now, the classification is 
made by taking into account not only( ¥l differences of cost, but also 
all possible differences of subjective e~~uationl Thus, the transporta
tion of a letter for which one pays three cents costs somewhat more 
than the transportation of a postcard, for which one pays one cent; 
but the ratio of the costs is not three to one. 

Passing to the case of the railroads, we note that the various classes 
of travellers represent different costs for the producer, but that the 
difference between the respective passenger-rates does not correspond 
to the difference iIi costs. The same may be said of the classification 
of merchandise, which takes account of the value of the merchandise 
by plitting the most eXpensive goods into the first class, at a higher 
rate, and the cheapest goods into the lowest class. . 
. 'To'sum up: the State, in order to extend the consumption and 

cover the cost of production of a given service, is forced to divide the 
supply into a large number of units of sale, and then to' practise the 

,policy of manifold prices. This explains the general fact which 
characterizes the first period of the evolution of rate-schedUles: 
nainclY;.that they become mOn: .aJld .n;torediversified. This process 

. begips, at the moment when the production of !Jle public ~ervice is 
begun; and continues and develops thereafter. It comes to an end 
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when an opposite processor simplification and unification begins 
The latter process c(;msists of the gradual reduction of the number 

of units and the: substitution of one or a few average price/! foi' the 
whole series of prices which prevailed previously. 

§3 
Process of Unification 

That a process of simplification follows the initial process of 
diversification is a normal and recurring fact, and may be considered 
as a contingent historical law. . 

It is necessary to make clear when and why one process succeeds. 
the other. 

The first condition whic;:h must be present in order that the pro:. 
cess of unification may begin is that the increase in the consumption 
of the special public service must increase the income therefrom to 
such an extent as to make it possible to cover the costs of production 
by means of a single cost-price. In other words, in order that the 
problem of the unification of rates may presentitself, it is n~cessary, 
first of all, that the cause that had made the policy of mariifold 
prices necessary and useful for all concerned should diSappear. 1 

When this. happens, the precediilg equilibrium is disturbed, since 
the classes that had been willing to pay prices above cost will nQW 
demand that the rate be brought down to the level of cost, while the 
classes that paid prices below cost will demand that there be' a pro
portional reduction in all the rates which had been previously 
diversified. . 

The dispute wUI end, in fact, as soon as other conditions are fulfilled~ 
The tirst of these conditions is ~that every consumer, large· or 

s~all, must. utilize, directly and indirectly,all the units into. which 
·the supply of the P??lic setyice is divided'.' L~t us suppose, f~r '~-. 
ample, that every CItizen ShIPS goods over ail dlstances.~ the nch m 
large quantities and the poor in small .. It is obvious that it is a 
matter of indifference for both 'whether they pay a different price. 
each time, or pay the same. average price each'time. 

This .condition may be expressed by saying that 'the average .of 
the different rates which the consumer includes in his budgetniust 
be equal to the average which the producer includes in his budge~' . 

. 1 Seii Book I, chap. IV, §s. 
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Wheth~r or not this condition is fulfilled in any given case may 
be established, experimentally, by studying actual indices which may 
be takell as symptomatic' of the growth in ,the consumption of 
the public service and its entry into the budget of all classes 
of the population. 

The second condition which must also be present is an absolute; 
reduction in the cost of production of the public service. ') 

The mere fact of the simplification of rate-schedules, which always 
represents a benefit to the consumer, resolves itself into an effective 
reduction of the expenses of production; but this is not the most 
important factor. 

The important thing is that the expansion in the consumption of. 
the public service usually leads to a reduction in the cost of pro
duction by virtue of the fact that it transforms the small State enter
prise into a large one, and the large one into' a still larger one. This 
makes possible the reduction of rates which were formerly differen
tiated. Nor is this all. 

Th,e same result is obtained through the co-operation of all other 
external causes ~ of which the most important is industrial progress
which at a given moment combine to reduce the cost ofproduction. 
They accelerate the process of unification, because they permit the 
. adoption ot an average rate which is not far removed from the lowest 
rates of the differentiated system which had prevailed previously. 

If, and in the measure to which, the old below-cost rate becom~ 
the single cost-rate, itis extended to the consumers who used to pay 
rates above cost. 

In this way we remove the possibility of opposition from the 
classes that used to pay the lowest rates in the diversified schedule. 

Here we see'in action, for the first time, one of the fundamental 
controlling principles of Public Finance: 6:he principle of compensa-
tion and of averages~ . 

The phenomena t>f Public Finance are phenomena of averages. 
The process of averaging, however, demands special attention. . 

First of all, the average which the producer includes ~in his 
budget differs in economic significance from the averagewh,ich the 
consumer includes in his budget. 
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The first average is an average of prices per mile which are· paid. 

by various persons and are received by the same person; the second. is 
the average of prices per mile paid by the same person., . 

Now, the first type of average has accounting significance to the 
extent that it shows the total cash receipts of the producer per mile; 
and it has a real economic value for him, since he can then appraise 
his enterprise correctly on the basis of average receipts, average ex
penditure, average income. Si~arly, one may speak of the average 
income of individuals~ of average revenue-yield per acre or per 
inhabitant, when we take the point of view of the State which 
produces the services and collects taxes. 

If, however, we pass from the problems 9f production to those of 
the consumer and the payer of these levies, then it appears that this 
type of average pet mile becomes an unreal value, because it could 
not be substituted for the series of prices per mile from which it is 
derived- that is, for the series of terms that ~ake it up. And if one 
did make this substitution, the cost of the public service would be 
distributed according to the principle that 'some people are paying for 
others' and would provoke a reaction. 

This doesD.ot happen ;'n the case of the second type of average, 
mentiqned above, which arises from a series. of acts 9fconsumption 
performed by the same person, to whom the average is a real value 
which can be subs~tuted for the serie~ of differing prices which go to 
make up the average. In this case, the distribution of the total cost 
com~s about accor~mg to the principle that 'every one pays according to 
his own consumption'. 
, When' the two' averages coincide, the unification of rates goes not, 
broadly speaking, disturb the preceding equilibrium. 

§5 

Proportional, Differential, and Uniform Rate-Schedules 

The general theory offees and Qfrate-schedules expounded above 
finds an application in a special case involved i(l. the study of railroad 
and postal rate-schedules, which usually attracts the attention of 
students of the subject. 
• In this case attention is confined to the consideration of distance, 

which is an element in the cost of transportation, and with respect to 
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which the railroad rate-schedule is still diversified,· whereas· the 
postal rate-schedule has become undifferentiated. 

With respect to distance, three types of rate-schedules may be 
di~tinguished:· . 

. (a) the proportional rate-schedule, which exists when the price per 
unit - that is, the price per ton"'mile:"'" remains constant for the whole 
distance traversed, and the totalpriee of transportation is obtained 
by multiplying the price per unit by the number of miles traversed; 

(b) the differential rate-schedule which exists when the price per 
unit decreases with the distance and the' total price of transportation 
is obtained by adding the successive prices of the· miles traversed;1 

(.c) the uniform rate-schedule, which exists when the price per 
unit remains the same regardless of the mileage involved, and the 
total price is independent of distance. • 

It is customary to 'add to these three types the graduated, or 
zoned, rate-schedule, which is a composite of two r~te:-schedules - for 
example, of the undifferentiated rate-schedule, which applies within 
a given zone, and the ·proportional or differential rate-schedule, 
which applies as between zones. For this reason the graduated rate 
is not an autonomous type. in that it does not,initself, give rise to a 
theoretical problem. It is of significance only in so far as it represents 
a step toward the unification of rates. . 

Usually, in current literature, the proportional rate-schedule has 
come to be considered as the typical rate-schedule, of which the 
others are derivatives. . 

, This is erroneous, and the error arises from two causes. The first 
of these is that the problem is usually stated and discussed from the 
. point of view of the producer, in whose budget expenditures and 
revenues are global figures, having refc:;rence to mileage. The second 
is that the proportional rate corresponds to the single price of 
Private Economics; and this price is considered a natural form of 
price from which manifold prices are, as it were, a deviation. 

According to the theory which we have expounded, however, the 
type of rate-schedule from which one must start is that which corre
sponds to the first period of production and of consumption of the 
public service: namely, the differential rate-schedule; for this type of 
schedule takes account of all differences in cost- and utility~calcula-

1 It should be noted that the adjective differential includes other cases; virtually all 
cases, in fact, involving differential treatment. 
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tions for each individual mile or group of miles, and in it each indi
vidual act of exchange establishes its oWD; price. In fact, railroad 
transportation is produced-- within broad limits~ under.d,ecreasing 
costs. The first mile costs relatively more than the second,the second 
more than the.third, the third more than the fourth, and so on .. 

It is not difficult to. eXplain how this comes abou.. It has been 
estimated that, under normal conditions and with scarcely noticeable 
vanations, about 75 per cent of- railroad expenditures are . fixed -, 
that is, independent of distance...;..... and 25 per cent are variable - that 
is, they decrtase with distance. The fint group of expenditures, 
therefore, varies in inverse proportion to distance; the second is pro
portional. That is to s~y, in .order to find the cost per mile, the first 
type of expenditure must be divided by the number of miles traversed, 
while the second must be multiplied by that number, 

On these assumptions, let us - solely in 'order to make the con
cept clear-establish precisely, in the following table, what would be 
the theoretical share of total costs to be assigned to each successive mile, 
For the first mile or group of miles, 

the cost is represented by 

for the second 

for the third 

for the fourth 

for the tenth 

for the twentieth 

for the fiftieth 

for the hundredth 

for the two-hundredth 

for the five-hundredth 
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75 + 25 = 100'00 

75 . 
"2 +25 = 62'50 

75 3' + 25 :-5°'00 

75 
- +25 = 43'75 
4 
75 - + 25 = 32'50 
IQ . 

75 - + 25 =28'75 20 . 

75 + 25 = 26'50 . 
50 . 

75 + 25 = 25'75 
100 

E.. + 25 = 25'38 
200 

E.. + 25 = 25'15 500 . 



INCOME FROM STATE PROPERTY AND FEES 

. It will be seen that the part of the cost which is variable, since it 
decreases with .the distance, becomes less and less until it becomes a 
very'small quantity, even though it never drops out completely. In 
practice, however, once an adequate number .of miles has been 
traversed, it becomes a negligible quantity and is in fad neglected, 
w~th theresp.lt 'that the differential rate-schedule ends by being 
transformed 'Into a proportional rate-schedule. 

'If we pass from the producer to tl;le consumer, we note that goods 
near the consumers' market enjoy a rent of situation, when com'; 
pared with those that ar~' distant from the market. F,or this reason 
it is held that the former can bear relatively higher rates, which 
gradually eliminate the rent of situation, in proportion as the distance 
from the market increases. . 

Finally, it is customary to take account of the value of the goods 
transported by establishing ad valorem rate-schedules. The rates in 
such schedules are higher for expensive goods and decrease as we 
pass to cheaper goods. 

These are the bases upon which a system of differential rates rests. 
And, as we have already pointed out, this type of rate-schedule 
corresponds better to the first period, in which, in order to maximize 
the revenue from a given public service, there is a tendency toward a 
max~mum subdivision of the ,units of salq and toward a corresponding 
maximum diversification of *tes. . 

§6 

The proportional rate-schedule, in c;ontrast to the differential 
schedule, is based upon a price which is the average of the cost for 
short distances, on the:one hand, and the cost for long distances, on 
the other. It would be. a price below cost for the users of short' 
distance, and a price above cost for users of long distance. Hence 
arises the danger that the type of use which does not cover expenses 
may be expanded and that the type which does cover expenses may 
be contracted. 

Many facts are~vailable to confirm this general principle. -In 
Italy, before 1905, the system of proportional rate-schedul~. was 
prevalent. Travell~rs going distances less than 25 kilometrtf-repre. 
sented 70'44 per Q~nt of the total ; those between 150 and 200 
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kilometres, barely I '26 per cent; and the percentage of those travel- . 
ling more than 400 kilometres was less than I per cent. The situation 
with respect to freight was similar. In. 1889, the amount of freight 
transported less than 100 kilometres was almost 3 million tons; 
between 100 and 200 kilometres, it decreased to Ii million tons; 
between 200 and 300 kilometres, it became a negligible quantity. 
Once differential rate-schedules were put into effect after 1905, these 
conditions improved~ and long-distance traffic increased. 

These facts prove and do not refute our theory, since they show 
that the application of proportional rate-schedules in Italy during the 
first period was a mistake. 

Differential rate-schedules, on the other hand, automatically 
became proportional rate-schedules, as soon as the two conditions 
already examinc;d were realized. The first of these conditions was 
that every consumer must utilize, directly or indirectly, both short 
and long distances. Now, a particular circUInstance which hastens 
this process of compensation in the case of railroads is that railroads 
are a means of facilitating exchange at a distance, and fulfil this 
function by means of a two-way journey. The result is that the user 
of the railroads must pay, directly or indirectly, two inverse differ
ential rates-that is, an amoUnt equal to the rate which would have 
to be paid if the· proportio~aJ. rate-schedule were in force. 

The second condition was that the .bsolute cost of transportation 
must diminish. This comes about in railways - independently of 
technological progress-from the very fact that, and in proportion as, 
within the limits ·of the carrying-capacity of the railroads, the 
distances travelled become longer and the number of units trans
ported becomes larger. For in such a case the fixed costs - that is, 
.75 per cent of the total expenditures, according to our assumption
are spread over a larger and larger number of ton-miles and 
passenger-miles, and therefore become less and less of a burden on 
the rate per mile. . 

Thus there is a tendency to pass from differentialrate-schedules 
to proportional schedules. I . 

I The process of unification of railroad rates practic:ally stops at the attainment of 
proportional rate-schedules, although there have been attempts at further progress 
toward unification in the application of undifferentiated rate-schedules within zones. 
The immediate reasons for this fact are to be found (a) in th'!: rise of c:osts in proportion 
to distance, which could not easily be overcome by the use of an average; (b) in the 
facility with which the consumer is able to calculate and apply the single rate to the 
distance traversed; (c) in the circumstance that railway travel is in itself a pleasure', 
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If this tendential process is slow in its operation, this results above 
all froI;O the fact-that the two conditions mentioned are realized 
slowly, and from other combinations of circumstances which have 
no interest for general theory. . 

. §.7 

Postal Rate-schedules 

From the proportional, and sometimes directly from the 
differential rate-schedules, there is a tendency to pass to the uniform 
rate-schedule.' Already in the case of the railroads there is an indica
tion of this in the attempts to establish zoned rate-schedules. In the 
case of tramways, on' the other hand, the unification of rates is 
almost an accomplished fact; . 

But the special public service which provides the typical example 
of the uniform rate-schedule is the post' office. 

To be sure, even in the transportation of letters several different 
rates are still maintained: In most cases, for example, there is one 
rate for letters within the country, and another for letters abroad. 
Nevertheless, to-day we may speak of a single postal rate, by way of 
emphasizing the factthaf the tendency toward the unification of 
rates in this case has virtuall, reached the possible maximum. 

Distance is no longer a cause for the diversification of postal 
rates; the price of each unit of service is fixed independently of the 
length of the journey. Yet distance is an element of cost and is not 
always a negligible element. Historically we started with a system of 
postal rates which were differentiated according to distance. In the 
second half of the eighteenth century the process of Unification began 
in Europe and it was completed with impressive rapidity. 

The rapid introduction of the single postal rate has been favoured 
by a combination 'of special circumstances that will be .examined in 
the light of the general theory developed above. 

In order to make this matter clearer, it is necessary to divide the 

. and therefore an undifferentiated rate-schedule would .probably bring about lin 
increase in long-distarice travel- that is. trips which would represent a loss to the 
producer. ;" 

But these circumstances. if carefully considered,are consistent with the-general 
conclusion that it cannot yet be asserted that each user of the railroad travels 'over all 
distances. 
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postal system into two distinct transportation agreements: (a) that 
which is mad~ by the State as the administrator of the postal service 
with the managers of the means of transportation- for example, the 
railroad; and (b) that which is made by the State with the users of the 
service. 

In the hiStorical period which preceded, it was the State, or an 
agency to which the State granted a concession, that had to take 
care of everything ~ the collection of the mail,the means of trans-
porting it, and its distribution. To-day there is a more nearly 
complete division oflabour, and the means of transportation are not 
merged with the postal service. The State or its concessionaire is the 
agent entrilstedwith the carrying of the mail; and it carries out this 
obligation by means ot: a contract which is nowadays made with the 
railroads. 

The price which -the State pays the railroads immediately becomes 
part of the theory of r3.i1way rate-schedules, which are to-day, as we 
have said, differenti~ or proportional schedules. Hence the State 
will pay the rate which applies to a-ton-mile of letters ~d of other 
types of mail. 

If, subsequently, the differential or proportional rate per mile is 
transformed intO a single rate, or even into a price aforfait, this is due 
to the circumstance that the State carries the mail in all directions, 
over all possible distances within the State. And this is a fresh proof 
of the theoretical concept previously discussed: once the average 
rate ~hich the railroad includes in its budget is equal to the average 
rate which the State includes in its budget, it becomes a matter of 
indifference to the State whether it pays all the various rates one after 

. the other, or pays the same average rate each time. 

§8 

Passing now to the relation between the State and the private 
. individuals ~ho_ write letters, we may say that the conditions which 
must be present if the Unification of rates is to begin are, as we have 
repeatedly pointed out: 

(a) that use of the service must be so generalized as to' permit the 
conclusion that a process of compensation as between short and long 
distances occurs in the budget of each individual user; 

(b) that the single rate prt:vailing must be lower than the average 
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of the rates per inile previously existing, in order to guarantee against 
disturbance of the economic equilibrium. which had already been 
attained in the budgets of the less important wiers of the service. 

Now, these two conditions have rapidly been more than realized 
in the postal I!ervice. 

Postal correspondence has developed enormously iri all civilized 
and progressive countries. Its expansion has been such as to give 
adequate basis for the presu~ption that everybody is, directly or 
indirectly, a user of postal service over all distances. In fact, one who 
does not use the postal service directly - that is, by writing or receiv
ing letters - uses it indirectly by using all the services with respect 
to which the mails are a complementary or instrumental good. The 
mails are, in fact, necessary for administrative and political com
munication; they greatly facilitate all commercial relations. Hence 
every citizen must be regarded as an indirect user of the postal system. 
Population movements, moreover, are nowadays becoming more anet 
more considerable and frequent in all social classeS. Such movements 
help to facilitate compensation and the establishment of an average 
of the various rates within the budget of each citizen. . 

These circumstances have permitted the State to charge the 
individual users of the service the single price that it pays the carrier, 
according to the same criterion - that is, a fixed amount for every 
unit. 

§9 

The cause which has had a preponderant influence, however, has 
to do with the second condition - namely, the absolute reduction in 
cost and in price, which has made it possible to carry the new single 
. postal-rate to the level, and even below the level, of the lowest 
differential rate previously existing. 

To understand this fact, it is necessary· to remember, above all, 
that the postal service represented in the past a 'fiscal monopoly'; 
that is, it was a means of levying taxes, and therefore the rates were 
monopoly prices. It was toward the middle of the eighteenth century 
that this policy was changed. In fact, through the development 'of 
political, economic, cultural and personal communications be.tween 
the various regions of a country, the carrying of the mail began to 
be regarded no longer as a fiscal prerogative, but as a public service, 
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the expansion of which must not be hindered by monopoly prices. 
It was thought that the maximum development of communiCation by 
letter would be more useful to the community than the corresponding 
revenues for the treasury. Thus it came about that, with the ab04-:
tion of the monopoly, cost-rates were substituted for monopoly-rates. 

This cost-price was further lowered by the continuous imp:.;ove
ment of the means of transportation. Consider, for example, the 
progress which has been registered by the successive stages r~pre
sen ted by messengers on foot, post-riders, the diligence, and the 
railroad. A ton may represent more than 60,000 letters. There is no 
doubt that the enormous. diminution hi the cost of transportation 
has been the decisive cause of the rapid unification of postal rate
schedules. 

From this circumstance some writers have concluded that the 
cost of mere tranSportation has become a negligible quantity, and 
they therefore explain the single rate as one resulting solely from the 
total expenditures on collection and distribution which are -then 
divided into a fixed amoupt for every letter. 

But this theory, apparently niore simple and plausible, does not 
explain the pht:nomenon in all its complexity,because' it regards .as 
an exclusive cause that which has,in fact, been only a chief cause. 
In fact, it does not eXplain the evolution that the transportation 
contract between the State and the railroad has undergone, though 
this represents an integral part of thcsproblem. Nor does it take 
,account of other differential elements in cost, such as the trans
portation of packages. The cost of transportation over mountainous 
regions is greater:than the cost of transportation over pl~ins; the 
cost of transportation by railroad is different from that of transporta
tion by diligence or messenger, to which resort must be had· in 
mountain regions subject to snows; the cost of transportation from 
the motherland to the colonies ,and Vice versa differs from the cost of 
transportation within the country. These~re differences which are 
not of negligible magnitude; y~t they are included in the average 
that is represented by the single rate. 

To sum up: the single postal rate, iristead of being an exception, 
takes its place within the framework of the general theory which 
explains the common tendency of all rate,:,schedules toward simpli
fication and unification, account being taken bffactual circumstances 
which speed or retard the tendency in .each individual case. 
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The PriclofSeaso1l Ticluts l 

Neither the general theory itself nor the actual process ofunifica .. 
tion ends with the undifferentiated rate-schedule. From. the latter 
we may pass Jo a further simplification - namely, the price of a 
season ticket, which adds to the average 'of which we have already 
spoken, an average of consumption over a given period of time. It 
is a phenomenon similar to the price dforfait.which the State pays 
railroads for carrying the mail. 

In the case of the postal system, ~t would be impossible to have a 
season-ticket ~ price to cover the relations between the State and 
private individuals, because technical reasons (the use of stamps and 
the impersonality of the exchange relationship) exclude it. There is 
a partial example of it,however, in the subscription arrangement 
made by newspaper companies; and thus the law of general tendency 
is confirmed. On the other ,tland, season tickets are 'Used-both on 
railroads, with respect to which it has not yet been possible to 
establish a uniform rate-~chedule, and on tramways, which have a 
single rate. By buying a season ticket, the holder has. the right to 
traverse the whole system or a part ofit, without limitation as to the 
number of trips, but with a limitation as to time. 

Now, it is worth making. clear how from the season tick~t one 
may pass logically to the tax. The jump is a .very small one and may 
be made theoretically. In fact, the railway . season ticket is almost 
always purchased by business men for use within the zones in which 
their business is carried on; the use of the railroad varies with the 
amount of their business. The price of a season ticket is part of the 
cost of production for the business which Uses it, and in the budget 
of this business this element of cost is spread over the units of 
merchandise sold and business transacted. . 

Under these conditions, it is possible to imagine substituting.for 
the season-ticket arrangement between the business using the season. 
ticket and the railroad an agreement by virtue of which the former 
grants to the latter. a share of its annual profits in exchange for the 
unlimited use of the railroad during the year. The sh~~of the 

. I [J>ri.¥ d'abomll!frumt -., Translator's note] 
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profits amounts simply to granting a percentage of net income. This 
is precisely what a tax is. 

This comparison permits us, by following the principle of 
cODlpensations and averages, to pass logically, without interrupting 
the thread of the analysis, from tb;e theory of the fee to the theory of 
the tax. 

The price of a season ticket is tlie cradle of the tax. 
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CHAPTER I 

THEORY OF THE SPECIAL 
ASSESSMENT ~ 

.. 
Summary: Concept of the special assessIJI.ent and payment for improve

ments - Difference between it and the fee and the tax -:- Some con
trovers~ c:ases - The. system of special assesSnientsis a vestigial 
historical ~nomenon 

FROM the levying of fees and the form which it ultimately takes -'"" 
namely, the season ticket- we do not pass directly to taxation 
properly so-called, but must first deal with a connecting link betWeen 
the fee and the tax - namely, the' 'special asseSsment'. 

The reader is warned at the outset that we do not use -the word 
'special' in the sense assigned to it by many writers, who use it to 
indicate any particular reason or external circumstance whereby a -
special tax is distinguished from a more important form. of tax,even 
when the theoretical elements involved in the two tYPes of tax are 
identical. 

_ A typical case of th~ special assessment is found when the State 
undertakes to produce a service which benefits a. particular' social 
group chiefly or exclusively, and then causes the levy which is 
necessary to cover the corresponding cost to fall chiefly or exclusively 
upon this group:';, - • 

In this way there is created a special exchange-relationShip - a 
rendering of a service and a payment for- that service --- as' between 
the,producer-State and the consuming group. _ 

- A typical example of the 'special assessment is the so-called 'pay
ment for improvements',· which is to be found when the producing 
agency -'- the State or the city - completes a work that is of general 
usefulness, and therefore warrants the imposition of a tax on every
one, but is also of such a nature as to justify the demanding of an 
additional and greater contribution from -any group of citizens who 

I [Italian: i",posla speciale -' Translator's note] 
I [Italian: eontributo Iii miglioria - Translator's note] , 
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State, representing the whole community, and the special consumer 
. of the service must be a group which is a part of the same community. 

In other words,~ group that pays the special assessment must 
not itself constitute a . self~~g organization, separate from the 
State; it must, on the contrary, be a part of the commU1}i.ty which is 
subject to the tax-levying power of the State. 

Qi>r this reasQ.n~ a tax paid to the city by all the citizens consti
tuting the municipal community is not a special assessmerit, becaus~ 
the city is a self-niling organization; 

Similarly, we must not consider as special assessments,. in the 
technical sense of the term, all th~ payments which groups of 
citizens organized as chambers of commerce, labourers' societies. 
professional organizations, trade unions~ and the like contribute to 
their own organization. For these levies are paid by all those who 
make up the small community in exchange for the services rendered 
by the latter to all of them in equal measure. . 

Once these basic concepts have been established. it becomes easy 
to solve certain controversial cases. 

There is no doubt that municipal and county taxes are not special 
assessments, because by general consent the city and th~ community 
are recognized as having sovereignty in the levying of taxes, within 
the limits of the law. 

The military tax is never a special assessment; nor, in general. 
are those taXes which, although paid by certain special groups, are 
merely substitutes for other equivalent taxes which are paid on the 
same legal basis- though in a different form - by all the other· citizens. 

Still less in the nature of special asseSsments are the taxes on 
land, on. buildings, or on wages, since ~ of these taxes is levied on 
a given part of the citizen's general income. 

The so-called 'special-purpose taxes', 1 also, are often spoken of 
as if they were special assessments. 

tSpecial-purpose taxes are ~ose set apart· excl~vely for the 
prcicfuction of a given pub}.ic servi§1 Such would be the tax for 
poor- and unemployment-relief, for publictighting, for drainage, for 
disabled ex-servicemen, etc. 

1 [ItBlian: ;.,.po.u di .copo - Translator's DOte] 
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@e fact that the proceeds of these taxes 'are assigned to special 
uses IS not enough to justify the characterization of the special
purpose tax as a spec~al assc:ssmenw If all the taxpayers pay to the 
State 'or to the agencies which havi been created by the State and 
serve ° as organs of State administration a giverl share of their income 
for the relief of the poor or the unemployed, and so on, the levy which 
is derived from the income of all and is set apart for a given type of 
expenditure is not a special assessment, because it does not correspond 
to a special benefit received by tne individual or the grouE paying 
the taxes. The special-purpose tax does require, to be sure, separate 
accounting-that is, a: special hudget. ThiS, however, is an entirely 
different thing; and it is from this fact that the misunderstanding has 
arisen.' , 

The system of special assessments is a vestigial historical fact 
even though, if it were to be consistently applied, it would make 
possible a more rigorous control of the utilization of public service!. 
with respect to special groups and regions. 

The use of special assessments, however, has been and is being 
° abandoned in proportibn as the consumption of a 'service to a group' 
is fxtended-directly or indirectly to other groups; or whenever, within 
the whole mass of public services, there are compensations with 
respect to consumption as between the 'Various groups of citizens, in 
th~ sense that one group pays a special assessment for service A, and 

° another group pays a special assessment for service B. 
As we proceed in this direction, there comes a time when the 

o~axpayer, in making up his own budget, no longer compares every 
. ~ special assessment with the consumptio,!l of the corresponding 

service, but compares the whole of his taxes with the whole of the 
services he consumes. The differences end by becoming a negligible 
quantity. 

We theri pass from the system of special assessments to one of 
° taxes, pure and simple. 
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THEORY OF T.HE_TA~ 

Summary: The tax and the presumption that the consumption of general 
public services is proportional to income ,..:- This presumption can b~ 
regarded as approximating the truth, ,but .contains an -arbitrary 
element - The productivity of .the tax it} comparison -with that of 
the fee-Expenditure for gerieralpublic services a1ways has all 
element of unproductiveness -,-Mercantilist theoI)' of the produc
tivity of taxes - Probl(,IDS of the distribution 'of the tax-burden-
Exchange between taxes and general p~blic~rvices, ----

§I 

THE tax is a sl,tare of the income of citizens which the State appro
~priates in order to procure for itself the means necessary for the 
production of general public services;! ., , 

,The first formal difference between the -fee and _ the tax follow$ 
fro~ this fact. The fee presupposes the production «?fpublic services 
and is merely a method for recovering expenditures already" made. 
Hel!ce it cannot represent the sole source of public revenues, but 
must exist side by side with 6ther sources of revenue - ordinary and 
extraordinary. The tax, 011 the otht;r hand, supplies the State in 
advance with the, means necessary for the production of public goods 
and may therefore represent a system of public revenqes complrte 
in itse1j(' . 

"Both, however, have in common the broader function of cqvering 
and distributing among the citizen-consumers the cost of p£oduction 
of public goody 

Now, this is precisely the function of price in economici', Hence 
fees and taxes enter .into the general framework of the theory of the 
value of goods. 

'For this reason it is necessary to re-examine here the question 
whether there exists an exchange relationslup in the production and 
consumptiQn of general public goods of the kind that exists in the 
production and consumption of special ~ublic goods. ' 
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If we consider the £tate as a collective use-economy, the trans
formation of private goods into public goods is an exchang~ of whose 
economiG~advantage the State itself is the judge. 

If, however, we prefer to suppose that there is a personal separa~ 
tion between the producing State and the consuming citizens, the 
exchange of which we have been speaking may also take on the 
ordinary external appearance of an exchange of two goods by two 
persons. This is precisely the hypothesis that we adopted in speaking 
of special public services. 

For those who have followed the theory developed in the pages 
which have preceded, th~re can be no doubt that, if it is recognized 
that an exchange-relationship exists between the consumer and the 
State producing the special public service, an exchange-relationship 

. also exists betw~~n the State as the producer of general public 
!Iervices anli--the community of tax-payers. 
• In fact, we have made clear that!, special public services differ from 
ge~eral public services for reasons of a merely technical character, 
depending. on whether these services are or are not divisible into 
units of sale. It follows that the sameyublic service m~~sU!J\.e, 
according to cfrcWD.itanC~~L,~e,.diarac;tet.j)f~mer._a.~peciaLorna
general service. This is true with respect to the maiIltenance of 
highways: this has '!>een, and may be, a special public service if, in 
order to cover the cost, a toll is imposed; but it becomes a general 
public service if it is found more convenient to imp..ose a tax. Now, 
the tr~formation of the toll into an equivalent share of income 
cannot change the original nature of the economic relationship which 
exists between the producing State and the consuming citizen. And 
this relationship is one of exchange. . 

A further example may be seen i:r:t the administration of justice. 
Its cost is covered in part by fees and in part by taxes; but it might 
also be covered by a tax alone or by a fee alone. 

The same may be said of public instruction. Recourse is had to 
students' fees to cover the cost of that part which is divisible and is 
actually divided into units of individual· consumption; the tax is 
adopted in order to cover the cost of that part which is not divisible 
or which it is not felt desirable to divide .. 

Now, if it is held that exchange is involved in the first instance, 
it must be held that exchange is involved in the second also.' , 

Finally,' it should be noted that th\law of taxlition in modem 
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States is based on the assumption of an exch'ange-relationship: that 
is, the ex~ange Of~ayment to the State for the provision of public 

, services by the State n the older States, the tax could be paid and 
collected by virtue 0 the personal domination of the subject by the 
sovereign, or of the conquered by the conqueror; or by virtue of a 
patrimonial concession, which, as we have seen, is an attenuated' form 
of servitude. In the constitutional law of modern States, however, to 
tht\, duty or' obligation of citizens to pay taxeS there c?rresponds the 
duty ?robligation of th~ State t.o pro"!de public. s.ervic~ 

To sum up~e tax 15 the pnce which each Cluzen pays ,the State 
to cover his share of the cost of the general public services which he 
will consume. Once this has been pointed out, it becomes ob~ious 
that the law of determination of the price-tax differs' from the law of 
detennination of the price~fe~just as the latter' differs from the law 
of determination of ~ompetitive price, as well as from that of 
monopoly price. 

It is precisely the search for this law which is the task of Pu~~c 
Finance. ' 

.. ~e ~da:nental diffe~ence between the fee and th~ t~ lies in 
the Oifference m the techrucal processes whereby tIley d15tnbute the 
butden.ofpublic levies ~mong the members of the community/ 

'We have seen that~by means of the fee, the cost of special public 
services is distributed according to each perSon's actual consumption 
of public goods. Individual consumption or demand is tl¥: baiis 
for the distribution. 

The same system cannot be followed in distributing the cost of 
general public' services; for, so far as these services are concerned, 
individu,al consumption is an unknown quantity/The problem 
consists of solving for this unknown.\ We proceed, in this case, on 
. the basis of certain presumptions/ 

Wve begin by assunung that aU the members of the community-'
not merely some of them, as' may happen in ·the case of special 
public services .;.... are consumers of general public services/ 

\. This is a first presumption which corresponds, or comes very 
close, to realitY, since it cannot be ad~tted that there are people 
who lay no store by the independence of their fatherland, or the 

113 



DI.REct TAXATION 

defence of their property, or the safety of their persons. Those who 
'might disclaim such interests may be regarded as negligible in 
number, or as a pathological group againstwhichsocie~mustdefend 
itself. On the other hanel, we must, for the time being, regard as an 
open question the degree of esteem in which each person holds .. the 
various general public services and the measure in which he demands 
their produCtion. 
_ In the second place, ever since Public Finance has existed, the 

\income of each -Citizen has been taken as an index for measuring ~ 
demand for general public services; and it is on the basis of this 
presumption. that taxes have been fixed as a. percentage of in como/ 
. This is, a, :;ecoI).d presump!i,pn, wlp.ch mbst be added to the 
pre<;eding one. It is necessary to see how dose it is to reality. 

§3 

There is no doubt that ourjncome is the index by which we' 
measure the tgtal 'of our consumption, present and prospective, 
individual and coll~tive.\It is axiomatic that we consume in pro
portion to income. But this proportion, true for the whole, may not 
. betruc: for the part. It may happen: that individuals having equal 
incomes distribute them differently, or are disposed to distribute them 
differently.· between the satisfaction of individual wants and the 
satisfaction' of collective wantsl 

This is the crux of the problem. In fact, evenon the less favourable 
hypothesis of two individuals having equal incomes - in which case 
it would be generally admitted that they owe the same .amount in 
taxes - it may happen. that one demands and consumes relatively 
more public goods and the other relatively more private goods. All 
the more reason (or questioning the presumption tllat Brown de
mands and consumes twice the amount of public serviceS as com
pared with Smith merely because he has an income twice that of 
Smith. 

Nevertheless the presumption is closer. to reality than it seems,. 
~ It is necessary, first of all, to substitute for individual demand, 
which in the levying of fees makes itself felt on each separate occa':' 
sion, ·at least consu,mption as spread over a series of years!"':during 
which it may happen that Brown may consume, at a given moment, , . 
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public services which. he did pot consume before, and vice versa. 
The demand for public services presupposes, as a rule, those changes 
in external circumstances to which .every indjvidualma~ firid himself 
exposed in the course of his life. And since our society is founded on 
the principle of progressive change (il principio di divenire), it is 
very probable ·that everyone will experience changes in circums~ances 
and therefore compensations over a period of time. In short~it is 
possible to maintain that every taxpayer pays taxes· to.day, not orily 
in corisideration of his present· wants~ but also in anticipation of 
future wants. Similatly, individual.taxpayers must be faced, not 
with the consumption of one particular public service -. with respect 
to which the differences between individual citizens maybe very 
great - but with the total of public serVices, since it is probable that 
Brown consumes, in proportion to his income, more of service A and 
less of service B, and Smilli, with an equal income, more of service 
B and less of service A. If we have rj!ference to the sum o(these two 
services, iristead of toone' of them· alone, the difference between 
Brown and Smith diminishes or disappears. 

To sum up:\.(or .the series of acts of consumpti~)D and of con
sumers, different in time and in space, we In,iI.y substitute, within 
reasonable time-limits - for example, the life of a generation -an 
average consumption. for the individual. or even for the family 
group! • 

The process of compensation and of averages is here· neither 
arbitrary nor- unreal, .but corresponds to a condition found in 
concrete reality; for it merely transforms, for each individual and 
for _a given time, a series of different prices into a single-average 
'subscription' price. And in this :way the presv.mptton· that the 
consumption of public goods is proportional to income takeS a fiist 
step toward reality. . . 

But this first step is not sufficient; nor is it the most important 
step. -

The ciicumstance which, more than anything else, provides a 
better basis for this presumption, is that almost all general public 
services take on the character of goods which are instrumental in the 
production and necessary fQr the consumption of the goods produced 
by private persons. To this should be added the fact that, if a 
number of the general public services directly benefit some groups 
more than others, indirecty they are useful to all. This is true of the 
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maintenance of highways, which are used directly by those who 
transport merchandise, and are also used indirectly by those who 
consume the merchandise. The same may be said of t}:le administra
tion of justice, the maintenance. of public security, etc. 

From this characterization of general public services is derived 
the fact that their utilization on the part of citizens varies with the 
amount of ,income; The .la~ger . the amount of private wealth, the 
production of which is aide4 and the enjoyment of which is assured 
by general public services, the greater will be the consumption of 
these general public services.' 

Hence\!f account is taken of the average consumption, over time 
and space, of the various general public services, and if account is 
taken, above all, of their instrumental character, we may accept 
with sufficient confidence the proposition that the consumption of general 
public services' is proportional to the income of each citizey 

" This becomes, so far as we are concerned, the. premise necessary 
for the construction of the pure theory of the tax. . 

• Despite this conclusion, it still remains true that income does not 
give an exact and certain measure of the individual demand for and 
consumption of public goods. And it "is precisely for this reason that 
. the theory of Public Finance seeks to correct the index of income by 
means of the concurrent use of other subsidiary coefficients, such as 
the number of children, or the age of th(: tax-payers, or the absolute 
amount of minimum taxable income, etc. The truth at which we 
finally arrive is this: that a part, though it be a very sm~ part, oft;he 
basis on which the structure of taXation is erected is necessarily 
arbitrary. This truth must be a (;onstrurt warning to the builders of 
systems 9f taxation, in order that they may avoid the danger of 
adding, to' the two presumptions indicated, which represent the 
necessary minimum for the construction of a sound tax-system, other 
unnecessary presumptions which in the aggregate tend to carry us' 
farther and farther away from reality. 

From this danger arises, inevitably, a two-fold tendency in 
theory and in legislation. 

One is the tendency of those who build their system. on the 
arbitrary element and enlarge it step by step, until they arrive at the 
affirmation that the tax is IiIIl act of the sovereign will of the State. 
independent of the econoIruc subs.tance of the exchange·:of tax
payments for public services. It is the theory of the old jurists of 
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absolutism, which is coming back through the work -of some modem 
jurists who are anxious to increase the power of the State over the 
individual. 
, The other tendency'u"thatof those who, starting from the 
exchange-relationship between taxes and public services, build on 
the natural play of economic forces, reducing as much as possible the 
margin of what ~ arbitrary, in order to achieve a more stable political 
equilibrium. ' 

The Productivi!1 of Taxes 

From what has gone before, 'there follows another difference 
between the tax and the fee; namely, that of the productivity of the 
expenditure on g.eneral public services, as compared with that on 
special public services . 

. The fact is that\ so far as the fee is concerned, a sure proof of fh~ 
procfuctivitjr of exp!nditure is given by the fact that citizens buy, at~ 
the price set, all the units produced. In the case of the tax, however. 
this datum of control is lacking. 
, Since the demand for general public services is a mere presump

tion on the basis of income, it may'happen that the State will con'; 
tinue for a long time in anti-economic productioqlThe representative 
organs of the community may, voluntarily or involuntarily" make a 
presumptive calculation with respect' to the demand for general 
public goods which does not correspond to the effective estimate of 
w~ by the ci~izens. ' -

l!rom this it follows that under a system of taxes it is possible to 
carry out class policies which are anti-economic from the standpoin( 
of the community, for a longer time and to a greater extent than, 
would be followed 'under a system of .fees. The.classes which are 
politically inferior or 'weak pay for public services which they would, 
not demand of their own accord. 
'''Jhe unproducti:veness of public expenditures produces crises of 

economic exhaustion andq~olitical reaction, which in the long 
run re-establish equilibriu~ 

Now, such a danger can be avoided or attenuated whenever and 
to the extent that, for the posthumous control exercised bv the 
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consumer under the system of private economic prices or of public 
fees, is substituted the preventive intervention of tax-payers, which is 
possible when taxes are used. 

Only if the tax-payers participate in the initial calculation of 
wants, in which each person judges the economic advisability of 
paying a given tax in· order to obtain in exchange a given public 
sc::rvice, and only if this calculation is subjected to annual revision 
and is open to criticism and. continuous public discussion by the 
Press, the political parties, and parliament, is it possible to have a 
guarantee that what is involved is a productive public expenditure -
that is, one which is regarded as such by those who bear the cosU 

The procedure just described is tied up with the'political consti
tution of ~e State,; since only a constitution which gives to the 
largest possible number of citizens the right and the means of 
participating in the calculation of value to the community and the 
periodic revision of this calculation can also give the greatest possible 
guarantee against the danger of unproductive expenditures! 

1 Students should be warned against the COJIUIlon error to the effect that 'individual 
valuations of the utility of general public services are impossible because the share of 
utility which each individual citizen derives from the military defence of national 
territory, or the administration of justice, or public security, or the maintenance of 
highways, is unknown and unknowable'. 

. This - it is said - has no counterpart in private economics I As a matter of fact, 
however, in order to demolish the series of-economic errors contained in these proposi
tions, it is well to tske a concrete example precisely from 'private economics'. When 
Jones buys a ticket for a theatrical performance, could it be said that the shsre of utility 
which he derives from the performance is known or knowable? Yet no one can doubt 
that there does exist an economic exchange-relationship between the priee of the ticket 
and the enjoyment that the buyer hopes to derive from its use. " 

'The example of the theatrical performance .is a case of value or exchange which, 
when carried over from private economics into the economics of Public Finance, 
becomes, in the latter, the typical case of value in the production and consumption 
of general public services. 

To sum up: the misunderstanding resides in the belief that it is necessary to set 
against the tax which is paid, the share of public service consumed by each individual 
citizen; whereas it is enough to set the individual evaluation of the tax paid, or to be 
paid, against the individual evaluation of the general public service demanded. 

The only necessary condition is that the evaluation must be made by the same 
person, as taxpllyer and as user of the public goods. (Cf. the following note.) 

. I Many deny that every citizen has the capacity to judge the advisability of public 
expenditures, and they therefore maintain that the direction of politics must remain 
in the hands of the intellectual elite. 

Against this, which is the theory of absolute government, we may set the fol1owing 
alternative proposition:. the judgment with respect tQ the advisability of a given 
policy is left to one classy this class will end by deciding in its own particular interest 
and not in that of the community; This latter proposition is, indeed, confirmed by 
history; __ -~ 

As for the capacity to evaluate the utility of a public expenditure, there is no doubt 
that it demands culture and historical experience and knowledge and aptitudes with 

uS 



THEORY OF THE TAX 

Now this theory of the tax, which has a political orientation, has 
a counterpart in Private Economics. Consider the case in which the 
consumers, instead of buying a given good after it has been produced 
- thus leaving to the producer the adjustment of supply to demand --
give their orders in advance for the quantity which each person 
requires per day. For example, a baker' produceS 1000 loaves of 
bread daily because he has arrived. experimentally at this quantity 
as being equal to the. demand of his customers. II, on the other 
hand, it is supposed: that each customer orders in a~vance the 
quantity of bread which he requires per day, the result is no different 
in practice. The advance orders for bread will be 1000 loaves. 

We are dealing,' therefore, with two different procedures' which 
lead in pra~tice to the same equilibrium position, with the negligible 
difference that the oscillations about the point of equilibrium pass 
from the budget of the producer to those of the individual consumers. 

The example of the baker who produces at his own risk 1000 

loaves of bread daily is, in essence, the case by which we may pass 
from Private Economics J to the part of Public Finance which is 
concerned with the fee. -

On the other hand, «he example of the consumers who, at their 
own risk, order . from the baker the quantity of bread which they 

which only superior individuals are endowed; and therefore we may grant that only 
this superior ilittl can and should make the financial calculation in the interest of the 
others who are held to be incapable of doing so. 

Granting this much by way of premise, certain facts must be emphasized. 
(a) Firat"ot all, the citizen rarely finds himself confronted with the problem of 

whether or not it is advantageous to spend two or three billions at one time, in order 
to provide for a given institution -·for example, the I!rmy. Few people, when con
fronted by such a problem for the first time, would be. in a position to answer. 

In reality, the problem of expenditures usually presentliitself as an increase or 
decrease of expenditures which have been made previously, and which had been taking 
form only gradually. 'Is it advantageous to increasl!or decrease expenditure for the 
army,1>r for roads, or for public works, or for public.safety, or for public ill$truction?' 
It is a question of deciding the rrungitud expenditure for each' public service and the 
relative margi"al increase or decrease of a.tax. :Many l1l1I in a position.to form an 
opinion with reference to such a problem. - .. ..' 

(b) In the second place, the modem citizen is not isolated; on the contrary, he is 
a member of some political organization or party which has its traditional position with 
respect to the more important problems involving public expenditures and taxes. 
These l1l1I discussed in the press, in propagandist meetings, political organizations, 
and in parliament. . 

The preparatory public discussion is directed by the iii. of all parties. The 
individual citizen need only make hiS final choice. Y'-

In the final analysis, therefore, what is being discussed is Dot so much the question 
.of Individual espacities, but is rather the old problem of whether the judgment with 
respect to the advisability of a given course of action is or must be the'result of a 
conflict of the idess of the various llites, or of the unilateral will. of only one of these. 
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need each day is, in essence, the typical case by which we may 
pass from Private Economics to that part of Public Finance which is 
concerned with the tax, assuming that the tax-payers have the right 
to approve and that in fact they do approve the levying of taxes. 

$5 

This is not an abstract economic construction; on the contrary, 
it is derived from history and ~plains a fundamental provision 
which can be found in the constitutions of all countries with repre
sentative government - namely; that no tax may be determined 
upon or collected unless it is approved by the representatives of the 
nation. 

The right of the taxpayers to consent to taxes is very old; it comes . 
down from the epoch of subsidies, grants, donations, and benevo
lences, I which the sovereign demanded and the subjects granted, 
when patrimonial revenues were insufficient. I 

This right was more or. less lost on the continent under the 
don.Unation of absolute mdnarchy, and was regained 1>Y means of 
revolution. It was never lost in England, however, where Parliament 
and the people defended it by meanl of a tenacious and continuous 
struggle which had its first victorious affirmation in the Magna 
Charta of 1215 and ended in 1688 with the recognition of the 
sovereignty of Parliament in the matter of levying taxes. 

The struggle had three phases. 
'rhe first revolved about the right of the tax-payers to grant or 

refuse the subsidies or 'donations' which the sovereign had to request 
and' could not impose. 

The second revolved a~out the right to distribute the proceeds of 
taxes among the various public -expenditures. The sovereign, as 
representative of the executive ,power, affirmed his exclusive right 
to spend at his discretion the proceeds of the taxes to which Parlia
ment had given its consent;' and the latter, as representative of the 
tax-payers, claimed that thiS right belonged to the body that had 
granted the taxes. This second strugg~e also ended with the victory 
of Parliament, which, through the budget estimate, accomplishes 

I See Book I, chap. II, § 8. . 
• Patrimonial revenues were at that time considered ordinary; the grants represented 

.:etraordina", revenues. 
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just this aim of distributing revenues among the various governmental 
departments and the various public services. 

Thereafter, in order to protect itself against the danger that the 
executive power, in admiDistering the budget, might div,ert funds 
from the expenditures to which thel' had been assigned, Parliament 
also reSerVed for itself.the right to superiptend the execution of the 
budget, which it does by means of the comptroller-general in 
England, the Corte dei conti in Italy, and through other officials or 
agencies elsewhere. I 

Once this· step has been taken, the condition necessary for a 
solution of the problem does not rest in the fact that the rights of the 
taxpayer are written into constitutional documents, but in the 
degree of strength with whIch these rights are felt by the people and 
in the con.sequentefficacy with which' they are exercised by parlia.;. 

1 Note should be taken of the relationship between these three phases. and what 
happens in every private economy in which the individual first proauces the income, 
then distributea it among his varioua needs and finally consumes it. 

'In my opinion,' writea Thorold Rogera, 'the consent of the taxpayer to eXtra
ordinary grants had to be obtained at all times, and the framers of the Great Charter 
were not putting new linUtations on the power of the Crown when they drew up the 
memorable clauses in that ancient instrument, but were simply affirming what was 
.customary or notorious.' (The Economic Interpretation of History [London, 1909] 
p.120.) 

G. Park Fisher: 'The Magna C/lltrta (1215) secured two great principles: first, 
that the King could take the money of his subjects only when it was voted to him for a 
public object; and .econdly, that he could not puqish or imprison them at his will, but 
could only punish them after conviction, according to the law, by their countrymen. 

'The Great Charter is based on the Charter of Henry I (noo-I13S). It precisely 
defines and secures old customs.' (Outlines of Universal History [New York, 1885], 
Vol. I, p. 296.) . 

Edward I (1272-1307), against his inclination, swore to the 'Confirxnation of the 
Charters', by which he engaged not to impose taxes without the consent of Parlia-
ment. (Id., p. 316.) . . 

Since the Crown often failed to keep the pledges assumed and the struggle con
tinued, it was constrained periodically to renew them: a fact which suggests to Lord 
Macaulay the comment that the rights of the Engiish citizen, instead of merely being 
written in old and venerable documents, have been rooted for more than four hundred 
years in the heart of every Englishxnan, without distinction of party. 

This riJl!lt was imported into the United Statea from England, was preserved as an 
old British tradition, and was then reconsecrated by the War of Independence and 
written into b$r;. 

The first effective resistance which assumed a character of general importance 
came when Great Britain attempted to impose internal taxes in.America. The levies 
proposed did not represent a great burden in themselves; but they were justly considered 
by the American people as a forerunner of eventual acts of interference by the Parlia
ment of the mother country in matters on which the colonies were even more sensitive 
than they were on questions of money. Such, for example, was the threat, already 
voiced, that England might wish to impose the episcopal hierarchy on the colonies. 

When, however, the English Parliament, confronted by popular opposition,. 
repealed the Stamp Act, it wished nevertheless to reaffimi its absolute right to legislate 
for the colonies on questions of all kinds, and this claim took a concrete form in the 
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ments. It is not enough that there be a legal norm; there must be an 
operating force. To the extent that this force actually functions, it 
eliminates in pure theory and attenuates in applied theory - where 
it must overcome the inevitable forces of friction - the difference 
between the fee and the tax in the matter of the productivity of 
public expenditures. 

To the extent that these conditions are .not present, the tax is a 
reflection of the interests of the dominant class, which may coincide 
or may not coincide with the interests of the community. 

To sum up!)the right of the tax-payers to approve taxes and to 
distribute them among the individual branches of expenditure is 
the most' important economic element in modern constitutional 
law and is a necessary and integral element in the modern theory of 
taxation. 
attempt to levy a tax on the tea imported into America. The American people, how
ever, promptly met this with immediate and general resistance, considering it an 
invasion of the elementary rights belonging to every Englishman, and therefore to 
every citizen of the colonies, who, in transferring his residence to America, had re
mained an English citizen. 

The obstinacy of Parliament and the tenacity of the American people led to the 
Revolutionary War a's it was then called, or the War of Independence, as it was later 
called. 
. I should like to cite the thought of Washington, which I consider representative 
of the popular sentiment. 

In 1774, a year before he was nominated Commander of the Continental Forces, 
he wrote to a friend Olryan Fairfax):-' As to your political sentiments, I would heartily 
join in them, so far as relates to a humble and dutiful petition to the throne, provided 
there was the most distant hope of success. But have we not tried this already? ... 

'I observe; or think I observe, that government is pursuing a regular plan at the 
expense of law and justice, to overthrow our constitutional rights and liberties; how 
can I expect any redress from a measure which has been ·ineffectually tried already? 
For, Sir, what is it we are contending against? Is it against paying the duty of three
pence per pound on tea because burthensome? No, it is the right only, we have all 
along disputed, and to this end we have already petitioned his Majesty in as humble 
and dutiful a manner as subjects could do. Nay, more, we applied to the House of 
Lords and House of Commons in their different legislative capacities, setting forth, 
that as Englishmen, we could not be deprived of this essential and valuable part of a 
constitution .... 

'What hope then from petitioning, when they tell us, that now or never is the time 
to fix the matter? Shall we, after this, whine and cry for relief, when we have already 
tried it in vain? Or shall we supinely sit and see one province after another fall a prey 
to despotism? If I was in any doubt, as to the right which the Parliament of Great 
Britain had to tax us without our consent, I should most heartily coincide with you 
in opinion, that to petition, and petition only, is the proper method to apply for relief; 
because we should then be asking a favour, and not claiming a right, which by the law 
of nature and our constitution, we are, in my opinion, indubitably entitled to. I 
should even think it criminal to go further than this under such an idea; but none such 
have I. I think the Parliament of Great Britain hath no more right to put their hands 
into my pockets, without my consent, than I have to put mine into yours for money ..•. 

'I wish, I own, that the dispute had been left to posterity to determine, but the 
crisis is arrived when we must assert our rights, or submit to every imposition that 
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§6 

In discussing the productivity of publicexpend.ltures, it is 
necessary to emphasize another difference, of a permanent character, 
between the fee and the tax.,lt resides in the fact that, even on the 
abstract hypothesis of a state in which all taxpayers would partici
pate in the preparation of the budget, the' expenditures on general 
public services always contain an element of partial unproductive
ness, as compared with the expenditures of private individuals, on 
the -one hand, and those of the State for special public services, on 
the other. For, as a rule, the private producer adapts the supply 
,only to the arithmetical sum -of the individual demands of actual 
consumers; nor'does the State act differently under, a., system offees. 
can be heaped upon us, till custom and use shall make us as tame and ~bject slaves, 
88 the blacks we rule over with such arbitrary sway. ,'. If you disavow the right of 
Parliament to tax us (unrepresented SIr we are), we only differ in respect to the mode 
of opposition.' (Lucretia Perry Osborn, W cuhington Speaks for Himself [Chl!r1es Scrib
ner's Sons,1927]; pp. 61/.) 

In France the right to assent to taxes, after having gone,DY default for centuries, 
was won by the Great Revolution; it was written into the Declaration -of Rights, was 
put into practice, and slowly makes its way into the people's consciousness, without 
one's being able to say that it has as yet struck deep root. 

But in other continental counuies, into which this tight ,was imported, from, 
France and granted by sovereigns to their peoples, it was an unearned blessing, a right 
seldom used by parliaments, hardly understood by the people. A suggestive example 
is to be found in Italy, where absolute monarchy lasted without being subject' to 
control until the very eve of the establishment of the new kingdom: ' 

Massimo D'Azegliowrites as follows (La politica eil diritto cristiano, p. 33, Flor-' 
ence, 1860): 'There is a treatise on the duties '0/ subjects towards their monarch, com'; 
piled officially for the primary schools of the Lombard-Venetian kingdom; this treatise 
has been memorized in all the "schools of upper Italy for forty years; one may get an 
idea of it from the following passage: 

, "Q.-Why must the subject, regard the sooereign 'Ill their mcuter? 
'''A.-The subjects must regard the sovereign as their master because he has full 

rights over their goods and their persons.' .. " ' 
And the treatise goes on ,to draw aU possible corollaries from, this fundamental 

principle. ' " " , ' 
It ia worth comparing this treatis!' with the Philosophical Catechism/or the Use-oj' 

Primary Schools (Catechismo filo,ofico per uso delle scuole in/eriaTi), published at PeSarQ 
by the Tipografia Nobill in 1832; at Modena in 1833: and at Naples by the royal press, 
in 1837, where it had the good fortune to have two further editions in 18501 

I reproduce the only Pj\rt that has to do with taxes:, , ' 
'Student.-When the prince ooerburdens the subjects with t!ltormous ttllCes and ,quander, 

the m~ of the State, would rebellion and insurrection 0/ the peOple be justified? 
'Teacher.-:-It would not be jU9tified, because the people have no' right to judge the 

needs and expenditures of their princes. And the Holy Spirit, through the mouth of 
St. Paul, has said to the' people:, Pay your taxes; it has not said: Audit the King's 
accounts. Moreover, if it is true ,that a prince dissipates a part of the money of the 
State, it is also true that revolution completely upsets both public and privatI' finance, 
and injures all the property of the subjects of ~e State.' , 
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On the other hand, when what are involved are general public ser
vices, which are indivisible, the ,State is, to be sure, guided in its 
cho'ice of a given type of production by the anticipated demand of 
the majority; but it subsequently adapts the supply to the total 
consumption of the majority and the minority.l . ' 

If, therefore, we are to judge !.he economic utility of public ex
penditures, it would be necessary to deduct from the degree of pro
ductiveness felt by the majority the degree of unproductiveness felt 
by the minority. ' 

On the other hand, it would be erroneous to measure the harm 
done ,to the recalcitrant minority by the whole amount-oftax'which 
this minority is obliged to pay; for the minority becomes a de fado 
consumer of the service produced and therefore it is probable that 
the minority, or some part of it, would have consented to the produc

,tion of the public service if a smaller tax had been, suggested. The' 
damage suffered by the minority is measured, therefore, by the 
difference between the tax, which it pays and that lesser tax which it 
would, have been willing to pay. ..... 

From this conclusion: results a difference between Private 
EConomics and Public Finance which has noteworthy consequences: 
namely, that demand and consumption coincide in· Private Economics, 
whereas they do not coincide in Public Finance. Public goods are 
consumed by those who did not demand them, as well as by those 
who did.· , 

, §7 

On the question of the productivity of the tax, it may be useful 
to call attention to a cOInmon error of mercantilist origin. 

It is alleged that high taxes do not harm the community, because 
the wealth which the State takes m taxes remains in the country 
and returns to the taxpay~ in the form of wages. 
, To this argument, it could be ,objected that the proceeds of a 

tax never return to the very same people who have paid it; but even 
if we grant that the same people receive these proceeds in the form 

1 This liappens also in those private enterprises which operate according to decisions 
voted by a majority. But this case, which in private economics 'is of a secondary or 
temporary nature, represents the germ of what, in Public Finance. develops to the 
point of becoming the typical case. _ . 

• II CQTQttere tmoo tkll' _omitI ji"muiqria, Book I. chap. UI. § s. 
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of wages for labour, or in the fonn of a price for goods sold to the 
State, it would still be true that we are dealing here with an ancient 
economic fallacy. 

As a matter of fact, the citizen who subsequently gives his labour 
to the State undergoes a second sacrifice for which he expects a 
second compensation. The State, therefore; pays him a wage or a 
price which closes this second round of give an~ take. The first 
sacrifice, however, remains unrewarded, inasmuch as the payment 
represented by the tax is still to be. compensated for; and it can 
obta:in such compensation through a counter-offering of public 
services. 

The error in this theory resides, therefort;,.in the fact that wages, 
which represent the form in which the proceeds of the tax return to 
the community, cannot be the single counterpart of two distinct 
credits which the citizens hold· against, the State. 

§8 

Value to the Indiuidutd 

Having clarified the notion of 'value to the community', which is 
represented by the relationship. between the total utility of publi~ 
goods and the total amount of taxes, 'we have now to deal with the 
problem of distributing the burden of taxation among the.consuming 
citizens - that is, the problem of 'value to' the individual' ~ 

Before discussing this matter, it would be well to point out the 
connection between the problem of the productivity of the tax and 
the problem of its diStribution. 

On the abstract hypothesis that all taxpayers are called upon to 
give their judgment in advance concerning the advisability of a 
public expenditure. each one of them will, in his individual budget, 
make a· comparison between the marginal utility of' the general 
public service and the marginal utility of the tax. Let us now sup
pose that all the taxpayers decide upon and give th'eir assent to the 
building of a given railroad line or a given system of fortifications, 
each contributing 10 per cent of his own income. . 

From the standpoint of this theoretical set-up, i~ follows logically 
that the .problem of value to the individual- that is, the problem of 

12,5 



.DIRECT TAXATION 

the distribution of the tax-burden - is setded at the very moment 
that a decision is made with respect to the problem of 'value to the 
community' - that is, the problem of the productivity "Of the public 
expenditure. 

Yet even though we remain within the limits set by this theoretical 
. hypothesis, the truth which we have just stated is always modified in 
the concrete case, as soon as we pass from the process of making the 
decision to that of carrying it out - the latter process involving the 
determination of the amount of each person's mcome, an agreed 
percentage of which is to go in .taxes. For this second task will start 
a conflict among the very same taxpayers who have decided upon 
the expenditure - a struggle in which each person will attempt to 
pay the smallest pos~ible ~ax. 

It is in this way that,the problem 'of distributing the tax-burden 
becomes independent of the problem of the productivity of public 
expenditure . 

. Still more obviously does it become an independent problem 
when account is taken of the facts (I) that not all taxpayers participate 
in the caJculation with respect to the value to the community of a 
given expenditure, (2) that not all exercise the same relative influence 
in the making of thiS calculation, (3) that not all give their assent, (4) 
and that over a period of time, during which the first decision is 
subjected to periodic revision, the same individuaf'i are not involvidJ 

This struggle usually leads to an actual distribution of the tai: 
which does not coincide with our theoretical hypothesis, according 
to which every contributor is bound to pay an actual 10 per cent of 
his i1lcome. Even if the total expenditure is equal to 10 per cent of 
the national income, it is highly probable that some will pay more, 
and others less, than 10 per cent of their own individual incomes:i 

• It is the task of a positive system of taxation and of the improvemenH 
made in such a system to make the two results coincide. 

§9 

With this purpose in mind, it is pOSSIble, in distributing ,the tax
burden among the individual taxpayers, first of all to exact a per

~ centage of the total income of each taxpayer; or it is possible to strike 
separately the various elements that make up the total income - such 
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as, for example, the income from land, buildings, or professional 
Of business activity. In the first case, a single tax is employed; in the 
second, a system of many taxes. 

Similarly, it is possible to strike only the jncoine of each tax
payer, or to strike the whole series of acts that make up private con
sumption, or to strike both income· and consumption. This gives rise 
to the problem of direct and .indirect taxation, md of the reciprocal 
relationships between the two . 

. These two problems and others ofless importance constitute the 
theory of the technical distribution of the tax-burden, becauSe they 
have to do with the structure of concrete· systems of taxation. These 
systems are established by law, but it is presumed that their structure 
is dictated by criteria of an essentially technical na~e. ! 

In addition, a tax may vary, not only according to the nature of 
incomes, but also according to their size. It is possible to decree that 
the larger incomes shall pay a larger percentage than do the lower 
incomes; or, vice versa, that smaller incomes shall pay relatively 
more than large ones;'or, finally, that large and small incomes shall 
pay the same percentage. . 

This gives rise to the problem of progressive, regressive, de
gressive, and proportional taxation, to the problem of tIle exemption 
of minimum or small incomes, to the problem of discrimination,· etc. 
These ate problems which enter into the theory of what we shall call 
the juridical distribution of the tax-Durden, by way of indicating that 
the legislator follows a scheme of his own for the distribution of the 
burden of taxation among the various categories of taxpayers and 
believes that it is possible to realize this scheme ope legis, without 
regard to the natural play of economic forces, and even in opposition 
to them. . 

It then becomes necessary, however, to take account of the action 
of these forces, in so far as they may neutralize, reinforce, Or modify 
the effects which are sought by means of the juridical distribution. 
The legislator may have established a distribution which weighs 
more heavily on some categories of incomes than it does on others; 
h~ may have exempted certain .incomes altogether. But after this 
has been done, it is a question of knowing whether the play of 
economic forces will neutralize these differences in fiscal treatment, 
in such a way as to cause a: return, in another form, of the economic 
equilibrium which existed previously. 

127 



DIRECT TAXATION 

To sum,up: the problem of distribution may be subdivided into 
three chapters: a first chapter which studies technical distribution; a 
second, which studies juridical distribution; ,and a third, which 
studies economic distribution: 

It is difficult to give a satisfactory logical order to this threefold 
investigation, because each of the three problems is connected with 
the other two, and the study of one presupposes, at several points,a 
knowledge of the others. 

Nevertheless, it seems most convenient to begin with the question 
of dirett and indirect taxes, which are the .two largest branches of 
taxation and to which it will often be necessary to refer in treating of 
economic, and juridical distribution. 



C"APTER III 

DIRECT AND INDIRECT TAXES 

Summary: The problem of the technical distribution of taxes -The. ad
ministrative difference between direct and indirect taxes and the 
criticism thereof - The economic basis of the distinction - Indirect 
taxes complement direct taxes -'- Direct taxes complement indirect 
taxes - Indirect taxes reduce to the minimum the frictional forces 
involved in collection - The elementary condition for the appear
ance and development of indirect taxation."... A note on method . 

, 
THE problem 'of the '~echnical distribution of taxes' resolves itself 
into a discussion of actual tax systems, which distribute the total 
tax-burden among the various !=ategories of incomes and taxpayers. 
. We take it for granted that in every tax three elements are in
volved: the definition of taxable income; the ascertainment of the 
amount of this income; the collection of the tax . 

. Collection is simply a matter of money-payment; and the 
determination of the tax-rate results from the .arithmetic relationship 
between the financial requirements of the State and. the total of 
taxable income. These problems are of no .. great interest to theory. 

Once taxabkincoJUC has been defined, its appraisal remains the 
most important elementary fact in all questions pertaining to. taxa
tion. For it is the me~ods of appraisal adopted which decide· 
whether the estimate is correct and complete, and whether it is 
equal and uniform as between the various taxpayers. 

The tax-system is above all a more or less sglSitive mechanism 
designed to ascertain the incomes or, more generally, the wealth of 
the citizens. It ·approaches perfectiOI(according to the degree i~ 
which it succeeds in appraising incomes with increasing precision, 
. absol.utely and relatively. 

If we could know the amount of each citizen's fortune, the pro
blem of the distribution of taxes would cease to exist or ~ould have. 
little importance. 
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'"Tax-systems, as they actually exist, are divided into .the two 
branches of direct and indirect taxes . 

.. The direct taxes"are the taxes on Income from land, andthe tax 
~ DuildingsjthC;"tax ·on intangibles or 'movable property',l which 
falls on income from investm.ents~ as well as" on that arising from 
business and professional~'vity; and, finally, the tax on total 
iQdividual income. These axes strike the citizen's income at the 
moment of its pro.duction.· ndirect taxes are those which strike the 
private consumption of citizenS and also transfers ~fproperty. They 
strike t,he income at the moment when the citizen"spends it to acquire 
other goods,t " . 

\ The criferion fQr distinguishing between. the two types of tax 
~hlch is usually employed in practical ad.ministratio~ has reference 
to the method of collection. According to this. criterion, those taxes 
are considered direct which -are" collected on the basis of lists con
taining the names of the taxpayers, and which recur.at fixed inter
vals; those taxes are considered indirect which are collected on the 
occasion of certain definite acts, which do not come at fixed 'intervals 
and are not susceptible to a method' of collection involving lists of 
names. 

Against this· distinction it has been objected that taxes which 
undoubtedly have the same economic chara,cter' become direct or 
indirect according to the method of collection chosen for them. One 
n1!ed only be reminded that the taxes on carriages, on dogs, and on" 
.~otor vehicles, which are usually-collected on the" basis of lists of 
names, are nevertheless. taxes on cons~mption. The administrative 
distinction must therefore be modified so as to read: 'taxes collected 
directly', and 'taxes collected indirectlyjl In this form the distinction· 
may be retained~ in ~much as it corresponds to the. exigencies of 
financial.administration, which· is precisely the agency· of collection. 
This formal criterion becomes. inadequate, however, when a basis 
for diff'erentiation...is· sought which . shall emphasjie the distinct 
economic function ascribed to each of the two categories, 

.]. ThUs it has come about" that\. some· writers have sought the 
"1scientific character of thedistinctiox\ in the phenomenon of shifting. 

We shall see presently, however, that all taxes mayor may "not be . 
" shifted. . Other writers, modifying this concept, have gone back to 

the intention of ,the legislator, so that dire~ taxes" would be those ........... . 
i [Italian: imposta di Richezlla Mobile - Translator's note] 
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which are intended not to be shifted and indirect...thes are those 
which are intended to be shifted. Again, however, it should be noted 
that in every case shifting is a phenomenon which takes place after 
the intention of the legislator has been formulated, and is inde
pendent ofsuclt intention:! 

Still other writers, confronted with the uncertainty of such 
criteria, have ended by giving up the idea of making any sort of 
economic distinction which would differ from the administrative one. 

On the other hand, a usefuI -basis for distinction other than the 
administrative one may be obtained if, instead of vie wing the problem 
as it presents itself at the moment when the taxes are being collected, 
we go back to the moment when taxable income is being appraised. 

Let us recall that, in passing from the fee to the tax, it was 
pointed out that the unknown in the problem is the 'individual 
demand' for general public services and that 'income' is taken as the 
equivalent of, or as an index measuring, individual demand. Hence 
it is through the ascertainment of income that the value of the 
unknown is determined. 

Now, this ascertainment may be made by the direct method of 
appraisal; and in that case -we shall call the tax that follows from such 
appraisal a 'direct' taL Direct apRraisal of taxable income is not, 
however, always possible or exact.~ Whatever may be the ~ethod 
of valuation, one is persuaded that some incomes evade ascertain
ment in whole or in part, and that such ascertainment cannot be:! 
equally rigrirous b all. Thus, it is possible that the banker and the 
professional man may succeed in concealing a greater part of their 
income than the proprietor of lands and houses ~oes of~. 

In such cases the erron and the deficiencies involved in the direc~ 
ascertainment of income may be discovered and in some measure 
corrected by an indirect appraisal thereof, ti when the private con
sumption of each citizen is used as the equivalent of, or -as an index_ 
measuring, his income. . 

In . other .words: income which escapes, in whole or in part, 
direct valuation a~ the moment of its production is watched for and 
seized in the succc:ssive moments in which its possessor spends it. The 
Treasury waitS for him to acquire private goods - whether they are. 
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consumers' goods or producers' goods - in order that it may deduce 
from the value of these goods the total income .spent or invested. 

1~~.suII!_'!P~ we wish to give a greater degree of unity to the 
'theory of-the cl.;s)ification of public levies, it is necessary to take as~ 
a point of departure the individual demand for public seMces, which 
is the unknown quantity 1n the problem. From the standpoint of 
this demand, only the fee is a direct levy. The tax, on the other 
hand, is an indirect levy in its very origin, because it is commensurate 
not with the demand for public goods, but with the citizens' income, 
which is taken as an index of this demand. In its turn the indirect 
tax is commensurate with neither the demand for public services nor 
with income, but with consumption and the acquisition· of property, 
in so far as their value is taken as an index of incom5'i!ence, bearing' 
in. mi~d that we are considering these levies in their relation to public 
goods,~e may say that direct taxes are commensurate with an 
equivalent of indi~dual demand for such goods, and indirect taxes 
are co~mensurate with' an equivalent of this equivaient. For this 
reason, if the fee is regarded as the only true direct levy,t!:\irect taXes 
would be indirect levies of the first order, and indirect taxes would be 
indirect levies of the second order ~ . ~ . 

"§g 
Direct and Indirect Taxes as Mutual Complements 

As can be seen, it is the same ~me that is at one time estimated 
directly, . and at another, indirectly. This has given rise to the old 
criticism that indirect taxes are a duplication of direct taxes. In 
reality, however, the two types of tax divide b.<1.tween them the 
taxpayer's fiscal obligation, which is a single aggregate deter
mined in the light of the taxpayer's income and the needs of the 
State.' Hence it is a questiOJl merely of deciding whether it is 
preferable to pay the whole of this obligation by means of direct 
taxes alone, or by indirect taxes alone, or partly by direct and partly 
by indirect taxes.\It is easy to show.the technical superiority of a 
fiscal system in whith direct and indirect taxes exist si~e by side and 
function in such a way that'each complements· the other. . 
, .. \Ifwe assume, as our first hypoth~is, that it is desired to distribute 

the' total tax burden equally - i.e., proportionally - over all in
comes, it would be, ~eIl to describe precisely the way in ",hich 
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indirect taxes correct or attenuate the inequalities of direct taxationl 
\ The direct appraisal of income usually results in a figure which is 

less than the true income; but if it were less than the true figure by 
the same amount in the case of all incomes, the problem' would be 
resolved by raising the tax-rate sufficiently to cover the need, and it 
would be unnecessary to have recourse to indirect taxation. In fact, 
however, the errors of under-estimation are not equal for all tax
payers of the same category, and still less ,equal for taxpayers of 

· different categories/ ' . 
" fi Let us imagine a landowner and a professional man, each of 
'whom has ~net income of 20,000; 'and let us suppose that the former 
has his arulUal income estimated at 18,000, and the latter atgooo. 

If the tax is 20 per cent, the former would pay 3600; and the 
latter, 1800; in all, 5400, which we shall suppose to be equal to the 
financial need of the State. This amount, however, ought to be 
divided equally between the two;. instead, the landowner pays goo 
more than he should, in comparison with the professional man. 

Let us now suppose that the tax-rate of 20 per cent is divided into 
10 per cent direct taxes and 10 per cent indired taxes. The land
owner will pay a land-tax of 1800, and theprofessionai man will 
~atax~p~his~~. ~ 

So far as indirect taxes are c":<!emed, however, the formet"will 
pay 10 per cent on his net income of 20,000 minus the tax of 1800, 

that is, on J8,200; the latter will pay on to,ooo minus goo, that is, 
on 19,100. In this way, one will pay 1820, and the other IgIO. The 
l~downer will. pay, altogether .. in ,the way of direct and indirect 
taxes, 1800 pl~ 1820, that-is, '3620; the professional man, 900 plus 
1910, that is, 2810; the original inequality is notably decreased, 
since the landowner now pays only 405 more than he ought to as' 
compared with the professional man. 

But the State now collects 6430 - that is, 1030 more than it 
· needs - because the productivity of th~ tax has also increased. By 
reducing th~ tax-rate proportionally from 10 per cent to about 8·3 
per cent, the inequality between the two is further decreased, 
because the landowner, will now pay only about 365 more than he 
should as compared with the professional ma,n. 

In this way it is possible to minimize the inequality between the 
two taxpayers, which was greatest when only direct ,taxation Was in 

· force.' , ' , 
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~ A second case in which the two types of taxes complement each 
oilier arises fromthe following-two circumstances: (a) incomes caqnot 
be re-appraised as rapidly as they vary in fact; and (h) these re
appraisals are not made at the same intervals for all taXc;Y Thus, the 
tax on land tends to be set for a very long period because it is based 
upon a survey ofland-values;on buildings there-appraisal is made, 
or should be made, at intervals shorter than those used in revising 
land-values, but longer than those adopted for appraising income 
from movable property. Now\in the interVal between one re
appraisal and another, incomes change, but the changes are not 
taken account of by direct taxation; they are taken account· of, 
illstead, by indirect taxes, which follow closely all oscillations in 
fiicome.,· 

/ 

\ Conversely, direcl taxes have the function of complementing 
indirect taxes. First of all, the latter do not succeed in striking goods 
which are consumed by the producers themselves, or do not hit them 
to the extent desired. This circumstance has more weight in those 
cases in which economie activity is less specialized, and exchanges 
are less developed! For example, agriculture is usually less specialized 
than. are other industries. ..: 

\ Moreover, indirect taxes may be dpected to strike all incomes 
equally only if we suppose: . 

(a) that the value of the goods consumed or transferred is ascer
tained with equal precision in all cases; in fact, however, this is a 
task which is at least as difficult as ascertaining income from land 
or from professional activity; and - . 

(h) that all goods and serviceS '- with no exceptions - are 
affected by the tax; in f~Ft, however, this condition cannot be 
realized. 1 

Thus indirect taxes also present gaps and inequalities, which may 
be partly adjusted or attenuated by a simultaneous apprais;ll,. at the 
source, of income pI:oduced,XThe two methods of ascertaining income 

1 See Book IV, chap., I, § 3. 
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act as mutually controlling data. To sum up:\uCwe continue to 
assume that it is desirable to. appraise and to tax as }qually as possible 
all categories and all parts of the national income, we may say that. 
the division into two parts - namely, direct and indirect taxes - of 
the single fiscal obligation of each citizen makes it possible to· 
dimiDishthoseinequalities which would be maximized if only one 
of the two systems existed, or if only one of them were well-developed. 
From the useo( both types of taxation is obtained· a, more nearly 
perfect, or less imperfect; system of taxes than could be obtained 
through the use of only one of them,.and such a system, by exerting 
equal pressure over the whole area subject to taxation, assures, not 
only a greater degree of equality in taxation, but also the highest. 
possible revenue-yield/ . 

§6 

By way of completing this fundamental theoretical point, we may 
mentio~ther cases of collaboration of direct with indirec'i taxes, 
which involve a new hypothesis - namely, that it is desired to 
subject indiVidual incomes to differential treatment. 
A~ ~. examp!e is provided by progressive taxation, which cannot 
be fully realized either through indirect taxes or through a system of 
manifold direct taxes, but requires as its rational basis a single direct 
tax Dn total income. The effect of such a tax may be supplemented, 
however, or neutralized, by the use of indirect taxes.' 
~) AI!Q.ther. ~ase is that of the preferential treatment granted by 

much modern legislation tolthe smallest incomes, especially tp the 
lowest labour-incomes, which are by law, or, sometimes, by ad
ministrative ·practice, exempted in whole or in part from direct 
taxes, bt,lt are subject to indirect taxation on articles of consumption" 

Various possibilities present themselves.' 
, It may happen that th~xemption is accorded merely because of 

the difficulty .of collocting tlie direct tax from the handS of the wage
earner; but then the latter is more heavily burdened by the indirect 
taxes on articles of popular consumption. , 

11 It may happen, on the other hand, that a country which is 
relatiyelJ poor, but is subject to a heavy tax-burden, cannot re
nounce a system of indirect taxation on articles of necessa.()' and 

I See Book IV, chap_ 1, § J fI. 
1305 



DIRECT TAXATION 

general consumption, with'the r.esult that the incomes of the poorer 
classes are burdened disproportionately, as compared with higher 
incomes; and in such a case, it is only through direct taxes that it is 
possible to grant compensatory exemptions which are limited to the 
poorer classes. 
I' \ F~al.ly, it may happen that fiscal policy, especially that of rich 

modern countries, aims to treat ·small incomes more favourably, in 
which case it will tend to exempt such incomes from both direct and 
indirect taxes. 

These considerations show how the co-ordinated action of direct 
and indirect taxes makes possible a more elastzc tax system, capable of 
bringing aOout a more delicate and precise distribution of taxes, 
even on the hypothesis that it is desired to treat individual incomes 
~fferentiallV . 

§7 

The Forces of Frict,:on" 

\!n addition to its function as a. complement to direct taxation, the 
system .of indirect taXes has another function: namely, that of 
r(!duci.ng to the miIlimumthe action of the-rnctional forces which 
operate in the ascertainment of incomes .and in the collection of 

"direct taxe~~ In fact, direct ~axes, being a proportion of ascertained 
w.,come, represent for the taxpayer a visible part ofhis private needs, 
the satisfaction of which he must {"enounce as a result of the payment 
oftJ:e taX. The periodic ascertainmel\t of income and the periodic 
payment of the tax, moreover, renew and make more acute the con
trast between the present pressure of the private needs which IJ\.Ust 
be renounced,. and the remote weaker pressure of collective neeps, 
which it is thought the State will have to look after in . any case. 
Hence the greater the final degree of urgency of the private want that 
is renounced, the greater will be the resist~e to th.e payment of 
the tax. . 

On this account, an attempt has been made, in levying direct 
taxes, to have the time at which the taxes are paid coincide with that 
at which income is received; also, when it is the State that pays the 
income to the taxpayer, to substitute, wherever -possible, collection 
by means of retention of a portion of wages, in place of the payment.! 
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of the tax in periodical instalments; and at tilDes it has been necessary 
to renounce completely collection of the tax directly from the tax..;. 
payer (for example, from labourerS) in order to collect it, by law: or' 
.i~ practice, from the employer.;. ' 

it!n the other hand~it is only in indirect taxation that the forces. 
'ction disappear, or are reduced to the minimum; .First of all, the 

'me at-which the t.ax is paid always coincides with that at which a 
part of income is spent. Furthermore, the payment is divided into 
very small instalments on each penny of income that is spent, 
and is effected in such a way as to coincide, rather. than conflict, with 
the satisfattion of the individual want./The stimulus to satisfy the 
pesire for tobacco, salt, or clothes alsd' provides an impulse toward 
,the payment of the tax.~f, in direct taxation, it is necessary to 
establish sanctions in the form of fines for failure to pay, in indirect 
iaxation the sanction consists in the taxpayer's being forced to re-
nounce the sl!-tisfaction pf a wantf . 

,Similarly, in indirect taxation it is not necessary to ascertain the 
amhunt of income, since the tax is assimilated to and merged with 
the price of the commodity; and in this way there also disappears the 
preliminary friction which, in direct taxation, arises as between the 
taxpayer and the Treasury at the time when income is being. 
appraised/ 

ConsequentlY1\the more !he pressure of taxation is increaSed in a 
given country,the more, other conditions being equal,indirect 
taxation increases/This explains why indirect taxation, in spite of 
the lively attacks ·on it by democratic parties, represents a necessary 
and often preponderant par' of llie income of modern States . • 

§8 

The theory expounded above, which is based .onconsiderations of 
a preponderantly technical character, would also be sufficient to 
solve the problem o~'the quantitativ~~ons9iP between dire£t _and 
indirec:uaxes - a retationship which varIes from ~ace, at 
any given time, according to the financial need or the wealth of the 
country, according to the degree of perfection reached in the methods 
used for the direct ascertainment of incomes, or according as indirect 
taxation include$ br excludes goods' of popular consumption, and .so 
forth.;, 
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But ifth,ese conditions are assumed to be equal, and ifwe abstract 
from the expenses of collection, which are calculated separately for 
each cas.e, and from every disturbing cause of a political nature, the 
quantitative relationship between direct and indirect taxes is found, 
as a matter of experience, in that combination which is capable of 
assuring the greatest returns to the Treasury. . 

To be sure, disturbing causes of a political nature do intervene as 
a rule and may be summed up in this~at the richer classes press for 
a relative increase of indirect taxes on articles of consumption, and 
the poorer classes go in the opposite directioV 

These oscillations about the point of maximum fiscal return may 
be restrained, in modern states having representative governmen~ 
by the spmt of mutual combativeness. which the interested groups 
evidence iIi their own defence. 

§9 

Conditions for the Development of IndiTect Taxes 

J\'The _~lementary conc?tion f~.~e appearance and development of 
a system of indirect taxes is the existence of an exchange-economYj 
If we imagine, for a moment, that each individual consumes every
thing that he produces and can produce everything that serves for 
his consumption, no part of his income goes out of his budget to 
acquire goods produced by others, arid there would be no\possi
bility of measuring his income by means of his purchases/ 
\ On such a hypothesis, the ascertainment of the income produced 

by 'the taxpayer would coincide with the ascertainment of the value 
of the goods consumed by hJm,l'From this is derived one first corol
lary: namely, that, in the absence of indirect taxes, the taxpayer 
must meet his fiscal obligation through an adequate increase in direct 
taxation. . 

There follows also a second corollary: namely, that since the law 
has assumed it to be the rule that goods which are produced are also 
exchanged, if some groups of goods are an exception to this rul~ they 
must be subjected to substitute taxes equivalent in amount to those 
which they would have paid if they had been exchanged. ' 
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§ 10 

A methodological observation will close this chapter \ CDirect 
taxes are commensurate with the income of the producer; mdirect 
taxes· are commensurate with the value of the things which the con
sumer buys/In both cases, it is the value. of the grain, the oil, or 
the wine which measures, at one and the same time, the income of the 
agricultural producer and of the consumer. 

To be sure, the same datum is treated differently in the two 
budgets. In the consumer's budget the current price of those com
modities, as it stands, measures the consumer's income; whereas in 

. the producer's budget that price is still a crude datum, from which 
it is necessary to subtract the costs of production in order to find the 
-producer's income. 

It should be noted, however, that the cost of each unit of grain, 
or of wine, or of oil is not the same for all units, but varies according 
as the commodity is. produced at increasing or decreasing costs; 
according as it is a large or a small enterprise that is involved; 
according as the enterprise - as is the rule in agriculture and other 
industries that utilize by-products ~ produces one good or several 
goods; and according as the enterprises involved are competitive or 
are monopolistic - in which case, even if we suppose that production 
takes place at constant costs per unit, each unit has a different price, 
since it ~aries with the total quantity produced, and the monopolist 
may vary this quantity at will. 

From this it follows that the percentage of tax on the nedncome 
of the producer does not correspond ei~er toa fixed amPunt per 
unit nor to a uniform percentage on the value of each unit that goes 
to make up his income. 

In fact, if we suppose that a grain-grower produces 10,000 bushels 
of grain and sells them at one dollar per bushel, his total or gross 
income is S 10,000; his net income is, by hypothesis, $6000; the tax 
of 10 per cent on the net income is $600. Ifwe translate the tax on 
income into a tax on bushels of grain, we may say. that the grain
grower pays six cents for every bushel. But this tax-burden repre
sents an average value, because we know that the 10,00P bushels are 
produced at ipcreasing cost; hence the six cents shoqId be distributed 
in such a way as to put a _ tax of more than six cents on the first 
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bushels, and less than six on the last. This substituti<pn of the average 
for the items from which the average is derived is permissible so long 
as we are sure that we are dealing with the budget of a singlepro-. 
ducer and that this budget is considered to be in a static condition. 

Let us now assume that the grain-grower increases his production 
l,mder con<;litions of increasing costs per unit; it is obvious that six 
cents per unit would not be applied to future bushels of grain. 

Let us'inakethe further hypothesis that there are several grain
growers, each one of whom produces at different costs per unit; it is 
obvious tha~ it would not be possible to apply to each of them the 
same perceI!tage of the price of grain per unit, because this uniform 

_percentage or specific tax of six cents per bushel would not represent 
the same percentage of tax on the net income of evtiry grain-grower. 

. Still more .obviously does this consideration hold in the case of the 
monopolist. . . 

. Hence we may coIiclu~e, that the t~anslation ~ often ·made by 
economists - of the tax on income into a tax on tfte units of goods 
that make up the i.ncome presents dangers and requires great 
t:aution. 
-: This danger is not present in the case of iridir~dt taxes, in which 
it is the price of the good that measures the net income of the tax
payer. 



CHAPTERIV 

ECONOMIC DISTRIBUTION OF TAXES 

I 

GENERAL NOTIONS 

Summary: Shifting ~ Incidence - Diffusion - Evasio~ - Consolidatio'h 
of taxes - Effect of a growing national income 

§I 

THE most outstanding problem in the econoiDic distribution .of 
taxes, or at any rate the problem which up to now has interested 
students the most, is that of th~hifting or the transfer of taxes. This. 
phenomenon occurS when the tax which the law imposes' O'n a tax-I 
payer, who is called the taxpayer de jure, is unloaded by the latter, in 
whole orin part, upon other citizens, who are callp.d the taxpayers 
.~~. . 

1 It is easy to understand how this may happen.(jncome is merely 
the conversion into money of the goods which each individual pro
duces; and in the ultimate analysis it consists of these goods:'\Grain, 
oil, and wine form the income of the landowner. Now, Wtne1atter.is 
subject to an mcome tax and succeeds in selling the grain; wine, arid. 
oil at a price higher than the one previously prevailing, he is .. W fact 
released, wholly or in part, from paying the tax in so far as .. hil)hifts 
it to the buyers of the goods that he sellsJ It goes without saying that. 
he still remains formally a debtor to the State and that he 'continues 
to pay the tax. . 

When this happens, .it is said that the tax ha,s been tlansferred~ 
shifted, or has been thrown back from the taxpayer de jure fo the tax
payer • facto. The problem consists of investigating whether, at 
what point, and to what extent an increase in prices is brought about 
by the tax per se; since it is necessary to abstract from the possible 
effect of other circuInstances which may increase prices. 
'J.n any case, the shifting, when it takes place, cannot continue 
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ad infin.itum. The t~payer de jure may shift all or: part of the tax to 
.a first purchaser of the goods that he produces, and the'purchaser, in 
. his turn, may shift the burden to a buyer of goods. that he produces, 
and so on. The chain thus formed will end at the moment that an 
enterprise is found which does not succeed in tra~~ferring the tax, 
either in' whole or in part, and thus bears the entire burden itself. 

. ...It is then said that the property of the final taxpayer is 'definitely 
cut into (inciso), or reduced in value; and the phenomenon involved 
is called 'the incidence of taxationy 

$2 

) \~I!S ends in incidencei-but thi; d~es not mean that the tax 
has, no further. e~ts. . . 

In fact, the individual· upon whom the incidence falls suffers a 
diminution of income, and therefore, other conditions remaining the 

'l.s s~~me,. must rest:ic~ his. consumpti?n; but the restriction of consum~-
~on causes a dimmution of the Uicome. of those who cater to this 
consumption; and these, m thili turn, contract th'eir consumption 
and diminish the income of ttose who cater to their consUmption, 
and so on. The tax ~omes to be dijfused among all the taxpayers, 
bringing about a general restriction of the .consumption of each 
individual. . 

. This second process involved in the economic distribution of 
taxes. between the enterprise on which the incidence falls and those 
who happen to have exchange relationships with this enterprise is 
called the 'diffusion' of the tax. I' 
\~he'two processes, however, may be interconnected, inasmuch 

as diffusion reduces income,!and a new series ofshifts may grow out 
of this reduction in incorp.e. ' 

. \!-n any case, the diffe~ence be?"een ~h~1ng and diffusion is ~~s: 
the former transfers the tax and makes It unnecessary for the de Jure J 
taxpay,e~ to reduce his Ji>rivate c~nsumption;. 'the latter i~p.oses ~ ~ 
contraction of consumptIon upon the one on whom the. InCIdence 

.. falls, and extends this contraction to all the enterprises from which 
the latter buys, unless he succeeds i~ starting a new :process of shifting 
-' " on,his oWn account./ . 

I.J ,Diffusion, unlike shifting, is a phenomenon which is necessarily 
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! involved in every tax, since every tax must somehow bring about a 
\ contraction in the consumption of private goods. 

It is, however"not a process which is necessarily general~ or which 
strikes equally in .all directions. l On the contrary, since there are 
some goods the demand for which is elastic and otherS the 4emand 
for which is inelastic, it is' probable that the on& on whom the 
incidence falls will reduce his conSumption of the-first of class goods 
apd riot of the second, or will reduce his consumption of the firSt 
more than he will of the second. 

Similarly, it is not necessary to hold that diffusion goes on ad 
infinitum, in such a way as to strike the whole line of successive, 
consumers, since certain frictional forces intervene to attenuate and, 

'in the end. destroy the effec;.tiveness of the process of diffusion/ 

\Not to be confused with shifting and diffusion is the phenomenon 
called 'tax-evas~Q!l', which occurs when the taxpayer conceals tax
able materiaifrom the Treasury and as a consequence dOell not pay 
the tax.· ' 

A typical example of tax-evasion is the exceptional. case of 
smuggling; another example is the common case in which the~t~
payer succeeds in concealing -the whole Qr part'of hiS taxable 
income from those -responsible for its assessment. Moreover, one 
must also consider as a partial evasion the case in which the tax
payer decreases the production or consumption of a- certain good in 
order to pay less taxes. Strictly speaking, when this· happens it 
cannot be said that the taxpayer does not bear the loss reSulting from 
the decreased production or consumption; he is,however, -com
pensated for _, this loss,_ at least in part, by the advantage of not 
having to pay the tax-. This may happen. if the tax is very high..--

'\According to some ~ters, a.case of evasion, to which is usually 
given the nam~of '~-removal', is foUnd in the case in which the 
.taxpayer, in order to pay the tax without contracting his private
consumption, iricreases his income, and in so doing removes; the tax
burden by transferring it from the old income to the new. Strictly . 

I The erroneous opinion to the contrary-has ,been held by some of the gCeatest 
economists, who insist that a tax, however imposed, ends by being divided among the 
de/acto taxpayers in proportion to their respective consumption. 
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speaking, hewever, this. is not a case of evasion, because the new 
income involves a new: cost of production for the taxpayer / 

\q'he question to be asked is rather whether or not a !ax can be in 
itself an incentive to increase production. Let us suppose ~at, 
before the tax was levied, an individual had found his point of 
equililiripm in the completion of a fifth hour of work. The State 
takes from him, in the form of a tax, the fruit of this fifth hour of 

.,. work. The qbesti6n is whether this individual is disposed to endure 
the sacrifice of a sixth hour of work, in order to procure for himself 
a satisfaction equal to that which he had obtained by means of the 
income from the fifth hour of worV' -, 
\If we abstract frdftl all considerations with respect to the utility 

of the goods that the State will 'produceJn exchange for the tax, we 
may concll.\de that sueh a thing may happen, but only within narrow 
limits. In fact, if the tax deprives the consumer of an article of con
sumption to which he had become habituated, and which had been 
consolidated in his budget, the incentive to continue such consumption 
- that is, to satisfy again an habitual want":'" is .greater than the in
centive that first led him to begin this consumption. For this reason 
the incentive to increase his income by working beyond the fifth hour 
has also .become g~e.atey 

It goes without sayfng, that the ,increased' sacrifice which, is 
involved in going beyond the five hours tends to neutralize' the 
increased incentive to work longer. It cannot be said with certainty, 
,therefore, that the individual in question will work the whole sixth 
hour; but there is no doubt that th.e point of equilibrium tends to be 
pushed somewhere beyond the fifth hour of work. 1 The whole 
deBate is, however, of merely ,theoretical interest, without great 
practical importance, since we are dealing here with negligible 
magnitudes. )\n the coi\crete case, we cannot, count on a tax's 
having a stimulating effect on production, without arriving 
immediately' at the obviously· absurd co~clusion that a tax 
neu,tralizes- the sacrifice involved in paying iy , 

1 If we' draw a curve 'of decreasing. wants arranged according to their degree of 
urgency, the latter having reference to the moment at which the successive satisfaction 
of these wants begins, the whole curve would have to be shifted upward as soon as the 
degree of urgency is made to have reference to a situation in which the wants have 
become habitual and are threatened with cOfttraction as a result'of the tax. 

Professor Maffeo Pantaleoni has criticized this opinion of mine in a note to page 43 
of his Teoria della pressione tributaria. The reader will find there the diagram to which
I refer. 

144 



ECONOMIC DisTRIBUTION OF TAXES 

Another phenomenon to be mentioned is that of the '.cousQlida- , 
tion' or '~on'of the tax. A typical case of it is to be found Ul a \ 
sale-tramaction in which the buyer discounts the purchase~price 
which he would otherwise have obtained' by an ampunt propor
tionate to that of the tax imposed on the property he buys, since iri 
all sale-transactions the price ~ determined by capitalizing the net 
income - that is, income after deduction of all charges, including 
taxes. A piece of property, for example, which pays 1000 and i& 
charged with taxes of 100 gives a net income M goo; on a 5 per cent 
basis, therefore, the buyer will pay I~,ooO for tI;u~ property. Another 
piece of property which also pays 1000, but is taxed 200,. gives a net 
income of800; the buyer, therefore, will pay 1(),oOo for the property. 

The tax is consolidated in the purchase price, to the disadvantage 
of the seller and td the advantage of the" buyer who has retained a. 
capital sum proportionate to the amount of the tax. 

From this folloWs the principle that' the inequality in. taxation 
that existed by law betWeen the two sellers of property is in fact 
eliminated once the propertY passes into the hands of the two buyers. 
This is undeniable so long as Ple phenoIllenon is considered fro~ the 
standpoint of the relative position of the two buyers. 

On the other hand, erroneous conclusions have been drawn from 
this simple truth. Of these .. the most important is that the buyer, 
having .discounted the tax in his pUrchase-price, will, in fact, no' 
longer pay the tax that the seller used to pay. . 

In order to test the truth of this affirmation, one has to take into 
account the relative positions of the seller and the buyer. The error 
lies in not having called attention to the "act that, as between the 
buyer and seller, the consolidation is bilateral. Each of the contract
ing parties deducts ~.e tax imposed on the good that he buys ......:.. that 
is to say, receives in exchanle for th~ goqd he sells •. 

Let us take, as a typical example, an exchange between land and 
industrial bonds. The buyer of the land escapes the real estate tax, but 
the buyer of industrial bonds also escapes the tax on intangibles. In a 
word: it is always net incomes that are exchanged, or bought, or sold. 

From this it follows that after the exchange each of the contx:act
ing parties will, as a tnIltter" of law, pay the tax that is assessed on the 
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good he has bought; bwt iniact he continues to pay the tax which is 
levied on the goodsold. That is, each party c;uries' along with him" 
infact, thetax that he used to pay. For example; if land the income, 
fi'bm which is, I 100 ~nd the tax on which is 100 is exchanged for a. 
,hous~ the income from which is I20Q and the tax on which is 200, 
the values of the two pieces of property ...,. before taking account of 
,the tax - would have been 22,000 and 24-,000, respectively; but-a.fter 
taking account of the tax, the exchange takes place on equal terms 
on the basis of the equality of the two net'incomes. That ,is, the 
landed proprietor obtains 20,000; leaVing in the hands' of the llouse
owner 20'00,corresponding to the ca.pital value of the tax of 100, and 
the )louse-owner obtliins '20,000, ie."vfug in the hands of the land
owner 4000, equal ;to the capital. v~lue of the tax of 200. After-the 
exchange, therefore,' fhe landowner ,will, to be sur~,· pay 200 in taies 
on tpe house he pa$ bought~ but he has ilio held back 2000 more from 

, the purchase price; therefore it is as if he continued to pay only, the 
100 that he used topay. Similarly,the seller of the house will pay on 

,the property'purchased 100 instead of 200, hut it is also true that he 
has had ,to give up 12000 of cap~tal in determining the values of the 
exchanged properties. 

{f we pass from the case of exchange to that of a sale-transaction 
in which the land is exchanged for' money, it might seem that since 
no tax is levied on money as such, the consolidation turns out to be 
unilateral. This, however, is merely an illusion; since the seller or 
the land discounts in his selling price the tax which .hewill 
pay on whatever investment he has in mind for the proceeds of 
the sale. , 

To sum up~ (a) the possible juridical inequality in taxation which 
may exist between the ~llers is in fcict equalized once the property 
passes into the hands of the buyers; (b) each contracting party, after 
the sale-transaction, continues in fact. to pay the tax that he paid 
before; (c) 'hence, the larger tax which may have fallen on the first 
~ellers remains definitively corisolidated, to their disadvantage; .(d) 
the Treasury continues to collect, both'in law and in faCt, the $ame 
amount of taxes as before. 

If it is supposed that the original distribution of the tax-burden, 
which struck some incomes. more heavily than others, -was desired', 
by the legisl:itor, it should be pointed out that this policy succeeds} 
o~ly once in harming the first taxpayers who were heavily burdened 
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by the law; it is annulled in fact as soon as the property passes ,to 
the hands of-new buyers. 

, The phenomenon is not limited to the case of a sale-transaction, 
·but applies to all transactions in which it is necessary to make values 
equal from the standpoint of several interested parties - as, for 
example, in ~e-case of the division of an estate through inlieritance, 

. and sometimes in the case of gifts. 
To the extent that the saleability of goods and the liberty of 

contract become highly d~eloped, the principle of consolidation 
becomes a modifying force which is always more effective than the' 
juridical distribution of taxes. ' 

§5 

From the preceding argument we derive the foVowing general 
principle: the combined action of the economic forces' of shifting, 
diffusion, evasion, 'and consolidation work in the direction of a 
return to an equilibrium dominated by the action of economic 
forceS, if this equilibrium was disturbed or modified by a juridical 
distribution which contradicted these economic forces. 

At this point it is advisable to stress the fact that, in reality, tJ;tese 
results jlre often obscured, and even rendered invisible, by the cir
cumstance that the national income may be continuously increasing. 
We have up to now abstracted from this possibility; now it is neces
sary to ~onsider it because it is a normal element in the' concrete 
problem. The increase of the national income is used, ceteris paribus, 
for the satisfaction of new needs, a~d, a fortiori, for the renewed satis;. 
faction of previous needs, if the latter have undergone a contraction 
because of the tax. ' 

Now it may and does happen that the new and larger tax is paid 
by the new income; so that the old equilibrium remains ~~turbed 
and the impression 'prevails that ec-onomic forces have not come into 
play. In fact, however, they have been neutralized by the action of 
a new element in the concrete phenomenon. ' 

For this reason it is necessary that the solution of the problems of 
economic distribution be handled by the deductive method,with 
the understanding, of -course, that we must control. our results and 

'state them in quantitative terms if aDd in so far as the statistical 
material permits. 
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II 

THE THEORY OF SHIFTING 

. 
SummaI1: The problem of the shifting of direct taxes - Shifting in the 

case of'iree competition - In the case of rent - tn the case of. 
monopoly or: The'shifting of indirect taxes - The farces of friction in 
Public Finance 

§6 

The Shifting of Direct Taxes. 

Having established these general notions with respect to the 
economic distribution of taxes, it is desirable to dwell at some length 
on the problem of shifting, the current theory of which is vitiated by 
fundamental errors. ' . 

Since we must limit ourselves to the general outlines of the pro
blem, it is necessary to concentrate upon two principal hypotheses. 
The first is that of a tax commensurate with the net income of each 
citizen, and has to do with the shlfting of !!!rect taxes. The second is 
that of a tax commensurate with the value of goods, and has to do 
with the shifting of ind~ tax~. 

Let us begin with the first. -e must suppose that before the tax 
is levied, there will have been attained a position of equilibrium,

. that is, a system of prices at which the demands for and supplies 
of all goods will have been brought into balance. 

\.The problem of shifting consists of investigating whether the tax, 
in ~elf - that is, abstracting from the action of other forces
modifip; the equilibrium position, in such a way as to bring about an 
increase of some prices and a decrease of others. For in such a case 
th.ere will always ~d necessarily be phenomena of shifting. 

The price· may be modified either because the supply of goods 
varies or because the demand curves vary; hence the first point to be 
examined is whether the tax affects, and how it affects, supply and 
demand. ~ 

\ The current theory rests on two traditional errors of classical 
economics. 
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The first of these, already pointed out, is the practice of consider
ing the problems of Public Finance as if they were completely inde
pendent of the phenomena of Private Economics. As a result, no 
attempt is made to see what happ~ to the iax once it has left the 
budget or the taxpayer; on the contrary, there is a general disposition 
to suppose ~t the tax represents a loss of wealth fQr ~e taxpayer 
and for sOCIety. . 

The other error consists. of treating all economic phenomena, and 
therefore also taies, from the point of riew of the producer, who is 
directly subject to the tax and translates it into an increase in cost or 
a diminution in profits; whence it is supposed that the immediate 
effect of the tax is to increase pricd, through a reduction 01 a 
threatened reduction in supply. 

:rhe combina~on of these twd err<l1eous propositions leads.to the 
assertion that the tax disturbs the pre-ceding equilibrium to the extent 
that it influences supply and induces the producer to react 
immediately/'"" " 

'Pne of the most accurate expositions of the current theory is as 
follO\w: 'The tax must evidently at first be regarded as an increase in 
~e cost of production. For the time being, and until the old stock is 
exhausted, those who produced before the next tax was imposed are 
benefited to the extent of the ultimate rise in price. But as soon as 
this interval .has elapsed, all producers are on the same footing. 
Since the tax is an addition to the cost of producing the article, they 
will seek to recompense themselves by raising the price. Unless t.hey 
succeed in this, their profits will be curtailed and the production of 
the article will diminish. For one of tWo results must ensue: either 
producers will gradually transfer their capital to untaxed industries, 
or, even if .the transfer of capital is impossible because it is firmly 
fixed in the industry, production will be curtailed by the crowding 
out of those who were previously on the very margin of proitable 
production, while the tax will prevent the influx of any new capital. 
In either case, then, in the longrun, the supply.will decreasJ; and 
this diminution, provided the commodity continue to be" produced 
at all, will invohrean in~ease"of price. The consumer will, therefore, 
bear the b~e~of ~tax./"~- " -- "" . . 

I So ProfesllOr,Se1igman: TM Shifting and lru:idtmu of TIIXatioll. p. 220. But all the 
currmt theories follow the same line of argument. Ricardo regarda the tall 88 an 
increase in coat of production. or III a diminution of the profit of an enterprise. and 
araues that if the tall.trikea one branch of industry only. it will be shifted. but that if it 
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..,This theory/or argument~ assumes as an axiomatic tru~ that the 
tax,'in itself, and in its entirety, and independently of any counter
offer of publi~ services~always means an increase ia thecos_t·_of 
pr~tioIL9Lpr.!Y~~QO.ds. This opinion is a corollary .of. !he 
errOne~l],L<;on~~Q!!o~~f.cl~ic~.ec()nomists, according to which the 
tax isregaI-ded as a net loss for the producer, who then proceeds to 
deduct'if from the value of his product.y'" 

Now we have admitted - in general- that public goods are 
inst;rumeniaI in the production and the enjoyment of private goods; 
whence it follows that the priee- I!aid by every eriterprise for the 
production or acquisitioq -of flublic goods - that is, the tax - may 
be taken, at any moment - that is, under static conditions - as a 
measure of the cost of production of public services. Bu~hether or 
not the increase of taxes always means an increase in cost of pro
duction depends upon the efficiency of the relevant public services, 
which may be increased, decreased, or kept stationary. It .may 
L.appen that the instrumental utility of these public services will have 
increased by 15 per cent while the. tax will have increased by only 
10 per cent. It could n()t.b~ said, insll«!t. a case, th~t_~gst..o£.pro-
duction has increased.r7 . 
. To-make' the" IsSue clear).,it is sufficient to abandon'the error of 

1 We may accept the accoUnting practice of deducting taxes from total or gross 
product, for the purpose of separating that part of the value of the product which is 
directed to the acquisition of public goods, from that part which remains available for 
the acquisition of private goods and is thus distributed among the private agents of 
production. 

I This error is an old and persistent one. It derives from the same sort of confused 
reasoning as that which would identify cost - represented. for example, by labour
with wages, which are a payment for cost - that is, for labour; or would identify 
abstinence, which is the cost of saving, with interest, which is the payment for such a 
CQSt, etc. 

strikes all industries, it will not be shifted.' All writers on the subject follow him. 
J. B. Say writes that 'ihupply does not change, prices cannot change'. And Esquirou 
de Parieu writes~ 'Taxes fallon the original taxpayer if the commodity on which they 
are levied is not susceptible to restriction.' 

Rau also regards supply as the sole cause of price-chapges. Nor do the more recent 
writers hold a different opinion. '" 

Not one of them takes the trouble to follow the tax into the hands of the State 
which transforms it into a demand for private goods, in order to produce public goods. 
AJortiuri, not one of them takes pains to consider dl$l effect which public services have 
on the budget of the private producer. 
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supposing that a tax represents a destruction of wealth as soon as it 
leaves the b!ldget of the taxpayer, and to take aCJOunt of the use 
that the State will make of the proceeds of the ~ 

Let us take as an· example an association of proprietors who at 
their own expense maintain a private road for the transportation of 
their m~ndise. The transportation is a part of the cost of 
production. 

Let us now suppose that these proprietors ~ee to pay the 
State, in the form of a tax, as much as or less than they used to spend 
for their private road, and that the State builds and maintains a 
better road, on which transportation . is more co~venient and 
faster. . 

It equld not be said, in such \ case, that the tax increased 
the previous cost of transportation. It must be said to have 
decreased it. 

From this sp~al example: we may pass to the general case
namdy, that th~ntroduction of public services and their growth and 
improvement have reducecl the cost of all the productive actiVities of 
the .coun¥ Hence it is necessary to discuss the pro.l>J~m gn.the 
most gener~l~yp~!!t.~.is ~a!_the sul?!.ti...m.tion of public enterprise fOI 
priva~rise -resultS inadv~l!.ta..K.es_fo~~e !~p~yers, But eVen 
if the contrary hypothesis is adopted, it will always have to be 
admitted that~ is not the tax paid by the pJ;'oducer that decides, 
but the nature of the public services produced and the degree 
to which each individual enterprise can in fact make use of these 

• I ~ 

ServICes. " 
\. To sum up: the previous cost of production may have b~en 

increased, left as it was, or diminished by an increase in taxes. In 
pure theory it must be said to have decreased./ 
\ If, on the other hand, the tax is regardec(, in itself and without 

reference to the type of public services that it produces, as an 
expense of production, the theory of shifting is reduced to the 
following argument: the tax is a part of the cost of production; 
increased taxation increases the cost of production; the price must 
cover the cost of production and will rise; therefore thcconsumer will 
always have to pay the higher taxes. • .' . 

This is not ~theory, but.a mere playing ~th words._whlcb.s~tt1es 
notbing;'l' . .. . . . -
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§8 

Once we abandon the premise on which the current theory of 
shifting is based, we must abandon the theory itself. Nevertheless it 
is well to call attention to some propositions in which the theory is 
embodied. , 

It is customary to take first the case of a partial tax on some 
incomes and then the case' of a' general and equal- that is, pro
portional- tax on all incomes. And then, looking at the problem 
from the point of view of the producer, an attempt is made to ascer
tain how the producer would conduct himself according to whether 
he operates under conditions ot free competition or of monopoly. 
".on the hypothesis offree competition, it is said that a partial tax, 

wllich increases the cost or lessens the profit of one or a few industries, 
induces the entrepreneur to pass from tht;: industrY affected by the 
tax to one of the industries that are not affected; and in this 'way the 
supply of the goods produced by the first industry is restricted, their 
price rises, and the tax is transferred to the consumers. On the other, 
hand, if the tax on all incomes is general and equal (proportional), 
the proddcer is unable to move, because in all industries he will find 
an equal redu~tion .. jn the rates of profit, interest, and wages, and he 
Will immediately D~ar the burden of the tax. 

On the hypothesis of monopoly, ifwe take the case ofa tax which 
~trikes monopoly profit, in such a way as not to impair ordinary 
profit, the monopolist has no inducement to move to other industries; 
he will not be able to modify supply and will bear the hurden of the 
tax./ 

If, subsequently, the tax impairs ordinary profit, we return to the 
preceding hypothesis. _ 

These are the three controlling principles in the current theory, 
which will now be re-examined. 

§9 

• "~-:irst of all, it should be borne clearly in mind that in no case is 
the 'immediate effect of the tax such as to modify the exisnng.!.1J!,pIY . 
of goods!, If, before the ta:xwasTe~ed, the agricultUrlstnormally --
produced and sold 100 bushels of grain. the 110rist 100 bunches of 
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flowen, and the hat-maker 500 hats, the tax of 10 per ce~t op the 
income of each one of these does not bring about on the market a 
modification of the previously prevailing supply of grain, flowen, or 
hats. The difference is merely this: that each producer will sell for 
the benefit of the Treasury the 10 per cent of his product which he 
previously lold for his own benefit; or he will assign to the Treasury 
10 per cent of his produCt and the Treasury will sell it directly. In 
any.case, 100 bushels of grain, 500 hats and 100 bunches of flowers 
will go on the market as before. 
, \ The sup,ely remains, for the moment, as it WM. 

The same cannot be sala of demand/If we adopt the less 
favourable hypothesis of a general and proportional tax, on all 
incomes, and if we admit that the latter are reduced in the'llame 
proportion, it does not follow that the consumption of all ,goods is 
l'estricted in the same proportion; In fact, we know that the contrary 
is true. 

Before the tax was levied, the grain-grower used to divide his 
income of 100 bushels of grain among all his items of consumption, 
accordmg to the principle of the equalization of marginal utilities, 
After the tax, he will have only go bushels of grain to divide among 
his various private iteIns of consumption. fiherefore the demand 
curves previously prevailing vary, so far as the taxpayen are con
cerned, after the imposition, and as a result of the imposition, of an 
equal and general tax on all incomes.) 

N...2!.i!JN~_~ll. We must ,also follow. the coune pursued by the 
tax which has given the State 10 bushels of grain. The State w~ll now 
present itself on the. market in place of the taxpayen, and will 
demand private goods'in order to transform them into public goods; 
but it will n~tdemand the same goods that the taxpayen demanded 
before the tax was imposed. Whereas the taxpayen may have, uSecl 
the 10 per cent of their incomes to acquire clothing and food and 
manual labour, the State may use them, for example,. to acquire 
iron, arIns, mUilitions, and intell~ctual .labour. 
, 'Jilor can it be assumed that the demand remains the same, ..... that 
is, tlat the State, in -replacing-the privateconsum.er~ies1he taX to 
acquire the same gQodsthat the consumers u~ed to demand; because 

,such a'hypothesis would be in conflict with the very reason for the 
State.'s intervention, - that is, the reason for the production. of 
public goods and for the tax:. It is a matter of indifference whether 
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the State spends the tax wisely or unwisely; it is, however, necessary 
and sufficient that it should spend it in a manner different from that 
in which the consumers would have'spent it.i The immed£ite -and 
necessary effect of the tax, then, is tha~ it chang~Jlu~..p.n::ri~re
vailin~de~a~d .~urves .. fo!:. private;_~o~~~.()Q . ..!~~_--2~ 
taxpayers'nd tn.e State. And for t1ili -reason the new dIrec49ll.~f 
the demand of the taxpayers and the State is the ocly fact -which~
necessarily disturbs the preceding equilibrium.l This implies 
variations, upward and downward, in the.. previous~Y .. J>revailing 
systeI? .0fI>~!~es; andthere~ore in all cas~. ~ere ~'ph~~<>lJ.1efta 
of_shifting, whether the tax affects all cItizens equally .or only a 
part of them, or whether the producers operate under ·conditions of 
monopoly or of free competition. a 

. - The "producerS' of goo.ds the demand for .and price of which 
have increased, shift the tax; the others feel its incidence, 

. But these phenomena are not definitiyo/ 
.j The student must be warned against the other char, which consists of assuming, tu . 

Q hypothesis, that demand remains the same. In making such an assumption, instead of 
avoid~ the impasse we merely add to the errors of the current theory an error of 
ecQnomic ·Iogic; ain~e it is not permissible to carry the method of abstraction to the 
point of abstracting from the conditions that constitute the problem. And the problem, 
according to our argument, arises from the fact that the tax necessarily modifies demand 
and leaves supply unchanged. -... 

Moreover, this hypothesis cannot be justified by the consideration that to the in
creased demand of private individuals it is necessary to add the increased demand of the 
State, so that the total amount is the same. . 
" It is not a' question here of the total amount, which consists of and remains 100 

I5bshels of grain; it is a question rather of the different distribution that is made of this 
sum as between the private goods demanded before the imposition of the tax and the 
public goods that are added later. 

a As a sort of curiosity mention may be made here, incidentally, of the distinction 
that has sometimes been made between a personal tax on total income and a real tilx 
that strikes a part of the income at the source. Thus, for example, there may be a 
single tax which strikes the entire income of 100,000 that the taxpayer derives from . 
the sale of the grain he produces, the hats he manufactures, the lessons he gives, and 
the houses he rents; or there may be four distinct taxes - one of which strikes the 
income from ~d, another industrial income, a third professional income, and a fourth 
from buildings. 
. Now it is alleged that, in the first case, the tax ~ll not be shifted, because the tax
pBfer is taxed on the whole of his income and does not know whether he must increase 
the price of the grain, or of the hats, or of the lessons, or of the houses; whereas it is shifted 
in the second case. 

There is a difference between the two cases if one starts from the erroneous idea 
that the first person to react to the tax is the producer. But if, in conformity with our 
theory,the first to move is the consumer, the producer will not be slow to learn in which 
direction the new demand is going - toward the grain or the hats or the lessons or the 
house; and thus the supposed difference disappears entirely. 

It may also be observed that the hypothetical example of a personal tax on total 
income is realized in actual life in the case of the tax on land, which in fact strikes an 
income consisting of various commodities:. grain, cattle, oil, wine, etc • 
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§IO 
\This firsf stage is immediate'ly followed by the new distribution 

of productive services which is effected in order to adapt the supply 
to the new demand curvesl 

It is in this second stage that we come to deal with the\(lction of 
the producers who, by increasing the supply of goods the demand· 
for which has increased, and diminishing the supply of goods the 
demand for which has decreased, reach -the new equilibrium, the' 
criterion of which is the equalization of profite;. 

This movement tow3rd the new equilibrium, or toward the 
return. to the old equilibrium, will be examined, first -of all, in the 
light of the two fundamental cases of value: the case offree,co~pe~-
tio~.and that9f..m9~opoly. ,--- - - _-
-On the abstract hypothesis of free competition the following 
results' will be realized: first, -the producers who, as a result of 
incr~ed demand, have shifted the tax will'~«:nd ~Q ~~~e~~"p!.QQ1,!c
tion; te,.c.2.!!.4~thep!,Od~cers who,-as a re8UIt o'rdecL~ed de~~d,have 
borne the incidence oftlieIai-WillkndlO decrease their ownpiodqc
tion, traIiSreiring their actiVitiesJg . .industrieS oftlie fustgroup; third, 
neW savings aitd newlaboui-power, aithey become available, will 
strengthen the two-fold movement of the first and the second groups/, 

To be sure, this process of readjustment of supply to demand 
requires more or less time, and meets obstacles of various sorts and' 
resistant forces of more or less strength. 't'!ere are a number of 
frictional' forces the examination of which would require very q,etailed 
analysis; much depends, for example, upon whether in thcf enter
prise which feels the incidence of the tax there is more fixed capital, 
which is difficult to disinvest, or circulating capital, which may be 
disinvested rapidly; whether the enterprise operates under increasing 
or decreasing costs; whethe'rthe gOods involved are subject to an 
elastic or an inelastic deman~; hether the incomes involved are 
fixed or variable, and so forth 

Nevertheless, the general amework of the theory'permits us to 
say thaf..jn the case of free compention tfiere will bea return to an 
equilibriilin in which the phenomena of temporary_s~~~,~~L~f 
tem~JngdCAcewill _be: _ .~~~d~ the future, leaving intact, 
however, the gain that will have been IDide1n the meantime' by one 
group and the loss that will have been suffered by another/ 
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§II 

The case of monopoly, to whi.ch we now pass, may, for purposes 
of discussion, be tieated jointly with the case of land rent, which, 
moreover, is nowadays considered as a general case applicable to a 
~eat number of analogous phenomena. 

In both cases - but for different reasons - there is a difference 
between the varying cost per unit of the goods produced and their 
single sale price. This difference gives a' rent to the non-marginal 
producers ,and an extra profit to the monopolist. 

Now the current theory holds that a tax, when it does not exceed 
this difference, falls on the::" taxpayer, since the latter does not find it 
profitable to move to industries operating under free competition, 
the ordinary profits of which are also affected by the same tax. 

But this' conclusion, which is reached when the phenomenon is 
considered from the point of view of the producer and the tax is 
regarded as representing a net decrease in profits, is modified if the 
problem is studied from the point of view of the cons~mer. 

In fact, if we ,examine first th~ case ofland rent, we may assume 
that, afta the tax is imposed, and because ofit, the State and private; 
individuals intensify their demand for grain, thereby raising its price. 
The producers of grain shift the tax-burden, in whole or in part. But 
then, at a second stage of the process, the increase in rent will act as ' 
an inducement to cultivate less fertile marginalland$, or to cultivate 
grain more intensively at increasing cost. There will be an increase 
in production and a consequent decrease in the new pri~e of grain. 
Within certain limits; therefore, the first shift tends to be neutralized. 
It will not, "however, be completely neutralized; because the new 
grain'is produced at; higher costs and the price of grain will not be 
able to fall below these higher costs, and will not be able wholly to 
eliminate the increase in rent which was the result of the increase in 
price. 'Instead, therefore, of holding 'that there is no shifting in the 
case arrent, it must be said that"the shift which is brought about as 
a result of the tax, because of the increased demand for grain, tends 
in some measure to be stabilized. 
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§ 12 

For the same reasons\it has been denied that a monopolist can 
shift a tax, when the lat~r merely impai~ monopoly profit, and 
leaves tlte ordinary profit untouched. 

~ccording to our theory, on the other hand, shifting may take 
place in favour of the monopolist if the State.or private individuals, 
as a result of the tax, increase their demand for the goods that he 
produces!} , ' 

Let US see more in detail how this comes about. It is a common
place .that the monopolist decides the extent of supply, that the 
price increases in proportion as he decreases supply, and that he 
will bring to the market that quantity of merchandise which, 
multiplied by the corresponding price, assures him the maximum 
profit. If we suppose that he can carry on production within the 
range represented by a maximum of 10 units and a minimum of I, 

that he prodflces at ~ constant cost per unit of 2, that the price per 
unit ranges from a minimum of 3 to a maximum of 12, and finally 
that the S.tate imposes a tax of 10 per cent on net income, we may' 
compile the following familiar table, which will serve as a basis for 
our discussion. 

. U"iu Total Price Groll NtJt NtJt receipt, ofter ded/lction 
for ,ale COlt per unit reeeipu receipu of to:le of 10 per cent -

10 20 3 30 10 9 
9 18 4 36 18 16'20 
8 16 5 40 24 21'60 
7 14 6 42 28 25'20 
6 1.2 7 42 go 27 
5f II °7"5° 41"25 30'25 27"225 
5 10 8 40 go 27 
4 8 9 g6 28 25'20 
3 6 10 30 24 21'60 
2 4- II 2~ 18 16'20 
I 2 12 12 10 9 
From this, table it will be seen that the monopolist, by selling 

51 units at the: price of 7i, realizes a ·net profi.t of 30'25 before the 
deduction of the tax, and a net gain of 27'225 after the deduction of 
the tax. The two profits are the maximum obtainable either before 
or after the imposition of the tax. 
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It is usually concluded, on this account, that the monopolist 
bears the burden of the tail:, ' 

. We know, however, thltt thiswould be true only on the hypothesis 
ili.at the tax does not modify the dem~!ld..cu!Y.~_ of J>!:!V:~~!!lc!i-

, V1d~~!~. ~!l(LQLthe~ State, But such an hypotheslS,even if It may 
'conform to reality iri~soine exceptional cases, cannot be accepted as a 
general one; .hence it is neceSsary to take account of the two other ' 
possible cases: Q.ameIy; the case in which the price per unit rises from 
3 to 4, and' that in which it falls to 2, 

If the price rises from 3 to 4, the table given above is modified as 
follows: 

Units Total . Gross, Net 
for sale cost receipts. receipts 

~o 20 40 20 
9 18 45 27 
8 16 48 32 
7 14 49 35 
6 I2 

51 II 
48 36 
46'75 35'75 

5 10 45 35 
4 8 40 .32 
3 6 33 27 

Units Total Price Gross Net Net receipts tifter deduction 
for sale cost .per mait receipts receipts of tax of 10 per cent 

10 20 '2 20 0 0 
9 18 3 '27 9 8'10 
8 16 4 32 16 14'40 
7 14 5 35 21 18'90 
6 12 6 36 24 2I'6~ 
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Net . N~t ,.euipts after deduction 
,.eceipts of ta% of 10 per cent 

Units Total Price GrOll 

for .ale co.t per unit ,.eceipts 

51 II 6'50 35'75 24'75 22'275 
5 ro 7 35 25 22:50 
4- 8 8 32 24 21"60 
3 6 9 27 21 18'90 
2 4 10 20 16 14'40 
I 2 II 21 '9 8'II 
It will be seen that even in this second case the. monopolist has an 

interest in moving from his previous equilibrium position, because 
by Pa.ssinlVroin.51 units to 5, he in part makes up for the tax. There
fore, eve~hen there is a'decrease in the price pfthe goods subjected 
to the decreased demand, the monopolist meets the decreased 
demand by reducing supply and increasing the price, and thus shifts 
part of the tax,) . '. . 

The matter. ortaxshifting.is not at all exhausted by this analysis; 
many ()therquesti6nsre~ain to,pe,CJiamined,We have discussed 
the problem of shifti,ng. o~the;'.assUInption . that the monopolist 
produces at constant costs~ ther~ is also the. caSe of the monopolist 
who prod~cesat.increasingor.d~creasingcosts,Thereis the case of 
a tax that strikes gross income rather than net income, or. th~t is 
levied according to the number.,ofunits of goodS sold rather than 
according to their value, 'But these are quest,ions for detailed analysis 
giving rise to a series of corollariesthestudyof\VhiCh carries us into. 
the field of e~onomic £beory,: .' .. ,... .... . .' . 

Our primary pUrpose haSbeeD. ~o demonsti'ate:'the'general truth 
that the introduction or a . tax ahvays glves:riseto phenom~Iia' of 
shifting, . . 

§13 

The Shifting' of indir(ct' Taxes 

:We have been concerned up to this point with-the.type of tax 
that is' commensurate with, the income of the producer:, and have 
thus outlined .. the theory of the shifting of direct taxes. /. ' . . 

''We may now pass to the second case-namely; that of the type.of 
tax )hat is commensurate with "the value of the goods that the con
sumer buys- that 'is, the case of indired:" taxes,! 
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Let us assume, then, that a tax on wine, 'coffee, tobacco, sugar, 
etc., is imposed for the purpose of affecting the income of the 
(consumer, who is subject to the tax. . 

... ~ow it often happens that, in fact, the ta~ is paid or anticipated 
by the importer or manufacturer, who automatically includes it in 
the price of the goods affected and makes up for it at the expense of 

. the buyet. / . ' 
~his...ltmbursement is considered. by current theory as the ~ase 

that constitutes the problem of the shifting of indirect taxes; but 
this is an error the nature of which is almost self-evident./ 
\ The manufacturer of sugar, for example, pays the direct tax on his 

industrial income, which may be related, as has already been pointed 
out, to the quantity of sugar he produces; he is then called on to pay 
a manufacturer's tax1 on this same .quantity of sugar that he pro.: 
duces; but this second tax is not added to or identified with the first. 
The sugar manufacturer pays, on his own account, only the direct 
tax with respect to which he is the de jure taxpayer, and he advanCe!! 
the manufacturer's tax to the Treasury on behalf of' the consumer 
who is the de jure taxpayer with respect to this tax./, 

'\fIence, one may speak of the relationship between manufacturer 
and consumer as invo~ving 'shifting' only in a boox-keeping sense; it 
does not involve any economic phenomena of shifting . 

. The latter can begin only with the consumer, after he has bought' 
the merchandise and has paid or rdmbursed the seller for the tax; 

If, then, we start from the proposition that a tax on the consump
tion of grain' and coffee is nothing but a tax on the income of the 
consumer of grain and' coffee, the tax will be paid in its entirety if, or 
in so far as, the taxpayer devotes a larger part of his income to buying 
the same quantity of grain and coffee as he bought before. This 
excess price, which is erroneously regarded as a phenomenon of 
shifting from the producer to the consumer is, instead, the tax ~hich 
is owed by the latter.' 

1 [Italian: imposta di fabbricazicme - Translator's note] 
I A confirmation of this - if indeed such confirmation is required - may be found 

in the legislative improvements which tend more and more to relieve the manufacturer 
of the burden and risk of advancing the taxes by making the moment of collection 
coincide with the moment at which the consumei' makes his purchase. 
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Now, the indirect tax is absorbed into the current price of the 
commodity affected and raises that price by the amount of the tax. 
In the light pi thi& increase in price, consumption may de~e.' To 
the~eitent'()-wnidllhe-taxpllyer"reQuces 'ills" consumption, . the:. 
incidence of the tax falls on him; but at the same time, as far as the 
Treasury is concernea,n~3S~apes the tax. No phenomenon of 
shifting has ,iJiUifarbeen involved. 

It shquld be remembered that the indirect tax is a debt charged 
ag~nst the income produced by the consumer, not again~t con
sumption; it is a debt that is collec~ed at the.mo~ent andjidhe act 
of.!:on!~!!.lp!i,~n.l Hence, if the taxpayer restricts his consumption, 
he fails to pay the whole of his debt. , 
, The tax is a compulsory payment; hence it carries with it the 

logical consequence that consumption also must be, to some extent, 
compulsory. A characteristic illustration, in this connection, is pro
vided by the old octroi on salt, which was supplemented by the 
obligation of every family to buy a given quantity of salt annually. 

We no longer have recourse to this anti-economic form of com
pulsion;' nevertheless we must prevent the taxpayer from il;VQiding 
the payment of the tax. The method for accomplishing this purpose 
would be to levy' on all goods and services, without exception, the 
same tax on consumption -: for example, a tax of 10 per cent of the 
value of all goods and services; sin,ce the taxpayer would then be 
unable to evade the tax and at the si\nie time remains free to distri
bute his disposable incdtne according to the principle of the equaliza,. 
tion of marginal satisfactions. 

It is only by proceeding on this hypothesis that we c~n discuss 
the phenomenon of shifting from the theoretical point of view, thus 
abstracting, at least for the present, from the disturbing element of 
evasion. 

If we hold fast to this- assumption, it will be clearly seen that a 
direct tax of 10 per cent on net income is equal to an indirect tax of 
10 per cent on the value of all consumption goods. In both cases, 

, 1 cr. Book II, chap. Ill, § 2, § 8 and passim. ' 
, It i. anti-economic: because it prevents the taxpayer from distributing his income 

according to the principle of the equalization of hi, marginalutisfac:tions. 
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at the moms:nt the tax is levied, the supply. remains what it was. 
The taxpayer owes the State, in each case, 10 pei cent ofhis income. 
Under direct taxation he pays the State 10 per cent of his income
that is, he turns over to the State a tenth of the gOods he produces; 

. under indirect taxation he pays the State 10 per cent of his income as 
he spends it.- that is, in the ultimate analysis, he turns over to the 
State a tenth part of the coffee, grain, and wine that he buys. 

He has left, in each case, 90 per cent ofhis former income, which 
he must distribute anew, and in a different way, among the goods 
~ntering into his private consumption. But to distribute $90 among 
goods the price of which has not increased because of indirect taxes 
is the same thing as to distribute $ 100 among goods whose price has 
increased by 10 per centas a result of indirect taxes. In either case, 
.he will make this new~istribution freely; but this means that he will 
have to change his previous demand cUrve. 

There is in addition, however, the new demand for private goods 
, which the State. will.exe.rt \n USl. 'ngthe proceeds from the tax. 

From this it followsthl!t\..the old equilibrium is disturbed by the 
new direction given tq the demand of private individuals and of the 
State; this, In turn, gives rise to changes, upward and downward, in 
the system of pnces previously prevailing and therefore, of necessity, 
to phenomena of shifting, which will be followed by the reaction of 
the producers in their attempt to reach the new equilibrium. 

To sum up: the theory of shifting which we have studied for direct 
taXation is also valid, mutatis mutandis, for indirect taxatioI}l' 

§ 16 

We now pass to the more complex ~oricrete phenomenon, and 
introduce the element of evasion, from which we had abstracted. It 
is here that a ·theoretical difference arises, depenqing upon whether 
we are dealing with direct or indirect taxation/ 
"'ZThe hypothesis of levying consumption taxes on all goods and 

pri'Vate services, without exception., cannot be realized in practice, 
as we shall see later. 1 Taxes on consumption must be limited to 'a 
group of goods. If we reason on the basis of this new hypothesis, it 
follows that, under direct taxation, the taxpayer who does not succeed 
in shifting the tax distributeS the rest ofhis available income among' 

1 Cf. Book IV, chap. I, § 3. 
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the various items included in his private consumption s9lely accord
ing to the principle of t4e equalization of his marginal satisfactions, 
and thus obtains maximum satisfaction.) On the other hand, the 
indirect tax on consumption, which is limited to a group of goods, 
creates per se an inducement to reduce preferably the consumption of 
the goods affected by ths. tax, b~cause such a reduction permits the 
consumer to avoid the'tax. That is, it compensates him, to some 
extent, Cor the sacrifice of the anti-economic contraction of consump
tion, and leaves him a margin within which evasion is possi~ 

The possibility of evasion, therefore, artificially. disturbs ...... other 
conditions' being equal-.the taxpayer's equilibrium of margina'i 
satisfactions and diminishes the Treasury's revenue. 

The Forces of Friction 

IWhat has' been said about the' economic distribution of taxes 
allows us to bring out the following truth: the action of those' 
economic forces which are set in motion by the juridical distribution 
of taxes tends toward an equilibrium which does not differ from that 
which would be brought about by the naturaIplay of the oper:ating 
forces in the field of Private Economics. 

From this follow two corollaries: 
I. The action of economic forces,..if they are to break down a 

juridical distribution which has not taken account of them, must,as 
a rule, overcome a series of obstacles - that is, amass-of forces of 
friction. Hence the phenomena of shifting, of diffusion, of evasion, 
and of elision or consolidation of the tax require more or less time 
to be realized completely. Equilibrium is established only after the 
lap!;e of a cer.tain period of time, during which the juridical distribu
tion may fully attain its incidental ends. 
. If, for example,the law exempts wages and burdens profits by 
the same amount, the wage-earner will enjoy exemption from taxa
tion until the new equilibrium between profits and wages is re-' 
established. So, also, all confiscatory taxes which are levied only 
once are not subject to control by rectifying economic forces.
Suppose, for example, that the legislator proposes a partial expro;' 
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priation of large fortun.es by means of a sharply progressive tax. He 
will accomplish his purpose' completely, except that there will be a 
return to the old equilibrium so far as concerns new saving, new 
.production, new purchasers and proprietors, and new generations .. 

The forces of friction, then, operate in favour of a juridical 
distribution which is carried out in opposition to the natural play of 
economic forces; and they are on that account a factor of great 
,theoretical and practical importance, from which we cannot abstract 
in the study of problems in taxation. 

~. An analogous, though opposite, case is found when the legis
latordoes not propose to obtain a juridical distribution that is 
different from the economic distribution, but actually relies upon the 
play of economic forces to obtain. the distribution he desires. . 

There are several examples of this. There is the case of the sjngle 
tax, by which the legislator hopes to obtain the financial require
ments of the State from one or from only a few categories of income, 
leaving to shifting and to diffusion the task of distributing the tax
burden among all incomes not directly affected by the tax. Another 
example is to be found in the practice of regarding as superfluous 
the periodical appraisals of taxable income in order to equalize the 
tax periodically, on the ground that the natural play of economic 
forces in fact constantly operates to bring about equalization. . 

Such reasoning is wrong, however, because it does not take 
account of the forces of friction, which 'Cause the processes of shifting, 
diffusion, and evasion of'taxes to be long-continued, difficult, un
equal, and partial, and therefore keep alive ineqUalities which the 
legislator does not desire. 

Nevertheless, there are two cases ofinevitable inequality to which 
attention should be called, in connection with the ideas just dis
cussed. One is that of inequality as between visible wealth, which is 
always fully taxed, and invisible wealth, which avoids taxation. 
Lands and houses comprise ~e first; the professions in general com
prise the second. Equalization of taxes as between these two cate
gories of taxpayers is impossible ope legis; economic forces come to 
the rescue in so far as savings and human effort pass from agri
.cultural to professional occupations, until such time as, through a 
discounting of tPe tax, on the one. hand, and,of the freedom from 
taxation, on the other, the compensations oftbe two types ofoccupa
tion will be, equalized. 
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The other case consists of duplications in taxation which result 
in a greater tax-burden in those instances in which duplication can
not be avoided. The distribution of savings among all possible 
investments takes account of the tax and - given sufficient time
re-establishes equilibrium.· 

From what has been said we may obtain .the following guiding 
principle in tax-policy: .the distribution of taxes mUst be made, from 
the first moment, in such a way as not to disturb or to disturb as 
little as possible the existing economic equilibrium. Only after 
having exhausted all means of avoiding inequalities can one entrust 
to the natural play of economic forces the task of ironing out those 
remaining inequalities which the law has not been able to remove. 



CHAPTER. V 

JURIDICAL DISTRIBUTION OFTAXES . 
Summary: The principle of the equality of all citizens before the law in 

matters of taxation - Proportional and progressive taxation - Dis
tinctive characteristics 

S-I 
FR.OM the theory of shifting it follows that if other conditions 
remain the same, economic equilibrium is disturbed less by an equal 
and general tax on. all incomes than it is by. a higher tax levied on 
only a part of income. 

'1Jlls is the economic basis of the juridical and political principle 
that\:...all citizens are equal before the law in matters of taxation;)' 

This principle, which corresponds to the general sentiment of 
contemporary society, also Underlies the political constitutions 
of modern States; but, as is uSually the case with declarations of 
abstract and absolute rights, it does not have a concrete and positive 
content. It has, rather, the value of a critical and negative position 
in protest against certain historical forms of tax-exemption. -

It was, in fact, this principle that gave direction to the political 
struggle against the fiscal ~emptions enjoyed by the nobility under 
the old regime. Mtei the ancient fiscal privileges were abolished by 
the French -Revolution, the struggle continued to be waged against 
the possibility of the emergence of new privileges. 
~The principle finds expression in the following two canons: the 

umtiersaliry and the unifarmiry of taxation. 
The first means that no citizen who has an income may escape 

taxation; the second, that all those who ~joy a given income must 
be subjected to the same fiscal treatment) 

This may be illustrated by the provisTons of Italian positive law. 
For example, Article 25 of the Italian constitutionstat~ 
inhabitants of the realm, .without distinctio~ must share the buraens 
of the State in proportion to their wealthU 

Again, Article 10 of the law of 1864 with respect to the taxation 
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ofland states: f,All privileges and every special exemption from taxes 
on real property are abolished.' Similarly, the law with respect to 
the taxation of movable property states that 'every individual or. 
juristic person, whether citizen or alien, ~t pay taxeJl on. mov
able property owned within the State:J 

The exception made by these laws in .favour of lands and build
ings which are of domain character ·is not a privilege, because 
domain goods do not yield a private economic income. The patri
monial goods of the State, on the other hand, are correctly subject 
to taxation. 

A true form of privilege is that which preserves, as historical sur
vivals, certain forms of personal exemption - the civil list of the 
Crown and appanages, diplomatic representatives, etc. Another 
case of privilege which has been created and which has been develop~ 
ing under recent legislation is provided by the exemption allowed 

. in view of particular conditions, objectively stated. 
There are several types of exemption in Itali_an law, some of them 

recent, others represe,nting a survival from, an earlier period. Thus, 
soldiers in active service below the rank of commissioned officers are' 
exempt from taxation; so are mutual aid societies; still an'other 
example is that of the exemptions enjoyed by public officials and 
government enterprises. Finally, there is the case of temporary 
exemptions granted to infant industries. 

An attempt is made to justify such exemptions on the pretext that 
they are granted, not on behalf of certain individuals,but .in view of 
certain definite conditions, in which, it would seem, all citizens may 
find themselves, or into which they may voluntarily put themselves, 
and that therefore the juridical principle of equality is not violated. 

It remains J fact. nevertheless, that not all citizens find_theme. 
~elves in, or can put themselves into, these conditions; and that· if 
they could or did do so, the fiscal advantage of the exemptions would 
be annulled. 
\If we were to take account of the present state of ~egislation, the 

PrinciPlr£ equality would have to be represented by the following 
formula: Two individuals who are alike with respect to the amount 
o,-their . mes and with respect to the other conditions specified by the I 

law owe the same tax.~But this formula contains within itself 'a 
negation' of the princip~ since the law' can always introduce i:on~ 
ditions which, though providing an appearanc~", of generality, are 
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applicable to only a. few and thus conceal the element of privilege. 
. The cortect formula, therefore, is the rigid one that limits itself 

to d~c)aring that6wo individuals with equal incomes owe the same 
tax'1J.t goes withOut siying, as has already been observed, that this 
principle becomes politically operative in the form. of scientific 
criticism and political opposition, whenever the body of taxpayers 
resent the injustice involved in the lightening of the tax-burden of 
some 'group - .since this resolves itself into an increase in taxation 
for all the others - and resist; they cease their resistance when they 
have realized in practice the principle of equality in the rigid sense 
laid down above,'or an approximation to the principle in the rigid 
sense. Thereafter, ·the exceptions that remain and are accepted 
without protest are usually' cases of collective altruism. 

§2 

Having established the principle of equality in taxation, we come 
to a discussion of itS application in the system of proportional and 
progressive laxation. 

~: -V!?portio~al taxation exis~ when the perc.entage or rat~ of tax
anon IS the same for every urut or group ofuruts ...... or forevery group 

~>of ~hoo- into which individual income is divided. Progressive 
taxation, on the other hand, exists when, income being divided into 

; groups of $100, the rate or-percentage of taxation increases with the 
increase in income:\ . . 

It is not neces~ry, however, that the progression be geometric 
or arithmetic, or that it follow any other law of increase.Ot is 
enough that the tax should, in some way' and in some degree, 

. !>'Uggest uniformity of treatment and yet tum out to be more than 
proportional to the income received)" 

This generic conc~pt of progressfve taxation disposes of several 
superfluous criticisIns that encumber the ground.l'\Thus, it is not 
worth while bothering with the objection according to which pro
gressive taxation, if carried to extremes, absorbs practically the 
whole of income; since it is not necessary that progressive taxation 
should be carried to the point of absorbing the whole of income~ if 
,this is not the purpo~e of the legislatoJ9 On the other hand, even if 
progression stops half-way, it gives rise to the problem with which 
'we are concemed:'\fhe criticism in question is a reductio ad absurdum 
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which does not deStroy the principle of progressive taxation, but 
merely makes it necessary to, apply the principle correctly in con
crete casesl 

'the blost common concrete form of progressive taxation is that 
which is called degressive. l,Tnder this type of taxation the highest 
percentage is set for that given type of income on which it is intended 
to exert the most pressure; from this point on, the rate,is applied 
proportionally on higher incomes and decreasingly on lower incomes, 
falling to zero on the lowest incomes/as we shall see below. 

\ Included in the concept of progressive taxation is the inversely 
progressive tax, which existS whenever the tax strikes the smaller 
incomes relatively more heavily than the higher ones/ An example 
is to be found. in the system of taxation that p~eceded the French 
Revolution, in so far as that system, taken as a whole, was conscioU$ly. 
intended to put the burden on the less well~tc;Hlo classes. 

1)t is clear, in the light of what has beeJlsaid, that~n example of 
progressive taxation does not exist when progression 15 adopted. in: 
order to comperuate .the smaller incomes for the inversely -propor
tional burden which they bear in the form of indirect taxes on con
.umption. 'One may not speak, in such a case, of progressive taxation, 
.ince the intention is to bring about, in the end, a proportional 
distribution of taxation! • 

Having defined tlle general concepts represented, by the two 
systems of taxation, we may QCamine some of their spe£ific charac
teristics~e proportional tax is a real tax; the progressive 1s a 
personal tax/.J1iese words are ~ be understood !n the sense that the 
~roportiona.l tax is levied directly on things, on goods, without taking 
account of the person who owns thenlf'the Treasury directs its atten
tion to the wealth affected and considers the proprietor, or his 
repreientative, merely as the intermediary throulth whom the pay-
ment is made. . 

\The percentage of the total income of the community which is 
needed to cover the needs of the State is applied to the income of 
each individual and to the various c~mponents of individual iIico~¥ 
'l This ~ not the ~as~ wi~ respect to progres!live ~axation. 'l?e 

latter levIes upon different mcomes tax-rates that differ according 
to the size of the incomes, - that is, a.ccording tq the income-group in 
which the person receiving the income falls. The State does not 
strike }he whole -income, ot each part of income, with objective 
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equality; on the contrary, it takes account 'of the position of the 
income-recipient as an individu~~ sutnming\ up, . for this purpose, 
'all the forms of income that accrue to him ata given moment. The 
same piece' of property pays a different tax according as' it belongs 
to a ri~h, a less rich, or' a p'oor ~~. . . '. 
'Which of the two systems re.alizes t~, pnnclple of equality of all 

citizens. before the law in matters of taXation? / 
This is the. rather vague way in whicll the problem of propor

tional and progressive taxation has been posed. 
'(""Of the a.ttempts which have thus far been made to solve this 
p~lem, the oneS' that are of some scientific value are those that 
seek to relate the two systems to the theory. of value. Thus, some 
believe that they have demonstrated the validity of the proportional 
.system by treating it as a corollary of the theory of objective value .:.... 
that is, of economic equivalence. Others.thlnk they.have demonstrated 
the validity of the progressive system by treating it as a corollary of 
the theory of subjective value - that is, of the equali!y of sacrijice1. 

As can be. seen, in both cases what is involved is a qu~tioif of 
equality. 
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CHAPTER VI 

ECONOMIC THE9RY OF PROPORTIONAL 
AND PROGRESSIV~ TAXA,TION 

Summary: Economic theory of proportiomil taxation and the criticism 
thereof - Economic,theory of progressive taxation - Criticism of the 
principle of equality of sacrifice - Is it true that the importance 
attached to successive increments of income by the recipient thereof 
decreases with each increment? -:- The question of inheritance and 
.of productive factors obtained without cost - Conclusion 

"§I 

, LET us begin with Pt.Qporti~~al taxation.\Jf we start from the two 
premises already expou~ed - namdy, (a)f"that the consumption of 
general public strvices~aries d.i!ecdy with'lndiyidual income, and 
(b) that all citizens are equal before the law in matters of taxation -
it would seem possible to deduce imtnediately the principle of pro-
portional taxationl' _ 
, In other wordS, if it isassufued ~at Brown, with an income of 
10,000, consumes 100 units of publiC; goods, and that Smith~ with 
an income ten ti~ larger, conSumes ten. times as much, it seems 
obvious that he must also pay ten times as much in taxes as Brown. 

The reasoning thus used with respect to the two taxpayers is the 
same as that used within the field of Private Ecol!omics with respect 
to two consumers, one of whom buys two pounds, of bread and the 
other one pound, the first being called upon to pay twice as much as 

, the second. ' 
~ But the a~alogy does not hOld(It containS an error in economic 
logic, in so far as it takes for grarit~ what really would have to be 
demonstrated - namdy, the assumption that.the State, like a private 
enterprise, operates under the pFinciple of the 'single price,i:! When 
it is stated that Smith must pay ten 'times as much as Brown, because 
he consumes ten times as much public services as Brown, it is taken 
for granted that the two must pay the same price for every unit of 
pubJic goods demanded and consumed. 

; Now. the single price is not a necessary feature of\he financial c_ . 
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policy of the State, which ~ monopolistic,' as it is a necessary feature 
of ,.private enterprise when. conditions of free competition prevail . ..:. 

,1..._The single price is a necess~ry r~lt of the forces which operate 
when sellers and buyers compet~ The action of these forces 
eliminates different subjective appraIsals, from which, also, different 
prices may arise, if the competitive regime is transformed into a 
mOJlopolistic one., 
Xn the financial policy of the State, however, which is at once 

monopolistic and authoritarian, the forces that lead to the establish
ment of a si~gle price are not necessarily operative. The State, in 
greater measure than any private monopolistic enterprise, is in a 
pos~tion to practise the policy of manifold priceV' . 
\For this reason, if we retain the assumptioii~ that each cidzen 

consumes general public services in proportion to his income, it does 
not follow that proportional taxation is wh~t is called for. There is 
missing the ihtermediate link which isrepresentep by the assumption 
of a single prlce~) . 

lIence the ptfuciple of objective value or of econOmic equivalence 
, does not explain proportional taxatioll~ 

§2 

);:'rhepos~iDi1ity of paying ,different prices for, the, same Unitslb ,1 
pu'1iIic goods is the ~ht ge.!!.~r~£~Il4J1!on for...p~9gr~~~~~~tlQ.n, ' 

,Indeed, the latter exists when - granting that the consumpt on 
of public goods is proportional to 'income ~! is assumed that the 
possessors of larger incomes are willing and ite therefore called on 
to pay, for each unit of consumpt,ion, a higher price per unitY 

This summary statement of the problem contains~everal Jump-
tion1that will now be discussed. ' , \ 
, ? First pf alL let us admit that when the, system or proportioqal 
taxation - that is, the system of the single price ~ prevails, con-
iumers'rents are established in favour of some taxpayers. From this 

)first presumption m~y legitimately be derived another - u.ams!y, 
that these.taxpayers are willirtg'to pay different and higher prices 
per unit th'an are the taxpayers who do not enjoy a consumer's rent. 
(l Let us also concede that the State .. through a shrewd policy ,of 

{TPiB theory or criticism of proportional taxation may be,fou,nd completely for," 
mutated in the mimeographed notes of my lectures from 1887 Olio 
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manifold prices, may well appropriate t~~ c,Qnsumen' r~nts of these 
taxpayen for the benelit of the comm~tJ. ; 

Yet, if these are the preliminary conditions which make it 
possible to speak of progressive tuation, they do not constitute the 

,problem of progressive ~ation. \:rbs!att_~pposes that the 'rent' 
enjoyed by II consumer depends only on the SlZe of his income; 'that 
the readiness of the taxpayer to pay different prices increases uni~ 
formly with the increase of his income; and furthermore, that it 
increases equally for all taxpayen~"'} • -

<:the validity of these assumptnf'ns must be demonstratecD And 
the demonstratio~onsists in(measuring the greater or lesser willing- _ 
ness of the.. taxpayen to pay increasing prices per unit for public 
goo&, according to the urgency of the private wants that they satisfy 
with their different incomes:, the possessor of a hig~ income satisfies 
wants which are less urgent than those which aTe satisfied by one 
who has a mOdest Vu:om9 - . 

It was once' common to speak pfa division of wants into necessary, 
useful, and superlluou8 wants; now we speak of a, scale of wants 
decreasing in urgency. In apy case; however(st'u held ihat the 
degree of urgency decreases:uniforml.J with the Inqiease in income. 
Thus, from the postulate of the decreasing intert"ity of wants is 
de,rived the corollary' that a proportional levy on incdrn~ imposes on 
the possessor of the larger income a sacrifice whic)! is less than pro. 
portional to that Unposed on the possessor of die lower incomO' ~ , 

Given two individuals, Brown and Smith, ,with incomes, rc-, 
speciively, of 10,000 and -100,000, a proportional tax of 10 per 100 

would take away 1000 from Brown and 10,000 from Smith, -leaving 
the former with an income of 9000., and the latter With one of 90,000. 

Brown will then have to renounce the satisfaction of private wants· 
which are relativel, mote urgent than those which Smith 'will have 
to renounce.~rom this follows the conclusion: the tax must be more 
than proportibnal- that is, progressive in relation to income- if it is 
desired that the tax be proportional to the sacrifice of eacnindividuall 

Thus far the theory. In order to discuSs it, let us continue with the 
reasoning and sec what further'=omequences'may be drawn from it~ 

Keeping ~rown's tax at 10 per cent, let Smith's be raised to 20, 

then to go, and then to 50 p~r cept; his residual ineomes of 80,000, 

70,000, and 50,000, respectively, will .till permit him to satisfy 
wants which are relatively lesl urgent than those satisfied by Brown. 
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proceeding on the same logical basis, we come to the conclusion that 
only if a tax.·of 10 per cent is levied OQ the'income of Brown, and 
one ofgl per cent on thatofSmith, will it be possible to say that the 
con~umption of the two individuals haS been equalized. ) 

.[H~n~e, if this were the way in w~ich ,the princip\e of subjective 
eq~hty ought to be understood,lt would logically lead to the 
objective equality o(it;lcomesJ . 

<Sufnot .aU those who support the piin~iple of progressive tax-
ation commit. fh!.s error, or intend to obtain this result.> . 

§3 
~quality of sacrifice is not the same thing as equality of fortunes. 

The error in logic that is made by most writers lies precisely in jump
i~g trom the theory of equality of sacrifice - which is derived from 
the theory of subj~~ value-to the theory of the equality in the dis
tribution of we~th, wh!chis deriv~d fr. o~~e theqry of objective ~aluel 
. Now, for purpoJles ,of theory, w1!at 15 lmportant, above all, 15 tha£' 
the two principles snould not be confused. They a:.re two absolutely 
different concepts, also corresponding· to two distinct goals, which 
pr,ogessive taxation may set for itself. i 
~rogressive taxation may, indeed, be considered as a means for 

correcting tlJ.e natural inequality in the distribution of private wealth, 
by pr~venting the accumulation of such wealth. beyond a-given maxi
mum~_and encouraging accumulation up to a given minim~ 

Or, far from proposing an equal distributil'>n of wealth~t'may 
recognize all the economic stimuli which in one way or· ahother 
impel men to increase their wealth, and all the de facto conditions 
which, in different ways, assist them in obtaining wealth. Hence it 
may accept the fact that wealth is ~nequally distributed; but, holding 
that the sacrifice involved in the payment of taxes ilmversely pro
portional to accumulated wealth, it may seek a tax that will be pro
pOrtloll!l1 to the pain or sacrifice experienced by the taxpayers. 'The 
rich man is 'willing to pay prices that inirease uniformly with the increase 
in his income.'l This -is th«; fundamental concept underlying the 
d~ctrine; and it is clear that,· if th<! taxpayer is w1lling to pay the 
higher. price, the ince~e to increase production,. savings, and 
wealth, is not r6trainedtf .' . 

1 This is a different thing from saying and recognizing that in certai.,( definite casu 
invQlving a bmefit to certain definite people the rich man w willing to pay for these 
persons. (See Chapter VII immediately following.) 
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'In the light of this analysis, a formal and concrete difference may 
be said to exist betweeo ~e'{wo theories. ;~e one ..... i~volving a 
tendency toward' the levelling of fortunes -15 not afraId· to push 
progression to the point of absorbing the larger estates entirely. The 
other - that o( equality of sacrifice - tends, to be sure, to distribute 
the load oft4ation progressively, but wishes to do thi,!Ii such a"way 
as not to prevent the indefinite increase of private fortun¥:FroIll this 
it is an eDlpirical but 10glcal step to transfOJ:m a progressive system of 
taxation into a system that is proportional beyond a given limit which 
is fixed at the discretion of the legislator. 

The fundamental difference between the two aims does not make 
it impossible that, at given historical moments, the sponsors of a ,pro
gramme of equalizing the distribution of wealth and the sponsors of 
the principJ.e of equality of sacrifice may work together, at least for 
part of the way. In politics. the two aims1iiay..pe joined,. but in 
theory they correspond to tWo distinct pr!nciples. 

We shall examine later the theory of progressive taxation,'which 
proposes the levelling offortunes or in any case a modification of the 
natu13l1 distribution of wealth, and which has a social' or political 
charaGter. It is more important, at this point, to clarify the economic 
principle of equalitt of sacrifice, when this principle is correctly 
understood. , 

Since we wish to pass step by step from the major arguments to 
the minor ones, let us first make all necessary concessions ,with 
respect to the decreasing scale of yants and the consequent readine~ 
of the taxpay~ to pay taxes representing uniformly increasing per
centages ofhifincome. Even on this hypothesis, we do not 'overcome 
the fundamental ~fficulty - namely, that ~he principle ot" subjective 
value does not allow comparisons of sensibility -:-: whether to pain or 
pleasure,sacrifice or enjoyment - as between different ,individua~:' 

'The element~ry ~rinciple on whifh lhis structure' is'built is t~at 
for each indi~dualLflecreasing importanc~ is attached to successive 
increments of income~ (But this principle,) assumi~g that it is true, 

'.is true on condition that one confines oneself to'the . budget of each 
separate individual; only then ~uld it be concluded that one is 
willing to p~y lower rates on the first increments of his income and" 
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higher ones on the following increments~: And that, iIlltself, would 
be something.-' 

Nevertheless, in order to pass from this conclusion to progressive 
taxation, we must get out of the closed economy of an individual 
and make CQ,mparisons between diff~rent 'individua., 

. ~n fact, let us suppos~ that Brown, with an incomtff 10,000, is 
willing to pay the folloWIng tax-rates: 

. . . 
. on the . first 2000, 5 per cent, i.t. altogether 100 

,i ,,'following " 6 " " " 120 

."" " " 7 " . " " 140 
"" I, ,,8 " " " 160 

"" " "9,, " " 180 

• "Total inco~e 10,000 Total tax 700 

. Brown will ,pay 700 on an income of 10,000, distributed pro
gressively by percentages "from 5 to 9, which is equal to a propor-
'tional tax of 7 per cent. • 

Let us now consider the cases oftwo other taxpayers: Jones, with 
an income of 6000, and Smith, whose ih~ome is 16,000 •• Diyiding the 
incomes into groups ohooo,. we may construct two tables analogous 
to the preceding one. ' 

on the'. first 2000, 5 per cent, i.e. altogether 100 

" "following " 6 '" " u 120 • 
. "" " "7,, " " 140 

Total income 6000 Total tax 360 

This would, constitute a tax of 6 per cent on the total income. 
Smith would pay: ' 

on the first 2000~ 1) per cent, i.e. altogetlier 100 

" . " following " 6 " " " 120 

" .i " " 7 " " "J40 

" " u " 6'" " " J60 

" " " " •• "9." ". " J80 

" " " " 10 " " "" . 200 

" " ',. " U " " " 220 

" " " u " " u '40 

Total income 16,000 Tntal ta¥ J,360 
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This will be a tax of 8.5 per cent on the total income. 
Thus, a tax of 6 per .cent will be paid on an income of 6000, a 

tax of 7 per cent on 10,000, a tax. of 8.5 per cent on 16,000_ The 
progression seems to be the autwnafic result 0( the decreasing im- ~ 
portance that each taxpayer ~ttaches to the successiyP portions of 

-income witl)in his budget, wi.thout comparison with other individuals. 
But this is nbf.so; since in the example it is s~pposed that the decre~
ing scale -of sacrifice is .equal for all three taxpayers, whereas the 
theory of subjective value does not permit us to adopt such an hypo
thesis. On the contrary, it is more probable that the scales are 
different for each of the three. The example amounts to comparing 
the sacrifice of different in~viduals and measuring these sacrifices 
by JPe different levels of income. -
~en for the advocates of progressive taxation it is true that two 

indiVIduals receiving the same income owe the, same amount .in 
taxes. This is obvious on the basis of the-theory of objective value; 
but it is false oq the basis of the theory of subjective value; since, even 
if incomes are equal, $e pain or sacrifice of the two taxpayers may 
be aDd Usually is d#ferent. Nevertheless; it is this prpposition that 
underlies the' structure of progressive taxation.;) 

IAt this point it is already permis~ible 'to conclude !hat the 
priDCiple of equality of sacrifice, correctly mte~eted, does not 
demobstrate the validity of progressive taxatio~ And; strictly 
speaking, we might content ourselves with this negative conclusion,· 
just as we did in the case of the theory of objective economic 
equivalenc.e. 

. 
§5 

Nevertheless, It is well to push the analysis somewhat further; 
since the negative conclusion just stated says only that the marginal 
importance attached to·each new increment of income does not 
decrease uniforml1.for aU; it does not iny that it decreaSes for every
one in some measure. In other words the progressive principle would 
still have been demonstrated within e autonomous sphere of each 
individual economy, and its practical application would be impossible 
only because of the theoretical impossibility of comparing the 
autonomous progressive scales .fthe different taxpayers. and because 
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of the technical impossibility of establishing different progressive 
taxes for each individual.' . 

This' uncertainty and f'Ii1s logical gap 'in the analyjs follow from 
the acceptance as .an axiom 'of !,he principle thaNess subjective 
importance is attached to successive increments of income as income 
increases) ~ 

i,This principle~however, must be re-examined. '. it is usually 
formulated as follows: Given an income of a, certain size, its possessor 
values each successive increm~nt of it less than the preceding 
increment, because the degree of 'urgency of his. wants is 
decreasing. : 

Itshourd be:noted,first of all, that the income is treated as a 
given quantity and not as 'a' quantity that is produced, or that is 
inherited by its present. possessor; and therefore, while -it is put into 
relation with the decreasing scale of wants, it is not compared with 
the cost .of producing it by an expenditure of effort or of acquiring 
it without effort.:; .~he two cases must be kept separate. 

Let uS'suppose,'fiI1;t, that the given income has been,;produced by 
its owner. In ili.iS.case, everY increment of income produced includes 
an incremen~" ()f cost; and, in dealing with values, it is not possible 
to avoid a comparison l?etween the utilitarian appraisal of each 
successiv~ increment of income and the corresponding sacrifice 
which is represented by each successive increme:nt of cost.' , 
. ltvhatever the typeoflabour -whether it be manual or intellec-

.' tuat ..::..each :new unit of labour; or ()f risk, or 01 time, or of responsi
pility, or, in general; of effort directed 'to the production of a new 
unit of income, repreSen~ for the producer an increasing 'subjective 
sacrifice, while each successive unit. of consumption represents to him 
a decreasing satisfaction •. Every labour effort is, therefore, subject 
to the law of progressive exhaustion. And since the factor of labour 
is part of aU activity dIrected toward the production of goods and is 
the element of cost which.faroutweighs the otherelements,l!t may 
be seen from this what part of the increase of wealth is controlled by 
the principle of increasing sacrifice. Hence: for .the greater part of 
the incomes which are the frtrlt of the work of the present generation~ 
if the scale of human wants follows the . law of diminishing satisfac
tion, the production~fthe income itself follows the law of increasing 
sacrifice. We' know that everyone finds for himself the point which 
he regards as' equilibrium and at which he decides to stop .. Within 
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these limits it is not clear why the wealthier person, who has [pro
duced and produceS with increasing sacrifice, would be willing to 
pay in taxes rates or percentages which increase with the successive 
increments of income. 1 The proposition is not demonstrated. 

'"The relationship between . the decreasing satisfactions and the 
'corresponding increasing costs points to the idea of proportiomll 
taxation, and not of progressive taxation - to the concrete system of 
single price and not of manifold priceS) , 

§6 

Now, not all incomes are a fruit of the actu,allaQptltofihe 
recipients of the incomes. The typical,· if not the only, .. case Of this 
sort is that of inheritance. " 

. In this instance, wealth which was produced _' and saved at 
increasing costs by ~he past generation becomes more or less costless 
as far as the heir is concerned. Jurists presume that the heir carries 
on- the personality of , the dec~ased; but this presumption, which is 
valid in explaining formal relationships in law, and also economic; 
relationships of another sort, • is not vaUdwith respecto to the relation
ship between the heir and the deceased in the matter of satisfactions
and sacrifices; since, at the deatll oftl:J.e testator, th~re-cease$to be 
physiCal continuity between the.on~-.who has bbrn~ the.c.;ost :of pT9-
duction of the inheritanc!e and theonewJ;u)-useS,itQ.nly.Jo~ thc:,~a~ 
faction of his wants. Hence,f in the. case ofillherite!i wea1th~; as Jar 
as the heiris concerned, the tawofdecreasingmatginal vaillatirufis 
applicable; since, there being no cost of production as the_ Qiherterm 

1 There are those who, while accepting the principle of increasing marginal sacrifices 
for labour, deny it not only in some special cases, as,. for example, the very special case 
of the inventor, which we JIlIlY ignore, but also in the general case of saving. The 
man who saves begins to save at increasing costS; but theil, having assured himself of 
the maintenance of his present and prospective standard of living, which his habits 
prevent him from abandoning, he continues to save and to accumulate automaticaUy 
at constant or even decreasing cost, so that he justifies the popular saying that 'saving 
produces Baving'. . •. - , 

Even if we grant this point, we may note that the greater the amount of saving, 
the greater is the demand for labour, and hence: other things being equal, the more 
accentuated is the scale of increasing marginal sacrifice on the part of workers. Further" 
more, there is a decrease in the remuneration of the saver, and in this way, the decreas-
ing sacrifice which ultimately comes about.is discounted: " ..-. : 

• See 'Inheritance Taxes', Book IV, chap. v, § 71£ •. It goes without saying that 
the consideration stated in the text is only one of the elementsinvolv.e4 in -the 
complex phenomenon of inheritance. 
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ot comparison, the evaluation of the successive doses of the patrimony 
is measured only by the scale of intensity of wants, which is a de

" creasing one:) 
In any c~e, however, this circumstance must be limited to 

inheritancej it would be a mistake to extend the progressive principle 
from incomes-that have been inherited to those that are in the pro-
cess of formationiland for this reason the special consideration of 

. inherited incomeg.;could not, in and of itself, provide an adequate 
basis for the adoption of the general system of progressive -taxation. 

Nor is this all. i The second circumstance to which it is necessary 
to direct our attention is the relation between the ft1bjective marginal . 
valuation of income and the subjective marginal valu~tion of public 
services. For if it is maintained that tbA- taxpayer sets a decreasing 
valuation upon successive increments~wealth or~fincome, it is also 
necessary to maintain that he will set a decreasing valuation upon 
successive increments of public servicesj)he latter, as we have pointed 
out, being goods which are instrumentarin, and a necessary ~ondition . 
for, the production and the 'enjoyment of private income. In other 
words, if Brown values his second piece of property relatively less 
than the first, his third less than his' second, and so on, he will also 
value the second policeman who' insures his- possession of the second 
piece of property relatively less .than the first, the third less t)lan the 

, .. 
second, and so on. • . .. . 

It should be noted that the comparison of subjective value as 
between the. tax and public servic~ applies both to incomes in 
formation and to inherited incomes. This fact,of course, leads to 
a modification of the 4:onclusion stated above. ~ 

To sum up: after having examined the theory in all its aspects, 
we "may confirm the negative conclusion, thaa.<i'he principle of' 
equality of sacrifice, or of subjective economic equivalence, does not 
demonstrate the validity of progressive taxation, just as the principle 
of objective economiQ;e~v~ence does not qemonstrate the validity 
of proportioqal taxation,j' . 
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§8 

~ :.!kfore we conclude this chapter, it may be worth while to mentiOIl 
at! old theory which has been readopted by writers who hold that 
all large incomes, when they pass a given minimum or average level, 
are necessarily the product of costless factors.' These writers consider 
it legitimate that the TreasUJ;y should respect that part of income 
which covers cost of production, but should consider everything 
above this as belonging to the community and should absorb it 
through taxation. 

This statemeJ!t of the problem deserves to be cleared up, inas
much as it is not based on differences in subjective evaluations and 
consumer rents, but on the difference between objective costs and 
producers' r~nts. '.the basis is sounder. But above aU: it must not 
be limited tode incQme from lands and buildings, as was t~e case 
with the earlier writers; it must be broadened to include all incomes 
in whose production some costless factor plays a part, a phenomenon 
of rent thus being created. 

For this reason, ifwe take as the basis of comparison the current 
rate of remuneration - profit, interest, ot wages ~ all income above' 
this level represents a case of rent and ought to. be absorbed by 
taxation.· 

What we must decidcz, therefore, is whether the owner of a more 
fertile piece of land must contribute to the State all or parlof the 
greater income that, expe~es of production being equal, he obtain$ 
as compared with the margi~al fa.J:IIlei. We mpst decide whether or 
not the more capable entrepreneur must contribute all of the lar$er 
profit that he makes in comparison with .the marginal enterprise. 
We must decide whether the more intelligent, the more skilled, or 
the stronger worlf.er ,must contrihute the higher wages that he earns 
as compared with the margiiial worker. We must'decide"in a word, 
~hether or not the more fortunate producers must pay for the less 
fortunate, and thus produc~ublic goods that satisfY collective wants 
felt equally by both groups.l· . 

This method ofdisttibuting taxes isnot new; its counterpart is to 
be found in the institution of the famuYJ~in which 'each member pro
duces according to his capacity and consumes according to his needs'. 

This is the.germ of the phenomenon which may logically be 
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carried over from the private economy into the coll~ctive economy 
and may provide the theoretical, basis for a distribution of taxes 
whp-eby 'the more fortunate pay for the less fortunate'. 

','To what extent can the sentiment of solidarity among the mem
bers of a family be transferred and transformed into the feeling of 
social solidarity? And to what extent will this transfer and trans
formation ~ if they are p~ssible - be' useful to society? This is a 
problem which it is not our task to solve~ because, so far as the pur:" 
pose of our .theory is concerned, it merely states the conditions under. 
-which a given financial principle may be applied. I . 

It is important, on the other hand, to emphasize the fact that the 
principle of distribution followed- by the family does not lead to 
progressive taxation, which progresses uniformly with the increase of 
income and avoids a detailed examination of the wants for which 
the less fortunate are not in a position to provide; it implies only that. 
when faced by the ascertained need of a social group with respect to 
which it has been established that its members are totally or par
tially unable to take care of themselves, and when the social desira-

1 If one wished to discuss at some length the possibility and the desirability of the 
State's adopting the principles which regulate the economic life of the family, it would 
be necessary to extend greatly the limits of the problem of Public Finance. But if we 
wish to remain within the present limits of the latter, we can only i:all attention to a 
few general concepts.' , 

The functions of the family are nowadays distinct from those of the State, since the 
family has lost the character of an embryonic political society and the State has absorbed 
the corresponding functions of the family, at the same time absorbing nuclei of several 
&milies. • 

Because of this increasingly sharp division of labour, the family restricts itself to 
members joined by natural bonds of blood and affection, and its economic function 
consists of educating the offspring and preparing them fOl: the struggles of life by 
developing in them all the Went aptitudes that make victory easier when they will have 
entered society, where the struggle takes place. This is why, in this preparatory activity, 
the head, of the family and the stronger members produce according to their capacity 
and spend according to the wants of the younger and weaker members. " 

But as soon as the latter, having become ready for the struggle, enter and become 
active members of society, they are compensated according to their merit, not accord-' 
ing to their wants. This is the selective principle that assures to the community the 
survival ohhe fittest. In this principle Herbert Spencer sees the first and most general 
reason for the historical fact of the division of functions between the State and the 
family. But the principle has the value only of a first approximation; for the modem 
State produces services and makes expenditures that benefit the weak, the less able, 
without causing thereby any adverse selection, since it intends, by these expenditures, 
to reinforce the function of the family - that is, to select the more capable and to separate 
them from the mass of those who are and remain without adequate means and for 
whom modem society provides through the system of charity. 

We must, therefore, proceed case by case. The selective prmciple sets the limitS, 
in the sense that the contribution of the rich to the less fortunate social groups must 
stop when there is a danger that an exaggeration of this policy may lead to the survival 
of the less 'fit. 
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bility of caring· for. them is Tecognized, the richer come forward to 
help. And~ is. thepolicy that is practised, as we shall see, in 
. modem States. 

It must also be pointed out thatthe principle according to which 
the ri~er or more productive member of society turns over .i1 part 
ofhis income to.the leSs productive or more needy member tends to 
make equal, ope legis, indivia.uals who consider themselves different 
but whose incomes and neOO§ ~t is desired to make more orless equal 
in fact, _and that this has nothing to do with the theory of subj~ctive 
value. It expresses, rather, the second aim that progressive taxation 
may set itself - namely, that of attempting to equalize the distribu
tion of wealth - and thus opens the way for a treatment of the problem 
as a political one. 



CHAPTER VII 

POLITICAL THEORY OF PROPORTIONAL 
AND PROGRESSIV,E TAXATION 

Summary: The political character of proportional taxation - The political 
character of progressive taxation - The struggle between the rich 
and the poor - The policy of exempting the smallest incomes from 
taxation leadS to progressive taxation - Effects of progressive taxation 
on the production and distribution of wealth and on the budget of 
the State - The theory examined in the light of actual coJ}.ditions -
Tqe 'removal' of the tax from the smaller incomes to the larger is 
impeded by progressive taxation, but is not impeded by proportional 
taxation 

HAVING arrived at the negative conclusion stated· in the preceding 
'Chapter, which prevents our considering either the propottional or 
the progressive system of taxation as a corollary of the theory of 
value, we have only to treat the two systems as. two primary facts 
deriving from political tendencies, each system corresponding to the 
interest of the classes that happen to be dominating. 

In history, there are examples of taxation inversely proportional 
to wealth, as well ~ of proportional and progressive taxation. 

Before the French Revolution there was in force an inversely 
proportional system which exempted the dominant classes and put 
the burden of taxation on the mass of the peasantry and the industrial 
bourgeoisie. The tax-exemptions were a part of the whole system 
of political privileges enjoyed by the secular and ecclesiastical 
nobility. 

With the triumph of the French Revolution, the third estate found 
.in proportional taxation the tax'system which harmonized with the 
general political tendency that it championed. 

Finally, with the growing influence of the masses, the tax system 
turned in the direction of progressive forms of taxation, which tend 
to modify the distribution of wealth in favour of the less fortunate 
classes. 
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When the phenomenon"of taxationjs thus put on political ground, 
it cannot be treated as an abstract problem, isolated from the general 
political tendencies of a given historical period. It is a necessary part 
of a whole; it is connected with the other parts that form the whole 
and is determined by the causes that decide the general political 
tendency. Once this ,fact is establis~ed, the theINetical investigation 
consists of: (a) ascertaining in what relationship taxation stands to 
the general policy of the State; and (b) describing precisely what are 
the economic and fiscal effects of the system adopted; in order that 
in the struggle of opposing intereSts,each class may consciously 
choose its own method of realizing in practice the _ aims that it 
pursues. . 

The French Revolution affirmed in its legislation the system of 
proportional taxation. The latter, despite the fact that it was opposed 
by the extremists, who championed the progressive system as a means 
for equalizing the distribution of wealth,' was the natural result of 
the political and economic thought prevalent at that time. 

For proportional. taxation strikes wealth objectively. That is, it 
strikes the 'thing', without regard to the..,person of the proprietor. 
It was this objective, non-personal character of the proportional 
system that led to its being carried into effect by the men of the 
Revolution, who wished, above all else, to protect themselves against 
the danger of a return to these privileges. They conceived the 
equality of all citizens befo.re civil and tax law in :30 rigidly objective 
sense; hence their -choice of proportional taxatio~, ,.the application 
of which logically excludes all possibility of all6wing favouritism on 
behalf of persons and classes. . 

This was the political merit of proportional taxation; but it alsQ 
has an even more important economic merit, since it harmonized 
with the economic legislation of the time, which was guided by the 
principle of the maximum production and the indefinite accumula
tion of wealth. 

Feudal civilization, wIth its privileges of the dominant landed 
class, with its,elationship of status and not of contract, which subjected. 
the vassal to the whim and the p'ersonal exploitation of the feudal 
lord, with its systems of emphyteusiS, tithes, and quit-rents, which 
made intensive cultivation unprofitable for the vassal, had sterilized 
a:gricultural production and therefore undermined at its roots the 
political existence of the dominant class. 
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Hence the necessity, with the increase of the population and the 
wants that arose therefrom; of breaking the chains that were an 
obstacle to the increase of producti()n.' " 

The scientific criticism which preceded and prepared the ground 
,for the French'Revolution had shown, above all, how the mass of 
restrictions placed upon the free circulation and division of landed 
property (entail, primogeniture, feudal property,mortmafu, right 
of usufruct, etc.) made it impossible for such property to pass, by 
means of free contract, purchase, or the division of inheritances, into 
the hands of the persons ,most able to realize their .maxirilUm 
value. 

In the second place, it had pointed out how the increase 'Of pro ... 
duction was hampered by the contractual, forms then ,in force 
(emphyteusis, quit-rents, tithes, etc.). These 'contracts, while they 
forced the worker of the land t9bear the risk involved in every new 
investment of capital and Jabour, continued to obligate him to pay 
the same share of the total product. This arrangement, which usually 
resolved itself into an increasing annual levy on, net income, dis
couraged the vassal, from. any new investment for the purpose of 

,introducing intensive criltivation. 
Finally, the organization;'; of the-' various "crafts into guilds 

diminished the efficiencyo(-human labour; this was the economic 
capse of the abolitiono~the guilds and of the consequent substitu
tion offree for unfree labour~ Other laws made it possible to transfer 
freely the property that had been tied up 'by mortmain, entail, etc.; 
and transformed payments in kind into fixed and redeemable ground-
rents expressed in'terms of money. ' " ,,' ," 

In harmony with these reforms, proportional,taxl,l.tioIiiS'the fiscal 
system which respects to the' utmost th!:, ,prQduction of wealth and 
capital accumulation. In fact: (a) Wdoes oot exercise, per St, any, 
influenc~, on the production of wealth, because it imposes the same 
burden - i.e., the same tax-rat~' - on each new unit of wealth pr6-

, duced, after deduction of expehditvres of procluction; (b) it does not 
exercise any influence oil the distribution,ofweal$, since it levies a 
uniform tax-rate on all incomes, and thus does not of itself create 
relatively more favourable terms of exchange either for those possess
ing small incomes or those possessing large ones; (c) ,in regard to the 
State budget, the proportional tax involves a single tax-rate, sO,that 
the ratio of total taxes to total national income is the same'~ the 
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ratio of the taxes paid by each individual to his income, the tax having 
the exclusively fiscal aim of covering the financial needs of the State. 

To sum up: proportional taxation respects the natural play of the 
economic forces involved and remains neutral as between them. For 
this reason it is the. type of tax· which was proper to an historical 
epoch that was dominated, on the politicat side, by the f~ar of a 
return to class and personal privileges, and, on the economic side, 
by the desire to avoid hindering the indefinite accumulation of wealth. 

In other words, the problems of production prevailed over those 
of distribution, and found their natural expression in the system of 
proportional taxation. 

It is different with progressive taxation. 
Mter the great advances that have i.IJ. fact been accomplished with 

respect to the production and the accUmulation of wealth, relatively 
greater importance has again begun to b~ attached to the problem 
of the distribution of wealth. 

Just as, before the French ReVolution; scientific criticism had 
initiated the movement against the obstacles that stood in, the way 
of the increase of production, so, subsequently,.,it began the cam-, 
paign against the social dangers involved in the formation and the,. 
concentration of large fortunes. 

Hence the tendency to legislate against capitalistic combines, 
against inheritance and in favour of the breakipg up oflarge estates, 
and then the whole growing structure of social legislation: laws. with 
respect to woman and child labour. compulsory accident and un
employment insurance, workers' pensions. maximum working hours. 
minimum wage laws, free public schooling, free medical service to 
the poor, public baths. hospitalization, maternity care, and so forth. 

This system of legislation, which we shall call the policy J)f special 
IJmejils for the masses, involves an· increase of public outlays at the 
expense of all the taxpayers. Moreover, in order to prevent its coming 
about that the necessary taxes would be paid by the very classes 
which benefit from these expenditures, the system is logically 
supplemented and assured by tax exemptions - articles of popular 
consumption. being exempted from indirect taxes, and small incomes 
exempted from direct taxes. 
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All these measures, taken together, culminate in progressive , 
taxation, which becomes the tax system corresponding to the new 
general orientation of economic policy, in which. the problems of 
distribution predominate over those of production. 

§3 
Through progressive taxation, two somewhat distinct ends may 

be SQught. In the economic field, pr(>gressive taxation is the means, 
according to the formula of Helvetius, 'of decreasing the wealth of the 
few and increasing the wealth of the many': that is, it aims at 
equalizing the distribution of wealth. In the fiscal field, it is the 
means of distributing the cost of public services according to the 
principle that 'some pay for the others'. 

In both cases, it does not hide behind the screen of the theory of 
subjective value, but aff4"ms its wish to realize a greater objective 
equality among the citizens. and their property, by calling on the 
more fortunate to pay, in greater or less degree, for the less fortunate. 

The aspiration toward the equality of men is an irresistible force 
that has overcome all the political and religious barriers which had 
~een created for the benefit of the ,dominant class, and has been 
checkeq only by the- insurmountable natural barriers which are set 
up by the inequality of individual abilities. Hence arose and arises . 
again - along with .other problems - the problem of progressive 
taxatiori. . 

Other conditions being equal, it may be said that in the countries 
in which the numerical strength of the masses has achieved a pre
ponderaht political influence, progressive taxation becomes the 
banri~r of the struggle between the rich and the poor. The latter 
·advance by attacking with progressive. taxation; the former defend 
themselves by advocating proportional taxation. . 

This is the present position rof the political problem. 

$4 
It may be useful .to point out, in~identally. that in the more 

civilized and progressive countries, the contemporary struggle h~ 
lost some of the primitive violence offormer times. The old formulae, 
which proclaimed that property was theft and demanded its expro
priation without indemnification, the insurrections of the labouring 
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classes, and the violent occupation of landed estates and factories, 
have given way to. the demand for nationalization, the winning of 
higher wages and the right to strike, social legisl~tion, and eXemp
tions from taxation. 

More attenuated forms of struggle succeed more violent forms~ 
Various reasons combine to explain this fact. ,; 
The organization of modern society is founded on the principle of 

advancement (principio del divenire) - that is, on the right of every 
citizen to pass from an inferior to a superior class - and not on 
status, which restricted' everyone to the conditions in which he wa~ 
born. 

The struggle between the rich and the poor no longer takes 
place between twowell~defined classes, in a closed field. To-day 
there exists a scale made up of increaSingly numerous groups 
which, shading closely into one another, represent all gradations of 
wealth. Thus each group fiI\ds itself between the group immediately 
beneath it, from which it arose.and to which it may return, and that 
immediately above it, to which it aspires; in this way it serves as a 
natural cushion in the struggle between the two. The ser,ies of groups 
forms a system of cus:gions which lessens. the shock of conflicting 
interests. • 

• Passing now to the economic causes, we may point out that ~he 
unprecedented leap which production took in the nineteenth century 
has shown leaders of the proletariat that the increasing share of 
wealth in process of formation which is obtained by the worker is a 
more important quantitative fac,:tor affecting his welfare than would 
be a splitting up of lands ora general redistribution of exis!ing 
divisible property. , ' 

Similarly, the huge industrial organi~ations have made these 
leaders,see the importance of the 'directing and intellectual factors in 
production. The worker fights the capitalist, the e~trepreneur, ,and 
the inventor, in order to modify the distribution of the product in 
his own favour; but he knows,that without the capital of the first, the 
ability of the second, and the inventiveness of the third, large-scale 
industry could not, by means of labour alone, produce increasingly 
numerous and cheaper products.. ' 

From this it follows logically that the labouring. classes do not or 
ought not to have an interest in obstructing the increase of production 
and the formation of large enterprises and large fortunes. 

J8~ 
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As far as" the "employing classes are concerned, moreover, the 
complaisance with which they have accepted the growing policy of 
special benefits proceeds pari passu with the increase of production. 

While they have accepted the policy of special benefits, however, 
they have resisted and resist the adoption of progressive taxation. 

It is true that the policy of special benefits is, in its general effects, 
the first blow to the economic system of industrial liberty and the 
fiscal system of proportional taxation, but it is still not the same thing 
as progressive taxation. On the contrary; from public expenditures 
made for the special benefit of the classes considered poor and from 
the fiscal exemptions made in favour of the latter, one cannot pasll 
logically to progressive taxation. " " 

The proletariat, in fact, attempts to enlarge the sphere of its clasll 
benefits by urging the increase of the taxes from which it is exempt, 
but it has no interest in whether the tax-burden which is involved ill 
distributed proportionally or progressively among the propertied 
classes. 

To be sure, to the extent that the system of special benefits ill 
enlarged, there must also be an increase in the levy imposed on all 
the taxpayers. Given the system of proportional taxation, a poinl 
will be reached at which the economic condition of the upper prole. 
tarian groups will be superior to the condition of the lowest brackeb 
of the smaller taxpayers, who will react-against such a situation. 

It may then happen either that the smaller taxpayers will all) 
themselves with the larger taxpayers in order to resist the increas( 
of proletarian privileges, or that they will make common cause with 
the proletariat against the larger taxpayers. The proletariat u 
anxious to break up the taxpayers' bloc by detaching from it its mosl 
aggressive group; the lower middle class is anxious to ally itself with 
the stronger party. In this way, the second alternative represenb 
the line of least resis~ce, and prevails. 

Asa result, the lowest bracket of smaller incomes obtains com· 
pensatory tax-relief: that is to say, it obtains a reduction in the rate 
of proportional taxation. For, in proportion as the distance betweeIl 
the proletariat and the lowest bracket of taxpayers decreases, the 
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distance between the latter and the next bracket of taxpayers in
creases; the latter, in its turn, will demand reductions in the tax-rate, 
even if only to prevent the possibility that, after having paid the 
whole tax, this second class of taxpayers will have an income equal 
to,- 'or only slightly higher' than, the income of those in the class 
beneath it, which has obtained the tax-relief. 

At the same tim~ the Treasury,ceteris parihus, must find within 
the higher income-brackets some co,mp~nsa#on -for the ~adpated 
reductions granted to ·those in the lower income-brackets. _ 

From this readjustment of tax-rates, kept at the start within 
modest limits of a technical and fiscal character, is born progressive 
taxation in an attenuated form, which is logically' co:nnectedwith 
the policy of special benefits, and becomes an integral part of the 
programme both of the proletariat and of the lower middle class, 
which likes to call itself the intellectual proletarIat.· 

This is the first stage in the life of progressive. taxation. IJ is born 
of the internal pressure 'which the groups of smaller taxpayers- exercise 
on the groups of larger taxpayers; but it is set in motion by the 
external pressuTl that the policy of special benefits exercises on the 
smaller taxpayers. 

§6 

As soon as the principle of progression attains this initial success, 
it has before it a free road for all further development. For, by 
reason of its formal structure, it does not know the checks and limits 
to which the policy of special benefits is subject. . In the case of the' 
latter, every expenditure is discu~sed .asa separate case in relation to 
a definite purpose and a definite grouP. of persons, and with the 
expectation that the sacrifice of the rich taxpayers will eliminate an 
inconvenience or an evilora social plague which represents a need 
also of those classes which pay. Once the discussion is put on this 
basis, it usually leads to a compromise-that is, to a legislative pro:" 
vision that guarantees relative stability for the future. 

Progressive taxation, on- the contrary, is a general method of 
distributing the total amount of pub~ic expenditures - whether old 
or new - according to a formula that causes the tax-burden to 
increase automatically with increases ofincome. In order to put the 
whole tax-burden on the rich, all that is necessary is to increase at a 
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given moment the progressive ratio. In modem countries, at the 
same time that .the proletaria~ and the lower middle class exercise 
their increased political influence in order to demand continually 
new expenditures, they find at hand the instrument best adapted 
for shifting to the wealthier classes the burden of increasing taxes. 

Thus arises and is acc:entuated the danger - involving a funda
mental economic an9. constitutional contradiction - that an increase 
in expen4itures will ,be ,demanded by those who do not pay taxes, 
while th~ taxes will be paid by those who do not demand an increase 
in expenditures. 

This is· a reproduction, with the roles reversed, of the situation 
that existed before the French Revolution. 

Once the first dam has been breached, therefore, progressive 
taxation tends to break out of the modest limits set .to it at the 
beginning and to become transformed into a weapon in a remorse
less s~:t!l~gle against the proper?ed cl~s~. T~e l~tter oppose su~ 

'taxatIon not so much for what 1t was In 1ts begmmng or for what 1t 
may be at a given moment, but for what,it may become: it threatens 
the gradual confiscation of large and growing fortunes. For this 
reason, it cannot provide Ii point of'PQli~cal equilibrium. 

§7 

What the outcome of this class struggle will turn out to be in the 
long run may be foreseen if we take as a norm the histo~cal eX
perience of the past. But our task is to make clear the more immediate 
economic and financial effects of the system of progressive taxation. 
This constitutes the second part of our theoretical investigation; 

We must take as our premise the assumption that the progressive 
tax which we are now about to discuss must have attained, in the 
course of its legislative development, a height capable of exercising 
a noteworthy effect on the distribution of wealth. For,ifit retains a 

, mild form, in which the tax-rate rises by a few dollars, or a fraction 
of a dollar, for every $ 1000 of higher income, it is very probable that 
there will be no tangible effect; but then the problem itself would not 
exist. 1 

1 Such 'mild' forms are in use in complementary taxes on income, which represent 
a secondary and sometimeS negligible part of the tax system, the latter continuing to 
remain on a proportional basis. It should be remembered that we take as our hypothesis 
a progression that runs through the whole tax system. . 
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Assuming sharply progressive taxat,ion, however, we may say that 
a progressive tax reacts on production as a cause of decreasing yield,l 
From this we have the following consequences: (a) progressive taxa
tion is an obstacle to the increase of production and saving;' (b) it 
modifies the previously prevailing terms on which goods were ex
changed, because the tax-burden per unit changes according as 
production is large or small, and according as every unit produced 
is part of a larger or smaller whole. Thus, a.< large . busin<;$s that 
produces 1000 units as compared with one that produces ).100 will, 
ceteris paribus, have, after the payment of the tax, an income less 
than ten times larger than that of the smaller enterprise. And since 
in exchange incomes are capitalized on a net basis after deduction 
of the tax, the capital value of instrum~ntalgoods (governmental 
bonds and industrial shares, professional clienteles, houses and lands) 
differs according as the sale is made by the less rich to the riCher, 
or vice versa. - . 

Let us take as an example an owner of ten farms, who ·pays a 
progressive tax that langes from I per cent on the first farm to 
10 per cent on the tenth. If he sells a farm· to someone who has 
twenty farms and ~eady pays 20 per cent and would therefore have 
to pay 21 per cent on the new acquisition, the transaction i,s made 
difficult, since the two parties will have to divide a margin of. loss 
and not of gain. But if he sells the same farm to the owner of two 
farms, who ~ pay 3 per cent on the new acquisition, the exchange 

, will be facilitated by the fact that the two parties will share a margin 
of profit as a result of the smaller tax. 

The same may be said of the distribution of the shares of 
business corporations; since it would be advantageous to avoid 
their concentration. in a few hands, in order to .. giye them up 
to small shareholders, whenever the tax strikes the dividend as 
received by the individual stockholder and not the corporation as 
such. 

Progressive taxation, then, works in the direction of a breaking-up 
of large estates and large enterprises. 

And even if this retrograde process will not be rapid because of 

I Cf. my Carattere teorieo, etc., Chap. m, § 7, p. 16z. . 
• The tithe on laad was a proportional tax on the total product of the Boil, bU1; it 

became progressiVe on the net product, and was an obstacle in the way of increased 
production, whence ita commutation into a fixed payment in kind or in money, and its 
subsequent abolition. -
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the action of frictional forces, it is certain that new savings and new 
labour will. by preference turn - ceteris parihus ~ to the formation of 
smaller forms of property and enterprise. 

§8 
Against this conclusiot:l it may be objected that the process of 

breaking up large fortunes cannot come about, since the seller will 
pay, on the price obtained, the tax that he used to pay on the pro
perty that he sold, and that the buyer will continue to pay, on the 
property he has bought, the tax th~t he used to pay on the price of 
the property he has sold. But such an objection does not take into 
account the fact that the folms of wealth range from the oWl}ership 
ofland, which represents the maximum of immobility, to circulating 
capital, which represents the maximum of mobility; hence the latter 
offers possibilities for evasion that the other lacks, and succeeds more 
easily in evading proper appraisal by the Treasury. 

Moreover, if it is true that it becomes more and more difficult 
to escape the methods of appraisal which the fiscal authorities are 
perfecting every day, it is also true that it is becoming increasingly 
easy to invest one'!t- savings abroad. 

Nowadays, it may be stated with certainty that the country in 
which the return on free capital is highest functions as an equili-
brating market. • 

Hence it will come about that free capital Will tend, first, to pass 
into the hands of those who .own large fortunes in the form of 
movable property, and then to emigrate abroad, to the extent 
that. it will not succeed in evading the rigours of appraisal. 

The foregoing anal~ leads logically to the conclusion that pro
gressive taxation is a force that tends (a) to check the formation of 
large fortunes, and (h) to encourage the breaking up of the existing 
large fortUnes consisting of tangible property. In a word, taken by 
itself and on the assumption that other conditions are equal, it works 
in the direction of the levelling of fortunes, which is precisely the aim 
assigned to it by the political theory of the subject. 

§9 
These economic effects on the production and distribution of 

wealth react, however, on the State blldget, in as much as, if they . 
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bring about tax-evasion, and. to the extent that they b~g about such 
evasion, they must cause a decrease inthe publicrevenp.es. 

The investigation of the fiscal effects of progressive taxation .con
stitutes the decisive point of -the theory. Let-us start from the 
premise that the tax serves, above all, to cover the financial needs of 
the State; and that only eventually and ina subordinate way can it 
serve as a means for modifying the distribution of wealth. For if it 
had to serve principally as a means of combating the accumula
tion of largeforturtes and favounng small fortunes, other and 
more efficacious legislative methods would take its place. 

,Let us now suppose that itis desired to pass from a proportional' 
system, in which a rate of 10 per cent,covered the financial needs~of,' 
the State, to a progressive system by which the same needs mustbe 
covered. 

If all other conditions remain equLlI; it will be necessary to impose 
a tax ofless than 10 per cent -let us say 6 per cent--:- in the lower 
income-brackets, a tax r,>f IO per fCnt in the medium income-brackets, 
and 14 per cent on the higher incomes. Let us suppose that"at the 
start, the three progressive percentages of 6, 10, and 14 are cal-' 
culated arithmetically in such a way as to cover the financial 
needs of the State, instead of a single rate of io per cent being 
used. 

Now, as soon as it is established "that the economic-effe~t of the 
breaking up of the existing large fortunes has come about, these 
fortunes tend to enter into the category of medium-sized fortunes 
and will pay 10 per cent instead of 14 per cent. In this way, the total 
yield of the tax will decline. The financial needs of the State are not 
covered, and it is therefore necessary to raise the scale of pro
gressive rates. This will.accentuate the process of breaking up the 
large fortunes and will tend to extend it also to the medium-sized 
fortunes, which will enter .into the category of small fortunes. The 
process will continue until, with the tendency toward an equalizing 
of fortunes, we shall W fact have returned to the equalizing of rates ~ 
that is, to proportional taxation. In this way, progressive taxation 
tends to destroy itself. 

Now that we have arrived at this result, it may seem that the sum 
of the small and medium fortunes resulting from the breaking up of 
the large and very large fortunes will not have decI't:ased the total 
of national wealth; so that when the rate of 10 per cent is again 
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established, the Treasury will have realized its social aim of equalizin,g 
the distribution of income, without _any sacrifice ofp~blic revenues, 

Nevertheless, the fact would still remain tha~ the further_ increase 
of saving would have been,hindered by the increaSing-.ratesof pro~ 
gression,_ which would again begin to function .. The amount of the 
national wealth w<?uld tend to become stati~nary. From this fact 
follow' tWo consequences: (a) the Treasury could not count on ·a 
future iQcrease of public revenues; and '(b) - the small fortunes 
would have to renounce the prospect of future reductions in taxa
tion which t~e progressive system had promised them. .. 

Hence the policy.which aims at an equalization ofth,e distribution 
of wealth is in conflict with that which aims to shift the tax-burden 

,from the poorer classeS to the rich. The one eliinillates the other. If, 
therefore; modem states aim to lighten the taX-burden of the poorer 
classes, the policy is necessarily confined to ~tS which are the 
narrower in proportion as progressive taxation succeeds in equalizing 
the dis~ution of wealth. Conversef1, this policy of lightening the 
tax-hJ,rrcten <;>fthe poor is capable of an increasing development to 
~ t~~t diat, other conditions being equal, the larger fortunes 
itiEr~e in nu.mber and importance. . .. 
j The point of highest returns for thispolicY'is obtained (a) by 
applying a proportional rate on the medium and larger incomes, so 
as not t9 interfere with the incentive to save, and (b) by lightening 
gradually the .burden ~n smaller incomes, in proportion as the 
accumulation of weal~ automatically assures increasing revenues to 
the State. 

Then it is said that taxation assumes a degressive form. 

The theory that w~ hav~ sketched in broad outline on the basis 
of the tendencies brought about by the play of economic forces gains 
in precision· when it is examined in the light of .ctual conditions. 
• How national incom~ is distributed among the various classes of 

income-receivers in the civilized countries of our time is well known. 
In order to describe this distribution,· recourse has been had to 

the figure of a peg-top, or a spindle of yarn. Without entering into 
subtle discussions about the variants among the proposed curVes 
of income-distribution, we may say that for purposes of discussing 
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the prol>lem that concerns us here, it is important to know what 
'p~ of the total income of the country belongs to' "each .category 
: oC incomes' aricf income--receivers. 1 .. 

. .. : Financial statistics give US: fairly_complete data for th~ incomes 
that are above the line which corresponds to the maximum diameter 
.of the peg-top or the spindle. . 
. The sum of the larger individual incomes which occupy the top 
section oC'the upper part of the spindle represents a percentage of the 
total ~ational income· wlVch is less than the percentage represented 
by the sum of the lower individual incomes which occupy the second 
section' as we pass frOIJl th~ upper point toward the4lCentre of the 
Iyindle. . .. 
. In general, in proportion .as the size of. the individual incomes 

decreases, this percentage increases until it arrives at the maximum, 
which is found' at the centre of the spindle, where we find, those 
incomes which ate regarded as the medium-sized ·ones for any 
given country. . 

But as we pass down from the centre toward th.Jowes~ll0int of 
the spindle, the sll.m of the small" incomes also tends to relll:~pt a 
decreasing p'ercentage, of the total national income. '~~"',""",' 

Below the" line 'Qf the greatest diameter, sufficiel'lt an? reliit6l~ 
data are not ~way9 available to show what the curve r~~lly is, since 
financial statisticians usually group in a single bracket the mass.(}f
lower and smallest incomes, which are exempt from taxatioft. Thete, 
are, however, enough inferential data to warrant the statement. that ... 
the law of distribution for the lower, tax-exempt incomes follows, 
inversely, the law of distributiori for the higher incomes. ' 

In the absence of these data, the distribution takes the shape of a 
pyramid,' in which the relatively largest part of the national-income 
would be composed of the incomes that tend to become concentrated 
toward the base - that is, the mass of small incomes. . 

For purposes of illustration, some statistics may be adduced which 
are not in all cases recent, but are nevertheless important for pur-
poses of theory. .' 

1 It is well not to confuse the number of taxpayers, which becomes small as one 
passes from the smaller to the larger incomes, with the relative importance that each 
group of incomes has as compared with the total wealth of the nation. If the number of 
the owners of large fortunes, for example, were very small, and the total of their for
tunes were .erylarge, this last datum would be the one that we should need in order to 
atudy progressive taxation. 
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Wagner gives the following table for Saxony: 
Income-bracket Number of Total amount in 

recipients morks 
Below 800 marks 830,000 381,000,000 
from 800 

" 
to 3,300 227~000 330 ,000,000 

" 3,300 
" " 9,600 24,000 134,000,000 

" 9,600 " " 
26,000 4,000 62,000,000 

" 
26,000 

" " lOO,DO<? 9 00 39,000,000 

" 
100,000 

" " 300,000 85 16,000,000 ~ 

Here the distribution ~fincomes and that of their recipients suggestll 
the pyramid rather than the peg-top or ~e spindle. But if we could 
follow the distribution of inpomes below 800 marks, the figure of the 
peg-top would probably appear. 

The data of Giffen for England are well known. 
Professor Mazzola takes from Boiteau the following statisticS with 

respect to the distribution of landed property in France: 
Smallest class, up to 2 hectares 5,200,000 hectares 
Small "from 2i_ 6 " 7,750,000 " 

Medium " " 6 - 50 " 19,000,000 " 
Large " ,,50 - 200 " 9,300,<>90 " 
Largest OJ more than 200 " 8,000,000 " 

~ But recent Prussian statistics' bridge the gap, since they show the 
conformation of the curve of incomes below goo marks, which are 
exempt from taxation. and represent exactly the figure of the spindle. 

It is worth reproducing these figures, or at least the totals 
referring to the various classes of tax~payers. 

Gf'oups Of' cUuses Total incorM of Pff'centll1{e of 
of tarptzyen eoch gf'OUP (in total rw:tiortoI 

I. The richest class 
with more than a 
million in indi
vidual (personal) 
income 

II. 'The next class, 
from 100,000 to 
1,000,000 marks 

millUms of morks) incorM 

Pff't:entoge of total 
mmrbef' of '

payt!n 

0'3 

• Zt!itschrift des Prausist:hen Statistischen LmuJesamts. 58 JamgBng. 1918, p. 69. 
Ig8 



POLITICAL THEORY OF TAxATION 

III .. The next class, 
from 40,000 to 
100,000 marks 

IV.. The next. class, 
from 10,500 to 
30 ,500 

V .. The next class, 
from 3,300 to 9,500 

VI. The next class 
from 1,050 to 3,000 

VII. The class of' 
900 and less 

. , 

Total incorru!"o/ 
t!tJI:hgroup (in 

millioru 0/ mm:ks) 

Percentage 0/ /'ert:entoge oj total 
total PUltional rtIlmber of taz-

iIu:ome . payen 

5'53} 

8'04 

o'g 

14'00 4'0 

44'43· 42 '4 

lJut this group of more than 5 billion exempt from taxation breaks 
up into the following decreasing series of small incomes: 

(a) Incomes of goo marks 1541 6'g 
(b) 

" 
800 

" 
1203 5'3 

(c) 
" 700 

" 
867 3'8 

(d) .. 600 
" 702 3'1 

(e) 
" 500 

" 440 2'0 
(j) " 400 

" 
260 1"0 

The first column of this table may be represented by the following 
diagram, in which the area of each square measures the amount of 
income of each individual class, exclusive of the seventh, the place 
of which is taken by the six classes of income less than goo 
marks: 1 

I The Bqlllll'e:l were constructed by taking the square root of the figure representing 
the total income for each class. so that the area of each square is equal to the total 
income of each class. The figure closely resembles that of a spindle. It was constructed 
by a student of mine during the academic year 19a5-19a6. 
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1St class 12241 

2nd class F 
1237 

I 
I 

1779 

5th class 3130 

6th class 9942 

7th class 154-( 

8th class 

9th class 

. lOth class 

11th class 

12th class 
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The data and the diagram confirm the general statement that 
nowadays the total a_mount of the medium-sized incomes occupies 
the central and largest section ofth-e spindle, while the large and very 
large incomes tend toward the upper point, and the small and very 
small incomes tend toward the lower point of the spindle. 

What the typical amount of the medium-sized incomes will be 
depends on the wealth in each country; but what it is important to 
establish is the fact that in every country there is such a typical 
income, which represents the relatively largest part of tile national 
income, and which in fact ma~es the largest :cont;ril>ution to the 

,financial needs of the State. 
A progressive tax which proposes to modify the distribution of 

income must begin by respecting the 'typical size', whatever it may 
be, of the medium incomes: since, if there were to be applied to such 
intomes a percentage smaller than the proportional rate existing 
previously, or a higher percentage which would work in the direction 
of breaking up the holdings of property into smaller units, this would
reduce the public revenues, -ultimately if not immediately. 

·If, in the case of England,l respect should not be paid to the two 
nuclei of incomes which are located between [,200 and [,1000, and 
between [,1000 and [,IO~OOO, respectively, the English budget would, 
in the end, lose the largest source of its income. The -same would 
happen in Prussia if the proportional rate which had previously 
prevailed on {ortunes from 1500 to 3000 and from 3000 to 9000 marks 
were lowered. 

From this it follows that' the supposed social influence of pro· 
gressive taxation, when it is subordinated to, or allied with, its 
financial function, cannot modify, to an appreciable extent, -the 
status actually prevailing in any given country. 

There remains, as the -only possibility {or the use of progres~ive 
taxation as an -inStrument of social policy,the lightening of _the 
burden on small incomes, the revenues thus sacrificed being made up 
by heavier levies on .the large incomes. A lightening of the burden 
on the former and a compensating increase in the burden on the 

1 I have reference here to Giffen's dats. 
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latter are the two. mutually complementing factors in the more' 
modest prob*m as it presents itself in reality. 

In order to practise this policy of tax-relief in such a measure as 
to be noticed by the recipients of smaller incomes, it is necessary to 
put a very m':lch greater burden oJ.1 the large incomes. Given the 
quantitative relationship that exists between the total amount repre
sented by the large incomes and that represented by· the small 
incomes, a slight amount of relief for the latter brings a notable 
increase in the burden on the former. . 

According to the data on the distribution of income in Prussia, 
the large incomes -if we regard incomes of 10,500 marks as 'large' 
- amount to 4,287,000,000, and -the small incomes, of goo marks 
and less, amount to 5,014,000,000. 

If, for example, under the proportional system, all paid 10 per 
cent, it would be necessary, in order to provide exemption fqr the 
incomeS of goo marks and less, to raise the tax to 22 per cent on the 
larger incomes. And if, as is probable, the group of large incomes is 
made up of incomes of 100,000 and higher, the compensating per
centage would have to be raised from 22 per cent to 50 per cent. 1 

The higher the progressive percentage on large incomes, the more 
the spirit of thrift is discouraged in the recipients of medium-sized 
incomes, since they no longer find the same incentive as before to 
pass into the upper income-brackets. Thus, in the end, .!here is a 
weakening and destruction of those sources of taxation '~hich were 
expected to provide the necessary compensation, and the/policy of 
exemptions is found to be feasible within increasingly narrow li,mits,. 

On the other hand, the development of this policy depends on 
the accumulation of wealth. And for this reason the formula that 
assures the maximum development of this policy is that of a de
gressive tax that would become a propbrtional one for the medium
sized and large fortunes. If the financial needs of the State remain 
constant, tax-relief .can be gradually extended from the lowest 
incomes to the lower incomes and from these to the lowest brackets 
among the medium-sized incomes, in proportion as the total amount 
represented by the large incomes increases. 

This, however, is nothing but !pe practice of 'exemption of the 
I In Prussia it has been possible to exempt B total of 5 billions of smallincomea 

because it has been..possible to work. with small tax-rates, since what was involved was 
a complementary tax, which was expected to take care of only B small part of the total 
financial needs of the State.' -
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minimum incomes' that is embodied in the legislation of all pro
gressive ,:ountries and which is capable of continuous development. 1 

The logic is conclusive, and experience confirms it. . 
The country which has been able to push to the maximum the 

policy of exemptions and relief in favour of the smaller mcomes has 
been England, where the accumulation of wealth, favoured by a 
liberal . economic policy and by proportional taxation, has been 
greater, and where the minimum exemption had reached, in the 
pre-war period, the limit of £160, while the full rate of income tax :
that is, income tax and surtax - begins only with incomes of £2000. 

To sum up: the interest of the Treasury in assuring itself the 
largest possible permanent and increasing yield from taxation; and 
the interest of the less well-to-do classes in obtaining the largest 
possible permanent and increasing exemptions are the two automatic 
checJcs . that prevent or should. prevent progressive taxation from 
becomiDg a weapon to be used against the accumulation of wealth.· 

The leaders of the masses often forget that the indefinite.accumu
lation of savings has reduced the cost of living, increased the reward 
to labour, and assured a steadily increasing yield in taxation and 
therefore has made possible a policy of increasing exemptions from 
taxation for the benefit of the small incomes; they give way to the 
common illusion that they will be able to preserve the benefits of 
greater production and at the same time to win, to their advantage, 
the benefits of a better distribution of wealth. But to wish a better 
distribution of wealth and to impede the growth of that which is to 
be distributed, to· want tax-relief and to hinder ,the increase of 
taxable income are fundamental and indestructible contradictions. 

I See Book III, chap. VI. 



CHAPTER VIII 

THE SINGLE TAX AND THE ORGANIC 
·S T R U C T U REO F A S Y S T E M 0 F 

MANIFOLD TAXES 

Summary: The problem of the single tax and of manifold taxes - The 
single tax on total income - The system of manifold taxes develops 
into a 'fiscal organism' - The single complementary tax 

Up to this point we have discussed the problems of the distribution 
of taxation upon the hypothesis of a single tax - that is, a single 
tax-rate on the total income of the taxpayer. 

Historical reality, however, does' not correspond to this hypo
thesis, since both ancient and modem States have lived under a 
system of manifold taxes. The total income of the taxpayer is, 
first of all, divided into various categories - income from personal 
property, income from buildings, income from professional activitY, 
etc. - according to its nature and origin, and each category of 
income is subject to' its own tax. Income is also classified according 
to whether it is being produced, or distributed, or consumed, or 
investefl, and on. each of these occasions a direct or indirect tax is 
levied. . 

So far as the historical antecedents are concerned, it is sufficient 
to state that we have inherited from former ages a mass of taxes 
which arose as mere expedients, assembled ,not according to any 
criterion of organic co-ordination, but rather as the result of a 
mechanical process of juxtaposition and superimposition which 
followed the lirte of least resistence.- that is, of greatest political 
weakness of those taxed. All the taxes were independent of one 
another; an increase in one did not involve an increase in another. 
On the one hand, some incomes were' exempted from taxation; 
and on the other, some incomes were burdened with double, triple, 

_and multiple taxation. These are the characteristics of a system 
which is at once the effect and the cause of the most unrestrained 
sort of class poli~cs. 



SINGL$ TAX AND MANIFOLD TAXES 

Because of this situation the oppressed classes started and 
gradually strengthened apolitical reaction, to which has been 
joined a scientific criticism, directed toward the simplification of the 
tax system and leading extremist doctrinaires to the uncompromising 
demand for a single tax. 

The French Revolution destroyed the old system of manifold 
taxes and introduced a new system of such taxes, which, sinc~ the 
new taxes were reduced in number and simplified, and were based' 
on the principle of the equality of all citizens before the law in 
matters of taxation, tended to avoid duplication and to fill the gaps. 

Then the system developed anew al.:mg the,old lines, the number 
of taxes being increased and the previously existing inequalities 

, reproduced, though perhaps in a lX!0re attenuated form." ' 
To many writers both before and after· the French Revolution, 

the single tax has seemed the most .direct and radical' means of 
correcting these inequalities. 

Now, it is obvious, that the income which in the end beaI'$ all 
the taxes is a single income; it is also obvious that the single tax 
would give the taxpayer a clear understanding of exactly how much 
public services cost; it is obvious thai such a .tax would make it 
easier for the taxpayers to draw comparisons between their several 
tax-bills, in order to arrive at a fairer distribution of the tax~burden; 
it is obvious that the single tax would reduce to a minimum the 
expenses of collection. 
, All of these would be clear advantages of the single tax, each of 

them corresponding to a disadvantage which was pointed out by the 
criticisms levelled against the system of manifold faxes. But all this 
abstract discussion presupposes that the.' total income of every 
citizen is already known in concrete terms. On the contrary, it is 
in the possibility of ascertaining this income that the real crux of the 
problem lies. . 

The first projects cherished the idea o.f a single tax that would 
fall, not on the sum of individual branches of income, but on only 
one of these branches. A classic example was the single tax of the 
physiocrats 'on the net product of the soil';·and this was followed by 
proposals for a single tax on 'expenditure', a single t.ax on 'capital',. 
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a single tax on 'houses', a single tax on 'visible incomes', and so·forth. 
In every one of these projects, what is invoived is a single fJlJ,rtial 

tax: i.e., a single tax which is intended to strike only a part 'of total 
income. In order to provide their projects with a reasonable basis, 
the authors usually supplement their theory of the single partial tax 
with a theory of the shifting and diffusion of taxation. Accordingly, 
the whole of the. tax-burden would be by law concentrated on only 
one category of income, and it would be left to shifting to diffuse it 
and distribute it equally among all the citizens. , 

It is not necessary to, enter into a specific criticism of' each 
individual proposal; Jlince we have already seen that the phenomena 
of shifting cannot be counted upon to rectify all initial tax inequalities; 
on this account, the necessary presupposition of the theory of the 
single partial tax falls. 

o The only single tax that may still be discussed nowadays is that 
which aiJ;l1S to strike the total income or-each individual. 
. But even on this concept a first limitation must be placed: 

namely, that it is not possible to speak of a single tax that shall take 
the place of direct and indirect taxes. For, as we have already seen, 
it is, necessary for technical reasons that the two types' of tax should 
exist side by side. Hence the absolute principle of a single tax 
becomes changed into another, and more modest, proposal: namely; 
that ora 'single direct' tax, as compared with the system of manifold 
direct taxes. 

The presupposition of the proposal for a single tax is that it is 
possible to ascertain total income directly. If a synthetic method 
were available for the ascertainment of the total income of every 
citizen with uniform results, the single tax would solve the problem 
of simplification. But the 0 concrete problem resides precisely in 
making the hypoth~is a reality. We do not possess such a method, 
unless we are prepared to accept as true and unimpeachable the 
declaration of the taxpayer, despite the fact' that he has the 
greatest interest in evading the high single tax that threatens him. 

The declaration must always be examiried critically. But th.e 
control Clm be made only by means of an analytical procedure which 
goes back of the declaration of total income to the source of each 
individual part of the income, ascertaining it at the moment of its 
production, or· acquisition, or investment, catching it in thellct of 
circulation or. consumption, and discovering it by means of 
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controlling' data derived from bequests, contracts of sale, lease, 
insurance, or loan, and so on. This analytical proced\ll"e of control 
is precisely the basis of the system of manifold taxes. ~ 

For if, in order to control the declaration of the taxpayer, it is ' 
necessary to go back to the source of the various parts that make up 
the total income, this fact provides the natural basis of the system of 
manifold taxes. To go back again from this to the single tax would 
be a mere arithmetical operation that would complicate, rather than 
simplify, the system. 

This is one of the causes that explain why the tax system has 
taken its present form.' 

The sponsors of the idea of a single tax desire essentially to insure 
to all taxpayers a greater equality of treatment; but from what has . 
already been said it follows that the defects of a system of manifold 
taxes are not eliminated by the substitution of a single tax that 
strikes the whole, in place. of the system of several taxes that strike 
separately the individual parts of the whole. The solution of the 
problem - at least for the present - lies in the continuous perfec
tion of methods of appraisal. This comes about according as all 
incomes tend to be appraised with equal rigour. Butin order to <;ome 
close to such a result, it is necessary ~o follow different methods for 
the various cat~gories of incomes. . 

The same thing holds for the tax-rates. It would seem that a 
single tax-rate gives a greater assurance of equal treatment. This 
would be true if all incomes w~e ascertained with the same degree 
of exactness; but since this condition is never completely realized, 
only different tax-rates can neutralize the inevitable inequality in 
the appraisals, assuming that the legislator re1J.ly wishes to remove 
su~h inequality. For example, if the salaries of public functionaries, 
or even the incomes of landowners, were subjected to the same tax
rate as that to which the incomes of professional men are subject, 
this would not be equal treatment. 

, I do not wish 10 exclude II priori the possibility that where greater credence is given 
10 the declaration sworn 10 by the taxpayer, and the Treasury contents itself with 
controlling it by coefficients of correction established on the basis of the style of living 
evidenced by the tupayer, the reason for the analytical control discussed above would 
disappear. With the premisea changed, the conclusioDS'WOuld change. All this varies 
according 10 the period and the country involved. 
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To the extent that the conditions stated above are realized, the 
system of manifold taxes becomes transformed, or tends more and 
more to be transfo~ed into a co-ordinated system,-that is, into a 
'fiscal organism' in which the various taxes rigorously condition 
)ne another, and co-operate to produce the following three-fold 
result: 

(a) no income or part of an income escapes appraisal, and 
therefore escapes taxation; 

(b) no income is taxed more than once nor pays more than one 
tax;. . 

, (c) all incomes ~ a1rected equ~y. 
~ present tendency is for the system of manifold taxes to be 

perfected as a fiScal organism, in order to accomplish.the end which 
theorists assign t.o the single tax on total income. . 

There remains to be considered an intermediate system, which 
consists of the transformation of the various' taxes into just as many 
sub-categories ot a single tax, the respective incomes being subjected 
to the same tax-rate. 

The type of syStem here suggested is that of the English income
tax and also the Italian tax on income from movable property.1 
This system differentiates several categories of income - as, for 
example, income from land, from capital, from industry, and from 
the professions - but the rate is the same on all. 

In this fiay, it is said, when the law raises or lowers the tax-rate, 
the increase or diminution is reflec~ed automatically in all categories 
of income. 
- It has already been noted, however, that each category demands, 
at best, 'a treatment that is formally different, if the various types of 
income are to be treated equally in fact. In view of this considera
tion - and for other reasons that will be discussed further onl

-

recourse has been had tO'the expedient of allowing different quanti ta
tive deductions for each category of income, so that although 
apparently a single tax-rate prevails, each category is treated as if 
it were subject to a different rate. 

1 [Italian: impost. sui Reddin Mobilitui -- Tnms1ator'~ notel 
"' See Book III, chap. v. 

208 



SINGLE TAX AND MANIFOLD TAXES 

In this way, the single tax-rate becomes a method of protectioo. 
which is more apparent thaI} real, since, at the moment it is raised Qr 
lowered, a change may be made in the deductions that were forin~rty 
allowed in the various categories - and indeed', this has actuany' 
happened in Italy and in England-iIi order to increase or to lighten 
the tax-burden on some categorieS of income as compared with that 
borne by others. 

From this-we may conclude that science lays down the principle 
that must be followed if it is desired to assure equal treatment to all 
taxpayers; but that the attainment and preservation of such,. a result 
depends on historical experience -on the political comba'tiv1!ness of 
the interested groups, and on the sense of eqruty displayed-PY. -the 
dominant class. 

$5 

Though we have' excluded the possibility that the siIigle tax 
may serve to simplify or to correct the system of manifold. taxes, 
such a tax might be regarded as an element of the tax system that is 
neceSsary in order to introduce progressive taxation,which pre
supposes a knowledge of the total income-of each individual. On 
this assumption, the purpose may be acc::omplished in two ways: 
(a) a single tax may be substituted for the various direct taXes in 
force; (6) or the existing system may be left intact, while another tax, 
progressive in form and of a complementary nature, may be super
imposed on the existing system. 

In modem states, there is an increasing tendency ti establish a 
single complementary' tax on income, which accompfishes most 
economically, the purpose of. progressive taxatioii~ -inasmucJ1 as it 
does not disturb the historical structure of the e,psting direct taxes. 
Indeed, such a tax may, as we shall see, servetto perfect the existing 
system.· 

• The treatment of the complementary tax on total income mUst be left for our 
diacuaaion of the positive structure of direct taxation (see Book IV. chap. I). 



CH,APTER IX 

THE BASIS' OF DIRECT TAXATION 

Summary: The basis of taxation is the value of the goods taxed - Defini
tion of the concepts of wealth, capital, properly, product, and income
Does taxation fall on the value of capital, the value of the product, or 
on income? - From the tax on the product we pass to the tax oli 
income - The classification of taxes is derived from the concept of 
incbme ' 

§I 

Up to, this point we have been discussing' the tax on income, which 
was a logical deduction from the principle that income is taken as 
an index for measuring the demand for and the individual con
sumption of general public services. 

Moreover, it is a fact that all our direct taxes fall on income. To 
be sure, the law al,.,ays speaks of 'net income'; but before coming 
to net income, a long historical road had to be traversed. 

The tax on land was based, in relatively ancient times, and in 
some new countries is still based, on the area of the land taxed. In 
the same way, the f:jI.?C on persons and on intangible property took 
the form of a capitation or poll-tax, and the tax on houses was fixed 
on the basis of the number of doors and windows in the house and 
the length ants fa~ade. 

It may~e admitted,as an obvious truth that the fiscal relation
ship is.a value-PtIati9ru¥p, and that the area of the land, or the 
number of ploughs.... the '!ellgt~ of the front' of a, house, and the 
number of its doors .and windows are taken as indices measuring 
value. What is involved, more than anything else, is a method of 
inferential and rough valuation, of the kind that sufficed under 
primitive economic conditions, in which there was ~ess differentiation 
ind more uniformity as between one piece of land and another, one 
b.ouse and another, and one type of personal activity and another. 

As economic progress comes about, however, the process of 
lifferentiation of values becomes accentuated, and these indices 
)~ome ins~fficient. In place of the area of the land and the number 
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.Qf.ploughs are put other methods of appraisal which take account 
of the differences .in produ~tivity between one piece of land and 
another; in place of the frontage of a house is put a valuation which 
takes account of the cubic content of the .house, the size and number 
of its rooms, and the street on which it is located - elements which 
give a different value for each building. The poll-tax.. becomes 
transformed into a tax according to 'classes' and then into a tax on 
individual income. 

IT we accept the proposition that taxation involves a value
relationship, the question then arises whether the basis of taxatiop. 
must be the value of instrumental goods, or the value' of direct 
goods. IT the former is called capital, and the latter is called product 
or income, the question is whether a tax should fall on the value of 
capital or on the value of the product. . 

Sina we shall have to discuss taxes on property and taxes on 
product and income, it would be well to clear up in advance the 
meaning of these elementary concepts. 

We have already called attention to the fact that the quantity 
with which economics deals is not the thing of the jurists, but utility 
in whatever form, time, or place it shows itself, just as physics deals 
with heat and electricity. Economic utility is, in general, the 
Capacity attributed to things, persons, and services for satisfying 
human wants directly or indirectly. An 'eConomic good' is every 
thing, every act, eVery service that an indiyidQiil .. considersuseful 
and wishes to acquire, ina given quantity, at a given time and 
place, in order to satisfy a given need. 

For this reason, the sphere of'economie goods cannot be rigidly 
~dimited a priori by being made to include only material'g~ and 
not immaterial goods; only exchangeable goods, and not those that 
are not found in trade; or merely goo~ which.are obtainable only 
at some cost, and not goods that are regarded as costless. There_ is 
general agreement with respect to the 'economic' character of the 
more restricted types of goods , and this is all that matters; the possible 
broadening of the central nucleus must be left to the particular 
criterion set up by the investigator, and to the nature of the concrete 
problem under discussion. . 

By 'wealth', then, we mean the sum of all the economic goods 
available at a given time and place. 

If it is desired to call'attention to the ownership relat:Ion which 
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associates gqods with an individual, it is convenient to designate by 
the word 'property' the wealth ·that belongs to a person. . 

'Capital' is that part of wealth or of property that at a given time 
is employed in the production of future goods; it consists of goods 
which are also called instrumental, and, which may be either things 
or personal· services. What characterizes them is their productive 
function; hence the concept of capital does not coincide with that of 
property. ' 

With respect to the concept of a 'product', we may say that the 
latter can be only the good or service for the production of which a 
given enterprise was in fact established. Grain is the product of the 
enterprise organized for wheat-raising, but grain becomes capital in 
the hands of the miller,. who regards flour as the product of his ' 
business, and so on. / 

§2 

Now, there are taxes on product and taxes on incomt:~ What is 
the difference? 
. The product consists of goods in kind, considered in relation to 
the enterprise from which theYl:ome and before they are distributed 
among -those who take part in their production. In a primitive 
economy" the tax is.a percentage of the product; this w~ the case 
for example, with thetithe,which was deducted in kind on the 
threshing-floor, and fell' ~>n the enterprise'itsel£ In the concept of 
income, on the other hand, there is a personal element that is lacking 
in the case of the 'product'. Whereas the latter has reference to the 
enterprise'as such, the former has reference to the person to whom the 
product belongs. In· ordinary speech. we make no distinction 
between the stateme~t that a piece ofland produc~ 1000 gallons of 
wine and the statement that it yields $ 1000, although this second 
formulation already suggests the idea of a proprietor. But the 
difference becomes evident if we have regard . to the moment at 

-which the product is divided among those who have taken part in 
its production~ because then one does not speak of 'the product of 
the proprietor'and 'the product of the labourer', but rather of 'the, 
income of the proprietor' and 'the income of the labourer'. ·Usually 
one speaks. correctly, of the 'product of industry' and the 'incom~ of 
a person'. • 

The second condition that is necessary if the product is to become 
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'income' is that the former must ~.sold and expressed in money. 
The expression in terms' of money would be a secondary circum
stance, if it did not carry with it the consequence that the taX-rate 
is no longer fixed as a percentage of product, but as a percentage of 
income. The result is that whereas the tithe took 10 per cent of the 
goods in kind and all fluctuations in price were bome - to its 
advantage or to its disadvantage - by the State, the tax on incomes 
places the burden of price-fluctuation on the taxpayer. The tax
payen must sell annually such a quantity of the goods produced as 
is necessary to pay the fixed sum owed to the Treasury. 

It may be seen from this that the tax on income contains an 
element of insurance in favour of the State. 

Now that our terms have been defined, let us takeup again the 
question whether the tax ought to be commensurate with the value 
of capital, or wi~ the value of the product - that is, .income. 

The phrase has a double meaning, since it may involve either a 
question of merit or ~erely a question ofform. . 

In the first case, by a tax on income is meant that which the tax
. payer will normally be able to pay by reducing his priva~e con
sumption and seeing to it that the in£oQle affected by the tax con
tinues to be received permanently. 

On the other hand, a tax on capital would be that which the 
taxpayer cannot continue to pay by merely reducing his income and 
his standard of living, but which he pays by being forced to trench on 
his capital. 

If it is supposed that every individual distributes his. income 
freely between expenditure on private and expenditure on public 
goods, the cas~ just described cannot occur. On the other hand, it· 
may occur if we adopt the hypothesis of the monopolistic state, 
whenever, with the increase of taxes destined to be wasted in unpro
ductive public expenditure, capital is destroyed or its accumulation 
is impeded. 

These are concepts that do not lend themselves to a rigorous. 
definition. At this point, however, it is sufficient to repeat the 
axiomatic truth that a tax the continuing payment of which in fact 
consUmes part of an individual's capital is absurd; because, even ifwe 
assume that it may exist, it would .impoverish and· ultimately 

. exhaust the source of public revenues and would lead to the gradual 
disappearance of the State that levies such a tax. 
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Not to be confused with the tax on capital in" the sense just 
described is the 'extraordinary' tax on property, which is regarded
erroneously, as we shall see - as a levy on capital, but which, because 
of the size of the levy, could not be continuous and must therefore be 
treated in the chapter on public loans. 

Whenever, therefore, one speaks of a tax on capitaI or on income, 
it is intended to do so in a formal sense; hence it is a matter of 
indifference whether, for example, the tax is formally commensurate 
with income on the basis of a rate of 20 per cent, or with the cor ... 

" responding capital value on the basis of a !ate of I per cent. " 
Once the question is put in these terIDS, the answer is easy. It is 

known that the value of instrumental goods depends on that of the 
corresponding direct goods. The market gives us the price of the 
latter and the current rate of return on capital. The value of-a piece 
of land is found by dividing the income frO\ll it, which is supposed 
.to be perpetual, by the rate of return, and multiplying the quotient 
by 100. For temporary incomes the process is different, but the 
principle is the same. 

Since the primary datum that must be emphasized is that of the 
product and its value, it is not necessary to go back from this- to the 
capital value of the piece ofland, or the house, or the industry, or all 
the instrumental goods, and therefore also the capital value of a 
man, the estimation of "which would also run up against obstacles of 
a moral nature. Th.s tax, then, arises naturally as a tax on product 
or on income. 

In this way we come to the other question: whether· the tax should 
strike the 'product' of industry while it is in the hands of the head of 
the enterprise and before it is .divided among the various persons 
engaged in its production, or whether it should strike each part of the 
product when it is in the hands of these persons, arid has become 
'income' for each one of them . 
. ' The inductive basis of our reasoning is the historic process. 

Historically we have passed from the tax on product, of which the 
tithe is typical, to the tax on income. We shall reason on the basis of 
this example. 

The landowner, who was usually also an entrepreneur- and 
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capitalist and sometimes a labourer, paid a tenth part of all the grain 
produced, on his own account and on behalf of his labourers~ as 
well as for the smith who made his ploughs anq the carpenter who 
built his carts~ The tenth part of the total product of the soil was the 
single tax that the proprietor paid for all those who had contributed 
to the production of the grain. 

In proportion as the division oflabour and industrial occupations 
became more clearly marked, there was also evidenced a tendency to 
split the single tax on the product .into as many separate taxes on 
income as there were individuals' having a right to share in the 
product. 

From an embryonic or less developed economy, in which the 
various functions are ~erged or are of slight importance and are 
entrus~ to the head of the business, we pass to a more developed 
economy, in which each function is specialized in the persons of the 
proprietor~ the entrepreneur, the capitalist, the labourer, the; insurer. 
and the State, respectively. Each one of these acquires his oWn 
economic personality and his own financial personality, and all of 
them deal and bargain among themselves on the basis of complete 
juridical equality. 

None of the recipients of these incomes could any longer - given 
the principle of the universality of taxation - avoid payment of his 
own tax on the ground- that the landowner would pay the tithe on 
all the grain produced. But on the other ha.,t. if they are struck 
directly by the tax, the system of the tithe automatically _ceases to 
exist; for its survival would involve an obvious duplication. 

The old tax on product, or the tithe, must, therefore. be divided 
into as many parts as there are individuals having a right to share in 
the product. 

In this way the tax on income is bom and developed. 
Now, among thOse having a right to share in the product are 

some enterprises outside the agricultural unit, with which the latter 
has exchange-relationships for the furnishing of raw materials~ 
machines, manure, etc.; within each enterprise, moreover. are the 
entrepreneur, the capita.Ust, and the labourer,' in so far as they are 
in fact, or tend to become. different persons. 

. We shall call the first 'external agents' of production and the 
second 'internal agents'. For the production of each individual 
direct good there exists a co-ordination between the. two groups. The 
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grain will be divided, first of all, between the external agents - such 
as the rnanufacturer of ploughs and machines, and the furnisher of 
manure - and the grain-grower himself; but then; within the budget 
of each specialized enterprise, there takes place a division among the 
internal agents, who are the same in all businesses. Thus, in the 
last analysis, all the grain produced ends by being divided among the 
entrepreneurs, capitalists, and employees of each enterprise. 

The same process is repeated for other goods. 
From the concept of the tax on income is derived the current 

classification which is based on the economic theory of the distribu
tion of the product, in so far as one tax tends to strike 'rent' in the 
hands of the proprietor; another, 'profit' in the hands of the entre
preneur; another, 'interest' in the hands of the capitalist; another, 
'wages' in the hands of the labourer. . 

On the other hand, from the original concept of the tax on 
product arose a classification based on historical juxtapositio~, in 
which the tax was expected to strike the total product of every new 
enterprise or profession. Thus, the tithe on lands was followed by 
the tithe on forests, and later by the tithe on mines; and it will be 
easily understood to what complications, and duplications such a 
system would have led, ifit had been able to survive in'the face of the 
continuous increase of specialized new industries. . 

The modem classification, with its simple structure, has the 
character of organic stability, because it embraces all possible 
present and future industries. 

To be sure, it must be remembered that we are dealing with a 
law of historical tendencies, which follows the actual development of 
the division of labour. Where the latter is lacking; lllerefore, the 
several parts of the total product are taxed while in ~e hands of the 
same person, if in fact they belong to him. 

These are cases, however, which the development of the division 
of labour is making increasingly rare, and which positive legislation 
is attempting to eliminate. 
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CHAPTER X 

THEO'R Y OF NET INCOME 

Summary: The tax on Tlet income - The quantity of direct goods-produced 
and consumed annually within the country is the basis of the tax
The distribution of direct goods between the external and internal 
agents of production leads to the concept of net income - Some 
controlling principles based on the theory of the derivation of net 
income from gross income - Positive and negative taxpayers' rel!ts -
Each part of income, no matter how small, bears a tax-liability from 
the moment of its origin - The deduction of interest owed - The 
case of the domestic servant - The problem of savUig - John Stuart 
Mill's error in accounting - piscrimination and the political factor 

§i 
FROM the concept of a tax on income we pass to that of a tax on 
'net' income. 

The word 'net' implies the existence of a gross income :- that is, 
an income from which expenses of production have not yet been 
deducted. This is correct, at least from the point of view ()f account
ing; but it implies also that the parts of gross income which are 
deducted as expenses of production are not subject to taxation; and 
this is incorrect. 

The notion of net income is fundamental for Public Finance; 
but with resp~t to its definition, the usual Uncertainties prevail 
among econ~mists. It is necessary to clarify the concept; and in 
order to do.this, it would be well to examine, in broad outline, the 
phenomenon of production. • 

Let us picture, first of all, an imaginary society of 100 individuals, 
each of whom is an isolated economic unit accomplishing by himself 
the whole series of productive acts, from the cultivation of the land 
to the production of bread. Each one will plough his own ground~ 
will sow and cultivate his grain, will build.the road for the transporta
tion of the product, will provide for the defence of the sown field and 
the gathered grain, will make his own ploughs, will build his own 
xnill, and will have his own bakery. 
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At the end of the crop-year, each is assured of a supply of 100 

loaves .of bread, to the production of which he has directed all the 
successive steps in his activity and the consumption of which repre
sents his sole compensation for the successive series of costs incurred. 

If now we pass to the hypothesis of an economy founded on the 
division of labour, the ~nly difference will be this: that, previously, 
each of the 100 individuals performed a series of productive acts, 
whereaS now every individual act of the 'series is performed by a 
group of individuals. 

One group will plough all the ground and will produce the grain; 
another will build and repair everyone's ploughs; another will build 
the roads and will see to the prevention and repression of theft; 
another will transform the grain into flour; and a final group will 
transform the flour into bread. There are five specialized groups, 
each with 2Q members. 

At the end of the crop-year, thanks to the lJew and perfected 
organization, the bread produced will mount from 10,000 to 12,000 

loaves; but in all other respects the phenomenon will remain the 
same. All 100 members of our society contribute, as before, to the 
production of bread, and all expect only from the distribution of the 
12,000 loaves the sole compensation for their labour. 

Among the five specialized groups there is, by hypothesis, one 
that assUIlles the function of defending all the others against possible 
theft, of passing judgment on controversIes between members of 
the community, and also of building and maintaining roads. If 
we call this group the State, the share of the 12,000 loaves ofl~~d 
that belongs to it we shall call the tax. ". 

We have not yet arrived at the concept of net Prfuct: Onthe 
other hand, there emerges another elementary trut:p.: nilfnely, that 
only the 12,000 loaves of bread constitute the income or product of . 
the community; the ploug~, the land, the grain, the roads, the 
bakery, and public safety are instrumental goods necessary for the 
achievement of that end. l 

This permits the following generalization: The product or income 
of socieD' consists of the quantig of goods of the first ordn' aniluall7 produced 
and consumed. ". 

From ~ it also follows that the tax and the rewards due to the 

1 For this reL..an they are not yet iIteome; they will become income if and to the extent 
to which they will be transformed into future bread. 
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various agents of production are paid out o(the 12,000 loaves of 
bread, - that is, out of the quantity of direct goods in the annual 
production of which all, including the State, take part. 

The members of the community, collectively and sever-ally, must 
wait until the bread is produced. Each group, including the State, 
will have a right to. 2400 loaves. If the bakery deducts the 2400 

loaves belonging to the State and then shares the remaining 9600 
with the other external agents of production, we have a tax on the 
product. The State then asks nothing of the group that manufactures 
ploughs, nor of the others. 

We may now pass to the tax on income. The State, which by 
virtue of its function has direct and simultaneous relationships with 
all the groups, waits. until the four groups will· have divided the 
12,000 loaves into shares of 3000 for each group, and then demands 
from each one 20 per cent of the 3000 - that is, 600 loaves. The 
result is the'same as before; hence the problem of the tax on income 
consists of seeing how the division of the 12,000 future loaves among 
the four grS?ups that take part in their production comes about 
technically. 

The ~t difficulty is that of waiting. F:or in practice.-we do not 
have to deal merely with the isolated case of bread; what happens 
in that case happens in others; the number of producing groups 
increases ad infinitum; along with the group organized for the pro
duction.of bread, others are organized for the pro(!uctioiJ. of meat, 
clothes, houses, shoes, jewellery, domestic utensils, automobiles, 
theatricall pex!qrmances, professional services, and so on. 

Moreover, these groups do not live in isolation from one another; 
on the contrary, tHey are tied together by reciprocal relationships, 
so that each one has contacts with all the .others, and all the others 
have contacts with it. 

Given this complex series of relationships, the division in kind of 
all future goods of the first order is impossibJe. Here money comes 
to the rescue; by its use, each process of give-and-take is concluded 
legallJ, in each case, at the moment. in whicl1 the exchange takes 
place. Thus, the manufacturer of ploughs 'receives the price for 
tllem at the moment in which he sells ploughs to the grain-grower; 
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But this price - which is correctly called his income - is only a 
claim-check on future bread; it is his credit':voucher, which gives 
him the right to take part in the final division of the bread, which 
will conclude the process of give-and-take economicallJ as well as 
legally; and his income finds its fruition in the fact of consumption. 
The same process is repeated in the case of the grain-grower and the 
miller. 

The State follows the same procedure, and turns into cash its 
fiscal claim against all the specialized enterprises by levying 20 per 
cent of the price that each enterprise obtains at the moment it sells 
its product. But even for the State the tax, collected in this way, is a 
claim-check on future bread and on all future direct goods. 

The second difficulty lies in the possibility of double taxation; 
but if one examines a little more closely the accounting procedure 
invoJved, one sees that the danger does not exist. 

Let us suppose that the State turns first to the manufac~er of 
ploughs - which we have considered as the enterprise with which 
the cycle of bread-production begins ~ and takes frorp him 20 per 
cent of the price of the 'ploughs sold to the grain-grower. It then 
turns to the grain-grower, to collect 20 per cent of the grain sold to 
the miller. The grain-grower, however, objects on the ground that 
from·the value of the grain sold to the miller should be deducted 
the part that the manufacturer of ploughs has already paid, and the 
State allows this, because it /las already collected the tax on t~is part of 
Ike product. And when it turns to the miller, from the flour or the 
price .of the flour is deducted the part that the miller hat paid the 
grain-grower (in which is also included the share of the plough
manufacturer) because the State has already collected the tax on it. 
And when the State tur~JP.the baker, it deducts the part which the 
latter has already paid to dle miller (in which is included the share 
belonging to .the grain-grower, and a second time that belonging to 
theinanufacturer of ploughs), and on which the State has already 
collected the tax. 

The same reasoning is again involved in the relationships between 
the internal agents of production, among whom is divided the whole 
_of the share belonging to each individual enterprise. And, fqr this 

220 



THEORY OF NET INCOME 

reason, when the Treasury demands 20 per cent of the price of 
ploughs, the entrepreneur deducts the part that has already been 
paid to capital and to labour, because the Treasury has already 
collected or will collect the tax on the interest of the first and the 
-wages of the second. 

As a result of the double series of deductions ~ the one in the 
external creditor-relationships between enterprise and enterprise, 
and the other in the internal creditor relationships between entre- . 
preneurs, labourers, and capitalists - it is said that gross income has 
been translated into net income, so far as'each agent of production 
is concerned. In reality, all that has been done is to divide the total 
income - that is, all the bread in our example - into the shares 
belonging to each person; thus, the determination of taxable 
'individual income' is part of the determination of total taxable 
'national income'. 

To sum- up: the transration of gross income into net income, or 
what we shall call the,'depuration of incomes', 1 is merely a technical 
accounting' procedure, by means of which, the total quantity of 
direct goods produced annually in Ii country and the corresponding 
total tax-burden are divided all}ong those engaged in production 
and among the taxpayers. No part of so-called gross or total income 
escapes taxes on income. The deduction of expenses of production, 
as revealed by t~e budget of each individual business, prevents any 
part of income from being taxed more than once. 

By perfecting the procedure for reducing gross incomes to net, we 
perfect the fiscal organism. 

T axPO:'Yer' s rent· 

The theory of the depuration of incomes, as expounded abpve, 
allows us to establish some general principles; 

First of all, the process of depuration can ile pushed only so far 
as the division of industrial and perso~al labour has in fact been 
accomplished. Hence, if the grain-grower is also a maker-ofploughs, 
the tax strikes all ~e grain while it is in his hapds. Similarly, if the 

1 [Italian: epurazione dei reddi!i - Translator's note] 
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entrepreneur is also a capitalist and labourer, the tax strikes the 
total income composed of profit, interest and wages while the 
income is in his hands. 

In order for the process of depuration to conform strictly to the 
real facts of the case, it would be necessary to examine the budget of 
each individual enterprise, since in real life the division of labour is 
not uniform, at the same time and place, as between one enterprise 
and the other. In some ,cases, the entrepreneur is already distinct 
from the capitalist, in other .cases they are one; in some cases, the 
landowner is distinct from the tenant, in other cases he is not. 
Usually the labourer is distinct from the entrepreneur; but there are 
cases in which the labourer is also the owner of the land that he 
cultivates, just as the owner of a small workshop is simultaneously 
labourer and entrepreneur. 

If the Treasury were to ascertain incomes in each individual case, 
the, ,depuration would correspond closely to the actual facts, and 
would exclude all possibility of differential treatment as between 
one taxpayer and another. 

But it is not alwayS technically possible or economicallY expedient 
to ascertain income separately, in each individual case. Instead, the 
law proceeds by making use of typical or average values and by 
adopting uniform percentages of deduction for all the individual 
cases, although one of these may differ in some measure from another, 
and both may differ from the selected type. Thus, for example, the 
law with respect to the tax on land may deduct from every income 
from land a percentage for expenses of administration, though not all 
businesses incur such expenses; the law may deduct expenditures for 
wages, though not all businesses employ wage-earners. 

Out of these discrepancies between the typical value and concrete 
individual values arise phenomena of 'taxpayer's rent', which may 
be positive, as when the taxpayer benefits from a deduction to which, 
if his case were treated individually, he would have no right; and 
negative, as when he does not benefit from a deduction to which he 
would be entitled. In the first case, there is a gap in the tax system; 
in the second. there is double taxation. 

What are involved, in any case, are vestigial phenomena and 
slight inequalities which the law has not been able to reach, but. 
which tend subsequently to be further atten~atedand even to dis
appear in time in proportion_ as the taxpayers change their manner 
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of running their businesses, in such a way as to get rid of the negative 
rents or avoid losing the benefit of positive rents; and all tend to 
approximate a more nearly uniform type. For this to happen,. it ~ 
necessary that the rents should not be negligible quantities~ 

Another principle deriving from the theory is that each part of 
income producea, no matter how small, contains its proportionate 
share of the cost that the State has incurred in providing its pro
ductive services; and since the tax corresponds to this cost in the 
same way that wages correspond to the labour provided by labourers, 
it follows that each part of income, no matter how small, comes into 
existence bearing the corresponding tax-debt. 

If one such part of income does not pay its tax-debt, another must 
pay more than its share. 

From this elementary truth it follows that the deductions a,llowed 
by the law for the purPose of reducing gross incomes to net must be 
subordinated to the concrete condition that the Treasury will find 
them again, as taxable income, in the lmdget of 6ther enterprises; 

For .this re~on, anyone who would wish to give a complete 
demonstration of the fact that a given portion of income is not 
obligated to pay a given tax ouglit to prove not only that this part of 
income is included among the deductions allowed by law, but also 
that it is not subject to another direct tax. 

In those cases in which a legal interpretation to this effect is not 
possible, ~e law should be revised. 

§6 

Another corollary is this: that the sum of individual incomes or 
net incomeS must be equal to the national income or gross income; if 
it is larger, there is double taxation; if it is Ilmaller, there is a gap in 
the tax system. The peIfectingof the process of depuration must 
bring 'about this equality by uncovering and avoiding duplications 
and gaps. This can be only the gradual result of statistical surveys 
and analytical studies of the account-books of businesses, There are, 
however, some cases in which it is evident that equality of the kind 
described does not exist. 
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A typical example of double taxation exists whenever the law 
does not allow ,the deduction of interest that the taxpayer pays on 
'his debts. 

This holds in general for all debts, of whatever nature, regardless 
of whether they are secured by mortgages, or whether they are 
contracted for the purpose of consumption or of production. For, 
in every case" the annual interest paid by the debtor is taken from 
his income, however the latter may happen to be composed. From 
the ecqnomic point of view, the creditor participates in the division 
of the debtor's income, and therefore the interest is deducted from 
the income or taxable income of the debtor, always assuming that 
the State, as is usually the case, collects the tax on interest in the 
hands of the creditor.. 1 

The case of wages demands some specia' consideration. That 
wages owe taxes is for us a corollary from our general principles. The 
deduction of wages from the value of the industrial product is 
included under the common expression 'expenses of production'; 
but then wages do not always figure -either by law or in fact - in 
a schedule of personal incomes under which they would be obligated 
to pay the tax. There is a gap in the tax system, due to the practical 
difficulty that the Treasury encounters in following up so large 'a 
number of people with small personal incomes. , . 

If it is desired to overcome this difficulty, which is merely one oj 
collection, there are two other possible solutions: (I) a gen~ral 
exemption may be granted to, all wages, the financial needs of the 
State being covered by correspondingly higher tax-rates aSsessed 
against the employers, who would be. expected to discount the tax 
in the lower wage-rate which, other conditions remaining equal, 
would be the natural economic result of the system; (2) or the taJI 
owed by the labourers may be assessed on the amount paid in wages, 
the entrepreneur being obliged to pay the tax, while at the same 
time he has a legal right to recover the amount he has advanced in 
taxes when he pays the wages. 

Each system has its advantages and its disadvaritages; the essential 
1 Italian tax law permits the deduction of interest by the entrepreneur only in thl 

case of loans incurred for purposes of production; but it also denies such deductions t( 
the landowner, on the obsolete ground that the tax on land is a 'real' tax. Here, ther 
is a case of double taxation. 
, Vice ver~a, it allows to income from land a deduction of interest on the value of thl 
inventories of livestock and material belonging to the proprietor; but then this interes: 
is not subject to the,tax on 'movable ,t>roperty' (imposta mobiliare). There is a gap here 
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thing, however, is just this: that once a method has been adopted, it 
must be adhered to in positive legislation in such a way that all 
labourers will receive the same treatment. 1 

Another typical case is that of the wages of domestic servants. 
The ~n who uses a part of his income to pay wages to a servant 
hu already paid taxes on his whole income and therefore also on the 
part that becomes the servant's wages. Must the servant also pay a 
tal(, on his wages? 

It seems that there is double taxation in such a case, but. there is 
not; for the servant is a prtxlucer and seller of services. BetWeen the 
employer and the servant is an exchange of goods on which two 
direct taxes are owed by the respective producers of the goods that 
are exchanged. The employer has paid his tax on the income. that he 
has produced; 'the domestic, who has not yet paid the tax, oweS ~t at 
the moment at which he produces and sells his services. In the case of 
producers of personal services, the moment of production and that of 
sale coincide. 

Similar to the case of the domestic servant are the cases of the 
physician, the lawyer, the engineer, and alI producers of personal 
services. In the exchange between the bread of the baker and the 
service of the physician, there is one price, but there are two goods 
exchanged, and therefore there are two incomes on which the tax is 
owed. There is no exception to the general principle. 

§7 

Saving 

But the case that calls for special attention is that of saving, with 
respect to which there has been the most discussion, in order to deter
mine whether it should be subject to or exempted from taxation. 

According to a current opinion, nothing is income unless it is 
consumed. Hence bread, which we regard as income, is not income, 
or does not become income until the moment of actual consumption. 
From this the current theory wishes to deduce the consequence that 
income produced and not consumed -- that is, saving -is not income 
and capnot be subject to the tax on income. . 

This is a logical play on words, rather than a demonstration. In 
& This cannot be said of Italian legislation. 
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order to clarify the argument thoroughly, it is necessary to establish 
precisely what the function of saving is in the phenomenon of 
production. 

We, also, have defined national income as !he quantity of goods of 
the first order produced and consumed annual!J •. Now, if society is regarded 
as a whole, it is obviOUs that the quantity of goods produced is 
equal to or ends by becoming equaJ to the quantity of goods con
sumed. We produce in order to consume, and nothing else is possible. 
The individual may produce to-day for to-morrow's consumption; 
but if he is to distribute his consumption over time, he must transfer 
the goods he has saved to those who will consume them to-day 
in order to reproduce them and give them back to him to-morrow. 

And what is true of society .is true, . a fortiori, of the single 
individual. 

In both "ases, we are dealing with the same goods, considered in 
two successive moments or from tw,o different points of view. 

If we look at the productive process in its entirety - that is, from 
the arising of a feeling of dissatisfaction to the satisfaction of the 
want - we . find no break between the economic process and, for 
example, the physiological process through which the direct good, 
by being actually consumed, really satisfies the want and at the same 
time rebuilds the energies of the worker so that a new productive 
cycle may be begun. It is a continuous transformation of goods into 
other goods, which never stops; it is a circle in which there is no 

, point of departure or point of arrival, arid which may be broken 
• only for the purpose of solving certain concrete problems. l 

Thus, in passing from an isolated economy to an economy in 
which there is division. of labour, it is possible to separate th~ goods. 
that an individual produces from those thaf the same individual 
consumes, and to speak of an income produced and an income con
sumed. The baker produces bread; the bread represents his produced 
income. The tailor produces clothing; the clothing repraoents his 
produced income. At a later time, they exchange bread for clothing, 
and then we say that the clothing is the income consumed by the 
baker and the bread is the income consumed by the tailor. But since 

1 Thus, in order to separat~ physiological or hygienic or moral activity from econ
omic activity, most writers hold that economic activity begins with the want, inas 
much as the latter represents an external impulse, which in fact induces man to under
take a series of productive acts that end with the possession, or material contJ1?l, of the 
thing that he considers adapted to satisfy the want. . 
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exchange is nothing but a form of production, we may say equally 
well that the clothing bought is income produced by the baker 'and 
the bread bought is income produced by the tailor. 

Hence - if we still hold to the hypothesis laid down above, 
according to which we suppose that society is composed of only these 
two enterprises -the income of the baker and the taiior, produced 
and consumed at the same time, is equal to the sum of a' certain 
quantity of bread plus a certain quantity of clothing. 

The qualitative and quantitative difference between the two 
disappears. 

On the other hand, the claim of the State is established and 
increases in proportion as the productive process develops, since the 
assistance given by public services does not end with the production 
of the bread and the clothing, but includes also the exchange between 
bread and clothing, as well as the consumption of bread and of 
clothes. 'I1lls- claim is a given quantity corresponding to the cost 
that the State incurs, and can anclmust be paid out of illcome; and 
it is a matter of indifference, or of secondary importance, whether 
the income be ascertained at the moment it is produced or at the· 
moment it is consumed, the same.quantity being.involved in either 
case. 

§8 

It might seetn that in adopting the hypothesis of an isolated 
economy in which production is for use rather than exchange or in 
considering socjety as a unified whole we are excluding,by pur very 
hypothesis, the problem with .which we are concerned; .but this is 
not so. Saving, in a modem economy characterfzed by division of 
labour, arises from the fact that an individual does not consume all 
the income he produces, but saves a part of it, which he then, by 
means of a loan-contract, turns over to the worker, who consumes it in 
increasing the production of future goods. In the light of this fact, 
there might seem to be no truth to the hypothesis that, so far as the 
saver is concerned, income produced is equal to income consumed; 
the truth would seem to lie with the opposite hypotheSis, which is 
what gives rise to the problem under discussion. 

It is not difficult to show that the new circumstance does not 
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change the economic problem, nor the conclusion previously reached. 
The error lies in holding that a loan, which itself arises from the 

separation of the person of the capitalist from that of the labourer, is 
the origin of saving, whereas it is only one form of saving. 

Saving is, above all, a phenomenon that may arise within the 
isolated economy in which production is for use rather than 
exchange. 

Let us· take up again for a moment our very first elementary 
example - th~t of an isolated producer, who himself constructs the 
ploughs, himself produces the grain, and himself transforms the 
grain into Hour and the Hour into bread. It is while he is consuming 
the bread that he resumes his productive functions- repairing the 
ploughs, cultivating the land anew, and so forth. 

Since we are dealing with an economic man, we may assume that 
he never stops with the mere reconstitution ofhis working energies, with 
the result that he always produces the same ·quantity of bread; we 
may assume rather that he gradually tends to increase the quantity. 
He accomplishes his aim by being- economical in his present con
sumption of bread - that is, by distributing his consumption over a 
longer period, so as to have the time necessary for the construction 
of an additional plough and for the cultivation of another acre and 
for the enlarging of his mill and his bakery. 

Now, to distribute more economically in time the consumption of 
the available quantitY of bread means the diminution of his daily 
consumption. 

This is saving. 
The example brings out two elementary tru~. The first is 

that saving arises and develops in each isolated economy. The 
secon.d is that saving is an elementary and original factor of produc
tion, indissolubly tied up with labour. Saving and labour condition 
each other reciprocally from the very beginnings of production. The 
primitive man who lives on wild fruit must economize in his con
sumption of it if he wishes to find time to make a bow and arrow; 
the first stag that he kills is the product of both his labour and his 
saving; and if he must turn over a part of jt to his chief, this levy falls 
equally on saving and labour.l 

1 For this reaSon I consider it incorrect to pose the problem of saving by supposing 
at the outset that production has proceeded for some time without the factor of saving, 
and then, at a given moment, introducing saving lIS a new factor that acts from that 
moment on. ' 
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§9 

Let us now study the phenomenon in an economy in which 
division of labour exists and let us take up again the example of the. 
four specialized enterprises - the manufacture of ploughs, grain
growing, milling, and ~aking - which we left producing 12,000 
loaves of bread. There are two possible hypotheses. 

The first is that all fo~ save bread iIi' equal amounts, and that all 
increase their labour in equal amount. The 12,000 loaves of bread 
will become 15,000; the 15,000 will allow greater saving and more 
labour, and will become 18,000, and the ~8,ooo will, becom.e 
20,000. 

In every case, the bread is the product of the same factors; in 
every stage of its increase it is the result of more saving and more 
labour; it increases without interruption. Moreover, there is no 

" technical possibility of separating the part due to saving ~m that 
due to labour. Hence the 20,000 loaves of bread pay ,the tax for 
the same reason for which the 18,000 pay it, and the latter for the 
same reason that the 15,000 pay it; and in this way, by following the 
process back, one could arrive at the first man who succeeded in 
making the dough for, and baking, the first piece of bread on a 
heated stone. 

The second hypothesis is that the saver ,and the labourer' have 
become separate persons and are bound one to the other by a loan-
contract.' ,,' 

This may happen when not all four producers are in a position to 
increase their labour equally and at the same rate, since some niay 
prefer to increase their labour more and others to increase their 
saving more. 

The manufacturer of ploughs, instead of c;ontributi,ng a doSe of 
greater abstinence and a dose of more labour, will prefer to con
tribute two doses of greater abstinence. But the final product will 
continue to be what it was before - namely, the result and reward 
of the same factors of production. The only cliange that may possibly 
take place is a change in the distribution of the final product among' 
the various agents of production; but the tax will follow these varia-

-tions according to the theory of the depuration of income. . 
Let us take another examp~e, by way of making the issues clear. 
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We have supposed that the four producers have increased the pro
duction of bread from 12,000 to 15~000 loaves, all .contributing 
equally a dose of greater abstinence and a dose of more labour. 
. Let us now suppose that they achieve the same result through the 

use of the following combination: two of them contribute a dose of 
greater abstinence an~ a dose of more labour each; the third 
contributes two doses of more labour; the fourth, two doses of greater 
abstinence. The 15,000 loaves of bread are the product of the same 
factors of production and will be divided among the four in the same 
proportion as before, or in whatever other proportion will result from 
the contracts that have been made. The part that will now be 
assigned to the saver for the larger dose of abstinence was previously 
included in the share assigned to the laboUrer; and the part that will 
be assigned to the labourer for the dose of more labour, was included 
in the share assigned to the saver. Otherwise the consequence would 
be that the worker would have to pay for both himself and the 
saver! 

So far as relations with the Treasury are concerned, the State 
contributes the same services and bears the same expense that it 
undertook in the preceding case, and will cover this expense by 
following the division that the various enterprises involved will in 
fact make of the 15,000 loaves of bread. 

The circumstance, therefore, that the saver has become a person 
distinct from the labourer does not change any of the qualitative 
elements that go to make up the problem; whence it follows that the 
tax will fall on the 15,000 loaves of bread in their entirety, just as it 
fell on them when the combination assumed in the preceding case 
was used. 

The only difference is that when it falls on them, they will be in 
different hands. IT the new element in the problem is the fact of . a 
changed division oflabour, the case will be covered by the theory of 
the depuration of income and not by that oftax-discrimination. 1 

A policy oftax-exemption in favour of those who have contributed 
a dose of more saving as against those who have contributed a dose 
of mpre labour does not follow from the economic analysis of the 
phenomenon, On the contrary, since the financial need of the State 
is a given quantity, such a policy would produce the following un
expected result: after the separation of the person of the saver from 

1 See § 13. below. 
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that of the labourer, the former would pay less than he paid before 
or nothing at all, and the labourer would pay more than he paid 
before, because he would be obliged to pay the difference. 

§IO 
This conclusion of a general theoretical nature is strengthened by 

the furtheJ' examination of sonie special arguments, by means of 
which some writers have attempted to defend the exemption of 
saving, and which we cannot avoid taking into account. 

One of these arguments is as follows: Savings are capital,not 
income, but they give rise to income in the form of interest:-taxes 
fall on income and not capital; therefore saving must not be taxed, 
since the income fro~ savings will be taxed in any case. 

The syllogism is only a play with words. 
To begin with, savings are not capital; they are income the con

sumption of which is postponed and which may be transformed into 
capital if and when it is used to acquire machines" raw m~terials, 
and human labour, in 'order to renew or increase production. 

Once this is understood, it will be clear in what sense taxation 
falls on income, and not capital. As soon as the latter is transformed 

, into income, it is sufficient to tax income in order to tax capital by 
implication. But if, for the reasons of a technical and accounting 
nature already discussed, or because of other possible considerations 
of expediency, we tax capital- that is, the ploughs in the example -
it is not necessary to tax income. 

There are other cases in which the market value of the c;apit~ is 
known, whereas the amount of income is not known, so that it is 
felt to be better to tax the former than to calculate an assumed 
income. Such a case is represented, for example, by land in colonies, 
which is not yet cultivated and does not yet give an income that can
be directly ascertained; and another is represented by building 
areas in a similar condition. ' 

If the theory under discussion were to be understood in a rigidly 
literal sense, it would lead to the following result: savings should not 
be taxed, "because savings are capital; from capital arises income, 
which is the only thing that is taxable; but then, if this income is 
saved again, it becomes capital once more and is exempted from 
taxation, and so on. Conclusion: a perSon who saves at compound 
interest ceases to be a taxpayer. 
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§ I I 

The truth is that the value of instrumental goods and the value 
of direct goods - that is, capital and interest, respectively - should 
not both be taxed at one and the same time. And such taxation is 
avoided by depuration, which separates interest from capital. 

Nevertheless, it is thought by many that double taxation exists 
whenever taxeS are levied on both savings and the interest. This 
supposed danger was emphasized in ·a careful, though erroneous 
argument by John Stuart Mill: ' ... The proper mode of assessing an 
income tax would be to tax only the part of income devoted· to 
expenditure, exempting that which is saved. For when saved and 
invested (and all savings, generally speaking, are invested) it thence
forth pays income tax on the interest or profit which it brings, not
withstanding that it has already been taxed on the principaL Unless, 
therefore, savings are exempted from income tax, the contributors are 
twice taxed on what they save, and only once on what they spend. 
A person who spends all he receives, pays 7d. in the pound, or say 
3 per cent, to the tax, and no more; but if he saves part of the year's 
income and buys stock, then in addition to the 3 per cent which he 
has paid on the principal, and which diminishes the interest in the 
same ratio, he pays 3 per cent annually on the interest itself, which is 
equivalent to an immediate payment of a second 3 per cent on the 
principal.' And lie concluded: 'The principal and the interest cannot 
both together form part of his resources; they are the same portion 
twice counted.' 1 

. In this reasoning, there is no confusion of economic concepts; 
but there is a fusing into a single productive cycle of what are really 
two productive cycles: that in which the saved income was pro
duced, and the following one in, which the interest, which is a new 
income, is produced. 

I t is generally agreed that all productive operations must be 
referred to a period of tiIIl:e. During each of these periods there is 
an economic transformation of instrumental goods into direct goods; 
in each one of them costs are incurred again, the product is produced 
anew, and there is a division of the product among those taking 
part in production; in each period, labour is employed and paid; in 
each period, public services are utilized and paid for . 

. 1 Principles of Political Economy, Book V, chap. II, § ... 
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Each productive cycle has its own economic individuality, which 
is represented by the budget of the business; the budget is annual; 
t,he income produced in 1936 is not the income produced in 1935; 
the grain produced in 1936 is not the grain produced in 1935. 

From this it follows that those who save income ptoduced in 1935 
and use it to ~crease production in 1936 wjll demand more raw 
materials and human labour and public services, and will pay more 
in prices, more in wages, and more in taxes. . 

The position of the State does not differ in kind from that of the 
worker or any other agent of ptoduction. It incurs an expense cor
responding to the whole of the year's production, as in the case of the 
worker who undergoes hard labour corresPQnding to the whole of 
the year's product. If the entrepreneur maintains that he does not 
owe the State taxes corresponding to the p~ of the product saved, 
he could just as well maintain that he does not owe the labourers 
wages corresponding to the part of the product saved. 

But this, which would obviously he an absurd claim, if set up 
against the labourers, appears plausible if set up against the State. 

Why? 

$12 
This happens .either because economists have not yet come to 

think of the State as taking part - whether for good or ill-in the 
production of private goods, and as entitled to receive an annuaJ. 
payment for its services, or because in carrying' on the business of 
the State it is possible to rob Peter to pay Paul. 

The explanation of the phenomenon can be found in reasons of 
a political character. 

The classes that propose the exemption of saving - such as, for 
example. professional people and public functionaries ~ are the 
classes that have political power and use it to obtain exemptions 
from taxation for their own benefit. 

In the same way, under the old regime, the propertied classes 
enjoyed notable tax exemptions at tlie expense of the industrial and 
w~rking classes.,::ne position is similar, except that it is reversed. 

To sum up\!!le taxation of savings is not a case of double taxa
tion; on the contrary, the exemption of savings creates a gap in the 
tax system - that is, it is a case of exemption which forms. part of 
the theory of discriminat~ 
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Discrimination 

. Discrimination among incomes is a phenomenon entirely different 
from that of depuration of income. The word means 'differential 
treatment' of net incomes. It consists of some further deductions 
which the law grants to· certain categories of incomes over and 
above ·the amounts deducted for the purpose of translating gross 
incomes into net. 

Thus there is the case of some net incomes which do not reach a 
given minimum limit, regarded as necessary for the satisfaction of 
the elementary needs of physical life, and which are freed, wholly 
or in part, from the duty of paying their tax obligation. There is 
also the case of net incomes arising from labour, which enjoy a 
special deduction for savings, over and above that granted to net 
incomes of equal amount arising from invested capital. We shall 
have occasion to notice other examples. 1 

The deductions allowed under the respective headings of depura
tion and of discrimination among incomes are usually confused in 
the classification employed in positive .laws; but they are entirely 
different things. 

""he fundamental difference is this: whereas the mere process of 
reducing gross income to net distributes among the taxpayers all 
taxable material anI.., Nithdraws no part of the latter from taxation, 
discrimination deprives the· Treasury of taxable material. In this 
way, other conditions being equal, the yield from taxation decreases, 
and in consequence there must bean increase in the tax-rate on 
incomes that do not enjoy deductions as a result of discrimination. 

It is for this reason that the pheno.menon of discrimination is 
necessarily bound up with phepomena of shifting. And it is bound 
up - when the discrimination is in favour of the smaller incomes -
with progressive taxation. In fact, the policy of special benefits on 
behalf of the masses and the labouring classes consists, in large part, of 
cases of discrimination. 

The device of discrimination tends in fact to enlarge its sphere of 

1 See, below, in connection with income from 'movable property',. Book Ill, 
chaps. v and VI. 
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action and to take the place of progression; which is becoming 
relatively restricted. For the superiority of the first over the second 
lies precisely in the possibility that it offers of treating separately each 
individual case of tax-exemption or t~-reduction; whereas pro
gressive taxation; being uniform and mechanical, is not only less 
consistent with differences found in reality, but also provokes a 
reaction, on grounds of principle, against. uncertain and uDfore
seeable dangers. 
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CHAPTER I 

TAX ON LANDI 

Summary: Object and subject of the tax - The elements of the income 
from land - Income from the landlord's share of the produce - Tlfe 
derivation of the net income from land from gross income ' 

§I 

THE general theory of the t~ - as distinct from the fee - must be 
supplemented by an examination of the organism of individual 
direct and indirect taxes. 

In treating the theory of the fee we did not enter into a study of 
individual types of fee, but limited ourselves to taking from each 
type those positive elements that could be utilized for the construc
tion of the general theory. 

The reason for this is that the fee is not p. part of an organic 
whole, but stands by itself; it is the price of each individual special 
service the explanation for which is found in the general theory. 
In the same way, itl Private Economics, we formulate the general 
theory of price, but we do not supplement it with an examination of 
the price of grain, of iron, of cotton, and so on, although it is from 
the course taken by such prices that we derive elements for conlltruct
ing, confirming, or criticizing the general theory. 

:It is cWfer~nt in the case ~ftaxa~on, iI(wruch ~e sdo~era9~nst 
the-total eost of general public seI'Vlces the total YIeld from taxes;' so 
thit each..one of the latter does not stand' by itself, but is a partofa:" 
whole-that is ofajiscal organism, the historical and th~oretical forma
tion of which is dominated by certain coutrolling principles. 

This leads to the necessity for judging the reltj.ti6nships, of a 
mutually dependent and complementary character, that exist 
between~ various taxes, in order to see whether or not they form 
the orgamsm of which we have already spoken. 

I [Italian: imposta Jot/duma. - In this, as in the remaining chapters of Book III, a 
considerable amount of material having to do with the details of the Italian tax 
system baa been deleted. - Translator's note] 
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Our examination, therefore, will be of a critical rather than a 
descriptive nature, so that it will be possible to keep within narrow 
limits as much of the discussion as may be necessary in order to 
proceed with the analysis on a concrete basis. . 
. Now, it is a fact that all taxes in all modem countries fall on 
income, a,nd that their technical structure is not profoundly different; 
so that by starting from the Italian tax system, or rather from those 
taxes which give that system its general form, it will be easy for us 
to pass on to a discussion of the problems that are common to a.ll the 
tax systems of modem states. . 

In Italy, the national income has been divided into income from 
land, income from buildings, and income from 'm~)Vable property', I 
the latter, in its tum, being subdivided into income from capital, 
industrial income, professional income, and income from labour . 

. It is a classification that corresponds fairly well to the present 
division between the various productive activities and producing 
groups and provides a satisfactory outline of the system of corres
ponding taxes now in force. 
. To this has been added recently a complementary tax on the total 

income of each citi~en. 

Tax on Land 

The tax on land I falls On that part of the total product of the land 
which .remains to the owner after deduction of expenditures and 
possible losses. This corresponds to the concepts expounded in 
earlier chapters,. inasmuch as the basis of the taxis the income that 
remains to the proprietor after deducting the expenditures - that is, 
the shares due to other a~nts of production, external and intemal
from the total income. The deductions on account of possibl~ losses 
will require a special explanation. 

The law, then, regards the owner as the head of the enterprise 
and therefore as the subject of the tax, while his income is regarded 
as the object of the tax. 

I [Italian: mhezza mobile - Translat~r's note] 
I In Italy, the tax ia administered on the basia of the laws of July 14th, '1864, and 

Much 1St, 1886. 
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Theoretically, the product of the land may be divided into five 
parts: rent in the technical sense, or Ricardian rent; interest on capital 
permanently invested; interest on workin~ capital; the profit of the -
enterprise; and wages. 

In 'capital permanently invested', many:writers usually include 
the capital used for the purpose of making improvements designed 
to make cultivation possible over long periods. But, strictly speaking, 
the 'capital permanently invested' consists only -of expenditures on 
reclamation, clearing, drainage, etc., which are indispensable for the 
preliminary preparation of the land for any sort of cultivation. 

It is desirable, in any case, to keep 'capital permanently in.;. 
vested' separate from 'capital used for improvements'; for the hitter 
may to some extent be administered in such a way as to avoid the 
consequences of fluctuations in prices, since the type of cultivation 
may be changed, or its extent enlarged or restricted, and agricultural 
operations may be carried on with greater or lesser intensiveness or 
expense, whereas capital permanently invested is a relatively fixed 
quantity which, in itself and because of the expenses of maintenance, 
is tied up with the fate of the land-rent and with it undergoes the 
consequences of changes in prices. • 

Our p'roblem then becomes that of establishing which of the five 
elements of the income from land belong to the owner, and are the 
object of the tax. 

There are two tendencies in doctrine and in legislation. One of 
them would wish to limit the object of the tax to that parI of the total 
income which is 'rent'. Legislators who have been under the influence 
of Ricardian doctrines and have tended to think in terms of a Classi
fication of taxes based on the economic theory of the distribution of 
the product intended to assign a priori to the tax on land the task of 
striking rent as the only part theoretically belonging to the land
owner, and to the 'tax on movable property', or its equivalent, -the -
task of striking separately profit, interest, and wages - even if thes~ 
arose from agriculture - as they were received, respectively, by the 
entrepreneur, the capitalist, and the labourer. 

But economic reality has resisted such an abstract theoretical 
construction, which is valid only for purposes of indicating a general 
tendency. • 

First of all, post-Ricardian economics bas made clear that the 
phenomenon of rent is not -confi~ed to land, bu~ extends to all 
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branches of productive ~ctivity. Costs being equal, the income from 
different mines may be different; there is a difference in the usable 
power of different watercourses; there is a difference in the fertility of 
different human intellects. 

Hence a tax limited to rent would have to extend its action to 
every industrial and professional income in which there exist elements 
of rent. 

Thus this classificatioh was found wanting- with respect to its most 
importanftheoretical basis: the idea, that rent is limited to land. 

Moreover, this classification ran definitely up against the fact that 
the actual state of the division of labour in agriculture is such that it 
does not evidence, or has not. yet realized, the logical categories of 
rent, profit, and interest, as clearly as they have come to be realized 
within manufacturing industries. 

For this reason it is necessary, according to the principle ex
pounded above,l to examine whether and to what extent there is a 
correspondence between the abstract division of the product of the 
land into rent, profit, interest, and wages, and the actual personal 
distribution of functions among those taking part in production, 
which ne~essarily varies from country to country and epoch to 
epoch. 

Income from the Landlord's Share of the Produce I 

If we go back to the old contracts of emphyteusis, we find that 
the landowner and the oWner of capital permanently invested 
appear to be distinct persons. But it has not been possible to main
tain such a separation in. the long run, as is shown by the evolution 
that has been un~ergone precisely by emphyteusis contracts, tithes, 
and similar devices. In the end, first through the commutation and 
then the redemption of the traditional dues, the user of the land
that is, the concessionaire - has come to acquire the quality of sole 
owner. 

Now, it is customary, as a,matter of traditional doctrine, to call 
the sum of the income from land and of the intert:St on the capital 

1 Cf. Book II, chap. x, § 4 
I [Italian: reddito dominicak - Translator's Dote] 
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immobilized therein 'the income representing the landlord's share of 
the produce' (reddito domini&ale). And economists have accepted the 
conclusion that the 'income representing the landlord's share of the 
produce', and no longer 'rent' alone, must form the basis ·of the tax: 
on land. But the income representing the 'landlord's share of the 
produce' was, for them, still a logical category - that is, it repre
sented not what in fad remained to the landlord, but what in 
principle in law belonged to him as landlord. It was therefore always 
necessary to deduct interest, profit, and wages from the total product 
of the land, in order to establish the basis of the. tax: on land. 

But even this more modest abstract concession has had to yield in 
the face of reality. 

Just as, earlier, it was necess~ to add to the rent of land the 
interest on the capital permanently invested, so, later, it was im
possible to separate completely the; 'income representing the land
lord's share oftbe produce' from profit and the interest on every type 
of capital invested in the land. . 

In fact, 'capital used for· improvements' experienced' rather 
quickly the fate of 'capital permanently invested'. 

A typiCal example of personal separation of the landowner from' 
the agricultural entrepreneur is to be found in the old crop-sharing 
arrangements of an emphyteusis character, But, even then~ the 
separation could never be perfect, since the income from land-rent 
depends on the fertility of the land as affected by the' quali!y of the 
cultivation. That is, a piece of land used for the cultivation of grain 
may yield no rent; used for viniculture, it may yield a very high'rent. 
Hence one who has a right to the tent alone and wishes to preserve 
this rent cannot be disinterested in the question of cultivation. And 
this is confirmed by the fact that 41 the old emphyteusis grants the 
landowner imposed on th~. concessionaire the obligation to make 
certain definite improvements. 

It is well known, however, that insuperable conflicts of interest 
arose, in the execution of the contract, between the granter of the 
concession and the concessionaire, and that these conflicts were an 
obstacle to improvements in the method of cultivation and the 
increase of production, until finally the contractual forms of divided 
property to which we have referred were abolished, and the user of 
the property was given the right to redeem the property exclusive 
of improvements and become the sole owner thereof. 
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The final consequence of the reform was that 'capital used for 
improvements' was consolidated with the ownership of the land and 
the permanently invested .capital, and" that the interest on such 
capital also came to be part of the 'income from the landowner's 
share ofthe produce'and to be subject to the tax on land. 

There remains the question of agricultural profit, which falls to 
the person who has the supreme direction of and responsibility for 

. the enterprise, as well' a!i the question of working capital and of 
labour. . 

.The existence of the share-cropper, and above all of the tenant
farmer, has given .rise to the idea that the landowner does not 
perform the function of an entrepreneur; and this opinion is strength
ened by the fact that the landowner does not usually take a direct or 
personal part in agricultural production. It is possible to imagine, 
theoretically at least, a true entrepeneur, who would pay the land
lord for the use of the land and of the capital permanently invested, 
and would rel~eve him of the consequences of':Yhat was happening 
to the product, On such' an hypothesis, the entrepreneur would be 
the responsible head of the enterprise' and would have to be the 
subject of the tax, The landowner would take on the nature of a 
capitali!it who lends his capital in the form of land and absents him
self from the enterprise. 

But this theoretical construction does not correspond to historical 
reality, or corresponds to it only in some cases or in some countries in 
which the system of leasing land in large units prevails. In fact, the 
owner of average or small holdings cannot· be indifferent':"" even 
where share-cropping is prevalent- tQhow the land will be ex
ploitedin the pr()ductive process. If the capitalist advances $5000 

. to the entrepreneur, at the expiration of the agreed time he will 
receive $5000. But if the. owner advances land, he is sure, indeed, 

I . " . 
to receive the same number of acres, but the land may have detenor-
ated in' value. In short,the landowner cannot be disinterested in 
the enterprise and is for this reason always an entrepr~eur, even if 
he shares the enterprise with other people. 

The historical evolution of the old contract of emphyteusis has 
illso, and perhaps most ·of all, been determined. by die interest the-
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tenant-farmer has in obtaining absolute control over the direction 
of the enterprise. The concessionaire who redeems his ground-rent 
aims to acquire the full right to d.irect the enterprise in his own way, 
without the owner's intervention, whicIi was not eliminated by the 
mere commutation into a ground rent of the obligation to pay a 
share of the produce. 

The figure of the present-day-Iandowner, then, resembleS more 
and more that of the entrepreneur-owner, rather than that of the 
owner-capitalist. 

In relation to him, the share-cropper is one who contracts to 
execute the necessary labour, and Vlorks under the supervision -of 
the 'andowner. 1 Nor'is the position of the tenant different~ thougH 
he enjoys greater liberty of movement than does the share-cropper. 
The rent-contracts often specify, down to the most minute detail, 
how the tenant must conduct the farm, how he must carry out the 
rotation of crops, fertime, etc.; I this shows that the supreme direction 
remains with the landowner. . 

Nevertheless, the share-cropper and the tenant are also entre
preneurs within the limits of the organization of the actual perform
ance of the work. In reality, they are smaller enterprises within the 
larger enterprise; and for this reason, in the amount received by 
the tenant and the share-cropper, there is the whole of wageS, but 
there are also elements - more or less considerable, according to' 
local usages - of profit. -

If we assume that the enterprisr: is divided between landowner 
and tenant, in· a proportion that varies from place to place, this 
explains how the working capital' is also furnished by the tWo 
agencies between whom the enterprise is divided" 

The consequence of wh!lt has been said is that the 'landlord's 
income from his share of the produce' as interpreted in most existing 
law is no longer the economic abstraction by which earlier legislators 
thought to identify the part belonging to the landowner as a matter 
of law; it is, rather, the whole. of the income which in fad go~ to 
him on the basis of the contract, and in which are included rent, 

I The Italian courts have also gone on record to this effect. 
• This is especially true in certain regions of Italy. 
• In Italian agriculture, in fact, the working capital is -USually contributed by both 

the landower and the share-cropper, or-by both the landowner and the tenant, The 
separate figure of the capitalist is still far from being a typical phenomenon in Italian 
agriculture. • _ 

g 245-



THE SYSTEM OF DIRECT TAXES 

interest on capital permanently invested, interest or part of the 
interest on the £apital used for improvements, profit or part of the 
profit, as well as the interest or part of the interest on working 
capital. 

Only wages arc; excluded; and they are excluded even if the 
owner cultivates the soil diiectly. This results from the fact that it is 
an almost universal rule that the wage-earner is a different person 
from thelaJldowner. In distinguishing the share-cropper and the 
tenant from the landowner, one distinguishes by implication the 
mere labourer from the landoWner. If the owner manages the farm 
personally, he hires the wage-earners. It is a rare case in which the 
oWner is also a mere labourer. 

§s 
The Depura#on of Income 

In order to ascertain what is in fact the part of income that 
remains to the landowner, it is necessary to proceed to derive net 
income from gross; that is, it is necessary to deduct the amounts 

I which in fact belong to the other agents of production and which 
the Treasury will tax after they have been received by the latter. 
For this reason; the law usually deducts expenses of production, 
having regard to the customs and conditions of each place,
that is, to the particular terms of the contracts involved. 

SimUarly, there are deductions for fees paid for the use of water 
for irrigation, for permanent construction of a protective nature, for 
the rehabilitation of the soil, for expenses of administration, etc. 
~at are involved are always. parts of the total product that the 
11:~easury will come across again as income, within the budget of 
other taxpayers. ' 

On the other hand, not included in the process of depuration 
,are the amounts which the law allows individuals to- deduct for 
atmospheric, metereological, and volcanic disasters, since these 
concem the ascertainment of the total product, not its distribution 
among the various individuals who take part in production. It is 
obvious, that is, that a hail storm decreases the product in the year 
in which the disaster pccurS. If the ascertainment of taxable.income 
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were annual and direct for every farm, there _would be no occasion 
for this average and fixed deduction. 

But when - as in Italy - the ascertainment of income is made 
through the use of typical values, and includes all farms, and is 
extended over a long series of years, the law allows the deduction 
of a percentage based upon the normal occurrence of dISasters due 
to atmospheric conditions, - which .may come once in every ten 
or twenty years. The purpose, then, is to assure an average value 
or product, which will approach the real value with increasing 
accuracy. Then there are cases of exceptional serious disilsters not 
contemplated or Joresem in the mo.king of'the estimate, for which the law 
grants temporary tax-reductions. 

Now, it is to be noted that not one of the deductions referred to 
involves agricultural profit; and this confirms our conclusion that 
such profit, in so far I;IS it belongs to the landowner, is in fact included 
in the income which is subject to the tax on land.· . 



CHAPTER II 

ASCERTAINMENT OF INCOME FROM 
LAND 

Summary: The various systems - The cadastral method of ascertaining 
income from la.nd - Functions of the cadaster - The parcelle
Geometrico-topographic operations - Operations of appraisal 

HAVING defined the object and the subject of the tax on land, we 
may now discuss the method of ascertaining taxable incomes. 

The first method is that of declaration, in which the taxpayer 
takes the initiative in the process of ascertainment. The declaration 
is checked overby the agent of the Treasury and is given definitive 
form either through amicable agreement between the parties, or 
,through litigation, ending with a decision by administrative com-
missions appointed for the purpose. . 

It is customary to contrast with the system of declaration that 
of official valuation, in which it is the agent of the Treasury who takes 
the initiative in the process of ascertainment. The taxpayer may 
lodge a complaint against the official valuation and inaugurate the 
same procedure as that described above, ending either by amicable 
agreement, or by the decision of administrative commissions 
appointed for the purpose. 

The two meth~ are based on the notion of making use of the 
opposing interests of the two parties, in the expectation that the 
result so obtained would be economically more acceptable-. 

At times, however, it is found more convenient not to make use· 
of, but to avoid, friction, which in certain places and at certain times 
may assume too bitter a form, either because of an excessive ten
dency of the taxpayer to conceal his income, or because of a 
domineering spirit on the part of the Treasury agent. 

It is sought, therefore, to substitute for both the official valuation 
and the taxpayer's declaration an 'automatic' method. Such a 
method may be said to 'be used when the appraisal of iD:come is 
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made on the basis of external indices and factual data which the law 
presenoes with precision. Thus, a determination of professional 
incomes roay be arrived at by establishing a classification of the pro
·fessions and setting up for each profession a series of ,objective 
criteria, such as the population of the' place in which the profession 
is practised, the office-rent and the number of clerks employed, the 
number of' cases on a lawyer's docket, the number of projects 
executed by an engineer, etc. To each one of these data is assigned 
a coefficient of valuation. From this the estimate of professional 
income results automatically. One example is to· be found in the 
French tax on licenses. 

Similarly, for the income from buildings, a classification may 
fint be made of cities according to population, and then, within each 
city, recourse may be had to circumstantial evidence and external 
indicia, such as the area occupied, the cubic content of the building, 
the number of doors and windows, the length of the street fa~e, 
and the position of the house with respect to the various centres of 
the city. 

For the tax on land'recourse has been had to the cadastral 
system, which is the typical ~d oldest form of quasi-automatic 
ascertainment. 

It may be noted that the system of declaration prevails in Anglo
Saxon countries, whereas the automatic methods have prevailed and 
are still in use in the Latin countries. J. 

The cadaster, stripped bf its historico-political and juridico-civil 
functions, and reduced to its purely fiscal character as a method of 
ascertaining income from land, is a set of books and registers con.;. 
taining (a) a list oflandowners owing the tax; (6) the corresponding 
list of lands belonging to them; (e) the value of, or the income from, 
the lands on which the tax is levied. 

The information with respect to the landowners and the incomes 

lin Italy. the automatic methods have been abandoned in the c:ase of the tax on 
buildings and the tax on 'movable property". The cadastral syatem ia still used for 
the tax on land. .' 
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can be obtained with more or less precision. This gives rise to various 
types of cadasters - from the descriptive cadaster, which is least 
rigorous of all, to the geometric cadaster based on the parcelle, which 
represents the most exact type and which is to be found in its most 
perfected form in the Italian law of March I, 1886. 1 

Cadastral operations are divided into two categories: the first 
includes the 'geometrico-topographic' operations that are designed 
to establish the extent and configuration of property in land, its 
location, and also the identity of its owners; the other includes the 
'technico-economic' operations, or, more simply, the operations of 
'appraisal', which represent the method adopted for the ascertain
ment of income. 

All these operations, however, presuppose a cadastral unit, to 
which they must be applied. 

The cadastral unit is called a parcelle,' which is composed of a 
continuous portion of land or of a building situated in the same 
municipality, bdonging to the same owner, of the same quality and 
class, or having a given use.' 

Of the dements constituting the parcelle, some, such as the 
.dement of ownel-shlp, have reference to the juridico-fiscal aims of 
the cadaster;. others, such as the quality of cultivation and the class 
ofland involved, are intended merdyto aid in appraising the income; 
others, such as the type of 'use' to which the land is put, have 
technical aims, the principal one of which is that the whole area of 

1 This law assigns to the cadaster two functions: the one, the juridioo-civil function 
. of 'ascertaining the amount of immoYllble property (Ie propriml Umrtobilian) and keep
ing a record of changes therein'; the other, the fiscal function of 'equa1izing the tax on 
land', by means of the appraisal of income, to be carried out uniformly throughout the 
State. 

But Article 8 leaves for other laws the reforms necessary in order to give to the 
cadaster juridico-civil effect, so that the law of March 1st, 1886, is concerned only with 
the fiscal cadaster. . 

I [Italian: particel/4 - Translator's note J . 
• The elements of the porcelle, therefore. are: (I) the 'continuity' of the piece of 

land, since it might be interrupted by a road, a canal, etc.; (2) the 'ownership', whim 
might be public or priYllte; (3) the 'quality of cultiY8ti()l1' (vineyard, crop-land, forest, 
etc.); (4) the 'class' or degree of fertility of the soil for eacll quality of cultiYlltion; 
(s) and fina1Iy, the element of 'utilization', whim may have reference both to areas 
not directly cultivated, but serving agriculture (fann buildings, roads on the £ann, 
etc.), and to areas whim neither are cultivated nor serve agriculture, but whim are part 
of the territory to be subjected to cadastration (public roads, canaIs, rivers, centres of 
habitation) • 

. From this definition it follows that the larger the number of the elements that 
define the porulle, the BIDBller it becomes, and the more stability it confers on the 
cadaster in the face of changes in land-utilization. 
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the land of the State must be subject to cadastration without ex-
ception. . 

Cadastral operatio~ co~t i~.practice of applying to the-land 
the definition of the paTe tile. ._ 

It may be of value to focus attention briefly on the significance 
of the various operations involved. 

The first and fundamental one is the delimitation of the properties, 
which consists of the recognition of the boundary line between muni
cipalities and adjacent properties, and, where necessary, of the draw
ing of boundary lines. 1 

The process of delimitation identifies the land on which the tax is 
to be levied. If for the appraisal of income recourse were to be had 
to the taxpayer's declaration, or to the rental-contract, the cadastral 
operations would end here, since the declaration, or the rental, 
would indicate the total income from the property. 

On the other hand, if the law adopts as the method of ascertain
ment an appraisal by experts, it becomes necessary to have further 
subdivisions with respect to the quality of cultivation and the 'class' 
of the delimited area. The expert makes a survey of the territory 
and of all the parcelles, giving the configuration, dimensions, and 
exact position of each of them: and in this way is obtained the 
'parcelle-map' • 

With the making of the map, the geometrico-topographic oper-
ations come to an end. . 

After the determination of the pucelles,- we pass to the 
'technico-economic' operations, or operations of appraisal. 

The appraisal mar be syntlzetic or anaIJtical. 

1 In Italy, the delimitation is made after hearing the opposing views of the owners 
of adjacent properties, who are invited by the commission of experts to be present 
while the boundaries are being determined; but these hearings have no standing in. 
civil law, either with respect to the person of the owner or to the nature of the propertY. 
Italian law expressly prescribes that the commission of experta, in case of disagreement 
between the owners of adjacent properties, should not suspend operations, but should 
pursue them flt:cording to the existing faa. with respect to actual possession without 
prejudice to the legal considerations involved. 
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The synthetic system exists when the info~ationas to the income 
from the land is obtained from the rental-contract, and, by way of 
check, from sale-contracts, divisions of inheritances, mortgages, etc. 
The method is called synthetic because the rental-charge on which 
the parties have agreed is a synthesis of the analytical calculation 
that each party has made on his own account with respect to the 
productivity of the land and the expenses of cultivation. The rentaI
charge, properiy cheCked, is the economic market-price, and ought 
t~ be preferred to expert valuation. Mor~over, it would render 
superfluous the operations of establishing the 'quality' and the 'class' 
of the various properties, and would- save the expenses involved in 
those operations. 

The rental-contract, however, is not, as a rule, used in all parts of 
a country. Hence, in order that a uniform method of appraisal may 
,be followed, the analytical system is usually preferred. This system, 
ignoring the rental-contracts or having recourse to them only as a 
datum for checking purposes, appraises the income from land by 
means of direct ~pert appraisal. This consists ofattempttng to ascer
t~n the amount of production in kind for a given period of years, 
and then the corresponding selling-prices per unit of product, in 
order to determine the annual average income, from which are 
,deducted expenses of production, thereby obtaining the taxable 
income. " 

In view of the fact that the number of parcelles is very large, it 
would"not be practically possible to appraise each one, of them 
directly. For this reason they are usually appraised indirectly, byascer
taining, municipality by municipality, the taxable income of some 
typical parcelles, then reducing it to the acre as the unit of measure, 
and finally extending it, in proportion to their area, to all the other 
parcelles which were ,not examined "directly. ' 



CHAPTER. III 

TAX ON BUILDINGS 

Summary: Legislative basis of the tax on buildings - Farm-buildings, 
factories, and residences - Residences are direct goods of repeated 
utility - The owner is the producer of the residence, and therefore 
the subject of the tax - The tax on buildings is not an indirect tax 
on consumption - Depuration of income from buildings - Criticism 
of a common method - The tax on rental value· 

B..asis of the Tax 

IN many countries, the tax on buildings is combined with the tax on 
land. In such cases, the building is usually regard~ as an adjunct of 
the land, or, more precisely, as an improvement of the land on.which 
it is built. -

This theoretical construction has, however, been made obsolete 
by the fact that the ~crease in urban construction and the conse-

-quent development of the industry of building houses for rental 
purposes have made it impossible to regard the value of the building 
as an adjunct of the .soil. Hence, in some countries - as in Italy-:
the tax on buildings is no longer discussed from the standpoint of its 
analogies with the tax on land, but is discussed rather from the stand
point of the diffe~ces that distinguish the two typeS of tax; and thus 
it is possible to examine separately the tax problems involved, in 
accordance with the true facts of the situation. 1 

According to Italian law, which may be taken as typical of law 
which regards buildings as a separate object of taxation, the subject 
of the tax is the owner of the building, or the occupant, or the one· 
having the use of it; the objects of the tax are buildings and all other 
permanent structures, which are taxed in proportion to _ their net 
income. 

1 The law which in I1aly baa separ1Ited buildings &om lands and which now regulates 
the matter is that of January z6th. 1865. Latm law. and decrees have not changed the 
basic: priDcip1es of this law. 
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For the definition of taxable income the law takes as its standard 
of reference a building which is rented, and not one which is inhabited 
by the owner; so that, in the first case, the income is given by the 
rental, and In the second, it is estimated, by analogy, from the rental
value of other buildings in a similar condition and location. 

This total income is translated into net income by deducting a 
certain percentage of the rental for repairs, insurance, and all other 
possible sources of expenses or loss. 
. This, in broad outline, is the legislative basis of the tax on build
ings. Despitt; its apparent simplicity, it involves many theoretical 
questions. 

§2 
First of all, it is necessary to define the -economic function of the 

building. The latter may be 'capital' if it serves for the production 
of an income, as in the case of farm-buildings and factories; on the 
other haI;ld, it is a direct good when it serves as a habitation, either 
for the ownero..r a tenant. Now, farm-buildings and factories 
co-operate in the production of an income - agricultural or indus
trial- which is subject to the tax on land or the tax on 'movable 
property' (or its equiv,alent), respectively. 

Hence arises the tendency of both theory and legislation to 
exempt farm and industrial buildings from the tax on buildings, in 
order to confine its basis to residences only. 

The·Italian laws have recognized that farm-buildings have the 
character of capital; and for this reason these buildings have not been 
subject to appraisal, but only to topographical survey, because the 
income which they help to produce is already struck by the tax on 
l~ . 

The same treatment ought to have been applied to factories, 
wliich help to produce industrial income. But the authors of the first 
Italian law on the subject stopped short in the face of th~ practical 
difficulty of defining a factory in. such a way as to distinguish it, in 
the concrete case, from residences, ,as well as from other buildings 
which have the character of capital. ,~. 

The difficulty is accentuated In· centres of population, where a . 
building may easily change its purpose .. and . where the principle 
ought logically to be extended to warehouses, cafes, and shops, which 
are instrumental goods for the trade and industry that they serVe. 
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The Italian legislation has overcome this obstacle by renouncing 
any attempt at sub-clru;sification, of buildings according to their 
economic function and has put all non-rural buildings into a single 
category, taking as the criterion of classification the rental-contract, 
which is common to both residences and iri.dus~al buildings in 
general. 

The rental-contract shows that the·owner of the building is a 
person distinct from the entrepreneur; hence the total income from 
industry is divisible and is in fact divided between the ·two .. All 
danger of double taxation is avoided; the problem is resolved in coil-' 
formit}r with the principle of the depuration of incomes and the 
treatment for all buildings is equal. 

Jt still remains to be decided whether the share due to the owner 
of the industrial building must be subject to the tax on buildings or 
the tax on 'movables'; 1 but there is no doubt that it must be subject 
to the latter, because it has helped to produce an industrial 
income. 

If the two taxes treated the two incomes equ8:11y, the question 
would be -of secondary importance; since the inevitable errors -of 
cl~sification would not offend against the principle of tax equality. 
But if income from buildings is taxed more heavily than industrial 
'income, as is the case in Italy and several other countries, this makes 
it to the interest of the owners of buildings to pass from one tax-class-
ification to the other. -

This is the crux of the problem. 
The reform tending to exclude factories from the tax on buildings 

demands, therefore, as a necessary minimum: (a) either that all 
buildings (factories, shops, stores, hotels, etc.) occupied by businesses 
that already pay the tax on 'movable property' be excluded from 
the tax on buildings; (b) or that the tWo taxes give equal treatment 
to income from buildings and income from 'movables'. 

It goes without saying that the buildings whose character as busi
ness buildings is clearly recognized need not be appraised separately, 
any more than farm-buildings are appraised separately. 

In spite of the difficulty presented by the sQlution of the problem 
of factories, there is no doubt that the tax on buildings tends to 
strike only residences. 

1 [Italian: impona mobilime or impostQ sui redditi'di RichuZQ Mobile - Translator', 
Dote] 
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Residences Are Consumer's Goods 

From this fact arises another theoretical problem -that has been 
raised recently. A residence is a consumer's good; it is nota-capital
good; it is therefore a product or an income, and the tax may fall on 
the valu6..of the house, but not on the income from . the house
that is, on th~ income from. an income."' This point calls for some 
clarification. . 

In the current language of accounting, a residence is treated all 

capital and its rental is treated as income. If this usage has reference: 
to the fact that there are those who use their savings iIi the co~c
tion or in the purchase of houses in order to draw therefrom an 
annual return, the residence might, as a matter of formal analogy, be: 
regarded as capital so far as the house-owner is concerned, just as it is 
customary to call the quantity of bread that the baker puts on sale: 
daily in his shop capital so far as th~ baker is concerned. And in this 
way the tax on ·buildings may well be modelled after the taX on land 
and the tax on 'movable property', the house being regarded all 

capital and the rental as income; and all three direct taxes may be 
regarded as constituting an homogeneous group for purposes of 
accounting. But this analogy does not solve the economic problem, 
since it is still a fact that the residence is, per se, a good intended for 
direct consumptionJ as is the bread pf the baker, and hence is differ
ent from a farm-building, a factory, or machinery, which are in
strumental goods giving rise to income. 

It is, however, not difficult and it may also prove useful to include 
the tax on buildings within the group"'bf taxes on income, by retain
ing the idea that the house is a direct good - that is, the final result 
of a productive act which has transformed instrumental goods 
(materials of construction, land, human labour, etc.) into a con-
sumption good -:- that is, into an income. . 

If, therefore, we. regard the residence as an income-good, it 

1 Out of this theoretical difficulty arose Professor Irving Fisher's long discussion of 
the concepts of cspitsl and income. After having posed the theoretical problem, he 

• believed that, in order to solve it, it is necessary and sufficient to change the traditional 
nomenclature, thereby increasing the terminological confusion. which existed and still 
exists with respect to the definition of capitsl and income. .. 
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follows that. the tax pn buildings is not owed on the income from the 
buildings, but <!D the value of the buildingsitsel£ 

If a landowner produces 100 bushels. of grain, he must pay· the 
land-~ o~ the vatue of 100 bushels, minus the expenses of production. 
Similarly, if l.n individual builds a house, he owes a tax on its total 

. value, minus the expenses of production. 
If a'nouse were like bread, which is consumed at one time; this 

would be all that need be said. The analogy would be complete. 
A residence, however, is typically a direct good o(f,repeated 

utility. A loaf of bread is consumed in.perhaps ~ree or four instal
ments during the day; a pair of shoes is consumed in six months; a 
suit, in two years; a pianoforte, in thirty yearS; a house, ina hundred 
years. Let }lSretain these figures in order to provide an example 
which Will help toward a better understanding of the train of reason-
ing involved. . . . 

The first characteristic of direct goods <>f repeated utility 
shows that it is technically possible, as a matter of accounting, . to 
distribute the cost, the consumption, and the tax over the period 
during which such goods last, instead of making these items refer to 
the initial moment of production. 

Moreover, what is technically possible becomes economically 
expedient for various reasons. The first is that the value of the goods 
of repeated utility changes as they are consumed during succee!fi,ng 
years. The second is that goods of repeated consumption us¥ally 
requir~ the making of continuous expenditures if their utility is to be 
preserved or increased during the succeeding years. The third is that 
the cost of acquiring or constructing a house is almost always too 
great to be paid for out of the annual income of any individual; 
hence the savings of several years are usually req~ed for the pur-:
chase of a house, whereas the annual acquisition of a hundredth part 
of the utility of the house is possibie within the limits of one's annual 
income. . 

Hence the initial expenditure on COIlStruction may be cOIlSidered 
as the original capital-investment to which it is necessary to ad.d con
tinuing or periodical expenditures on maintonance (ordinary, and 
extraordinary repairs), and possibly on improvements-this second 
group of expenditures being comparable' to expenditures out of 
working capital. In this way, account is also taken of the annual 
variatioIL! in the utility, the cost, and the tax. 
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To sum up: the annual tax on a residence falls on its direct utility~ 
divided by the number of years the residence lasts. • 

Assuming that a house will last a hundred years~ the owner may 
live in it or rent it - that is, each year he may consume a hundredth 
part of the residence or he may sell that hundredth part to others. 
The value of this hundredth part of direct utility would be measured 
by the rental. It is of secondary importance whether or not this is an 
exact measure. 

In conclusion: the annual rental may be taken, in every case, as 
the raw datum on which the..tax on a house may be based. 

If it be admitted that a residence is not capital, which aids in the 
production offuture continuing incomes as land does, it follows that 
it is a product of the ordinary factors of production; and ifa residence 
itself cannot be divided among these factors as grain, for example, 
can be divided, its value can be divided among them. In fact, this 
value may be broken up into the site-rent of the area covered, inter
est on the capital permanently invested in its construction, profit, 
and. wages. 

We have now ~o decide on wbich of these -elements the tax on 
houses is to fall- that is, which of them belong to the owner of the 
house. 

The sum obtained by adding the site-rent to the interest on the 
capital invested in construction represents, in a typical way, what was 
called, in the case of the land-tax, the 'income .from the landlord's 
share of the produce~ (reddito dominicale). In this case, also, the older 

, 'tax systems used to distinguish between the owner of the land and the 
owner of the building; but what has already been described as having 
happened to the old contracts of omphyteusis and tithe has happened 
in ~e case of houses also; the person holding the concession for the 
use of the land has redeemed the right to its ownership and has be
come the sole owner of the land and of the building. 

'To-day there existccredit institutions which furnish capital in the 
form of loans at long term and with slow amortization; but they 
always end in the same way as the old census contracts ended
namely, in the unification of the ownership ~fthe land and the 
structure thereon. 
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There is no doubt that the profit belongs to the entrepreneur, 
who is usually also the owfler, or to the owner who builds the house. 

As for wages, they are paid, in every case, during the process of 
construction. 

So far as the owner is concerned, it may be noted that in order to 
build or buy a residence without having to hire the house of some
one else, he must spend a considerable sum, which usually represents 
an accumulation of savings over several years. 

In fact, he considers this 'sum as capital that he invests in the 
acquisition or the construction of the house; from this it follows that 
the rental that he will obtain from now on by letting his house, or 
that he will save by living in' the house, represents for him nothing 
but interest, and he will generally speak of having invested his capital 
at 5 per cent or 10 per cent. , 

Nevertheless, the future fluctuations in the value of the house 
depend not only on fluctuations in the rate of interest, but also, and 
above all, on the variations in the rental of buildings, in profits and 
in wages - tha! is, on the 'cost of reproduction', as the expression 
once ran. 

This analysis of the ,elements involved in the value of houses is 
necessary in order to decide the amount of the tax or its variations 
over a period of time, especially in countries in which rent, interest, 
profit, and wages are differendy taxed., 

§s 
From this analysis we pass more easily to a decision as to what 

part of the value of the house must be subject to the tax on 
buildings. . 

The problem of depuration '-presents' considerable difficulty, 
given the complexity of the concrete phenomenon and the multipli-: 
city of the possible combinations. \ 

The theoretical principle is always the same: it is necessary to 
avoid duplications and gaps. In particular, the greatest 'danger lies in the 
possibility that some one of the elements that make up the annual 
value of the house may be taxed several times. 

One ~ause of this danger derives from the fact that the depuration 
of income may be made, and in part is made, as soon as the house is 
cons~cted. TPus the part belonging to the worke!S as wages and 
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the part belonging to the enterprise as profit fall at that moment 
within the scope of the tax on 'movable property'" or of some 
other· tax designed to strike personal incomes, 

Similarly, all the materials of construction, which have been 
paid for during the period of construction, have already paid a tax 
while the materials were in the possession of their respective 
purveyors. 

If we deduct these shareS from the t.otal value of the house .. or 
deduct the corresponding taxes already paid from the annual tax 
on buildings, the basis for the latter would be restricted to the 
income from the 'ownC?r's share of the product',- or, as we shall 
call it more briefly, the 'owner's income'. 

·But even then other distinctions would have to be made. If the 
owner has borrowed the capital for the construction of the house, 
the interest that he pays to the creditor would have to be deducted 
from the 'owner's income'. On the other hand, if the owner is also· 
the builder of the house, the profit would be added to the 'owner's 
income', if this profit has not already been subjected, or is not about 
to be subjected, to the tax on industrial income. 

The share going to wagB would give rise to other distinctions, 
depending upon the nature of existing legislation with respect to the 
taxation of wages. If the legislation of the country makes explicit 
provision either for exemption or for taxation of wages, it would 
follow, in either case, ·that the owner would not owe any more taxes. 
If, however, the law establishes the prinCiple that wages are to be 
taxed and imposes the burden of paying the tax on the employer of 
oflabour, the share going to wages would find its.proper place in the 
tax on incomes from labour; but it might also be joined - for sim
plicity - to the owner's income from the house. ' 

In the tax on houses, as in the case of the tax on land, the interest 
owed ·by the owner on mortgages ought always to be protected 
against double taxatio~. . 

A final question presents itself. Should it be permissible to 
deduct amortization payments .on the ~apital invested in the con
struction of the house? 

If one takes as the standard of reference a commercial enterprise 
engaged in the construction of houses, there is no doubt that su~ an 
enterprise must rec:over its capital over the period of years repr~ented 
by the life of the building; nor is there any doubt that the owner who 
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buys a house mtist payoff the capital either ~n a.1ump sum, or, in the 
event that he has agreed to pay it in fifty or more years, he must add 
to the interest an amortization-payment. 

In any case, the amortization payment, calculated on the basis of 
the presumed life of the building, is always a very small quantity 
and may be included among the deductions granted to those house
owners who build their own homes, who will thus, by analogy; be 
put in a single group with the professional builders. 1 . 

It goes without saying that no deduction is granted on this account 
for the value of the land, since when the house ceases to exist the 
owner retains this value unimpaired. , 

The deductions mentioned lead -,- in conformity with our theory 
of the depuration of income - to the determination of the basis for 
taxation. 

Yet it is precisely ,of this group of deductions that the -laws of 
many countries make no mention! They take as the basis for taxa-

1 A question - of more significance for purposes of theoJ;"etical refinement than fOJ;" 
its practical utility - could be raised, if we were to divide into separate categories the 
habitual profeasional builders of houses, on the one hand, and· the owners who have 
bought houses or have had them built as personal residences, on the other. For the 
latter may be c1assified.(l) as producers of their regular income, on which they pay a 
direct tax, or (z) as consumers of all the goods that they buy, among these goods being 
bread, a pianoforte, and a residence. 

It would follow from this second case that they ought not to pay a direct tax on the 
value of the house, any more than they do on the bread and the pianoforte; but they 
could be called on to pay an indirect tax on consumption, just as they do on the 
pianoforte. . . 

Here it may be recalled that the tsx on residences has such close connections with 
taxes on consumption that early economists - even some of great .competence, such as 
JOM Stuart Mill- have not alwayS'succeeded in separating sharply the tax on resi
dences from taxes on consumption. Thus, there was often discussion of the inequality 
involved in putting the 04jmifJe fJalw of the house into relation with the general income 
of the owner who lived in it. A comparison was made between two equally rich mdivi
duals, one of whom lived in a provincial city, where he could rent a large apartment 
fOr a low price, while the other lived in a large, densely populated centre where he 
would have to pay a high price for only a small apartment. . 

Such criticisms have their place in a discussion of indirect taxes; but they are some
what out of place in 'a discussion of direct taxes. 

Without entering into further subtleties on this point, it may be recalled that we 
have alreadyeeen that the line dividing the various exchanges between two producers, 
which may give rise.to four types of tax - two direct and two indirect - is an arbitrary 
one, in the sense that it varies and shifts continually according to the actual division 
prevailing between productive occupations. Thus it is possible in fact that in one place 
a man who ordinarily produces grain may have to build by himself the ploughs, the 
cart, the bam, and the house, whePeas in other places such a man may be able to buy 
them from a specialized enterprise. . . 

Where both cases exist, there is an equal basis in theory for the legislator's taking 
either of them as the standard type, referring the other to it as a basis of C()mparison, 
and treating both individuals as producers of houses, subject to a direct tax. 

• This is true also of Italian law. 
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tion the total or annual value of the house,whence arise inevitable . 
duplications, which make the building of houses unprofitable and 
restrain their development until the increase of rentals will have 
discounted the increase in cost which is due to the tax duplications, 

. §6 

On the other hand, it has come tobegenerally recognized that from 
the annual value,or the rental, of the house must be deductedex~ 
penscs for repai..--s and lI!aintenance, which are designed to preserve 
the value of the house and to prolong its life, and therefore to beriefit 
equally the house-awner and the Treasury, both of whom must, for 
this reason, share in the expense . 

. Similarly, there are deductions for expenditures for illumination, 
water,elevator; and janitor-service, etc., according to local customs, 
when these services are rendered by people other than the owner. 

But the dequctions that the laws allow for possible losses do not 
enter into the theory of the depuration of income, since these de
ductions depend on the fact that for buildings also - as was p-ointed 
Out in· the case of land - an average is made on the basis of exper
ienceover a series of years, and the deductions on account of possible 
fires, vacancies, inability to pay the rent, etc., serve to bringit about 
that this average is, as far as possible, a real value. 

The deduction for repairs ought to be calculated separately for 
each house, at the time when the taxable value of each house is 
determined. For reasons of convenience, however, the laws usually 
establish inclUsive and uniform deductions calculilted as a percentage 
of the annual value: Thus Italian law makes an inclusive reduction 
ofa third ofther~ntal for all buildings and for all ofItaly. And this 
third thus includes expenditures for repairs as well as for accidents 
and losses of all kinds. 1 

1 The Italian law used to allow the deduction of %5 per cent in the case of residences 
though it has increased this to 33i per cent. B.uuhis 33i per cent is aUowed on account 
of repairs, insurance, and all other possible expenses or causes of loss. . 

English law allows %5 per cent for repairs, this %5 per cent not including 
losses from vacancies and other causes. Furthermore, it establishes that if the house 
is fIOt occupied Jor any period during the yetn', it is "ot subject to the ta~ during that 
period. Similarly, it permits the owner to obtain a reduction of more than 25 per cent 
whenever he can show, on the basis of actual expenses during the preceding five years, 
that the allowance of 25 per cent is not enough. '. . 

Another circumstance that merits con~ideration is that the English legislator has 
. Bought to attentuate the rigid uniformity of the %5 per cent provision by classifying 
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Quite aside from the fact that a third. seems in some cases,to be 
insufficient to cover repairs, maintenance, accidents, and losses from 
vacancies, the more serious criticism of the system cons~ts of this: 
that its uniformity takes from it all concrete value, since it transfoints 
the tax on houses into a tax on gross rentals. I In fact, to levy a tax of 
12 per cent on two-thirds of the rental is the same thing as levying a 
tax of 8 per cent on the whore rental, the tax on houses being thus 
transformed into 'a tax on gross income. 

Now, houses give, ceterisparihus, net incomes which differ consider~ 
ably because of the fact that expenses on repairs and maintenance 
and for amortization and losses through fire and vacancies differ 
in fact from place to place and from building to building. 

The differences depend, above all, on the material uSed and the 
habits and density of the population of the district. There already 
exists, in some countries, a classification· of housesaccor9ing to 
quality, and this classification is being made more and more precise.· 
Once we have,admitted, in some way, that in translating gross in
come into net income it is convenient to proceed by using typical· 
rathe .. than individual cases, it is not difficult to in.crease the number 
of type -cases and to define them better. . 

From this fundamental error it follows that the structure of a 
tax system based upon this device of a flat percentage rerlucti?n is 
such as to lead to inequalities. ' 

In the first place, there is no exact division of the total' or gross 
income between the owner and the other enterprises in whose budgets 
the deductions will figure as net income. 

, In the second place, the tax bears more heavily on houses of the 
poorer classes than it does on houses of a luxury character, since the 
expenses for repairs, maintenance~ and amortization are relatively 
greater for houses of the poor. 

I This criticism, which is obvious and decisive, has been advanced for a long time 
in Italy, but without effect; I read it for the first time in one of the earlier editions of 
Professor Einaudi's treatise on Public Finance • 
. • Thus, in Italy, houses are classified into houses of a luxurious character (COSII 
Iig"orili), houses of moderate comfort (casll di civile ctmdizione), .and houses of the 
masses (Casll popolari); and some of the old laws give us an example of such a classification. 

houses according to their value, inasmuch . as the houses of .lesser value demand 
relatively grrater expenditures on repairs, as follows: . .-

Houses having an annual value of not more than l.40, liS per cent. 
Houses having an annual value between [.so and [.4°, [.10. 
Houses having a greater value than [.so, but not more than l.IOO, 110 per cent .. 
Houses exceeding [.100, 110 per cent plus a sixth of the sum exceeding [.100. 
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Finally, other conditions being equal, the tax-burden is lightened 
in proportion as, with the growth of the city, the site-rent increases. 
Let us take as an example a house rented for $1200. When such 
rentals are not excessivej it may be assumed that one-third of the 
rental- that is, $400 - represents the real total of expenditures; 
the taxable income is $800, on which the owner pays 20 per cent, 
that is, ~h 60. 

Let us now suppose that the house is rented at ~h650, and that 
the increase is due only to an increase in the site-rent. If a third is 
deducted, the taxable income becomes $1100, on which the owner 
will pay $220 in "taxes. On the other hand, the expenses have 
remained constant, and therefore the new taxable income should 
have been $1650 minus $400 - that is, $1250 - and the tax $250, 
instead of $220. 

Thus, in the course of time, an inequaIityis established as between 
houses in the centre of a city and those on the outskirts in favour of 
the former, while, at the same time, the Treasury gives up the right 
to collect a tax on rent and on increases in site-rent. 

TIu Rental Value 1 

There is a fairly widespread opinion that buildings are struck not 
only by the taxjust exiunined, but also by that on rental-value, which" 
in Italy is part of local finance. 

The tax on rental value is paid by the tenant on the basis of the 
rental he is charged. And since the tax on buildings is usually com
mensurate with rentals, it is said that the same income is struck 
twice; and it is further stated that the tenant shifts the tax to the 
owner by forcing the latter to grant a corresponding reduction in the 
rental. To sum up: the tax under discussion would be, directly or 
indirectly, a duplication of the tax on buildings. 

The opinion is sound only in small part. First of all, it is not 
sound with respect to the object of the tax, since in fact the rental is 
taken as the single measure of two different incomes. So far as the 
owner is concerned, the rental measures the value of the .. house 

1 [Italian: WIlore loanivo - Translator's note] >c. 
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which is subject to the tax on buildings; so far as the tenant is. con
cerned, the rental value is taken as an index of his general income," 
when this tax is intended and is administered as a direct tax. It is in 
the tradition of tax-legislation to take the value of the house as the 
index of the general wealth of the individual, though it goes"without 
saying that ~e index isinsufficient and inaccurate .. Fresh proof of 
this is given by the fact that usu.ally the tax on rental-value is pro
gressive in relation to the rental, since it is held that the expenditure 
on housing is, to some extent, inversely proportional to thewealth.
that is, to the income - of the citi:z;ens. A person who has a small 
income spends a relatively larger proportion ofit on house~rent than" 
"a person with a large income. For this reasori, the progressive tax 
on rentals is intended as a proportional ~ on the general income of 
the tellant. The object of the two taxes is, therefore, different. 

There is, on the other hand; some truth in the second affiqnation. 
First of all, the demand for houses is not rigid, since it is possible to 
contract consumption by restricting oneself to smaller quarters or by 
sub-dividing very large apartments, or by sub-letting extra rooms. 
Since this is so, the tax on rental-value causes a general contraction 
in demand and therefore a lowering of rentals. In this sense i,t may 
be said that the proprietor bears in whole or in part the. taxon rental 
value. -' 

To be sure, there is no phenomenon qfshifting involved, since the 
tenant who cuts down his consumption of housing bears the burden 
of the tax precisely because he does cut down his consumption. But 
in cutting down his demand for housing he brings about a diminu
tion in rentals, and hence imposes on the owner also a lowering of 
income and a consequent contraction of his expenditures on con
sumption .. It is a typical case of 'diffusion', which is a general 
phenomenon common to all taxes. 

What happens specifically in the case of rental-value is that the 
tenants are driven to contract their consumption of housing in pre
ference to cutting down their consumption of other things, in or~er 
to evade the tax. But this follows from the circumstance that general 
income is ascertained by the use of rental as an index. 

In fact, the same thing does not happen in the case of the 'family 
tax'l which is adopted in many local communities in place ofthcr taX 
on 'rental-value' and which is also a general tax on income. 'The 

1 [Italian: i",posta di/arniglia • Translator's note] 
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ascertainment of the latter, however, is made by means ofa complete 
declaration by the taxpayer, or is derived from the sum of all the 
direct taxes that he pays, and is then corrected by all available 
indices of his standard ofliving. In this case, also, the taxpayer will 
have to restrict his private expenditutes on consumption; but each 
person will restrict his ~onsuInption of things that he .considers re
latively less urgent, and he is not fl>rced, in order to evade the tax, 
to restrict, by preference~ his consumption ·of housing. In this sense 
and within these limits, it is true that in most cases the tax on rental
value falls on the J:touse-owner - that is, the diffusion· of the tax: is 
directed especially against him. 



OH.APTER IV 

THE. TAX ON. INC.OMES FROM 
• 

, M 0 V A B L EP R 0 PER T Y '1 

• 
Summary: The. characteristiCs of the tax on 'movables' - The categories 

of income from 'movables' ~ Interest on lent capital,..,.. Industrial 
income - Professional . income and wages -.- Tlle depuration of 
income from 'movable property' 

§I 

Characteristics. oftke Tax on 'Movables' 

FROM ancient bmes, side by side with the tax onland we find other 
taxes on personal and industrial incomes and on incom~ from 
capital, which have appeared under the various designations of 
taxes on licenses, personal taxes, industrial taxes, and taxes on pro-
fessions and employments. . 

The taxation of incomes from 'movables', fragmentary at first, 
developed rapidly during the past century, along with the great 
growth of industry, commerce, and the professions. 

To-day, movable prop~ty is greater,. in progressive cOl,lDtries, 
than wealth represented byland, and tends to become greater by an . 
increasin,gly large margin. The reason for this can, be easilY und'er
stood. Other conditionS being equal, the production of wealth in the 
form of 'movables' has no limitations of area and is notsubject to the 
principle of decreasing r.eturns in the way in which, and to the extent 
to which, agricultural production is subject to that prlItdple. On 
the other hand, the incessant increase .in man's consumption depends 
more on the creation and development of manufacturing industries 
than on the increase or perfecting of agriculture. In short; in the 
budgets of modern States, the tax on 'movables' yields a preponder
ant and continually increasing part of direct derived revenues. Con
sequently, it has assumed, in the theoretical construction of the 

1 The Italian law with regard to the taxation of income from 'movables' or 'movable 
property' (rrdditi mobiliari, redditi di .richezza mobile) corresponds to Schedules C, 
D, and E of the English income tax. . 
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system of direct taxes as well, the pre-eminent place which in the 
past was held by the tax on land. 

The charact:eristics of this tax may be illustrated by an examin
ationofthe Italian law on the subject. ' " 

The basis, or object, of the tax is established in the following 
terms.· After having made a positive list of taxable incomes from 
'movables' - namely, incomes from.mortgages registered within the 
country,salaries, pensions, annuities, interest and dividends paid by 
national, provincial, and municipal governments, or by business 
corporations; incomes arising from industry, commerce, employment, 
professions carried on within. the country - the law concludes as 
follows: 'and, in general, every type of income other than income from 
land that is produced within the country'. 

It was thought that in this way the boundary between the tax on 
land and the tax on 'movables' was well marked out. Subsequently, 
however, it was observed that some incomes which were in the nature 
of income from land were as a matter of fact escaping the tax on 
land, and were as a matter of law escaping the tax on 'movables', 
thus creating a gap in the fiscal organism. Thus it came about that 
later legislation' established that 'incomes in the nature of income from 
lfind will also be subject to the tax on "movables" whenever in fact 
they do not pay the tax on land'. 

From these legislative provisions it folloWs that: 
(a) The tax on 'movable property' (richea.a mohile) has the char

acter ofa general tax, since it falls, as a matter oflaw, on all incomes, 
making an: exception only of the income struck by the tax on land 
and that on" buildings.~ The Italian tax, following the English in
come tax, thus unites under one tax incomes from capital, industry, 
commerce,the professions, and labour, which under other legislative 
systems are dealt with and struck by separate taxes; 

(h) The tax on 'movable property' has the character of a tax 
which supplements the two taxes on real property (i.e.' the tax on land 
and the tax on buildings) since it is joined with them on the principle 

1 The matter is regulated in Italy by the fundamental law of August 24th, 1877. 
Other laws followed; and among these laws special mention should be made of the law 
of July 22nd," 1894, as well as of the decree of October 16th, 1924. 

Italian law owes much" to the English income tax. 
I See Article 3 of the law of 1877. .' See Article 4 of the law. . 
• In accOrdance with this concept, the Italian courts have correctly declared to be 

subject to the tax on 'movables' the income from sucl1land as, by mistake or otherwise, 
might not have been subjected to the cadaster. ". 

268 



THE TAX ON INCOMES 

that the three direct taxes form a 'fiscal organism', in such a way that 
no type of income escapes some one of the three, and none is struck 
by more than one. There are, to be sure, exceptions, some of them 
already mentioned, I and others of minor importance, which the 
further development of legislation will be called upon either to cor
rect, or to maintain as intentional exceptions tor social or political 
ends or for reasons of law, whi<:Jl are beyond the scope of financial 
technique; 

(e) Finally, the tax on 'movable property', like the tax on land 
and on buildings, has been conceived by·the'Italian legislators as a 
real taz - that is, as a tax whose purpose it is to strike income at its 
source. A logical consequence of this is that of territorialiry, whereby 
both Italians and foreigners are subject: to the tax, but only so far as 
concerns that income or that part of their income which they have 
produced within the country. 

Basis oJ the Tax 

The positive bu~ unco-ordinated list of taxable sources of income 
given in the Italian lawS includes, in a broad. way and as a first ap
proximation, the economic categories of profit, interest, and wages. The 
first elaboration of the law was made by a regulationS that puts into' 
one category (Category A) incomes from capital- that is, interest; 
in another category (Category B), industrial income - that is, 
profits; in .still another c1ltegory (Category C), income derived ex
clusively from human labour - that is,' wages. Later, however, still 
other criteria were introduced, with the result that the categories .set 
up by the law as a second approximation do not coincide with the 
economic categories, and tend to become more numerous than the 
latter. 

This is the first point to be cleared up. 
From an economic point of view, profit, interest, and wages 

I One of the principal examples is the failure to permit deduction of interest on debts 
encumbering landed property, which thus pays two taxes. Another is the permission 
to deduct interest on capital invested in live-stock and stocks of materials, which pay 
no tax. 

S See Article 3 of the law. 
I See Article 50 of the RegulatiOn of November 3rd, 1894; cf. Article 54 of the law. 
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arise frolll the d~stribution of the. tptal product of an enterprise 
among the entrepreneur, capitalist, and labourers. And from this it 
would seem that Category A - interest - and Category C - wages 
- would derive from the distribution of industrial income, which is 
placed in, Category B. 

But ih fact it is hot so. Italian law defines as industrial income 
that which capital and labour co-operate to produce. At the tUne 
the earlier Italian legislation was framed, the dominant concept was 
that .entrepreneurial profit was a composite of 'interest' on the capital 
invested by the entrepreneur in the . enterprise and of 'wages' for 
the labour of direction and superintendence. ' 

Nowadays, in economic theory, a more accurate understanding of 
the special functions of the agents of production has been attained; 
and the entrepreneur is assigned a function distinct from that of the 
capitalist and the labourer. But if account is taked of reality, the 
concept of the Italian legislators still corresponds to the present state 
of affairs, since the entrepreneur is also to some extent a capitalist, 
and the shareholder who contributes capital cannot help being to 
some extent also an entrepreneur. 

It is generally recogni.zed thatfrom industrial income should be 
deducted, first of all, the expenses of production paid out to external 
agents of production; and, secondly, interest and wae;es, 

As far as interest is concerned, however, its deduction is possible 
only when the capitalist is distinct from the entrepreneur, as is the 
case, for example, when a loan-contract exists between them. If this 
possibility is la.cking, recourse is had to the expedient of collecting 
from the entrepreneur the whole tax, with the uQderstanding that he 
may recover a proportionate amount from his. creditors by legal 

. processes, if the law allows him to sue for such a purpose, or, other-
wise, in a general economic way. ' 

It should be noted that the 'interest' of Category B does not in
clude· all instances of income from capital. Besides the interest on 

. capital invested in industry, there is interest on capital lent with
out reference to the use to which the borrowed capital is" to be 
directed. In short, there is 'the business of lending', in itself. It 
includes loans made to the owners of land and houses, loans for pur
poses of private consumption, and public loans. The interest Oll: such 
loans does not fall under the industrial income which we have dis
cussed. There is capital which is invested directly inindustnes and 
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shares the risks associated with such industries; there is capita~which 
prefers to be independent, so far as possible, of industrial risk; such 
capital seeks investments that range from industrial bonds to public 
loans. The owners of capital of this sort are always persons distinct 
from the entrepreneur and the enterprise, to which they are bound 
by a loan-contract bearing a fixed rate of interest. 

Hence Italian law has established Category A, which includes 
interest on capital lent. The existence of a loan-contract is the 
criterion for inclusion within this group. 

The result is that the two categories, A and B, mutually com
plement each other, in such a way as to strike every income having 
the character of interest, thus avoiding gaps ap.d duplications; 

Let us now pass to'wages, or, as the.Italian law says, the 'income 
from human labour without the addition of capital' . 

. Just as interest is deducted from industrial income, in the way 
described above, so the wages and salaries of employees are deducted 
from that income. The deduction of wages is the regular rul~, since 
under present conditions the labourer is almost always distinct from 
the entrepreneur. . . 

In accordance with this rule, the wages deducted from industrial 
income are moved over to Category C: ,But these wages do not' 
represent all the cases of income from labour. In fact, they do not 
include either the salaries of State employees or iQ,come from the 
professions. Hence arises the necessity for bridging the gap by in
cluding in Category C every form of income due or believed to be 
due to labour without the assistance of capital. 

The number of categories into which the various types of income 
have been grouped has "aried, at times increasing and at times de
creasing, for reasons that we shall discuss1>resently. 

In the meantime, it may be pointed out that it is possible, on the 
basis of what has preceded, to draw the conclusion that the various 
categories of income form a framework that inclUdes, 'as a matter of 
logic, and is able to include, as a matter of fact, . all incomes from 
'movable property'; and, that these categories border on each other 
in such a way thai: no income from 'movables'escapes some one of 
them and no income is included in more than one category. 
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The principle that regulates the external relationships behveen 
income from 'movables' and the two taxes on real property (i.e. the 
tax on land and the tax on buildings) also regulates the internal 
relationships between the various categories of the tax on 'movables'. 

The Categories 

But though all incomes are taxed, not all are taxed to the same 
degree, since each category pays a different tax-rate; hence the grea1 
importance of the classification of incomes from 'movable property'. 
This is the second point that must be explained. 

The different tax-rates levied on the various categories are applied 
after the incomes have been translated from the gross into the .ne1 
and therefore depend on the principle of discrimination. 1 Thus, ne1 
income from labour is taxed less than the same net income from 
capital; while temporary net income is taxed less than the same 
amount of permanent net income. 

As a result of this differential treatment of. or discrimination be
tween, incomes, it has come about in Italy that the few fundamental 
categories have sometimes been subdivided and at other tim~ 
merged, according to variable criteria which have moved the 
legislator to accord more or less favour to some incomes than to 
others. • 

According to the first Italian law on the subject there were three 
categories: A, B, and C. Thereafter, State employees, advancing the 
argument that their salaries and pensions could not escape the 
rigorous ascertainment of income, obtained the new Category D. 
Then the law of 1894, holding that. interest on public loam 
guaranteed by the State t>ffers a greater degree of safety as. com· 
pared with that on private loans; split Category Ainto A' and A-. 

The decree of October, 1924, abolished the' division into sub
categories A' and A-, and merged them into the old Category A; on 

1 The Italian tax on income from 'movable property' followed very closeh 
the law laid down by the English income tax; but it differed in one important respect: 
namely, that the Italian law adopted from the beginning (i.e., as early as the first law 01 
1877) the principle of discrimination, which did not exist in English law, where it hal 
only recently been introduced.· . 
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th~ other hand, it subdivided Category C into C', comprising incomes 
£?om the professions, and C", comprising the salaries of employees of 
private business concerns and life annuities. 

Thus, over the whole period covered by the legislation, the cate
gories have numbered a minimum of three and a maximum of six, 
and the tax-rates on the various categoIies have varied almost every 
time that the total tax-burden has been increased. 

It may be of value to present iil a summary table the changes in 
the categories and the tax-rates: 

Tax on 100 Lire of Net Income from 'Movables' 
Cat~ary Status priar to 11194; Lam of july 22, Decree-law of Total iru:rease 

general tQ% - rate 1894; general Oct. 16,1924; i1I the tlU-rate 
13.20%; deductioru tlU - rate 20%; ttu-rate 011 net upr:essed as a 
byeighW deductioru by i"etmUI with- percentage of 

fortietlu out deductions inetmUI 

A' 13°20} 20- 20-} 6°80 
A' 13°20 15- 20-
B 9°90 10- 14 4°10 
C' 8°25} ~} 

12- 3°75 
C· 8°25 10- ,1"75 
D 6°60 7°50 8- 1°40 

This table shows that the diversification of incomes and the num
ber of categories develop in an arbitrary way; they do not correspond 
to any guiding economic criteriono 

Category D, for example, was taxed, under the first legislation, 
only half as much as income from capital was taxed - that is, it paid 
a tax-rate of606 per cent instead of 13'2 per cento This relationship 
was retained in the reform of 1894; but it was changed by the 
reform of 1924, according to which salaries were obligated to pay 
8 per cent, while the tax-rate on Category A' was raised to 
20 percent. 

Thus it may be said of all the relationships among the various 
categories that they have been modified without any visible or 
plausible economic reason. 

On the other hand, ifwe compare the first period with the last, it 
will be seen that the tax-rate increases by 6°80 per cent on the income 
of Category A, by 4°1 per cent on that ofCategorj B, by 3°75 percent 
on that of Category C' , by 1·75 per 'cent on that of Category C', an4 
by 1°4 per cent on that of Category Do 
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One might have thought that once the criteria for discrimination 
have been fixed in some way, the increases in taxation necessary to 
provide for the growing financial needs of the State ought to be pro
portional in all categories. What is dear from the last column, how
ever, is that the tax-burden on the wages of employees of the State 
and of private enterprises has experienced a relative decrease, the 
difference being unloaded upon incomes in other categories, espec"'
ially Category A. 

The fact that emerges, then, is this: the total tax-burden, or the 
total quota assigned to the tax on 'movables', has tended $0 be dis
tributed in such a way as to put a greater burden on incomes from 
capital and a smaller and smaller burden on incomes from labour. 

This tendency is a general one Tn all countries; it may now be 
regarded as a principle which - quite apart from the question of its 
limits and its remote economic effects - underlies the tax policy of 
the present era. Thus we see a reversal of the positions with regard 
to relative political power that existed among the various social 
classes before the French Revolution. 



CHAPTER V 

DIS C RIM I NAT 0 R Y T REA T ME NT 0 F 
INCOMES FROM 'MOVABLE PROPERTY' 

Summary: Temporary character of incomes --:- Incomes from labour and 
incomes from ~'apital-- Discrimination and progressive taxa,tion
Interest on private loans and public loans 

§I 

WE now pass to an examination of the criteria genei'ally adopted for 
discrimination betwee~ different types of income,~ak.ing as .the b~sis 
of our discussion the provisions of the Italian law on the subject. 
The deductions permitted by way of discrimination presuppose that 
gross incomes have already been translated into net incomes. 

In fact, after industrial and professional incomes have been sub.,. 
jected to depuration, the' Italian law allows further .deductions ~ 
which. were at first set at two-eighths fox:- industrial incomes, three.,. 
eighths for professional incomes, and four-eighths in the case of the 
salaries of public officials. They are deductions which increase 
according as and to the extent that the incomes are regarded as per
petual or temporary, according as they arise from capital or labour, 
according as they are more or less certain, and according as they are 
ascertainable with more or less' accuracy. 1 

This last circumstance explains why the incomes"of publi,coffi
ciaIs are granted a deduction of more than 30 per cent, since they 
are ascertained with much greater exa<:tness than' are professional 
incomes. But a deduction made for this reason does not enter,' 
strictly speaking, into the theory of diversification, since it has rather, 
the character of a coefficient of correction, used in order to make the 
appraisal ofincome as nearly accurate as possible. 

Apart from such considerations, Italian legislation discriminates 
1 The eighths of the original law were tran,formed into fortieths, and in the last 

law enacted it was preferred to abandon that system in order to diversify directly the 
tax-rates applied to the various categories of income. The~e are matters of form which 
do not alter the principle of discrimination. 
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according to the criterion that incomes derived from labour are 
temporary, whereas incomes derived from ·capital are held to be 
permanent. 

The mere fact that some incomes have a temporary _ character 
would not explain the increasingly preferential treatment which is 
accorded as one passes from industrial income to the salaries of 
public officials, since in fact the former is more temporary than the 
latter. The second basis of discrimination -is the source of incomes, 
which may arise either from labour or from capital. This explains 
why industrial income, which arises in part from capital, is allowed a 
smaller deduction than are professional income and wages, which 
the law regards as arising solely from labour. In the concrete case, 
moreover, the two circumstances are found to merge, since all in-
comes from labour are rega¢ed as temporary. -

Nevertheless, since we wish to establish precisely what is meant 
by temporary income or by permanent income, it should be noted 
that from the point of view of society taken as a whole and from that 
of the Treasury, all incomes are permanent, since they represent a 
continuous Bow of goods. 

Industries are re-established, succeed one another, increase and 
yield continuously an annual product. To make this product tax
able it is sufficient -to translate gross product into net by making 
provision for the amortization of fixed and working capital. -

Professions succeed professions, professional men professional 
men, from generation to generation, from father to son. To make 
professional income permanent, it is sufficient to amortize the capital 

. that was invested in the father, so that the latter may in turn invest 
it in his son or successor. 

Hence the perpetuation of industri~ and professional incomes 
does not require any preferential treatnient in order to put them on 
a position of equality with income from capital; it is sufficient to 
make the deductions which are involved in the depuration of 
incomes. 

If, then, it be admitted that the annual production of all incomes 
is a permanent phenomenon, we may speak of a temporary character 
of incomes only with respect to the persons who enjoy them; but in 
that case all incomes are temporary. 

We may consider the total national income, which is perpetual, 
as being turned over to various and changing persons for partiliI-and 

276 



TREATMENT OF INCOMES 

temporary enjoyment. Each one of these persons owes the tax on the 
part of the income that he enjoys and for the period of time thai the 
enjoyment lasts. 

It has already been shown that the total product of an industry 
t:arries the obligation to pay taxes from the moment of its origin. If 
this income is divided among two or more agents of production, the 
tax also will be divided among two or more taxpayers; similarly, if 
the income is enjoyed successively by two people, the entire tax will 
be divided up in time, and will be paid first by the one and then by 
the other. A typical example of this is inheritance. And inheritance 
includes not only the case in which a person invests his savings in 
:>rdef to form an estate which he passes on to his heir, but also the 
:ase in which he invests his savings in the person of the heir, in order 
to insure for him the continuity ofhis professional income. 

On the other hand, there is a difference between the'two cases in 
)ne respect: namely, that a person who inherits an estate in the form 
)f land or capital can obtain a yield by making USe of the labour of 
lthers; whereas a person who inherits an 'intellectual' estate must, 
Ifhe is to obtain a yield from it, contribute his personal labour. This 
iifference brings out the second element in discrimination:)abour. 
~or this reason a distinction is made between income produced by 
the present.Jabour of the taxpayer, and income produced by the 
labour of past generations; this is the basis of the distinction made by 
lther legislation between earned and unearned income. In any case 
the one is the frUit of the labour of the present generation; the other 
is the fruit of the saving of past generations. It is alleged that taxa
tion based Qn this distinction corresponds better to the principle of 
equality. And it is further alleged that the producer of a labour
income, in order to assure comfort in old age for himsellf and the 
continuity of income for his children, must save more than the 
)wner of an income from capital. 

From this is derived the theory, passed, down without criticism 
from one writer to the other, that incomes from labour should be 
permitted to deduct a certain percentage for saving, which shall be 
exempt from taxation. 

We have already shown, in a general way, that savings should be-, 
taxed, and we have refuted the error of John Stuart Mill. In this 
Ipecial case, moreover, this error bet:omes more serious, since it has 
to do not only with actual savings but with presumed savings, and 
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would result in granting exemption even to those who in fact do not 
save. This is a firstcontradicti~n, which makes it clear that the, real 
purpose.is to grant preferential treatment to incomes from labour, 
,regardless of whether the latter are destined to be saved or consumed. 

By way of confirmation of this conclusion, other considerations, 
more dire«tly associated with, the problem of discrimination, may be 
added. Let us admit..:..- although the proposition has not been demon
stra~ed - that the recipient of an income from labour amounting to 
1000 is obliged to save more than the recipient of an income from 
capital amounting to 1000. But"to admit that the recipient of a tem
porary income is obliged to save more than the recipient of a perman
,ent income is not equivalenno saying that he ought to pay a rela-

_ tively smaller tax. 
This widely held opinio~ originates from the error of considering 

as equal and comparable two quantities which are unequal and 
dissimilar. 

To make the two incomes comparable, it is necessary either to 
transform the income from capital into a life annuity or to transform 
the:mcome from labour, no matter how long it lasts, or even a life 
.annuity itself, into a perpetual income. For example, given -certain 
conditions of age and health, a life annuity of 1000 may be trans
formed into capital giving a perpetual income of 600. Thus it may 
be seen that tax equality consists in paying either a temporary tax 
on 1000 or a perpetual tax on 600. For the temporary mcome, a 
temporary tax; for the permanent income. the permanent tax. ' 

A differential treatment leads to this consequence, that it would 
be to the interest of the owner ofa perpetual income of 600 to trans
form it into a life annuity of 1000 in order to evade the tax; and in this 
way, precisely as 'the result of a policy supposedly designed to en
courage saving, he would be induced to increase his consumption. 

On the other hand, if the temporary income of 1000 is permitted to 
deduct a certain percentage for saving, there is no reason for not 
~owing such a deduc~on' also to the perpetual income of 600 which 
is equivalent to it; and, if the perpetual income of 600 is allowed to 
make greater deductions than is a perpetual income of 1000, there is 
no reason for not allowing the perpetual income of 1000 to make a 
greater deduction than one of 2000, or for allowing the latter a greater , 
deduction than an income of 3000, and so on. , 

But, once this is admitted, the special theory under exaIJlination 
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falls to the ground. For if a constarit percentage for saving is deducted; 
the result will be a proportional tax with higher rates. on all in
comes; and this leaves things as they were before ..• And if the amount 
allowed for saving decreases in proportion as incomes increase, the 
result will be a progressive· tax, which - despite the different phras
ing in which it is presented -leaves the problem of progressive 
taxation in exactly the same position in which it was discussed 
previowdy. . 

A second point deserves to be emphasized. Assuming that the needs 
of the State are constant, discrimination in favour of labour-incomes 
in process of formation shifts the tax burden from income which is. 
the fruit of present labour to income which is the fruit of past labour. 
That is, in order to exempt the actual or assumed saving of to-day, 
it is necessary to strike the accomplished saving of yesterday. 

In order to make clear this relationship, it is necessary to isolate 
the problem by abstracting from inherited incomes from land and 
capital, and by supposing that the taxpayers who make up the four 
groups included in the tax on 'movables' represent the whole com
munity. It then becomes clear that the taxpayers of Categories B, 
C, and D with their savings must form and maintain Category A. 

From this it becomes evident also that the benefit from dis
crimination is attenuated and may even be annulled; since the 
exemption of some fraction of income would automatically lead, 
for the same taxpayers, to a corresponding increase in the tax-rate 
on their remaining income from which the resources corresponding 
to the given financial needs of the State will have to be drawn. 
Furthermore, the exemption granted for possible savings. in Cate
gories B, C, and D are annulled, wholly or in part, in Category A, 
where this saving js subjected to a greater burden of taxation. 
From this it follows that the greatest. advantage is obtained from 
discrimination when the taxpayer does not save, but consumes 
his whole income. 

This constitutes a fundamental theoretical contradiction, which 
prevents our explaining \he practice of applying differential tax
treatment to the various types of income by a supposed desire ·to 
exempt the part of income directed toward saving. 
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If we pass now to actual conditions, this contradiction is elimi
nated for two reasons: (a) because Category A is maintained not 

. only by savings arising from the income of Categories B~ C, and D, 
but principally by inherited savings. on which the Treasqry makes 

·up for the preferential treatment granted to incomes from labour; 
(b) because Category A includes investments - such as long- and 
short-term government bonds - which do not pay a tax. For these 
reasons. the industrialist, the professional man, and the employee 
get the advantage of a smaller tax within their respective categories 
and, in case they actually save, they evade the higher tax of 
CategoryA. 

The final result is this: diversification in favour oflabour-incomes 
is a practice which stands by itself, and which fipds its immediate 
and sufficient explanation in the political preponderance of the 
industrial, professional, and labouring classes, who use it to gain 
tax exemptions. . 

§3 
Discrimination and Progression 

From what has preceded, it is clear that there is a theoretical and 
political analogy betWeen discrimination and progressive taxation. 

Strictly speaking. discrimination. aims to shift the burden of 
taxation from incomes derived from labour to incomes from capital, 
without regard to the size of income. Progressive taxation, on the 
other hand. aims to shift the burden of taxation from smaller to 
larger incomes, without regard to the type of income. . 

The spheres in which· the two concepts apply do not coincide 
theoretically, but they may find a common basis for political action 
because of the affinity of class interests associated with them. 

In fact, It seems contradictory that small incomes from capital 
should be treated kindly under the system of progressive taxation, 
only to be later mistreated by discrimination; and that large indus
trial and professional incomes - which often also depend on intel
lectual rents - should be favoured under a system of discrimination, 
only to be harassed by a system of progressive taxation. 

But the two devices, when carried ov~ to the ground of political 
struggle, may and in fact tend to be co-ordinated, either by having 
discrimination take account of the size of income, or by attenuating 
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the rigours of progression in the case of the larger incomes from labour, 
as compared with the treatment of the larger incomes from capital.' 

It is precisely by this process that the political compromise was 
originally made and has since been strengthened. 

Discrimination has the advantage over progression in that it 
proceeds case by case, appealing to the actual ~cumstances in 
order to obtain tax reductions, now for one group and now for· 
another. In this it resembles the policy of special benefits for the 
masses, and succeeds, jus~ as the latter has succeeded, in gradually 
penetrating into positive--1egislation, without provoking the objec
tions on grounds of principle which the. richer classes raise against 

. progressive taxation. 
But on the whole the target on which are concentrated the co

ordinated forces of discrimination between incomes and progressive 
taxation is inheritance, the incomes from which are not earned, 
according to the former, and are susceptible to high progressive 
taxation, accorcling to the latter. 

Tae two devices are supplemented by the,inheritance tax, which 
will be discussed further on. Discrimination, progressive taxation, 
and the inheritance tax are integral parts -of the general tendency 
of the taxation policy which is prevalent" to-day. 

A third case of discrimination has to do. with the interest on 
private loans, as against the interest on public loans. The criterion 
for discrimination is alleged tp be the different degrees of safety 
that they give, respectively, to the creditor. -

I In Italy, according to the law of 1877, all incomes of Categories B, C, and D pay 
less than the incomes of Category A and less than incomes from land and houses, even 
if the former are very high and the latter very small. 

In England, the discrimination between incomes from labour or eamed incomes 
and incomes from capital or uneamed incomes is recent (1907), but was limited from 
the beginning to incomes between £160, which were entirely exempt, and £zooo, the 
deductions adopted being graduated in suclr a way that the final tax-rates came out 
approximately as follows: 

Incomel from Labour 
from £160 to £ 400 

up to £ 540 
.. £600 
.. £"00 
" £zooo 

above £zooo 

Tmt-rate, in percentage termI 
Z'zs . 
z'6z 
3'00 
3"38 
3'75 

Five per cent was at that time the rate of income tax. 
S'oc¥ 
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The history of discrimination in favour of the interest on private 
loans deserves brief mention because of the valuable contribution 
that it makes to the completion of the theory. 

The Italian law of 18n did not discriminate between public 
and private loans. It was said at that time that interest represented, 
iD. its entirety, net income .. But the law of 1894 reflected a change 
~f opinion, since it held that the greater degree of safety afforded 
by jnvestment in· a public loan should permit the deduction from 
the interest on private loans of a given percentage as a risk-premium. 

Thus it came about that in 1894 a new sort of discrimination 
was introduced as between the interest on a loan made to the 
State or guaranteed by the State, and the interest on private loans .. 
To the former was applied the entire tax .. rate, without any deduc
tions; to the lattt;rwas granted a deduction of ten-fortieths, so that 
only thirty-fortieths of the income from capital was taxed. 

But the decree of October, 1924, again denied that there exists 
a different degree of safety as between the two types of loans and 
applies the whole tax-rate, withoutd~uctions, to the interest on 
both public and private loans. . 

Is there really a different degree of safety in the two cases? 
The market affirms that there is, inasmuch as it contents itself 

with a lower rate of interest on public loans. Economic reasoning 
explains why this should be so. 

In fact, the person who lends $5000 to a private enterprise, no 
matter how much· he may try to avoid the industrial hazards 
involverl therein, iIi fact is dependent on its vicissitudes. The person 
who lends $5000 to the Stat.e shares the hazards not of one but of 
all of the country's industrieS, which become responsible to him 
as a group, through the intermediary of the· State. The State pays 
interest by means of taxes; but the taxes are levied on the income 
of all industries and professions; if one industry fails, or a hundred. 
others take their places. , . 

The interest on public loans depends on an average, whereas 
that on private loans depends on one term of the average. It is in 
this that the different degree of safety lies. l 

If the ascertainment of the amount of interest received were 

1 It is obvious that other circumstances may cOntribute to this result, - such 'as the 
superior saleability of a public security, which makes it possible for the ~tor to 
realize on it at any time. 
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made at long intervals and depended on an average, as is .the case 
with income from land, it would be possible to grant on private 
loans a deduction for possible losses. 

In fact, however, the ascertainment is made at very brief inter
vals, and therefore the only consideration that is valid is that the 
different degree of safety is already discounted in the different rates 
of interest which the two tYPes ofloaD. bear. These two rateS present 

. themselves as quantities which have been put upon an equal basis 
economically, and t}le TreasurY has only to apply the same tax-rate 
on both. 



CHAPTER VI 

EXEMPTION OF MINIMUM AND SMALL 
INCOMES 

Summary: The practice of exempting minimum incomes - Theory of the 
reconstitution of the capital value of a man ....;. Theory of the minimum of 
subsistence - Theory of compensation and impossibility of collectiQn -
Progressive exemption of lower incomes 

Exemption of Minimum Wages 

BE'lWEEN discrimination and progression comes the practice of 
completely exempting the lowest incomes from taxation. This 
practice is found in all advanced legislation; there are, however, 
various reasons which cause the technical details of this legislation 
to be different in different countries, and this fact makes it im
possible to give a single theoretical explanation of the phenomenon. 

Above all, it is necessary to distinguish two tendencies: one, 
which reduces exemption to the smallest amount possible; the other, 
which· tends to extend it from the lowest incomes to the somewhat 
higher ones, - that is, to those incomes that we shall call lower 
incomes. 

Italian law is an example of the first; English law, of the second. 
Comparison of the two is necessary for a more exact widerstanding 
of the theory. 

The original Italian law' granted absolute exemption from the 
tax on 'movables' to taxable incomes - that is, incomes already 
translated into the net and subjected to the discrimination deduc
tions - no higher than 400 lire a year. After the World War, the 
income exempted was raised to 2000 lire· in order to take account 
of the paper money depreciation, which brought it about that 
2000 lire of the present day are approximately equal to 400 lire 

1 That of Augu.t 2nd, 1887. 
I By the decree-law of October 16th, 1924-
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of the earlier period. In both cases, apart from the quantitative 
limit set by the law, the following conditions must be fulfiiled if 
incomes are to be eligible for exemption: 

(I) The i!lcomes must fall under Categories B, C, and D; that 
is, they must be incomes which derive wholly or in part from 
labour; incomes from capital are therefore excluded; 1 

(2) The sum of the income from labour and other possible 
incomes from tangible or intangible property must not be greater 
than the minimum. 

In other words, it is necessary to have a very small total income 
in order to obtain exemption on that part which is income from 
labour. The legislator has had in mind the exemption not of 
minimum incomes, but of minimum wages, on condition that the 
labourer lives only by his labour. 

On that account, the Italian practice of exemption appears to 
be a logical extension of discrimination, which is employed on 
beh~ of incomes that are labour-incomes in whole or in part. 

One would not venture, however, to speak of saving and the 
allowance for saving in the case of incomes that are not high enough 
to purchase a sufficient supply of bread; and for this reason all 
authors have attempted to discover a different phraseology, which 
should have the flavour of economic theory. 

§2 

ThUs arose spontaneously a first idea, - namely, that of con
sidering the minimum income from labour as an amount necessary 
in its entirety for the rebuilding of the energy consumed by the 
worker during the process of production. Man is regarded as 
capital, similar to a machine or a horse, which wears out and must 
recover in the product the value of that part ·of it which is .worn 
out. When net income, after discriminatory deductions, is not more 
than 2000 lire, it ~ supposed to be the allowance necessary for the 
reconstitution of the capital value of a man. 

This case would thus again make part of the general theory of 
the depuration of income. But this explanation does not stand up 
under criticism. . 

I Life annuities and pensions are exempt. since they are regarded as a continuatio1l 
of wages and salaries. 
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Let us first c.onsider the case of the horse. There is an owner 
who breeds and feeds the horse and sells its labour to the farmer. 
The latter draws an income 'of 100, from which is deducted 40 
belonging to the horse,....., that is, the owner of the horse. . The 
farmer pays the tax pn 60; the owner of the horse, on 40. 

If for the horse is substituted a slave,there is no change in the 
reasoning. The farmer deducts from his income an amount repre
senting a sum corresponding to the labour of the slave, - that is, 
the wages on which the slave-owner pays a tax. 

If .now the slave becomes a free labourer - that is, his own 
master-be will receive his wages in cash from the farmer and will 
pay directly the tax. that was previously paidbv his owner. The 
object of the tax is still the same~ , 

Thus,· the theory of the reconstitution of the capital-value. of a 
man falls to- the ground. 

It must be noted, furthermore, that if one were to adopt the 
principle of the reconstitution of energies expended in labour, this 
principle could not be limited to minimum wages, but would have 
to be extended to higher wages and subsequently also to professional 
incomes in general. . 

With the abandonment of· the theory of the -reconstitution of 
. the capital value of a man, recourse was had to the broader eco

nomic concept of the 'minimum of subsistence'. . 
The minimum· of subsistence is· not the same as the minimqm 

wage, since old men, women, children, and those. unable. to work 
whohave a small income from capital or land also have the right 
to a minimum of subsistence. This concept set up as the theoretical 
basis for the exemption of the minimum of subsistence the relation
ship between the demand for and the supply of public . services. 
It is alleged that those who bave scarcely enough to satisfy the 
elementary needs· of existence carinot appreciate the· marginal 
utility of public goods. That is, it is held that they do not demand 
these services, even if in fact they consume them. 1 

For us it is enough to recall the principle according to which 
every income oweS taxes trom the moment of its origin, as long ~ . 

~ See Book II, chap. II, § 6. 
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public services figure in its cost of production. This means, that 
the demand for public services exists, at least in part, piior to ,the 
production of income. . 

To clarify the argument, let us take as an. example a large 
factory. In order to produce, it has requested State assistance; and 
for this reason the whole product owes the tax. Now" according 
to the theory under discussion, if the' product is divided into small 
wage-incomes, these incomes would be freed from the corresponding 
tax-obligation; if the product is divided . into high wage-incomes, 
the latter would pay the tax. This is absurd" since the cost of 
public services must be paid' in any case. 

The demand for and the consumption of public services have 
come from the enterprise, and the tax-obligation is the obligation 
.of the enterprise; and if the total product is divided among the 
various agents of production, each one ~ust pay the tax: on his 
part of the product .. The worker may be exempted from paying 
his share of the debt; buc this means that another ""-'the entre
preneur, for example -:.. must pay for him. 

Other explanations have been proposed. 
One is that of compensation, which starts from the familiar 

premise that .indirect taxes, which fall on necessities and articles 
of popular consumption,' result in taxation that is inversely propor
tional to income. Hence, in order to compensate the small incomes for 
t4is relatively larger burden of taxation caused by indirect taxes on con
surpption, these incomes are granted exemption from direct taxation. 

This consideration has been adduced in parliamentary discus
sions and has prevailed in relatively poor countries which cannot 
renounce the yield from indirect taxes on necessities, which have a 
very broad base, and must limit themselves to giving a compensation 
confined to the group represented by the poorest citizens. 

It is easy to show, however, that the theory of compensation does 
not explain the general practice of exemption. It does not explain, 
it in Italy, where exemption is limited entirely to. incomes from 
labour, whereas compensation ought to be given to all 'possessors 
pf small incomes - whether from land or capital- who have paid 
consumption tax~ inversely proportional to their incomes. And it 
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does n.ot explain it in richer countries, in which it comes about that 
while the minimum income exempt from direct taxation is suc
cessively .raised and broadened so as to include not only incomes 
from labour but also small incomes from capital, objects of necessary 

. and popular consumption are ~empted from taxation pari passu. 
This double, synchronous, and general tendency shows' that the 
two phenomena, in their evolution, are parallel effects of common 
causes, and exclude the possibility that they are bound to each 
other by an interdependent, compensatory relationship. -

This brings us, by a process of elimination, to Professor Mazzola's 
theory, the only one which. gives an immediate explanation of the 
practice when the latter aims to' reduce to the minimum, as in 
Italy, the benefit of the exemption. 

This theory calls altention to the difficulty that the Treasury 
encounters in collecting the tax on wages from millions of workers 

. who have small incomes and are pressed by immediate needs and 
do not offer any real guarantee that they will pay taxes. Hence it 
is more economical that the tax which is owed by t.':le parts of 
industrial income that go to pay thousands of individuals their very 
small wages should be paid in fact by . the enterprise - that is, by 
the entrepreneur - on behalf of the labourers. The entrepreneur 
will then have economic recourse, which might also be legal re
course, against the workers, retrieving the tax either at the time 
when the new wage-rates are agreed upon or at the time they are paid. 

This theory explains why, in Italy, exemption is not allowed 
when the small income from labour, combined with a supple
mentary income from capital on land, exceeds the minimum; since 
there then exists a real guarantee for the payment of the tax. 

This explanation finds characteristic confirmation in the appar
ently'contradictory fact that in Italy it has several times been 
proposed to extend the exemption to the very small incomes from 
land, on the ground that the tax on land also is practically uncol
lectable if the owner of a small piece of land does not pay it, because 
the State is not able either to sell or to get more income from the 
small piece of land that it would hav~ to expropriate. 

Another fact which confirms . the theory is that the Italian 
Treasury has had in fact to give up the collection of the tax on 
wages in general, even when they are higher than the exempted 
minimum. "-': 

288 



EXEMPTION OF MINIMUM INCOMES 

§5 
Exemption of Lower Incomes 

In carrying exemption into effect, it is necessary to avoid the 
danger that an income not much larger than the exempted mini
mum, after paying the tax, may be reduced to the level of the 
minimum. Thus, if an mcome of 2200 lire had to pay a tax of 
12 per cent, it would be reduced to 1936 lire. 

In order to obviate this possibility, Italian law establishes that 
incomes from 2000 'to 2100 lire shall be allowed an exemption of 
1000 lire, and shall pay a tax only on the remainder; incomes from 
2101 to 2200 lire are allowed an exemption of 800 lire; those from 
2201 to 2300 are allowed an exemption of 600; those' from 2301 
to 2400, an exemption of 400.lli'e; and those from 2401 to 2500, one 
of 200 lire. From 25QI on, the tax is applied without exemptions. 

From 2000 to 2500 lire of income, taxation becomes progressive, 
and it must not be overlooked that if it had been desired to avoid 
only. the technical difficulty to which attention has been called, it 
would have been possible to do so by stopping this side of 2500 
lire, anc;l it would also have been possible to diminish the percentage 
deducted in each bracket. Hence the opinion may be expressed 
that in the graduated treatment of incomes from 2000 to 2500 lire, 
there is the germ, small to be sure, of progressive taxation. In any 
case, it is certain that this intermediate scale, introduced for technical 
reasons, is capable of developing into progressive taxation. 

In fact, this has happened in rich countries,' as may be seen 
from the following table for England: 

1_ Amount e~t 
Up to £160 (whether from labour or 

capital) 
From £160 to £400 
From £400 to £500 
From £500 to £600 
From £600 to £680 
Above £680 

£160 
£190 
£i20 
£70 

o 

Tfl%-Tate 

Exempt 
3 per cent. 
3'55 per cent. 
4 per cent. 
4'50 per cent. 
5"00 percent.' 

1 To this scale bas been added the other, reproduced above, of discrimination, which 
applies only to 'earned incomes, and which goes up until it stops at the maximum 
income of (.zooo, reducing by a fourth the progressive percentages given in this 
tab~. . 
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Thus the English practice of exempting minimum incomes no 
longer permits the explanation that such exemption is due to the 
impossibility of collection.. . 

Given the .size of the exempted income and the breadth of the 
zone of larger incomes which enjoy graduated exemptions, it is 
clear that we have here an application of the progressive system, 
which has passed ·from minimum income. to the lower incomes. 

The form is degressiveand seems to be contained within the 
limlts already indicated as those which allow the gradual shifting 
of the burden of taxation from· the smaller to the larger incomes, 
without making the scale of progression such as to' impede and 
prevent the formation and growth of these higher incomes.' 

1 Given England's wealth, the partial or total exemption of incomes practised in mat 
c:ountry would provide a concrete example of this theoretical possibility. To the 
exemption of incomes' of which we have sp(lken, however, has been added a mpert_ 
on large incomes, which might give the tax-policy inaugurated by Lloyd George in 
1907-1908 an entirely different political and economic meaning. It is hardly necessary 
to observe that it is not my intention here to.defend the English system, or to point to 
it as an example to be followed. 



c Ii APT E R ~vi: r 

EXEMPTION OF INTEREST ON THE'
PUBL lODE BT 

Summary: The economic reason arid the legal reason for taxing interest 
on the public debt - The State as debtor with respect to interest and 
creditor with respect to taxes- How,in Italy, the prinCiple of 
discrimination has transformed the tax on movable properW into a 
special tax - The absence of a maturity-date in public debt-con
tracts - The alternative solution: exemption - Consolidation of the 
tax, or of exemption from taxes, at the time of issue - Privilege of the 
creditor and compensations for the State as debtor -The question 
of foreigners -

§ I 

The Rule with Respect to Liabtu!J to .1. axatton 

IT is-an old and continually debated question whether interest on 
the public debt should be subject to taxation, as is interest on any 
private debt, or whether it should be exempt. 

The problem may be discussed· on the basis oqegal atguments 
having to do with the nature of public loan contracts, or on 
the basis of considerations of economic expediency having to do 
with the credit of the ~tate. But before we come to this type of 
consideration, it is necessary to provide an economic solution of 
the problem; 

Let uS -first adopt the hypothesis. tha~ in _ order to provide for 
extraordinary expenditures the State has recourse to leVying an 
extraordinary tax, which not all are able to payout -of their annual 
income 01' out of savings held in the form of disposable capital. 

Given this hypothesis, it is obvious that all those who lack 
sufficient liquid capital - professional people. without other sources 
of income and owners of real property are usually ip such a situation 
- will, in order to pay their share of the extraordinary tax, be 
obliged to contract debts with .t1lose who keep their savings in the 
form of disposable capital and whQ make a business of lending. 
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These private loans will give rise to the payment of annual sums 
of interest, and no one would question the obligation of the capital-
ists to pay taxes on such interest received. . 

Now· the State, for reasons of a technical economic character 
which will be discussed later, transforms the extraordinary tax into 
a voluntary public loan by substituting itself for the private bor-
rowers and lenders. 1 ' 

What is involved is an operation whereby the· State substitutes 
a'single public loan for a series of private loans. On the one hand, 
it frees all those who do not have disposable capital from the neces
sity of contracting private loans, and obliges them to pay only in 
the form of a tax those sums which they would have had to pay to 
the private lender in the form of interest. But~ on the other hand, 
the State, having become ,a direct debtor, turns over to its creditors, 
as interest, the· sum that it has collected from the taxpayers as a 
tax. ' In this way, the creditors of the State receive the same interest 
- except for the question of its amount and other terms that may 
be involved in the loan-contract - which they used to receive from 
the private debtors. The object taxed is the same. 

From this it follows that interest on the public debt is obligated 
to pay taxes. 

The tax is ow~d by the creditor;whether he be a citizen of the 
country levying the tax or a foreigner. The basis for this conclusion 
will become obvious from an examination of Jtalian practice in the 
matter. 

As has already been pointed out, the Italian tax on movable 
property has a territorial character, and is owed by Italian citizens 
and by foreigners on all their income that is ·produced in Italy. 
Now, a person making private loans owes the tax on the.interest 
derived from such loans, since this interest is produced in Italy. 

The fact that Italian legislation regards the tax on movable 
property as a 'real' tax - that is, a tax on things, rather than on 
persons - puts this tax on a par with the taxes on land and on. 
buildings and carries into effect the principle that all are equal 
before the law in matters of taxation, in so far as all thecateg<;>ries 

1 Compare Book V, chap. I. 
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included. under the tax on movabl~ property, as well as under the 
taxes on land and on houses, are given equal treatment. . 

Thus, there is no basis for the claims that foreigners who have 
purchased government bonds do not owe taxes under Category A, 
on the alleged ground that the relationship between them and the 
State is an _ obligatory personal relationship, and not a real one. 

On the contrary, the foreigner pays the -tax on land and on 
buildings if he is the owner of lands and factories; he pays the tax 
on movable property according to Categories B and C if he invests 
capital in Italian industries, or if he practices a profession; he pays 
the tax on movable property on interest received. from capital lent 
to private ind!viduals; logically, therefore, he owes the tax on 
interest received from loans made to the State. 

It is hardly necessary to call attention to the erroneous nature 
of the common argument to the effect that foreigners do not owe 
the tax because they do not consume public services. According 
to our prUilciples, public services have been consumed. during· the 
process of -producing the income from land, industry, capital, and 
the professions, on which the. tax falls. 

Nevertheless there are still some aspects of the question that 
merit discussion. . 

As a second stage in our inquiry, it is necessary to see whether and 
to what extent this first and more general principle - namely, that 
interest on the public debt should be subject to taxation - is modi
fied. through the action of other circumstances with which it comes 
in contact in reality. 

It is to be noted, above all, that between the public loan and 
the series of private loans for which it is a substitute, there are two 
differences. The first is that the State becomes at one and the 
same time a debtor with respect to the interest that it owes, and a 
creditor with respect to taxes that it is entitled. to levy. The second 
is that the public debt is often perpetual, - that is, it has no fixed 
maturity-date at which tlie creditor may exercise his claim against 
the State, the State being the sole judge in choosing the moment 
at which to payoff its own obligations. • 

From the first fact arises the danger, of which the credito~ of" 
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the State ar'e constantly aware and to which they are continually 
exposed, that the State, by raising the tax-rate on the interest on 
its debt, may progressively balance what it gives out by what it 
receives, and thus mask its insolvency. 
, It is not worth while to spend any time on the usual objection 
that the State acts in a different' guise in the two cases, - that is, 
'as a public authority in the act of levying the tax, and as a private 
person in the act of paying the interest. 

These are scholastic differences'~ the concrete significance of 
which is not evident; since i~ may be said, with more justification, 
that when the State acts as a public, authority in the levying of 
taxes it represents the interest of the creditors, and when it acts as 
a private person, it represents the interest of the debtorS. ' And since 
in modern states the class of tax-pa~g debtors is more numerous, 
and may also, at a given moment, be politically stronger than the 
, class of capitalistic creditors, there is by no means any elimination 
of the risk that the State may assume the cloak of sovereign authority 
in order to increase the taxes on interest due to the capitalists, to 
the end that the taxes owed by the taxpayers may be diminished. 

The danger, is so real that the authors of the Italian law on 
'The Great Book of the Public Debt'. thought it necessary to re
assure the creditors by promising them that in no case would the 
interest on the public debt be decreased by a special tax. 1 

The legal, provisions just referred to must be interpreted as a 
formal pledge to the effect that interest on the public debt will not 
be subjected to an exclusive tax. But a general tax that strikes 
equally all categories of income subject to direct taxation must be 
extended also to the category of interest on the public debt. 

The argument ' derives directly from the formal principle of 
equality before the law; b~t it- has a politico-economic content that 
merits discussion. , 

The· dangers to which the creditors of the State are exposed 

1 Law of July lOth, 1861, D. 9, Art. 3: 'The income inscribed in the Great Book may 
never, for any reason, even of public need, be subject to any special tax, and its payment 
may never, for any reason, even of public necessity, be diminished or delayed.' 
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lrise from the possibility that each group of taxpayers ~ay succeed~ 
vhen it is a question of increasing public expenditures; in shifting 
ts own tax-burden on to the others. This is more likely to come 
Ibout under the system of manifold, taxes, each one of which is 
egislatively independent of the others. Thus, it is t~chnieally easy 
o increase only the tax on land, or only the tax on buildings, or 
tnly the tax on movable property, or only the tax that falls on 
he interest on the public debt. 

Under the hypothesis of,a single tax with a single rate, on the 
tther hand, the increase in taxation automatically strikes or ought 
o strike all categorieS of taxpayers; whence it follows that the tax
layers, instead of fighting each other, become united in ,their 
letermination to control the increll!lein public expenditu,res and 
o check, in the interest orall c;ategories of income, the increase in 
axes. 

The significance of ,this conclusion may again' be illustrated 
rom Italiam;experience. 

In Italy, the laws regulating the taxation of land and buildings 
re autonomous; hence it was necessary first of all to detach the 
twners ofland and of houses from the bloc of all taxpayers' for their 
ommon defence.-

There still remained, however, the tax on movable property 
vhich until recently included and subjected to a single tax-rate 
our groups of incomes and taxpayers who already formed by 
hemselves an important bloc for common defence against excessive 
axation. According to Article I of the law, the tax-rate and 
lossible increases in thfs rate were intended to strike equally all 
ategories of income from movable property. And'this would have 
leen a sufficient guarantee for the owners of government bonds, 
r the promise of Article I had not been evaded by the principle of 
liscrimination, which may transform" and has transformed at the 
liscretion of the legislator, 1M general tax on-movable proper!) into 
our or five special taxes, one for every category, each different from 
he other.' ' 

1 It is well known, on the contrary, that in English legislation incomes from land 
nd from buildings are included under the categories of the Income Tax. 

I The law of 1877 had made a given discrimination, keeping in Category A the in
erest on public as well as private loans, imd allowing a deduction of as. 8d., 38. 8d., and 
L 8d., respectively, to categories B, C, and D. 

The law of 1894 first of all raised the single rate of Article I from 13'ao per cent to 
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At this point, and for the reasons given, the consideration of 
foreigners again becomes important, inasmuch as they. have no 
jdirect means of parliamentary defence. And if the public loan is 
'placed abroad, the danger of a coalition of all domestic taxpayers 
against foreign creditors beco~es more probable. 

§5 

The other circumstance which renders precarious the condition 
of public creditors as· compared with. that of private ones, as haS 
been pointed out, is that the public debt is often perpetual from 
the standpoint of the creditors and is payable· at the will of the 
~ebtor. From this it follows that if the tax on interest is increased 
in the manner described, the' creditor must bear it, not having in 
his favour either a fixed maturitY-date or the right to demand 
reimbursement, 

In private relationships, on the contrary, if the.tax decreases 
the amount of interest stipulated, in such a way as to carry it below 
the current rate, at the expiration of the contract the creditor with· 
draws his capital, and renews the loan under the new conditions oj 
the market. 

Given, then, the possibility that under a. system of manifold 
taxes, and under the principle of discrimination,. a general tax may 

20 per cent; it then divided Category A into two Categories A' and An, and modified 
the scale of discrimination in such a way as to increase slightly the old rate on Cate
gories D, C, and An, and to shift the new rate of 20 per cent only to Category A'. 
In this way the general tax of Article I was transformllCi without seeming to do so, int~ 
a special tax on interest on the public debt. 

The following comparison shows how in fact the categories of income from mov
able property are treated by the two laws: 

Law of 1887: uniform Law of 1894: uniform 
rate of 13"20 per' cent rate of 20 per cent 

Category A t I A' 20"00 per cent 
13"20 per cen 1 An 15"00 

B 9"90 io"oo 
C 8'25 9.00 

.. D6"60 7"50 
This shows that discrimination is used merely as a device for arriving, in the case ol 
each category, at the result that was desired., ' 

Thus, while industrial profits experienced an increase in the tax-burden of 0"10 

per cent, and interest on private loans an increase of I -80 per cent, interest on the public 
debt experienced an increase of 6.90 per cent in the tmc·burden" 

The latest reform abolishes the protection supposedly given by Article I, which in 
this respect has now become useless, and establishes directly different rates for each C?l 
the four categories. Thus they now constitute four independent taxes. ":> . 
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)f: transformed in fact into a special tax; and given the fact that 
he creditors of the State have no right to demand reimbursement 
,f the capital they have lent, the only alternative solution is that 
,f absolute exemption from taxation. 

This is not in itself a bad 'solution. Its logical basis is to be 
ound in the theory of the consolidation of taxes or of freedom from 
axes, which is discounted in the issue-price of the public. loan. 

The State contracts the loan, offering for public and voluntary 
ubscription, let us suppose, bonds the nominal value of which is 
5100, but the real market value of which is usually lower, depending 
)D the net interest that the State will pay. If the State promises 
55 free from taxes, the actual price of the bond will be 100 or near 
[00. If it promises $5 liable to a tax of 20. per. cent, it is as if it 
)romised $4 net, and the actual price of the bond will be 80 or near 80. 
. Thus it is said that taxes or freedom from_ taxes' are discounted 
lIld consolidated in the selling pric;e. 

Accordingly, at the initial moment of issue-that is, of the sale or 
lubscription of the bonds-it is a matter of indifference for the State 
lIld for the investorwhether the interest is freefrom or liable to taxation. 

In the one case, the State obtains l()(; in capital and nothing 
In the way of a tax on the creditor; in the other, it obtains 80 in 
t:apital, but collects annually one dollar in taxes, which is the interest 
on the twenty dollars which it failed to realize on the selling price 
of its securities. 

The subs¢iber, on his-part, in one case pays $100 and receives 
$5 net in interest, while in the other he pays $80 and receives $4 
net in interest. ' 

To be sure, this initial condition of equality is modified in the 
future, according as general taxes increase or decrease. Assuming 
that they increase, the owner of a tax-exempt bond will continue 
to receive Ss in interest and escapes the increase in taxes which 
will fall on all other incomes;' while the owner of a taxable bond 
will bear this increase like "all the others. 

§6 
Now it cannot be denied that the first creditor acquires a fiscal 

privilege. In theory, certainly, the contrary may also happen
that is, general taxes may decrease; but this case is in fact generally 
held to be less probable. 
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On the other hand, the privilege is in fact attenuated by some 
compeJlsations that the State derives. Thus, to the extent that the 
taxes on all incomes increase, savings will seek investment in tax· 
exempt State bonds and thereby raise the price of the bonds at the 

. same time that they depress the value ofland, houses, and industrial 
bonds. It follows from this that the price of government bonds, 
precisely because of the fiscal privilege attached to them, will rise 
very quickly to par and will go above par, thus hastening the 
moment at which it becomes profitable to bring about a conversioll 
whereby the State may renew the old debt at a lower rate 01 
interest. 

Similarly, freedom from taxes, which makes the creditor inde· 
pendent of the vicissitudes of taxation in the debtor cowitry, influ· 
ences the capitalization of the interest at the initial' moment oj 
issue, since the investor is willing to pay an insurance premium 
against the risk of new taxes in the futUre. 

Through these compensations the policy of exemption would 
provide a radical solution of the. problem without distiDguishing 
between domestic and foreign creditors; and, in the end, thi.! 
policy comes to ,be adopted by countries with a high tax':burdell 
which must have frequent recourse to internal and external 
borrowing. 

Here, also, special consideration for foreigners, which is excluded 
in pure theory, comes again to prevail in the concrete case. For 
foreign capital is sought not only by countries that' go into debt 
because they are poor, but also by rich countries which do not 
wish, through the flotation of loans, to withdraw domestic savings 
from investment in native industries. 

Now, what is an obstacle to, or renders burdensome, a foreign 
loan is not always the remote danger of special or confiscatory 
taxation, so much as the danger of doubl~taxation to which interest 
on the debt may be subjected, '- once in the country of the debtor 
and once in that of the~reditor. ' 

This explains why there is nothing unusual in the circumstance 
that wealthy countries of IUgh credit standing should extend special 
treatment to foreign subscribers to their, loans, by applying only 
to such foreigners the policy of exemption and by giving them 
other guarantees, such as that of the payment of interest in gold 
and possibly the right to demand reimbursement of their ~apital. 
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After this extended treatment of the problem, it. seems permis
sible to conclude that the first method - that of taxing interes.t on 
the public debt - is proper for countries that hold their credit high 
by means of a traditional observance of pledges assumed, and that 
the second is the alternative left to governments,· whichd~ not 
inspire the same degree of confidence. 



CHAPTER VIII 

THE COMPLEMENTARY TAX ON 
GENERAL INCOME 

Summary: Subject of the tax - Foreigners - Object of the tax: net 
incomes which have been subjected to discrimination - Deduction of 
debts - Coefficients of correction 

§I 

'THE complementary tax on income is added to the system of direct 
taxes and is the crowning feature of the system, ifit satisfies certain 
fjmdameJital principles' which we shall now examine. 

From the fiscal point of view, the complementary tax represents 
an increas~ in the amount of direct taxation; it strikes the sum of 
the incomes that were separately subjected to direct taxation, even 
in: those cases in which, as the result of s()me sort of preferential 
treatment, these separate incomes in fact pay no taxes for a time; 
~d usually, but not necessarily, it has a progressive fOmi. l 

frOID this definition it follows that the subject of the comple
¢entary tax is the citizen, a physical person, or, at the most~ the 
'.) If we go back to its historical origin, the most valuable material on which is con

talned in the inquiries and parliamentary debates of the House of Commons, we find 
that the income tax was proposed in order to compensate for the bitterly criticized in
equalities which were involved in the taxes on consumption. But the protests were 
satisfied not by the introduction of progression in a symmetrical form, but by the" 
exemption of the lowest incomes derived flom labour and capital and by the granting 
of percentsges of abatement to minimum and small incomes. 

In the United States, also, the income tax was originally regarded as a device tend
ing to correct the inequalities of the system of taxes, direct as well as indirect, which 
burdened agriculture almost exclusively, 'while industrial and professional incomes 
escaped adequate taxation. • ' 

But. one must not lose sight of the fact that the two taxes on income ~ in England 
and America ~ are not complementary taxes"but are basic tsxes, more nearly comparable 
to the Italian tax on movable property (imposta della richezza mobile) than to the Italian 
complementary tax. 
. Since there is a growing tendency, nowadays, to exclude the goods consumed by 
the masses from indirect tsution, we cannot assign to such a tsx as the Italian comple
mentary progressive tax the purpose of counter-balancing the inequalities involved in 
indirect taxes on consumption. Tliere is no doubt, however, that in judging the dis
tribution of the total tax-burden among the various classes, the complem«:ntary 
progressive tax is an important new factor in the problem, since in fact it represents a 
notable increase in the tax-burden of the richer classes. 
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family dependent on him, since it is only with respect to such a 
person or to his family that it is possible to sum up all incomes' 
for the purposes of this type of tax. Business corporations, therefore, 
are not subject to an inclusive tax of this type, since they have only a 
single income - deriving from their special type of productive 
activity - which is distributed among the different shareholders, 
in whose private budgets the income thus received may become a 
part of each person's general income. 

It also follows that each individual- whether he is a citizen or 
an alien - owes the complementary tax on the sum of his various 
incomes, on each one of which he already pays, or theoretically 
ought to pay, direct taxes.' 

From this fundamental concept it follows that (a) the foreigner 
who draws his income from the country levying the complementary 
tax and consumes it in his own country owes the complementary 
tax, because his income is :ntended to be subject to the direct taxes 
to which the tax under discussion is complementary; (b) the foreigner 
who derives his income from his own country and consumes it in 
the country levying the complementary tax does not owe the com
plementary tax, because this income is not subject to the various 
direct taxes of the country in which he lives; (e) the citizen of the 
country levying the complementary tax who finds himself in the 
same situation as the foreigner just described does not owe the 
complementary tax; the fact that the one is a citizen and the other 
an alien does not modify the economic relationship, which derives 
from the exchange of taxes for public services . 

. It may seem, and it may in fact be true, that the foreigner and 

, In the literature on Public, Finance. it is still the practic:e to treat the complementary 
IU as a fJentnfD/1U and the various direct lUes as real. ' 

It has already been noted that, from our standpoint, the difference between the two 
is merely t«lmicfll- that is, it does not have the legal significance which is usually 
asSigned to the words 'personal' and 'real'. The relating of the sum of incomes from 
WrioU8 aources to their single possessor facilitates technically the solution of certain 
problems, such as that of the deduction of interest on the personal debts of the IU
payer, and DUly correct. in put, the error of DOt having deducted such debts from the 
eepuate incomes when they are subjected to the various direct lUes; but the .rum of 
these incomes has the lIIIIIle character - real and territorial- 88 the tenIU that go to 
make up the sum. This is confinned by the fact that the same questions that arise 
com:eming the complementary IU have been ssked repeatedly in the esse of the IU on 
movable property in Italy, lind in the csa of the income IU in England and America. 
Those who have wished to appeal to the personal criterion of the politicsl status or the 
citizenship of the'tupayer have found themselves faced by insurmountable fprmal 
CODttadictiollll, since it is not possible to ignore the fact that income is produced and 
is therefore tuable within the territory of the State! 
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the citizen who consume in the country levying the complementary 
tax income produced abroad profit from the public services repre
sented by the provision of safety, roads, illumination, etc., and that 
they do not pay the price for such services on an equal footing with 
other residents of the country. This would be a case of economic 
evasion; let us admit this, and see how existing legislation takes 
care of the difficulty. 

§2 
Nowadays, the foreigner and the citizen pay direct taxes in the 

I country in which they produce the income, and pay indirect taxes 
in the country in which they spend it. This is the basis for the 
solution of the problem. Ifwe suppose that direct taxes are equal 
in the s;ountry of origin and in that ofresidence and that in both 
countries the indirect taxes counterbalance the direct, it is no longer 
true that there is tax evasion on the part of the two taxpayers. . 

Reasoning now theoretically, and assuming that the Treasury in 
the country of residence succeeds in striking income produced 
abroad, the tax is an evident duplication. And if the same policy 
is practised - either byway of reciprocity or by way of reprisal-.. 
by the other State,. there will be double duplication. This will 
induce both taxpayers to return and live in the country in which 
their income is produced. 

Thereby the expectations of the Treasury are disappointed, 
wholly or iD. part. 

The solution mentioned above has prevailed not only by virtue 
of this negative reasoning; it rests also on a solid positive basis of 
an economic and political character. 

We have established the principle that indirect taxes are an 
integral part ~f the single tax-debt owed by the citizen. For this 
reason, if the citizen consumes his income abroad, he escapes the 
payn:tent of a part of his tax-debt; hence arises, without. further 
need for justification, the right of the domestic Treasury to levy 
upon him either increased direct taxes or substitute taxes or export 
or emigration duties, or soine other form of tax. . 

On the other hand, the indir~t taxes that the State collects 
from the foreigners who come amlstay in its territory correspond 
to the indirect taxes that it does not collect from its citizens. who 
go abroad. -
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Herein lies the compensatiOn. 
The presumption of compensation is coming to accOrd. ttlOre 

closely with reality each day. in proportion as the exchange of 
persons between countries develops and becomes intensified. It 
derives from the ancient right to free movement, which ·was one 
of the first conquests of the modern world over feudalism in the 
field of individual liberty; and it expresses itself, in international' 
relations, in the principle of reciprocity. 

Each country may govern its tax-legislation by this principle, 
without needing to conclude a formal international agreement; the 
latter serves to. insure citizens against the danger that the principle 
may in fact be violated and that double taxation may result. 1 

The solution which has prevailed up to now seems, because of 
its simplicity and its sound foundation, to be the most satisfactory. 

But if it is still maintained that indirect taxes on consumption 
and local taxes do not suffice to pay for the services that foreigners 
receive from the State in which they live and iIi which they consume 
the income produced abroad, a substitute tax,-- such as a visitors' 
tax - may be adopted without falsifying the character of the 
complementary taL 

§3 
Object of tIt.e Tax 

The object of the tax is the sum of the incomes, whatever their 
source, that belong to one person. 

It should be noted that we are dealing here with a complementary 
tax - that is, a tax that strikeS' the sum of many incomes, each 
one of which has already been struck by another direct tax. From 

1 The priDciple of reciprocity and c::ompeosation goes beyond the c:onfines of the 
complementary tas, and has a much broader field of application. It aims to eliminate 
all cases of double taxation, and might be made the first step toward a more uniform 
intaDational to BYStem - a goal very'remote from contemporary reality. 

Many _ which are regarded as duplications can be eliminated by applyiDg the 
principle of the depuration of incomes when an income passes from one country to the 
other and pays tIDrI:s in both. On the other band, there are c:ases of inevitable technical 
duplication: for aample, that of the to on rental value, which necessarily strikes every 
tenant, whether citizen or foreigner, and brings it about that since the rental is used 
as an inda of genenI income. the foreigner and the citizen who derive incomes from 
abraed pay tIDrI:s indirectly on the Iatter also. It is a typical case of those capillary 
inequalitiea which the law is incapable of reaching, and which become adjusted through 
the action of the tu-payer himself, who will choose his residence in such a way as to 
pay, in total taus, an amount which be regards as adequate on the basis of his penonaI 
evaluation of the facti! invoIvecL 
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this it follows that it must form, with these, a harmonious whole, 
so as to avoid the possibility that the provisions of one type of tax 
may be in conflict with the provisions of the others. It is not neces
sary to take such precautions when we deal with a single tax which 
strikes the sum of several incomes belonging to one individual, no 
one of which has been struck before by another direct tax. 1 

If these incomes, to which it is proposed to apply a comple
mentary tax, were all ascertained with the same degree of accuracy, 
their arithmetic sum would also be the definitive basis of the 
complementary tax, which, under the conditions indicated,. would 
have solely the function of introducing progression. 

But we know that the conditions thus assumed are unreal; hence 
to take the arithmetic sum of the incomes from various sources as 
the basis of the complementary tax would only aggravate that 
inequality that already exists as between the different 'direct taxes. 
Yet the arithmetic sum is a first crude datum, which must be 
subjected to further elaboration. 

First of all, we deduct the debts, including the personal debts, 
of the taxpayer, if account was not taken of them in the depuration 
of income from land, buildings, etc. Once.this deduction is made, 
it becomes evident ~at the incomes ascertained for purposes of 
levying the complementary tax are put on a more equal basis one with 
the other, since in fact we shall have eliminated one cause of duplica
tion and inequality which existed in the structure of direct taxeS.· 

1 The criticisms that are directed against the Italian complemehtary tax - and on 
these it is not necessary to pause - derive precisely from the fact that Italian legislation, 
in borrowing provisions from foreign laws (those, for example, with respect to the 
Income Tax), has not taken into account the fact that these laws have reference to the. 
aingle tax on general income, ab.d has applied them to the complementary tax, thereby 
creating several contradictions in principle. '. . 

[For a detaiJed account of the criticisms mentioned, see the Italian text. - Trans-
lator's note] . 

• We are, however, still far from having thereby corrected the more important 
inequality that remains in the relationships between· the various direct taxes. In this 
connection, for example, it should be noted that Italian legislation faUs into the contra
diction of recognizing the principle of the deduction of debts in the case of the small 
tax-rate used in the complementary tax, and yet does not recognize it in the case of the 
various direct taxes, which tax the interest on debt twice, and at considerably higher 
rates. 
. It is not necessary to devote much attention to the false argUment alleging that the 

direct taxes are rNll; since if the owner of lands and of houses and of industrial and 
professional incomes shows that he has a debt due to a third person who pays the tax 
on the interest, this interest can and must be' deducted from some one of the debtor's 
incomes, or from those that have a relatively greater importance in his budget. The 
technica1legal question could in any case be easily solved. ,,', 
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Another deduction that the law often allows is the sum of all 
the taxes that the taxpayer· has already paid. to the State. and to 
local governmental units. This is contrary to the general principle 
according .to which all taxes strike, contemporaneously or succes
sively, the same net income; but the exception that is made in the 
case of the complementary tax has a technical reI:. son, in so far as 
it aims to eliminate the differences in the tax-rates 'rhich are· paid 
on equal net incomes under the variouS direct taxl'S. Thus, the 
tax-rate on income from limd might be as high as 60 per cent and 
even higher,' onincoine from buildings as high as ~5 per cent, 
on income from capital 20 per cent, on income fron. professional 
activity 16 per cent, etc. 

Even if we grant that.this differential treatment has a justifica
tion, this justification must be understood to be removed as soon 
as the structure of direct taxation receives a definitive form. 

It is therefore o~ly in order not to aggravate the 'inequality of 
tax-rates' that taxes already paid are deducted. To be sure, .the 
deduction of taxes already paid does not correct the 'inequality of 
appraisal', in which lies the real problem to be solved. We have 
already insisted. many times on the inequality as between the 
various direct taxes which is due to the different degree of accuracy 
with which it is possible to ascertain the incomes subject to these 
taxes. If we take one taxpayer whose. total income is'composed 
Plainly of income from land and another whose income is. made 
up principally of industrial and professional· income, and then 
subject the two sums to the complementary tax, the inequality 
referred to persists if the compleme~tary tax is' proportional, and 
is aggravated if the tax is progressive; In the first case, the comple
mentary tax would be a useless organ added to the tax-organism; 
in the second, a harmfui organ. . 

Let us, in fact, take two incomes which are really equal; amount
ing to $5000 each, but which, according to the appraisals arrived at 
in the admini~tration of the other direct taxes, amount to $5000 for 
one and $2500 for the other; and let us also suppose that in paying 
their direct taxes they are suqject to the Same tax-rate - for example, 
20 per cent. The second will then pay half as much as the first. By 
hypothesis, the two incomes are struck by the ,proportional com
plementary tax with an additional tax-rate of 10 per cent~ This is 
equal to an increase of 10 per cent in the two direct taxes previously 
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paid; but if the complementary tax is progresSive, the first income 
will pay a higher rate than the second; for example, one 10 per cent 
and the other 5 per cent. The inequality is aggravated in such a way 
as to defeat thE; very intention of the legislator. ' 

We may:-m~tion, further, the limiting case of incomes derived 
from public bonda. payable to the bearer, which evade the tax on 
movable property and the complementary tax; also that of private 
securities payable to the bearer, on the income from which the busi
ness corporation pays the tax on movable property for the share
holders, but which, after the company's profit has passed to the owners 
of the stocks and bonds, completely escape th~ complementary tax. 

If the actual incomes are equal, therefore, a person who succeeds 
in concealing a larger part ofhis ~come will also, besIdes paying less 
indirect taxes, pay a smaller progressive rate as compared with a 
person who did not succeed in concealing his income - that is, the 
original inequality would be aggravated. This can be partly avoided 
if the incomes already ascertained for the purposes of direct taxation 
are reviewed and corrected ·by means of coefficients based on the 
standard of living evidenced by the taxpayer, the yalue of whose 
residence, automobiles, horses, servants, and country houses are the 
usual indices. 

The p~cess is difficult but necessary; the correction of incomes 
appraised in the administration of the various direct taxes in force 
must be considered as an essential element of the complementary 
tax; since only to the extent to which this tax equalizes the appraisal 
of incomes already struck by direct taxes 40es it become a useful 
organ perfecting the ·'tax organism'.1 

-1 In the light of these consideratio~. it may be stated that the Italian complementary 
tax does not serve the purposes of a better structure of direct taxation. It is merely a 
progressive IVP~-t_. which increases the rates OD incomes of 6000 lise and over, 
leaving intact and otten aggravating the inequalities existing among the various direct 
taxes. 
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CHAPTER. I. 

IND}RECT TAXES ON CONSUMPTION 

Summary: The two branches of indirect taxation - The basis and the 
distribution of taxes on consumption - Effects of the distribution : 
are indirect taxes inversely proportional to income? - Tendency to 
limit taxes on consumption to one group of goods; character of this 
group - The exemption of articles of popular consumption and 
minimum incomes 

WE have already seen that indirect taxes represent, not a duplication 
of direct taxes, but a division into two portions of the smgle tax-debt 
which every citizen owes the State. 

After the taxpayer has paid direct taxes on the incomes I;te has 
produced, he owes indirect taxes on the same income, to the extent 
that he in fact spends it either in the acquisition of direct goods, in 
order to satisfy present wants, or in the acquisition of instrumental 
goods, when he saves his income in order to satisfy future wants. 

From this arise the two branches of indirect taxation: 'taxes on 
consumption', and 'taxes on .the transfer of property'. The first 
strike expenditure; the ~econd, saving; the two together strike the total 
income of the t,axpayer. 

Hence, the relationship between the two branches of indirect 
taxation is a mutually complementary one, of the kind that has 
already been discussed several times: first in connection with the 
relationship between direct and indirect taxation, then in connection 
with the mutual relationships of the various direct taxes to one 
another, and then again in connection with the relationships of the 
various categories of income from movable property to one another. 

Given this complementary relationship, there ceases to be any 
basis for the old criticism 'according to which taxes on consmnption 
involve inequality because they strike, not the whole in&me of the 
citizen, but only his expenditure, which, moreover, varies from individ-

. ual let individual. 
u 
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In fact, the inequality involved in the indirect taxes on consump
, ·tion is paralleled by the inequali.ty involved in the indirect taxes on 
. property-transfers: the latter strike, not the whole of income, but 
only savings, which vary, like expenditures on consumption, from 
,individual to individual, but vary inversely to such expenditures. 
A person who spends much and saves little pays more in taxes on 
consumption and less in taxes on property-transfers; and a person 
who spends little and saves much will pay more in taxes on property
transfers and less in the form of taxes on consumption. As a whole, 
therefore, we may admit, by way of first approximation, that both 
expenditures and savings are subjected to equal fiscal treatment in 
the case of each individual taxpayer; «;Ir, at any rate, that there is a 
tendency.toward such equality, and that it is at least technically 
possible to obtain such equality. 

This is the fundamental principle regulating the distribution of 
indirect taxation as between the taxpayers. 

But in considering the relations between the taxpayers and the 
State, we must emphasize the fact that the Treasury loses no part of 
the consumption-taxes which were owed on income that has been 
saved. As a matter of fact, the saver re!p.vests his ~avings iIi new 

.production; instead of buying an automobile or going on a pleasure 
trip, he buys industrial equipment andliunan labour for the pro
duction of new goods. 

Between the saver, on the one ll_~, and the labourer and pro
du~er of machines, on the other, ~. exchange t~es place, through 
which the labourers and the producers of machines pay the con';' 
sumption-tax on the income saved by the buyer, who in his turn 
pays the transfer-tax on the instrumental good~ which he buys. 

Through this exchange the two taxes complement each other, 
but remain distinct; since 'goods for consumption' arid 'goods for 
production' cannot be treated equally by the two indirect taxes, for 
the reason that the former affect only present consumption, whereas . 
the latter affect the whole process of production. , 

The exchange is regarded as taking place at the moment whe"n 
the saver makes his payment; but this exchange may itself give rise 
.to another tax, also, when it is regarded as involving the provision of. 
a special public service, as we shall see later on. 

This is the general outline of the theory. 
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The immediate object of indirect taxes on consumptioll is repre
sented by the mass of goods of the first order which the individ:ual 
intends td devote each year to the satisfaction of his current wants. 
Since we live under an exchange-economy, we may say that taxes on 
consumption strike every part of income that every individual spends 
in the acquisition of goods of the first order. 

The ascertainment of this income is made in successive instal
ments, as the taxpayer spends each instalment of his income. The 
price of every good that is bought measures exactly the part of the 
income spent. On this basis, total income would be ~certained 
exactly by summing up the purchases made in a. year. 1 Itisobvious, 
therefore, that in order to strike the income, it is necessary that the 
tax be commensurate with, or have reference to, the value.of the 
gooa's bought. 

We also know, from our general principles, that the whole income 
of the citizen is obligated to pay indirect taxes; whence it follows 
that it must be ascertained in its entirety. This requires that all con
sumption-goods - none excepted - must be subjected by law to an 
ad valorem tax. . . 

Reasoning, for the moment, on the basis of this hypothesis
which is abstract, but is nece$Sfll}' in order to make precise the guid
ing principles involved -let u.'i.see in what ratio - proportional or . 
progressive or inversely progressive - the total burden of taxes OD. 

consumption is distxjbuted among the various categories of tax-
I • 

payen. 

It is possible to classify direct goods by beginning with those that 
satisfy relatively more urgent elementary wants, passing on gradually 
to other goods that satisfy more refined wants, each of them relatively 
less urgent than its predecessor in the scale, and ending with sO
called articles of luxury. 

lOne lIhouid avoid the error, in dealing with indirect tuation, of regarding con- -
lumption .. an indez measuring income in the sense in which, for example, the con
sumption of housing is, or is taken .. , an indez of the presumed general income of the 
inhabitant of the house ... - . 
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Now, the indirect tax is necessarily a case of single price - that is: 
it cannot differ, for the same article, from consumer to consumer. 
If a rich man buys ten pounds 9f sugar ,and a poor man one pound, 
the first Will pay ten times th~ tax that the latter pays. This means 
that the tax on sugar is necessarily proportional to that part of his 
income .which each of tl}e two spends on the consumption of sugar; it 
is not proportional to the total income of the two. ' 

If, however, the same ad valorem rate is levied on other goods and 
services, the. total tax-burden will be proportional to the total in
comes of the v~ous taxpayers. 

On the other hand, if the tax-rate increases as we pass from goods 
that serve the consumption of the poor to goods that serve higher and 
luxury copsumption, the distribution will be progressive. 

Similarly, absolute exemption of the g90ds that make up the 
irreducible standard of living of the poorer classes corresponds to the 
exemption of small incomes in direct taxation.-

If, instead, luxury articles are exempted and those of prime 
necessity are heavily taxed, inversely progressive distribution exists. 
; From this parallelism it is permissible to infer that the principles 
and the forces that determine the policy of direct taxation also operate 
in indirect taxation and explain its organic structure and develop
ment. Persistent and intended contradictions between the two would, 
be impossible; for exa~ple, progressive direct taxation would not 
be ,logically compatible with a heavier burdening of articles of popu
lar consumption by indirect taxes. As for the effects of the two, more
over, it may be pointed out that - always assuming the hypothesis 
stated above - evasions are either impossible or are reduced to 
negligible quantities; since the contraction in the consumption of a 
good that is taxed leads to an increase in the consumption of other 
goods which are also taxed. 

This, in broad outline, is the piCture presented by pure theory; 
but it is not one which is capable of complete realization in practice, . 
because the hypothesis of inclusive taxa~on of all goods and services, 
without e~ception, is not realistic; _ -- , 

The attempt to obtain such taxation has, to be sure,been made, 
and one may admit that it is possible to persist in such attempts; but 
success has been lacking -for various reasons which prevent its 
achievement in practice. First of all, it is not possible to ascertain all 
copsumption goods, because of the circumstance that it would be 
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necessary to include among them those personal services ~hich 
escape ascertainment and which represent, especially for higher 
incomes, a notable part of expenditure, and which, moreover, are 
extremely variable in value - as, for example, the fees of professional 
men. Hence arise gaps and inevitable inequalities. 

In the second place~ tax-duplications are numerous, unexpected, 
and repeated, because it would not be possible to avoid taxing at one 
and the same time raw materials an,d direct goods. Indeed, the 
larger part of direct goods may also be the raw materials for the 
manufacture of other direct goods, which in their tum miilY be the 
raw materials for further transformations. The grape is a direct 
g'ood, and is also a raw material for the' production of wine; wine 
is a direct good, and is also a raw material for the production of 
rUcohol; alcohol, in its tum, is a direct good and is also a raw material 
for the manufacture of liqueurs. ' 

To this must be added the detailed labour that would be necessary 
in order to ;lScertain the value of every consumption good and to 
depurate it of the value of the' instrumental goods already taxed; and 
think of the complex bureaucratic organization and the expense .that 
such work would necessitate! ' 

To sum 'up: the failure of the attempt to tax all goods makes it 
necessary to solve the problem of the distribution of indirect taxes on 
consumption by limiting the number of the goods to be taxed. This be
comes the new premise of the concrete problem. 

$4 
Now, if the taxation is carried out in progressive form, in:.order to 

make the burden fall predominantly on rich consumers, a large yield 
cannot be counted upon, since we already know that the large in
comes form a small part of the total national income, as compared 
with small incomes.' I 

To overcome this difficult)', it is necessary to raise the rates; this 
wil11ead the rich to contract their luxury consumption all the more 
rapidly. Thus, the yield of the taX, as a whole, will grow smaller; to 
make up for the'deficit it will be necessary to raise the consumption
taxes on the classes with small incomes ~d at the same time it will 

'Conawnption, by income-classes, may be measured by the table and diagram 
given for the distribution of incomes, in our discussion of direct progressive taxation 
(Book II, chap. VII, § 10). 
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be impossible to allow tax-reductions or exemptions on ·the consump
tion of the classes with minimum incomes. 

The play of economic forces tends toward an equilibrium in 
which progressive indirect taxation tends to becorpe proportional to 
:incomes. This explains why the yield from surtaxes on luxury articles 
is often reduced to a negJigible quantity. 

The same· phenomen~:lnwas pointed out in the case of direct pro
gressive taxation, except that in that case the effect was slower In 
appearing, because, one had to wait for the rich. to liquidate their 
estates, reduce their savings, or send them abroad. In the system of 
indirect taxation, the effect is more prompt. 

The result does not appear in. the case of taxes on goods subject 
to an inelastic demand,. which are usually consumed also by the 
classes with modest incomes. 

No class escapes such taxes, because no one cah contract sufficient
ly his consumption of bread, meat, or salt. Here;then .. is the broadest 
possible basis for taxation. But it is precisely hero that the greatest 
defect of taxes on -consumption appears; for, while they. are propor
tional to that part of income which the rich and the poor respectively 
spend for the most necessary goods, they are inversely proportional 
to the total income of the two. The part of income spent for bread 
arid salt and other similar goods represents a relatively large part of 
the income of the poor, but a relatively small part of the income of 
the rich. Take, for example, the case of salt: the peT caput consumption 
of salt is fixed - that is, it is independent, or almost independent, of 
the consumer's income. Take the case of bread: the,workman spends 
a relatively larger part of his income on bread than do the wealthier 
classes. Take the case of dwellings: the same is true,. though to a 
smaller extent. These are three typical examples. 

§5 
TkeGroup of Selected Goods 

Now that the elements of the problem have been given, we can 
construct a system of indirect taxes on consumption which reduces 
(0 the minimum the defects mentioned. 
, Since it is impossible, for the reasons indicated, to strike all the 

, goods and services on which the income oC citizens is spent, it is 
necessary to work with one group of goods. . 
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This group cannot consist onlyofluxury articles, because it would 
then provide only a limited basis for taxation and because the high 
rate to which it would be necessary to subject such articles as a result 
would restrict their consumption, and hence the tax-revenues. It-is 
Dot possible to take as a basis the group of necessities and yti<:les of
mass consumption - although such a group would yield an appreci
able revenue even at low rates - because the taxation 'Would be in
versely proportional to income. By a PI:oeess <;If elimination, the 
problem is capable of soluqon if and to the extent that there exists a 
group of direct goods which satisfies the following three-fold re
quirement; {a} it must represent articles -of consumption which are 
not necessities; (6) these articles must be consumed on a broad scale; 
ee} the consumption of these articles must be capable of increasing 
expansion. . . 

This group exists everywhere, with more or less notable variations 
from country to country. Coffee, tea, tobacco, wine, alcohol, 
liqueurs, beer, sugar,and a few other articles satisfy these three 
requirements. And the requirements are satisfied also by other 
amcles of consumption which reflect more directly the standard of 
living of the family - such as servants, riding· horses, automobiles, 
bicycles, pianofortes, etc. 

Naturally the group varies according to the habits of different 
peoples; but it varies above all ac~iding to the wealth of each ~un
try, tending to in~ude fewer commodities in proportion as the stand
ard of living of the population is raised. Articles that are not regarded 
as necessities in telatively poor countries become necessities in richer 
countries in proportion as there is an mcrease in the well-being of the 
masses. A typical example of this is sugar, which is regarded as a 
luxury in poor countries, and hence liable to heavy taxation, while in 
rich countries it has become an article of necessary consumpti()n 
which the masses try to exempt from indirect taxation. 

In proportion as it shrinks, the group under discussion accentu
ates the charatteristic of including goods of practiciilly unlimited 
consumption, which increase with the continuous increase of wealth 
and general well-bemg, even independently of the increase in pop
ulation, while the taxes on necessities, which are rapidly saturated, 
increase almost entirely as the result of the increase in population-
that is, slowly. .-

Every tax-reduction, moreover, that is accorded to necessities 
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leaves a free margin of income which may be devoted to higher 
forms of consumption, which can bear a somewhat higher tax; from 
the standpoint of the Treasury, this resolves itself into a compensa
tion which is partial, but is immediate and destined to increase. • 

§6 

This solution of the problem is not immune to criticism. In fact, 
it rests on the preswnption that the consumption of the goods that 
form the group is an exact index of the general consumption of the 
citizens, and that therefore the taxes paid on the consumption of the 
group are proportional to the income of the taxpayers. 

Now, since we are dealing with an indirect and inferential deter
mination of incotne, it is obvious that this presumption is not exact 
and may be criticized. 

We do not have statistical data that permit us either to affirm or 
to deny; but we can advance-some further considerations which have. 
the effect of weakening the criticism mentioned. 

First of all, 'consumption' must not be limited to a comparison of 
two individuals; it must, in addition, take account of the nuclei
members of a family, the number of servants, etc.-which are grouped 
about. the individual who pays. If BroWn, a labourer, has an iflcome 
of $200, and Smith, his employer, has an income of $4000, it is 
difficult for Smith, as an individual, to consume 20 times as much 
coffee, wine, spirits, sugar, and tobacco as Brown. Bllt when account 
is taken of the fact that Smith pays for the consumption of all the 
members of his family and of the servants and often of friends and 
guests, the conclusion stated above undergoes a first modification. 

Nor is this all; for every good within the group is susceptible to 
division into units havin,g different degrees of exccilence, to which" 
different market prices are attached, and with respect to which the 
State, by mtans ofa tax dn consumption, applies the policy ofmani
fold prices. Ifit is difficult, therefore, for Smith to drink twenty times 
as much wine as his wOl1kman, it is not equally difficult for him to 
drink wine twenty tim,es as expensive, ifin place of ordinary wine he 
puts fine wines for himself and for the group with which he has social 
relations. 
-". Finally, it must be borne in mind that the comparison is not made 

316 



INDIRECT TAXES ON CONSUMPTION 

for, each individual good, but for their sum, since,some do not enter 
at all into the consumption of the less fortunate classes. 

If these circumstances still seem inadequate, there remains the 
consideration that the consumption of tobacco, of alcoholic bever
ages, of coffee, and other similar things is not necessary: everyone may 
renounce such consumption wholly or in part, or may get along with 
articles of inferior quality and substitutes. In the final analysis, the 
result is that these two typeS of action - that of the Treasury which 
bases the tax on goods that are not necessities, differentiates these 
goods according to quality, and subjects them to the policy ofmani
fold prices, and that of the consumer who has great freedom in con
tracting consumption - meet in an equilibrium point, at which the 
tax finally comes to bedistribllted proportionally, or almost pro
portionally, to the income of the citizens. 

Raw Materials, 

Another principle for the determination of the group to besulr 
jected to indirect taxation is that instrumental goods - that is, raw 
materials - should not be included among them: 

We have already said that indirect taxes, on consumption are in.;. 
tended to strike the citizen's income. Now, income is measured more 
exactly by the value of the goods of the first order and less exactly as 
one passes to goods of increasingly higher orders. Furthermore, the 

, indirect tax on raw materials becomes unequal in its' effects upon the 
various consumers, since from the same raw material are obtained 
products of different value; hence if a tax is levied OIi the raw material 
rather than on finished products, the 'poorer taxpayer is forced to 
pay a relatively larger tax. 

This second condition which must be satisfied by the group of 
goods chosen as the basis for indirect taxes on consumption is ex
pressed by saying that these taxes should strike the goods as near as ' 
possible to the consumer. It goes without saying that what is meant is 
economic nearness, in the-sense that it is necessary (a) to strike the 
article at the moment that it is finally transformed into a direct good; 
and (b) to avoid phenomena of repercussions and friction between 
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the consumer, on the one hand, and. the producer or the middleman, 
on the other, by avoiding, so far as pos:,ible, compelling the latter to 
pay instead of the former. . 

To sum up: the tendency to concentrate the burden of indirect' 
taxation on an increasingly restricted group of goods of general con
sumption which are not necessities represents the law of formation or 
transformation ofindirect taxation in modem countries. 

The extent to, which this general tendency is in fact realized is 
limited by the actual position of the public budget in relation to the 
private wealth in each country. But the general condition for its 
realization is that private wealth must increase mote rapidly than 
public expenditures, since only then can the citizens employ the new 
margin· of income to increase their· private consumption, passing 
from the more to the less urgent artic~es of consumption and making 
possible the shifting of the burden of taxation from the first to the 
second. 

In relatively poor countries with a high tax-burden, it is not 
possible to exempt entirely goods of general and necessary consump
tion, since they are the only goods that provide a base broad enough 
to assure an adequate revenue for the Treasury. Every exemption, 
no matter how small, that is made for the benefit of the poorer class 
would resolve itself into a reduction in the tax-burden for all the 
wealthier classes, without compensation for the State. 

We are dealing with a state of fact with respect to economic and 
financial conditions in which all modem countries have found them
selves in the first stage of their economic developmept. And it is at 
such a time that the; coun,tries concerned adopt, as the only expedient 
of limited scope and transitory character that is available, the ex
emption of minimum incomes from direct taxation as a compensation 
for inversely proportional indirect taxation. 1 But as soon as the coun
try emerges from this first period, and, with the general increase of 
wealth, initiates a broader policy tending to make the. burden of 
indirect taxes proportional to incomes, and subsequently alsll to 
transfer it progressively froni the less. fortunate classes to the richer 
classes, the two practices - that of the exemption of minimum in
comes from direct taxation.and that of the exemption of articles of 
popular consumption from indirect taxatiQn - are developed along: 
parallel lines, as two corollaries of a singl~ tax-policy.· 

1 Book III, chap. VI, § .4. 
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CHAPTER II 

ASCER TAINMENT A~D COLLECTION 

Suriunary: Ascertainment of the objects on which taxes are to be levied: 
ad "alo,,,,, duties and specific duties - Direct collection from the 
consumer, indirect 'COllection from the producer - Revenues froDl 
State monopolies are different from fees and patrimonial revenues -
Critical examination of the difference between revenues from State 
monopolies and taxes on manufactures - Conditions under which 
each is likely to prevail - Comparison between taxes on manufac
tures and sales taxes - The principle th.at all indirect taxes on con .. 
sumption are mutually complementary 

Specific Duties 

HAVING defined the basis of# indirect taxes on consumption, or the 
objects on which such taxes are to be levied, let US pass to the prob
lem of asce~tainment of these objects. 

If we start from the principle afready expounded - namely,thaf 
the tax must be proportional to the value of the commodity which it 
is desired to tax - theoretically the so-called system of 'ad ualor"" 
duties' ought to prevail. 

In the concrete case, however~ this system gives rise to almost 
insurmountable difficulties in collection, as soon as an attempt is 
made to ascertain 'values'. Every commodity is subdivided into 
sub-species each of which has a different quality, different uses, and 
a different value. Take, for example, Wine, which haS a national 
market and with respect to which the circumstance just mentioned. 
might not seem significant: the wine of each region and often of eac4 
municipality has a different alcoholic content, a different composi
tion, a different price; the wine of one region is a raw ~aterial, that 
of another is ready or almost ready for consumption; the one can be 
be kept and. transported and allowed to age, while tJ:e o~er cannot. 

- Moreover, ascertainment of the different values ought to be made 
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at the time of collection - that is, when investigations for the pur
pose of ascertaining market value are most difficult, and when the 
di~putes between the taxpayer and the Treasury agent are most 
bitter. In. order to make collection rapid, certain, and not too ex

,pensive, it has been found necessary to fix the duties on the basis of 
weight or capacity OF volume or number, substituting for ad valorem 
duties 'specific duties', as they are called when they are commensur
ate with weight, number, etc. Thus, ordinary wine is taxed, without 
further qualifications, at so much per gallon. As a ,result, the duty 
comes to involve inequality; but an attempt 'is made to avoid this 
evil by subdividing each commodity into several classes and attempt
ing to have each class coincide with a different price, although 
the evil is thereby merely lessened, rather than eliminated. In any 
case, 'it is along this line that an attempt is'made to reconcile the 
economic basis of the ad valorem duty with the practical basis of the 
specific duty. 

Forms oj Collection 

In passing to the problem of actual collection, it should be noted 
that what is important is the choosing of the most ,convenient moment 
for collection. Now, according to the principle already expounded, 
the most convenient moment is that at which the commodity is 
nearest the consumer. 

(a) Hence the group that best satisfies this criterion is that in 
which the indirect taxes are collected directly from the consuiner: 
this is the case with respect to taxes on servants, bicycles, horses, dogs, 
automobiles, pianofortes, and so on. 

This method of collection is the most direct and the least expen
sive; but it can be applied only to goods which are used ~ore than 
once, and not even· to all of these, for it would require inquisitorial 
investigations into domestic life which would not be tolerated. In 
order to strike other goods, therefore, it is necessary to ascertain their 
existence and their value while they are in, the hands of the producer 
and the merchant, who, as we have already pointed out, will pay the 
tax in advance on behalf of the consumer. 

(6) Now, it mayhappen that the producer of the taxable good is 
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the State itself, in -whi«h case no agency intervenes between the 
Treasury and the taxpayer. It is necessary, h~wever, that the State 
should not be in competition with private producers of similar articles, 
if tax evasions are to be avoided. . 

Thus arises the 'prerogative'l or fiscal monopoly, which we may 
regard as the second method for the collection of taxes on consump
tion. Through such· 'prerogatives' the State .becomes proprietor, 
entrepreneur, manager, and merchant under conditions of legal 
monopoly, and seIls the goods produced at a monopoly price. The 
difference between cost and price is the tax on consumption. The 
tobacco monopoly is a typical example of the group. 

& a result of the fact that the State becomes an entrepreneur, 
these monopolies have often been put on a par with the postal system, 
the telegraph system, railways, and even with patrimonial goods. 

But it is easy to see the difference. . . 
We know that the fee is a price for public service and that it is a 

cost-price. The manufacture of cigars, on the other hand, is not a 
public service and the price of'cig~ is a monopoly pri~e. We are 
dealing with two monopolies that are entirely different in· scope, 
content, and price policy. In one case, the State wins at the highest 
possible gain through monopoly price; in the other, it aims at the 
maximum expansion of the consumption of public goods. through 
the charging of only a cost-price. - . 

Similarly, the cigar factory is ~anaged by the State for the pur
pose of, and within the limits necessary for, collecting a tax. If, how
ever, the form of collection were to change, the State would abandon 
the industry, but would not sell it to others ~ ifit were a patrimonial 
asset. In other words, it would- sell the factory as a building, but 
would not sell the monopoly for the manufacture of cigars to a private 
enterprise. Neverthel~s, an analogy does exist between a State 
factory for the manufacture of cigars and patmnonial goods; for in 
both cases the State ~ an entrepreneur and behaves - subject to the 
limits set by the fiscal aim that it wishes to achieve and the time in 
whi.ch it hopes to achieve· it -like a private monopolist. For this 
reason, -the same objections that are advanced against fiscal monopo
lies are advanced against other forms of state enterprise, these objec
tions being summed up in (a) the relatively inferior business capacity 
of the State, and (b) the greater political independence that revenues 

I [Italian: privativlI-.Translator's note) 
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from fiscal monopolies give to the power of the executive, as against 
the legislative, branch'ofthe government. , 

Both of these causes tend to bring about the same result: namely, 
that they'work in the direction of the abolition of fiscal monopolies, 
unless reasons of economic and finanCial expediency or of political 
interest prevail. 

. The alternative to fiscal monopolies is the tax oIt manufactures, 
which,though it is intended to be paid ultimately by the consumer, 
is collected while the goods are still in the hands of the producers. 

Between the fiscal monopolies - a typical example of which is 
the tQbacco monopoly - and the tax on manufactures - a typical 
example of which is. the ta~ on the distilling of spirits - there are 
relations of a mutual substitutional character, in the sense that one 
may be used in the place of the other. 

Abstracting from possible pressure by special interests, and 
reasoning only from the standpoint of the fiscal interest of the com
munity, we may say that the development of the system of fiscal 
monopolies - which excludes private competition - reaches its 
J!.mit of expediency as soon as the a.doption of the tax on manufac
.tures, which strikes all manufacturers, provides relatively great~r 
advantages. 

. The calculation 1fI1ust be carried out case by case, all the elements 
of the concreteproMem being assigned. due weight. But a consider
ation of a g~neral economic character is this: that in both cases the 
margin avallable ·for taxation is given by 'the differen~e between 
cost and selling p~ice. 

The selling price may.be assumed to be equal in both cases; for" 
by use of the tax on manufactures, the State can bring. the price up 
to the level of the price that would be set by a fiscal monopoly; hence 
the differC';nce between cost and price can be increased onlY by redu~-
ing cost. . • 

All the difficulties that the State meets in organizing aild man
aging a monopolistic industry - difficulties of a technical and polit:
ical character; those having ,to do with relative abilities, the preven .. 
tion of evasioIls, and so on.......;. resulUn increased cost. If'the State 
'produces at a cost higher than that which private enterprise would 
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incur, it condemns the nation's capital and labour to relative un
productiveness and decreases that difference between cost and price 
which is the margin av,ailable for taxation. . 

The contrary usually happens in the case of a private enterprise. 
On the other hand, even if the State does produce at higher cost, 

thus condemning the nation's capital t~ relative unproductiveness, 
it can find some compensation in the following two circumstances. 
(a) In actual fact, the State hardly ever succeeds in raising the tax 
on manufactures up to the theoretical limit of monopoly price that . 
would be charged by a fiscal monopoly, becaus.e offrictions and evas
ions and the expenses of supervision and enforcement, which increase 
as the tax increases, so that, other conditions being equal, the tax on 
manufactures cannot, as a rule, attain levels that are so high as to 
equal the prices which are charged by fiscal monopolies. (b) Under 
monopoly, on the other hand, it is possible to practise the policy of 
manifold prices, to which the productS of some monopolies - such 
as the tobacco monopoly - lend themselves. 

To sum up: it may be said - and this is also confirmed by exper
ience - that through the use of the tax on manufactures the State 
utilizes, to the country's economic advantage, the greater productive 
capacity of private industry, at the cost of some sacrifice of public 
revenues; and that through tht; use of fiscal monopolies it obtains 
larger revenues, at the cost of some sacrifice of the productiveness of 
the nation's capital and labour. 

From this may be derived the following law of general tendency: 
when the fiscal needs of the 1'reasury are more pressing, fiscal mono
polies take the place of taxes on manufactures, at the same time in
creasing the amount of taxation; but when fiscal pressure is lessened 
and the interest of the general economic system again asserts its 

. dominance, taxes on manufactures again replace monopolies, at 
'the same time reducing the amount of taxation. 1 

The tax on manufactures is further removed from the consumer 

, 1 The Italian taxes that strike consumption goods while they are in the hands of 
the producer or the middleman are many, and were increased during the World War. 

Tax~ are collected on the following commoditi.es while they are in the hands of the 
producer: Bpiriu, augar, matches, beer, chicory and coffee substitutes, gas, and so 
forth. Recently there was intJoduced a tax on wine in the hands of the vine-grower, 
but this has since been abolished. .. . ' 

Municipal taxes are collected on the sale of the following articles while they are in 
tM handa of the middleman: wine; vinegar, liqueurs, meat, etc., as well as On the sale 
of luxury articles, and 80 on. 
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than all other indirect taxes; and "for this reason recourse ought not 
to be had to it so long as it is possible to strike the consumer directly 
either through internal or external duties on consumption, or through 
taxes on 'sales' or 'turnover', levied on goods while they are in the 
hands of the middleman who sells directly tothe consumer. 

To be sure, sales taxes,1 which in Italy are now levied on both 
wholesale and retail sales, present other inconveniences, among them 
that of not striking the producer, or, at any rate, of bringing it about 
that evasion by the producer and those dependent on him becomes 
almost inevitable. 

"Sales taxes are paralleled by duties on consumption and customs 
duties, which strike merchandise upon its entrance into the munici
pality and upon its importation into the country, and are paid by the 
middleman or by the consumer himself. 

From this first general outline of the various methods by which 
indirect taxes on consumption ar~ collected, it may now be seen that 
c:very method has its own sphere of application, and must not be 
examined by itself, apart from the others. Each has its particular 
deficiencies and its merits, which others either do not have or have 
in an inverted order; and all together make up the organic structure 
of indirect taxation, tending, in their total "effect, to avoid duplica
tions and tax evasions and to assure the distribution of indirect taxes 
in a uniform ratio - let us say proportionally - over all incomes, or 
ove,: the part of all incomes that represents expenditure. 

Nevertheless, it seems to us useful to study, at somewhat greater 
length, certain fiscal monopolies and" also customs duties, both of 
which have a long history and present major theoretical interest. 

1 [Italian: Cjmposte di spaccio' and Cjmposte dj ICambiO' - Translator's note] 



CHAPTER ill 

FISCAL MONOPOLIES 

Summary: The tobacco fiscal monopoly ~ Other methods of collection
The salt fiscal monopoly and the exemption of minimum incomes -
The lottery fiscal monopoly: the fiscal theory and the moral the~:
The compromise between the two solves the concrete problem and 
prepares the way for the abolition of the public lottery • 

Tobaeco M01lDpol.1 

WE shall first discuss the tobacco monopoly. Tobacco is taXable 
materialparexcellence, since it presents all the elements that a com.
modity subject to indirect taxation should have: it is a direc~ good 
and is not the raw material for any other significant product; it is an 
article very widely consumed~ but is not a necessity; its consumption 
is elastic, anej. is more likely to vary in the direction of progressive 
expansion than of contraction.· -

Indeed, the possible consumption of tobacco may be regarded as 
being practically without limit, above all in countries, like Italy; in 
which the average consumption of the inhabitants is still far below 
the average consumption in richer countries. Furthermore, tobacco 
lends itself, because of the multiplicity of its products of different 
degrees of excellence and. value, to the satisfaction of the require
mentsof the varioUs consumers, who differ in taste and financial 
standing. 0 

In all countries, tobacco is heavily taxed, but it is not taxed in all 
countries by means ofa monopoly. We shall begin, however, with°a 
discussion of the latter method; and we shall use, for the purpose of 
illustration, the Italian law on the subject. 

According to this law, (a) the State limits the cultivation of 
tobacco to certain specified zones, and grants cultivation concessions 
to private individuals, who exercise these concessions under the 
supervision of Treasury agents; (b) tobacco leaf is sold to the State 
exclusively~ at prices corresponding to the quality of the product, the 
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price schedules having been made known to the growers in advance; 
(c) the State carries out directly in its own factories the transforma
tion of the leaf into tobacco products and sells these products in 
retail shops. 

From this it may be seen that the State qses the superior tech
nical capacity of the private farmer, and might also use the superior 
technical capacity of the private manufacturer, reserving for itself 
only the supervision and the control of the cultivation of the plant 
and the supervision of the manufacture of the products. 

In order to provide the quantity of tobacco required by domestic 
consumption, neither large areas of land nor numerous factories are 
needed; hence it is economically possible to concentrate the manu
facture in a' few large factories. This circumstance also makes pos
sible a reduction in th~ costs· of supervision and makes it easier to 
prevent illicit activity at least outside of thl{ zones "of cultivation. 

The regime of monopoly· is completed by forbidding private 
individuals to import tobacco from abroad, except for small quanti
ties for personaluse~ on which a high customs duty is levied. 

In its price policy, the State behaves like a perfect private 
monopolist, who aims at the highest possible profit, without invok
jng considerations of any other sort; for tobacco, if it is not injurious, 
within certain limits, certainly is nota hygienic object of consump
tion, so that its use may be diminished without bad effects, if it suits 
the monopolist's advantage to effect such a reduction in its use. 
Furthermore, tobacco products lend themselves to a policy of mani~ 
fold prices. 

The alternative to the monopoly would be a tax on cultivation 
and manufacture. 

The tax on cultivation would be paid by the grower according to 
the area of the land cultivated and the number of plants grown on a 
given unit of area. 

Recourse is had to the double criterion of the area of the land 
and the number of plants in order. to prevent easy evasions of the tax. 

In fact, if the tax were established only on the basis of area, there 
would be a tendency to increase the number of plants which can be 
cultivated economically on each unit of area, with the purpose of 
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evading the tax. On the other hand,;r the tax .were commensurate 
only with the number of plants, there would be a tendency to prevent 
the cultivation of plants of the most economical size, since the growers 
would raise larger plants in order to evade the tax. 

To the tax on cultivation must be added a tax on manufacture, 
which is intended to tax the different articles on the basiS of their 
quality and degree of finen~s. 

. The tax on manufacture yields less than the fiscal monopoly does1 

probably because, given the freedom to manufa~ure and the num
ber of manufacturers, the high tax encourages smuggling and obliges 
the State to undertake supervision which is expensive, .and, to a 
large extent, futile. The system has, nevertheless; advantages from 
the economic point of view, because private enterprise might either 

,produce at lower cost, or manUfacture articles more satisfactory to 
the variety of consumers' tastes, or have the suppleness am;i elasticity 
which ar~ necessary for the maintenance and expansion 6f the fac
tories, the prompt provision of raw matedalS, the forecasting and the 
satisfaction of consumers' demands. These'lire the respects in which 
all the shortcomings of State ,monopoly were evidenced during the 
World War. 

To sum up: the system of taxes on c;ultivation and~anufacture 
may be preferred when the Treasury does not demand an excessively 
high tax on the consumption of tobacco. If, however, considerations 
of a fiscal nature predominate, monopoly has given and will give 
greater revenues.1 

§3 
The Salt Monopoly 
.. -

The second ancient monopoly is that of salt. Salt presents char-
acteristics opposite to those of tobacco: it is, to be sure, an article of 
popular consumption, but it is also an article of consumption which 

1 A third method of collection which had been perfected 'in England and which-has 
recently been radically modified, is the prohibition of the cultivation of tobacco within the 
country, in order to force domestic consumers to obtain abroad both the raw materials 
and the finished products. The Treasury collects high import dutie<j. 

But the transformation of the raw materffil into finished products which is sub. 
aequently carried out must be subjected to a new tax, which may take the form either of 
a tax on manufactures or·of a fiscal monopoly. 

In the final analysis, therefore, the difference would reduce itself to the prohibition 
of cultivation within the country. This cannot be economically injurious to a country 
in which the cultivation of tobacco is not "atural; but it would be economically harmful 
to a country like Itsly, in which the cultivation of tobacco is naturally remunerative. 
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is necessary for the phy.siological maintenance of the human organ
ism; it is a direct good, .but it is also a raw 'material used by a con
tinually increasing number of industries; it is an article of general. 
and necessary consumptiQn, but ~he demand for it is not elastic, 'and 
does not increase with growth in wealth. 

The production of rock salt is concentrated in a few mines, which 
are easy to supervise; on the other hand, it is expensive to supervise 
th~ sea-coast, where it is possible to carry on illicit operations by 
means c.f ~e evaporation of sea-water. The monopoly is therefore 
based on the prohibition of the use of a good which is free or 
almost free; it is this fact that has always' made the tax on salt 
unpopular. 

For this reason the principal question is not what method of 
collection is to l?e preferred, but the very principle of liability to 
taxation. 

Salt was a taxable materia1 par excellmce in the past, when fiscal 
policy; through necessity or as a .result of the will of the dominant 
classes, tended to shift the burden. of taxation to the dominated 

, masses. There was'a time when each family was assessed a minimum 
annual consumption of salt. Thus the salt tax corresponded, in 
indirect taxation, to the poll-tax in direct taxation. . 

\ For these and other reasons, in modern countrieS salt is the 
typical commodity excluded from indirect taxes on consumption. 

The solution of the problem depends on the relative importance 
of one or the other of these two general tendencies in fiscal policy. 
All the considerations of Ii technical economic nature which are ad
vanced on behalf of the preservation or the abolition of the salt 
monopoly have only a secondary importance. -

Nevertheless the tax and the monopoly are still defended or 
attacked by the use of arguments which may be met }:>y otherargu
ments, and thus leave the problem unsolved. Thus, to the criticism. 
that we are dealing with an article of consumption which, is physio~ 
logically necessary, it is replied that we are dealing also with an 
article the consumption of which is limited; to the 'criticism that we 
are dealing with an article of consumption that is inv~sely propor
tional to income, it is, repliedtliat sumptuary tp:es on the rich re
establish a proportional r~lationship; to. the. criticism that salt is a 
raw material for stock-breeding, and subsequently for the manufac
ture of manure and several other industrial products, it' is sai4: that 
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saIt as a raw material may be denatured and sold at cost-price or at a 
price close to cost. 

In fact, an attempt has been made to set up several classes of 
salt - namely, salt as a raw material,salt for cooking, and table 
salt - each class having a different price. But the spread between 
the different prices must be kept within very narrow limits if evasion 
of the tax is to be prevented. . 

An argument in defence of the tax on salt is that the cost of pro
ducti~n is so low that it is able to bear a moderate tax which, though 
it involves only a 'sman sacrifice on the part of the taxpayer, 
assures a considerable revenue to the State. But it is replied that 
. the State's cost of manufacture is much high«7 than the cost would 
be to private enterprise, and that it is high as compared with the 
cost of th.e salt that can be extracted from salt water, which is· almost 
a free good~ -

-The following two facts, which are taken from Italian experience, 
have more weight than any of the arguments that have been-used in 
an attempt to clarify the question. . 

(a) The first is that it has been impo§ible to maintain the mono
poly in either Sicily or Sardinia. 

(6) The second is that in Italy the average consumption of salt is 
lower than in richer countries; and that in more than half of Italy
the South -the average consumption is lower than average consump
tion in the nation as a whole. And when it is remembered that the 
diet of the Italian population of the South is made up primarily of 
vegetables, and that the Italian people would therefore be expected • 
to consume more salt than would meat-eating peoples, it must be 
recognized that the elementary sources of the demand for salt are 
not saturated and that the tax is an obstacle. in the way of such 
saturation. And it must be noted,. further,. that since we are 
dealing with an article the consumption of which should not be 
allowed to fall below a physiologically indispensable minimum, the 
reduction of a small part of such consumption causes more than 
proportionate changes to the health of the poor taxpayers. 

To sum up: poor countries with a high tax-burden do not easily 
give up the ancient tradition of a salt tax. The defences Qfit aim only 
to prolong its feeble existence in countries that are not yet in a posi
tion to practise with some liberality the policy of a progressive taX
exemption of minimum incomes. 
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But-as soon as economic progress permits such a policy, salt can
not avoid being affected, in spite of all defences that might bemade 
on tecl;tnical grounds, by the action of that higher law. 

The Public Lottery 

In certain countries ~ as in Italy - the public lottery is also il 
monopoly of the Treasury. In every game of chance, there is one 
who accepts the wagers and 'holds the bank' and there are those 
who w~ger. If the game is open to everybody and competition 
exists among those that hold the bank, the latter payout winnings . 
which leave them a profit very near to what ordinary profits would 
be in other types ofbusines_s; if, on the other hand, th,e banker is in a 
monopoly position-in fact and by law, he pays out smaller winnings, 
so as to assure himself the Q'laximum profit over longer periods. 

When the law forbids private lotteries, as it does in Italy, it there
by c;:reates a fiscal monopoly for the State. 

The desire to gamble ~ whether it be regarded as a need or a 
passion or a vice - is innate in human nature;, it is a concrete fact. 
This fact is susceptible to moderation as a result of the influence of 
private and public education, of habits of work and thrift, of prop
aganda and State policy. But at any given moment, in spite of the 
action of these influences, the passion for gambling survives as an 

• indestructible residuum. It is with respect to this minimum that we 
raise the theoretical problem: should a consumption tax be levied 
on gambling? , 

There seems to be no doubt that the answer is in the affirmative: 
gambling does not satisfy a necessary want; it is a direct good like 
the theatre or any other public spectacle. If the theatre- or cinema~ 
goer pays a tax, it is 'difficult to understand why gamblers should 
enjoy a fiscal privilege. _ ' 

It does not matter, moreover, ~hether the desire to gamble is or 
, is not a general want; foi-even ifit is, the intention is to restrict it; 

and a monopoly price is sUited to this purpose. 
. Granted that gambling should pay a tax, a monopoly is the most 

advisable method of collection, from a technical point of view; first, 
because the business of gambling 'does not present difficulti.es of 
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organization or management; and second, because monopoly price 
may be carried to the maximum limit at which the private monopol~ 
ist would set it, Without adverse consequences resulting. 

This, broadly speaking, is the strict theory of the matter from the 
standpoint only of economics and public finance. 

§5 

The problem contains, however, a,moral and legal element. It 
is said: a lottery is a game of chance; it is not a necessity, but a.Yice; 
it is a crime punished by the law.1 Hence the fundamental contra
diction: the gambling of some people is punished for the purpose of 
maintaining public morality, and the gambling of others is legalized 
for the purpose of obtaining a public revenue. 
, This contradiction is sharpened by the very form of the monopoly; 

for the monopoly unites, in the person of the State, the agency which 
is called on to combat the vice with the one which derives profit 
from it. 

The tax would perhaps arouse fewer objections if it could be 
levied on private wagers, to which the State would not be a party. 
But as it is, the State participates in private gambling, becomes a 
gambler, as well as" the exclusive and perpetual holder of the bank; 
this, more than anything else, offends one's sense of what is called 
for'in morals and law. There is a fiscal 'stake involved; this pre
dominates, and' paralyses any attempt at repression by the public 
authorities. 

For this reason some people want the State to get out of this false 
position and to concentrate on opposing more effectively and uni-
formly all games of chance. . 

This, in broad outline, is the juridic-moral theory, which is 
absolutely contradictory to the economic-fiscal theory. \ 

The former starts from the premise that gambling is a vice and a 
crime condemned by morality and punished by the law; the latter 
starts from the premise that gambling satisfies a want which is like all 

lCompare, for example, ~he following provision. of-the Italian penal code (Article 
484): 'Whoever in a public place or a place open to the public conducts a game of chance 
••• is punishable by imprisonment up to one month, which may be extended to two 
months in the case of repeated offenders .•• and by a fine of not less than one hundred 
lire.' 

Article 487: 'Games of chance are held to be those games in which gains or 19Sses, 
at the end of a game, depend entirely, or almost entirely, on chance.' 
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other wants; and that, within the limits in which this want exists, it 
should pay like all the others; it does not exclude action by private 
agencies and the State which is designed to improve morals and 
punish departures therefrom, but it does not concern itse1fwith such 
action. . 

. The latter position leads to the logical result of recognizing the 
right to gamble; the former p<;>sition leads to a complete denial of 
such a right. 

Both'theories are one-sided, running parallel to each other with
out any common meeting ground in logic. 

§6 

Nevertheless, they constitute the two actual elements of the 
problem; and the solution is found in a compromise which will De 
different in different timeS and places, depending upon which of the 
two factors predominates. 

First of all, from the economic point of view gambling not only 
provideS the satisfaction ofa want, b1,lt ends by becoming an.unpro
ductive occupation which· permanen'tly . distracts the gambler from 
any kind of work; and for this reason it is economically advantageous 
that the tendency to gamble should disappear. . . 

But it is precisely to the attainment of this result that the lottery 
monopoly may contribute; for if it is true that the State is fed by its 
fiscal interests to oppose private gambling in order to increase its own 
clientele, it is also true that by establishing monopoly prices it may 
discourage gamblers, or alienate them from the practice. 

Moreover, from the point of view of the theory of moralS, it is a 
mistake to.believe, or at any rate·much exaggeration is involved in 
the belief, ~at gambling gepends on the monopoly and' that if the 
monopoly were abolished; gambling would disappear. Similarly, it is 

. a mistake to believe that repression, by· itself, has ever succeeded or 
can succeed in eradicating completely the dc:;sire to, gamble and in 
suppressing private and clandestine, organizations. that satisfy this, 
desire. It can become efficacious only to the extent that the general 
environmental conditions continue to be improved. .. 

The causeS of gambling in lotteries are to be found in the habits 
bred by idleness and disorder"in the hope for easy ~ains without 
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working for them, in ignorance, and in small reliance upon getting 
ahead through labour and thrift. 

Now, these causes are being gradually, but surely, eliminated by 
the economic progress of our society. To the extent that their effec
tiveness becomes attenuated, the tendency to gamble also becomes 
attenuated; the number of gamblers is reduced; the profits of the 

-·monopoly decline to such a point that they no longer make the enter
prise sufficiently remunerative. The public lottery may end auto
matically as a result of the action of the taxpayers themselves. 

This is the surest way to abolish it. Moralists can help 'by acting 
on the causes and by inducing the gamblers to stop; the State,driven. 
by the force of public opinion, will support the movement by making 
use. of the monopoly ifselfto raise prices gradually beyond the limits 
which would be set by the desire for maximum profit ~ and will do 
so with the definite intention of discouraging gambling. 1 • 

But if a hasty policy of ultra-monopolistic prices, instead of 
alienating gamblers ,from the p~blic lottery, should throw them 
into the arms of private gambling interests, thus making more diffi
cult the task of suppression itself, there is no reason for not turning 
to the advantage of the TreasUry .;,.,. that is, the community ~ a part. 
of the gamblers' stakes, which otherwise would go t~· the benefit of 
the private 'bankers' and would escape taxation. . . 

~ The fact is that the policy of the Italian Treasury bas been in the oppoaite direction, 
in tha~ it bas incited people to gamble by diffusing gambling-booths throughout com
munities that did not ask for them and even in communities whose authorities opposed 
their introduction. The author, in his long experience as a Deputy, bas known of· 
cases of tl!e latter type. 
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CHAPTER IV 

THE. FISCAL THEORY OF PUSTOMS 
DUTIES 

Summary: Basis of the taxation - Free trade and protection in relation 
to the development of international trade - Effect of protectionism 
and free trade on the fiscal yield of customs duties - The types of 
fiscal duty - The disappearance of transit and export duties
Treatment of raw materials - The 'drawback', temporary admission 
duty-free, and compensatory duties - General tariffs, conventional 
,tariffs, and differential tariffs - Commercial treaties and .the most
favoured-nation clause - Maximum tariff, minimum tariff, and 
autonomous commercial policy - 'Coefficients of increase' - The net 
fiscal income from protective tariffs 

,The Volume of Foreign Trade 

ANOTHER method for collecting indirect taxes on consumption is by , 
means of duties. These duties are levied on commodities in the pro
cess of circulation, either while the commodities are in the hands of 
the middleman, or while they are in the hands of the direct consumer; 
and the levy is made either at the moment when the commodities 
cross an administrative boundary - in which case the levies are 
called internal duties or duties on consumption - or when the commodities 
cross the political boundary - in which case they are called external 
duties or customs duties, which are collected when the goods are 
imported, exported, or pass through the country. 1 

1 In some countries. as in Italy, the internal duties are a part of local ,finance; the 
State takes part in their collection either by reserving for itself a group of commodities 
distinct from the group assigned to the municipalities, or by claiming a fixed share of 
the municipalities' receipts (the so-called canoni di QbbonQmento). The actual collection 
of these internal duties is usually entrusted to the municipalities, apart from certain 
exceptional cases in which the State undertakes collection on its own behalf and on 
behalf of the municipality.' . 

In Italy, only customs duties' ~ncern the finances of the central govem!llent 
_ exclusively. . 
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Customs duties presuppose the existence of international trade; 
for this reason they find a theoretical premise in the principle of com
parative costs, and a political premise in the orientation of commer
cial policy, which may be either mercantilist or protectionist or 
free trade. . 

The general basis of the tax - that· is, the taxable object-Is 
given by the volume of international trade. The political premises 
must be examined, first of all, from this point of view. 

Now that the world has passed beyond the period of mercantilism 
and the system· of duties characteristic of that period, . the sole pur
pose of which was to create, by means of export bounties and import 
duties on all manufactured goods, a favourable balance of inter
national payments, and thereby increase the stock of money within 
the country, the only matter in debate to-day is the choice betWeen a 
policy of protectionism and a policy of free trade. 

The maximum development of international trade comes about 
when the countries concerned adopt a policy of absolute freedom of 
trade, which makes it possible.to extend to the maximum - i.e., to 
the extreme limit indicated by the principle of comparative costs -
the geographical distribution of the productive' activities of the var
ious countries. Under the system of free trade, two or more countries, 
by trading freely with each other, become virtually a single market, 
in which the available capital and labour are distributed in such a 
way as to give the maximum economic return - that is, the maximum 
of production, exchange, and consumption - and therefore the 
broadest base on which to build subsequently the system-of customs 
duties. 

The statistical material with respect to the volume.ofinternational 
trade provides- the first basis for the constiuction of the system of 
customs duties according to the principles ofindirect taxation which 
we have already examined. Subsequently, these duties, originally , 
established merely as taxes on consumption, will react on 'the volume 
of foreign trade, probably restricting it. ' But this effect is inevitable 
whenever a tax restricts the consumption, of the articles taxed, 
whether the consumption involved is that of private individuals, or 
that of the State, or that of both. 1 

The difference between the effect· of a duty established as a tax 
on consumption and that of a protective duty is this! the protective 

1 See Book II, chap. IV, § 7ff and § laff. 
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duty restricts the volume of international trade ....... that is, the basis 
of the tax - at the very outset and with certainty; the duty on con
sumption, on the other hand, will ultimately bring about a further 
contraction, just as every tax doeS. 

In fact, the policy of protectionism attains its goal when it reduces 
the importation offoreign products which are competing successfully 
with domestic products; this results, subsequently, in a reduction of 
exports •. and in a reduction of the volume of international trade 
generally - that is, a reduction: of the taxable material. 

Even though it is admitted that the volume of foreign trade is 
reduced under a policy of protection, it is alleged that,. in compens
ation, the volume of internal exchanges increases; but this is an 
error which is almost self evident. The protective duty serves, as a 
rule,' to cover, and even more than cover, the greater relative cOst 
of domestic products. The effect of increasing the price of these 
products in· the domestic market is that the available capital and 
labour are withdrawn from the less costly production of goods that 
'were formerly exported, and are attracted to the more costly pro
duction of goods that were formerly imported, with the result that 
the capital and labour involved are condemned to rdative unpro
duc.tiveness. As a result, there is a decrease in the national income; 
with the decrease in income there is a decrease in consumption; and 
with the decrease in consumption, the very basis of indirect taxation 
is diminished. 

To be sure, this truth is concealed, in the concrete case, by the 
fact that protective duties themselves provide an income for the 
State; for this reason it is often said that protective tariffs are adopted 
in order to obtain public revenues. 

To,clear up this point, let us suppose that under a policy of free 
trade the physical volume of trade is estimated at three ~illion units; 
and that.~er the adoption of a protective policy, it is rc;:duced to two 
billion. U' we assume that these two I billion give the Treasury a 
revenue of 200,000,000 - that is, 10 per cent - this means that in 
order to' obtain an income of 200,000,000 under free trade, it would 
have been sufficient to tax the three billion at the rate of6 per cent. 

1 Sometimes a case may be found in which lID import duty is levied against articles 
of which the country levying the duty is a natural exporter; in such cases, the duty is 
merely a device designed to make dumping possible by preventing goods that have been 
exported and sold on the foreign market at a 1088 from rcl"l.lming to the country· of 
origin and being sold there at a profit. . -
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Fiscal Dutiu 

Having established the general premise of ecOD,omic policy 
which would assure the highest revenue to the Treasury, we may 
go further, and specify the technical characteristics that distinguish 
fiscal duties from economic or protective duties, it being understood 
that our task. is the construction of merely the fiscal theory of cUstoms 
duties. 

We have already established the general guiding principles of 
indirect taxation; they are valid also in the special case of customs 
duties. The onl'y additional point to be borne in mind, in applying 
these general principles to our special case, is that we must take 
account of the circumstances that while an internal tax does not 
distinguish between the proouct of one factory and the product of 
another factory and treats all equally, in the case of customs duties 
it is necessary to discriminate between the product of domestic 
factories and the produc;t of foreign factories. Hence it is necessary, 
on technical grounds, to subject these products to different taxes -
for example. the one may be subjected to a ~ on manufactUres, 
while the other will be subjected to customs duties. 

Let us first suppose that we are dealing with commodities which 
are imported from abroad and at the same time are produced domes
tically: If a customs duty is levied on the former, and the latter are 
not subjected to an equivalent tax on manufactures, a case of evasion 
arises, for the consumer would buy only the domestic product and 
the State would collect nothing. But this is precisely the result de
sired by protectionist policy. It attains its goal in proportion as the 
duty eliminates or decreases imports; whereas if the effect of the 
customs duty is neutralized by a tax on manufactures, protection is 
annulled. If the commodities from whose competition it is desired to 
defend the domestic producers are the same as those from which the 
Treasury wishes to obtain a revenue, the protective tariff annuls this 
revenue. 

But this does not mean that the domestic consumer does not 
pay the tax. The customs duty increases the price of the domestic 
commodity; the consumer pays the higher price, but this goes to 

337 



THE SYSTEM OF INDIRECT TAXATION 

the profit, or, in any case,l into the coffers of the protected industries, 
and not into those of the State. 

We may clarifY this point by means of a concrete example, -
namely, the Italian duty on grain. 

. If we consider a series of years in the pre-war period, we find 
that the amount of grain imported into Italy was about a fourth 
of that produced within the country. It was calculated that if we 
should deduct from. this the grain use4 for seeding and for the 
direct consumption of the Italian meuadri, or share-croppers, for 
every 100 lire of higher price paid by the buyer of g~ain, 30 lire 
represented the duty paid to the State and 70 lire the higher price 
that .the consumers paid to the grain-growers as a result of the 
customs duty. 

In short: under the system of protective tariffs, the total sacrifice 
of 100 lire sustained by the mass of consumers does not accrue to 
the benefit of the Treasury, but is divided between the State budget 
and the private budgets of the protected industries. 

Now, if· it is desired that the whole of the burden bDrne by 
domestic consumers as a direct or indirect result of a customs duty 
should a~crue to the financial benefit of the State, the import duty 
must be matched by an equivalent tax on domestic production. 
Only in such a case can one say that the 4uty (a) does not provoke 
anti-economic distortions of the natural line of investment for the 
nation's capital and labour, because it does not push such invest
ment toward the production of the goods affected by the duty,· 
and (b) maximizes the public revenues. 

In this case, the duty is said to be afiscal one. 

A second type of fiscal duty is to be found whenever the com
modit~es taxed are not and cannot be produced within the country. 
This is true for western countries, for example, in the case of tea 
or coffee. 

In fact, there is no doubt (a) that the domestic consumption of 
1 If the duty exactly covers the greater cost or production, it gives no money-profit 

to the producer, but merely harms the economic structure of the country and the 
Treasury. . 

'I It goes without saying thst we must here abstract from the possibility that this 
may happen as a result of changed circumstances - as, for example, in the ('ase. that, 
after th~ tax is imposed, the demand for the goods struck by the duty increases.: 
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such commodities, which is entirely dependent upon imports, turns 
over to the Coffers of the State all that it pays in the way of a higher 
price, - that is, in the way of a tax; (h) that the duty itself does 
not modjfy the -natural direction of internal investment 9f capital 
and oflabour, because it does not push them toward the production 
of tea and coffee within the country. But in order that this may 
be entirely true - especially in view of the fact that these exotic 
goods ~e highly taxed - it is necessary to prevent the consumer 
from evading the tax by the use of substitutes, such, as chicory. It 
is necessary, therefore, to impose a tax on the manufacture and 
the importat1on of the substitutes, also. 

A third case is presented when the duty is not high enough to 
make up for the difference in -relative costs, since such a. duty is 
not high enough to change the direction of investment and to 
substitute internal production for importation. This theoretical 
principle may be translated into the empiricaLrule that a small 
duty, precisely, because it is small, is not a protective dutY, but a 
fiscal one. But the case may have a broader field of application, 
extending to all those duties of a protective character which are·not 
completely exploited by domestic industries, as we shall see presently. 

The cases described thus far are cases of fiscal duties on imports. 
Another case is that of duties on exports. We shall see that the 
duties on exports tend, for purely fiscal reasons, to disappear; but 
exceptions to this rule are provided by some goods which, although 
they are produced within. the country under conditions of free 
competition, constitute a natural monopoly in production for the 
exporting country taken as a whole. Until recently, for example, 
it used to. be said that Italy enjoyed s.uch a position of natural 
monopoly in the case of sulphur, which is produced under conditionS 
of free competition within the country and of which Italy used to 
be the sole producer. The same thing is usually said with respect 
to Carrara marble. In any case, if we assume the case under dis
cussion as an hypothesis, there is no doubt that if the domestic 
producers were to unite in a trade combination, they could enjoy 
a monopolistic position in international trade. The State anticipates 
the formation of such a hypothetical combination and provides a 
substitute for it by placing a tax on exportation which transforms 
the internal competitive price into a monopoly price in the foreign 
market. 
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Import, Export, and Transit Trade 

Customs duties may strike commodities upon importation, when 
they come from abroad and are destined for domestic consumption; 
or upon exportation, when domestically produced commodities are 
destined for consumption. abroad; or, finally, in transit, when the' 
commodities prod~ced abroad and destined for consumption' in 
another foreign country cross the temtory of ~n intermedia~e 
country. . ' 

Now, it is a fact of general and constant observation-nowadays 
that transit duties and also export duties are tending to disappear. 

The transit duty has the character of a toll...." that is, a fee, and 
not a tax on consumption - which is collected by the country 
through which the trade route passes. If the country has a geo
graphical monopoly of the route, it 'can benefit from its monopolistic 
position. But nowadays the routes of world trade are multiplying 
on.}and and on sea, and the means of transportation, especially by 
sea, are acquiring a continually increasing degree of autonomy; 
the result is that monopoly of the great trade routes has practically 
ceased to exist. On the other hand, transit trade is advantageous 
to the country traversed, for other reasons; so that' the competition' 
of the various countries to obtain the transit has led to the abolition 
of the relevant duties: 

The disappearance of the duties on exports is to be attributed 
to more complex causes. 

The policies of mercantilism and protectionism tend, though 
for different reasons, to favour exports, and hence oppose the use 
of export duties. The protectionists, to be sure, make. an exception 
in the case of raw materials; their general attitude, however, is one 
of opposition to . duties on the exportation of direct goods, which, 
after all, is the essential point in the matter of taxes on consumption. 
. We wish, howe~er, to ab*act from the political factor. 

The economic premise of the pure fiscal th~ory of customs duties 
is that imports are paidfor by exports. For every value that is exported 
there is a corresponding value that is imported. If we suppose 
that the amount that it is desired to derive from customs duties is 
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a' given quantity, the problem is to. decide whether this amount 
should be levied on exported commodities or on imported com .. 
modities, or whether it should be divided betw~en the two. ' 

The question is answered by the principle that ~e tax should 
strike the commodity. as near as possible to ~he consumer. Exports 
are still instrumental goods destined to be' transformed, through 
trade, into goods of the first order or Qf an order nejlrer the· con .. 
sumer; and the latter are precisely the goods whic4 are imported. 

The value of exports in the market of origin is lower than the 
price .realized by the corresponding imports in the market of arrival, 
- that is, in the domestic market; hence it is the imports which 
reveal the exact amount of taxable income a~dthe person of the 
true debtor. 

These considerations usually establish the rule:: that export duties 
should be gradually abolished, and that customs duties 'should be 
levied on imports only; and they furnish the economic content of 
the formal juridical principle that 'the State has no right, to tax 
merchandise destined for consumption abroad'. 

It is probable that all States would be glad to violate this precept, 
if they could. And they violate it in fact whenever they are able 
to impose an export duty on merchandise the, production of which 
is a domestic monopoly.- But if we except the case of monopoly, 
in which the intention of making foreign consumers pay is success .. 
fully realized,. we may conclude that in all, other caSes it is an old 
fallacy to argue that an export duty raises the price or the ~xported 
commodity on the foreign market, so that the duty is shifted, in 
whole or in part, to foreigners. Let us follow for a moment a com .. 
modity which is subjected to an ,export duty of 10 per cent; of its ' 
value. This means that 10 bushels out of every 100 exported belong 
to the State; but since it is advantageous to export the commodity,' 
the 10 bushels belonging to the State are also exported. The ex .. 
porter will offer on the foreign market 100 bushels, as before; other 
conditions being equal, the price will be as before; the merchant 
will obtain in exchange the same quantity of goods as before and 
will transport them and sell thml in his ,home country, and will 
tum over to the State 10 per cent of the goods imported. 

It may also be supposed that an export duty prevents the' 
'exporter from covering his total cost of production, by means of ~e 
90 bushels that remain at his disposal; but his position is re~y not 
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changed if,' instead of paying 10 bushels .on the merchandise ex
ported,he pays IO bushels on an equivalent amount of impo.rted 
merchandise. In this case, he will have to change the dimensions 
of his enterprise; lower his cost of production or reduce the supply 
according to the usual rules. . 

It'seems obvious, therefore, (a) that foreign countries do not 
pay the tax imposed by exporting countries on domestic consump
tion, and (b) that it is more advantageous for the State to collect 
a . duty on imported goods than on exported goods, for the same 
reasons for which the private individual finds it advantageous to 
export domestic goods and exchange them for foreign goods, 

Nevertheless, in the tariff regulations of certain countries, as in 
Italy, the ~umber of export duties on raw materials is still con
siderable .. Almost all of them, however, have an economic or pro
tective character, and tend to lower the price, in the domestic 
market, 'of the raw materials that serve protected home industri,es. 
The duty is paid, in the form of a lower sale-price, by the domestic 
producers of raw materials; and it has the effect of reducing, first· 
of all, . the amount of raw materials exported, and, subsequently, 
the.amount of foreign goods imported, and hence has the effecf of 
reducing the amount of taxable material available for the future. 

§5 

Raw Materials 

It is a corollary of the principles already discussed that in the 
matter of import duties the taxation of raw materials should be 
avoided, and the burden should be concentrated on direct goods. 

Here also the purely fiscal problem is complicated by the factor 
of commercial policy. 

Mercantilism and protectionism favour this position, but they 
do so for ends and within limits that do not coincide with the purely 
fiscal reasons. . 

. The fiscal policy abstracts from'these considerations and appeals 
to the principles that regulate the material of indirect taxation. 
Hence attention may again be called to the fact that raw material 
is far ,from the consumer; and that a duty on raw material,:'from 
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which are obtained manufactured goods of different values, dis
tributes the tax in such a way as to make it inversely proportional 
to incomes. On the other hand, raw material is always transformed 
into goods of the first order, which may be struck djrecdy by other 
methods if they are destined for internal consumption. 

Finally, raw material may be transformed into goods destined 
for re-export, in which case -a duty on imported' raw materials-is 
equivalent to a disguis¢ export ttuty on manufactured articles; and 
it would be still further removed from the domestic consumer. 

This guiding principle, however, meets with several exceptions 
in concrete cases. . 

There are cases in which the raw material comes exclusively, 
'or almost exclusively, from abroad, and supplies many small and 
scattered industries within the country; hence, if we wish to strike' 
the finished products, it is technically advantageous to tax the raw 
material at the moment when it is concentrated at the bor4er and 
is easily appraised. Of two evils, the lesser is chosen . 

. Moreover, there are many goods which are direct goods for 
certain· types of consumption and are indirect goods for certain 
. industries. . 

In such cases, the consumers suffer to some extent from the 
defects of the distribution of taxes which the taxation of raw 

. materials involves. They suffer, that is to say, ~th respect to those 
manufactures which are destined for domestic consJJPlption. The 
producers, however, do not resign themselves to the assumption of -
a similar burden with respect to those manufactured. articles which 
are destined, in whole or in part, for export; for in this case it is 
possible ~ at least theoretically - to eliminate the disadvantage. 

. Three devi~es have been designed to eliminate the effects of 
an import duty on raw materials. 

One is the 'drawback', - the reimbursement or restitution bfthe 
duty paid on the raw material when the corresponding manufac-
tured articles are exported. . 

The 'drawback', if kept exacdy. within the limits of. the duty 
that was paid on the correspon<,ling raw material, has an exClusively 

. fiscal character. But it is difficult to establish tl$ equivalence with-
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exactnes~ .andthus the 'drawback', which was originally intro
duced "for 'fiscal reasons, very quickly degenerated into a protec
tionist expedient; since the State, as part of a generally protectionist 
policy, tends to set the 'drawback' at a higher level than the duty 
paid on the· raw material, so that it becomes, as a result of the 
difference between the two; a disguised bounty on exports. 
~Similarly, mice the principle is adopted, it comeS' to be extended 

to all internal taxes on consumption; so that the taX on manufactures, 
for example, is paid back as .manytimesasthe commodity taxed 
is destined for eXport. Nor is it logically possible fo prevent the 
extensive application of the 'drawback'. The law cannot allow the 

· decision to be made in each individual case at the moment of 
export, but fixes the amount of reimbursem~nt a priori for each 

· commodity; and the repayment is made even though the productive 
processes may have reduced the quantity or changed the quality 
of the raw material used. And it may also happen, and has ha~ 
pened" that the raw material used is no longer that which was 
imported from abroad, and on which a duty was paid, but is a 
.domestic raw material, on which no internal tax on manufactures 
has been levied. Thus it is that the 'drawback' has developed 
historically into a protectionist expedient forconcea1ing, under the 
pretext of fiscal theory, a bounty on exports. 

Against the system of the 'drawback'it is also emphasized, and 
with good re~on, that the importer of raw materials must anticipate 
the duty, though, to be sure, he recovers it when the corresponding 
manufactured goods are exported; and thus he is obliged to employ 
a larger working capital and lose interest and valuable time as the 
result of bureaucratic practices. . 

Furthermore, the 'drawback' is. an: inconvenient temporary 
entry, in private budgets as well as in the public budget; this leads 
toup~ecessary complications in accounting and, so far as the 
finances of the State are concerned, it makes it impossible to know 
exactly the amount of the net income from each day's customs 
collections.. . 

In order to obviate these inconveniences it has been proposed 
. io substitute for the 'drawback' temporary admission of raw materials 
free of du!J, the importer being' obligated to re-export the corre-
· sponding manufactured .goods within a given time. 

This proposal has a restrictive character as compared with the 
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'drawback', becawe it is limited to raw materials really imported 
and reary subject to duty, as well as to the person of the importer, 
and subFtitutes for the anticipated payment of the dUty a pledge of 
seCurities on which there is no loss of interest. 

Now the device of 'temporary admission' has also been progres
sively broadened. This process of broadening began with the desire 
to substitute for the principle of identity, according to whith one 
had to use the same raw material that had been imported, the 
principle of equivalence, according to. which it was sufficient that a 
given quantity of raw material be used, independently of its place 
of origin; this raw material might even be domestic and untaxed. 

Even if we overlook these criticisms of detail, there is still a 
fundamental defect which is common to the two devices, - namely, 
that it is not easy to determine the quantitative relationship that 
really exists between the manufactured good and the raw material; 
and since the number of the' goods admitted under exemption from 
duty has' increased considerably, even this second device' has de
generated from the purely fiscal form in. which it was originally 
conceived, and has developed into an 'expedient for the execution 
of a protectionist policy. 

Finally, mention should be made of the device of so-called 
'compensatory duties', 1 which exist when, after foreign i'a w material 
has been taxed upon its importation, equivalent duties are levied 
upon goods manufactured abroad 'from similar raw material. 

For example: let w suppose that raw cotton pays upon importa
tion 3 cents per unit of weight, and a slaughtered pig pays' 18. If 
the thread or the sausage which comes from abroad were to pay 
a duty equivalent to that levied on the raw material, domestic 
consumption would turn to iIl)ported thread and sausage; and this 
would give ,rise - apart from any economic considerations - to 
evasion of the tax on consumption. 

Within the limits set by the assumption of a perfect equivalence 
between the two duties, the device has an exclusively fiscal basis. 

In fact, however, compensatory duties have had the same experi
ence as that we have described in the case of the 'drawback' and' 
the practice of 'temporary admission'; Hence it may be concluded 
that the three devices, although their original b~is was exclusively 
fiscal, have developed into instruments of protectionist policy. 

1 [Italian: diritti eompnuatori- Translator's DOte] 
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Their degeneration militates against the practice of the exemp
tion of raw materials, since an import duty on these is no longer 
-opposed, as it used to be, by the interested industrial groups, who 
are able to derive from the 'drawback' greater protectionist com
pensations than they could from exemption itsel£ 

Tariffs 

Customs duties are collected on the basis of a tariff, in which, 
'on the one hand, commodities are enumerated a.p.d classified,and, 
on the other, the duty per unit of weight, capacity; or number is 
indicated . 

. ' A tariff may be general, conventional, or differential. The basis 
for distinction is the place of origin of the commodity on which 
the duty is being levied. The general tariff is one which is applied 
to all commodities regardless of their place of origin, unless some 
agreement has been made to the contrary. The conventional tariff 
is applied to commodities coming from countries with which trade 
'conventions' or treaties are in force. The differenual tariff is applied 
to commodities coming from countries against which a 'tariff war' 
is being waged. 

Hence the· differential tariff is harsher than the general tariff, 
because its purpose is to hurt imports from the country against 
which repJigals are being made; and the conventional tariff is lower 
than the general tariff, because through it the two contracting 
parties aim to grant reciprocal favours to exports of the other 
country. 

A protective tariff is contrary to the interest. of those industries 
which find their export outlets blocked directly and indirectly, and 
is favourable to the industries that wish to blockthe channels of 
importation. 

The orientation of the system of customs duties in the direction 
of protectionism or free trade is the result of an internal struggle 
between the groups that desire a monopoly of the domestic market 
and the groups that wish to conquer the foreign market. 

The two groups which thUs struggle against each other exist 
in every country. The struggle may be fought exdusivdy within 
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each country and mayJead to the moderation or even the one-sided 
abolition of a protective tariff, regardless of th~ commercial policy 
fQllowed by other States; in this case the result may be the triumph 
of a free-trade policy without reciprocity. 

Usually, however, given two protectionist States, each of the 
groups that fight against each other in one of th~ ~o countries 
joins hands with the corresponding group in the other country; 
and they succeed in obtaining a moderation of the two general 

, protective tariffs, which then become transformed inte conventional 
tariffs, by means-of trade agreements or treaties. In such a case a 
policy of reciprocity is' said to prevail. 

To speak, in this matter of trade negotiations, of the interes.ts 
of the' respective countries, as such, is nonsense. If, for example, 
a trade agreement is being negotiated between Germany an<\. 
Italy, one ought not to speak of 'German' versus 'Italian' interests; 
one ought, rather, to say that the interest of the German metallurgical, 
and mechanical industries in export coincides with the desire of 
Italian agriculture to: export, and that the interest of the Italian 
metallurgical and mechanical industries coincides with the interest 
of German agriculture, in so far as both, aim to guarantee for 
themselves a virtual monopoly of their respective internal markets. 

This is the real -position that is involved in trade negotiations. 
If we take any two trading countries at a time, we see.thateach 
country permits reductions in the tariff on the products which are 
exported by the exporting group of the. other country; and vice 
versa. Action designed to change the duties on the commodities 
agreed upon in the negotiations between the two ,contracting 
countries remains -restricted until the expiration of'the treaty. 

Now it may happen that one of the tWo countries" in a later' 
treaty, will grant a. third country larger reductions in the duty on 
some of the articles. with respect to which action was already re
stricted by the preceding treaty. When this happens, the seFond 
country 'would seem to lose the benefit it had -gained, while the 
benefit it has granted still remains in force. ' 

To avoid this danger, treaties are concluded on the basis of 
the most-favoured-nation clause, by virtue of which every greater lariff 

.reduction which is granted in treaties subsequently concluded With 
other countries is extended as a matter of law to the nations which 
had signed previous agreements. 
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From this it follows that under a system characterized by the 
use of this clause, each country has, in the end, only two tariffs: a 
maximum autonomous tariff, which is the general tariff, and a minimum 
conventional tariff. ' 

§8 

Contrasting with this system is the system of the ma~imum tariff 
and the minimum tariffi both autonomouS. The first corresponds to the 
general tariff of most countries; the second correspondS to the 
minimum conventional tariff of such countries. The difference lies 
in the following: (a) the minimum tariffis approved by Parliament 
before the trade negotiations are opened, whereas the minimum 
con\Tentional tariff is'. approved afterwards, at the time when the 
proposed treaty is subjected to parliamentary discussions; (6) the . 
minimum tariff restricts the mandate of the negotiators, who are 
able to offer only the m,inimurrt· tariff in exchange for the most
favoured-nation clause, whereas iheminimum conventional tariff 
assumes that a broad mandate has been conferred on the negotiators, 
though the giver of the mandate reserves the right to approve the 
results of the trade negotiations; and (c) the minimum tariff is 
autonom01lS, in the sense that Parliament ~an, whenever it wishes, 
even during the life of the . treaties, raise the tariff or otherwise 
change it, it being understood that the contractual pledge assumed 
is limited to granting the saine treatment to all the contracting 
parties, and that Parliament is free to modify this treatment 01\ an 
equal basis for all countries concerned. 

It is above all on ac.count of this last circumstance that nowadays 
-the commercial policy which is so much desired by the protectionists 
of all countries is called autonomous. 

It will be understood that this system makes it difficult, and in 
many cases impossible, to conclude commercial treaties which reduce 
tariffs considerably, or to conclude them for a long period, in such 
a way as to give an adequate basis of stability to international trade 
and to those parts of the nation's production which are dependent 
thereon. 

Hence the system amounts to nothing but an intensification of 
the protectionist regime. Even if it is adopted by only one countrY. 
it has the indirect effect of making international agreements difficult. 
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$9 

The exaggerated protectionist policy which is encouraged by 
a desperate spirit of nationalism leads to the abolition of the most
favoured-nation clause, so as to make each individual commercial 
treaty autonomous on both sides. 

This is perhaps the most acute moment in the crisis that is being 
experienced in the. trade relations between nations. It is this that 
makes it impossible to conclude lasting treaties and prevents the 
exporting industries of each country from attaining a relatively 
stable position. 

But even before this moment was reached, the customs-duties, 
already high, had been aggravated by means of theso-ca.lle<J'co
efficients of increase', I which permit the raising of a given duty by 
50 per cent or 80 per cent or 100 percent or even 250 per cent. ~ 
The coefficients may be modified by the Executive. ' 

Thus, the, tariffs would have a sta~k base, determined by the 
legislature, to which could be added a changing element, which the 
executive power would have considerable freedom to manipulate in 
order to modify the tariff schedule itself. 

Theoretically, such"a. device right be used to corr~t one of the 
defects of specified' duties, which do' not vary with fluctuations in 
prices, espeCially at a time like the present when prices change 
rapidly an,d drastically. , 

After having constructed a very'rinute progressive classification 
of the items in the tariff, in such a way' as to make them correspond 
to various market values, the coefficien.ts would, theoretically, bring 
about a further perfection of the system by keeping the specific duty 
in closer rt1lationship with the value of the goods taxed. 

If this were so - apart from the dangerofleaving in the hands of 
the executive a weapon of this kind, which. could so easily disturb 

1 [Italian: c#nfficienti di moggioraziOfl/l- Translator's note] , 
I Thus, Article z of the Italian decree of June 9th, 19Z1, says: 'To the import' duties 

established in the appended tariff on the commodities specified therein shall be added 
the increase in duty resulting from the application of the coefficients of increase filI:ed 
by the tariff itself in each case and indicating the figure by which the amolint of the 
duty must be multiplied in order to determine the extent of 'the increase. 

'The Royal government is authorized, by means of a decree which will be presented· 
to Parliament for translation into law, to modify the coefficients of increase, whenever 
this may be necessitated by changed conditions of productioa and international trade. 
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priv$lte contractual relations - we should hav~ a theoretical explana
tion of the new device that would.at first sight be plausible; because 
we shoulq then have a purely fiscal reason for its use, inasmuch as 
indirect taxes should be commensurate with. incomes - that is, they 
should ~epresent a percentage of the value of the goods consumed. . 

But his not so. 
The advisability of adjusting the tax on consumption to the new 

values of goods furnished the pretext for getting the device accepted;, 
but the device itself was intended to intensify tariff protection. In 
fact, if the coefficients of increase were intended for the purpose of 
adjusting the specific duty provisionally to new prices~ they ought to 
have been applied first of all to the goods which.aie subject to a fiscal 
duty, such as coffee~ tea, oil, etc.' In Italy, howe)!,er, it ispre~ely 
the~G goods that are excluded from their operation. 1 

On the other hand, it is noteworthy that the higher coefficients 
have been granted to the industries whicJ? already enjoyed high 
protection and asked for an increase in proteCtion. 

In short, the coefficients are fixed indirect proportion to the 
amount ofprotectiori demanded by the industries concerned, and in 
inverse proportion to the tax-revenue they yield; they depend on the 
executive power, which can modify them and even perhaps abolish 
them; it haq been announced that they were,.to be temporary, but the 
law does not say this. In any case, the interests that have obtained 
them will take ·care, as they always 'have in such matters, to make 
them perpetual. 

§xo 
, 

Customs receipts that appear in the budget represent a gross 
income.from which must be deducted (a) the 'drawbacks', which 
have been discussed; ( b) the expenses-of collection; which increase in 
proportion to the increase in the number and classification of items 
in the tariff schedules; (c) the expenses of supervision. anq the sup
pression ofsmugglittg, which Illcrease. as the duties are raised. 

To make the suppression of smuggling at the border more effec
tive, there is established a zone for customs supervision, which 
extends for some miles from the coast out to sea and from the frontier 

1 The responsible minister said in his Report to the King: 'For the itt-ms of this 
category DO C()efficients of increase are med. since the products involved are those 
which we muat of necessity import.' . 

350 



THE FISCAL THEOR.Y OF-CUSTOMS. DUTIES 

into the interior. Within this zone a special regime is in force, u{!der 
which every dutiable good that passes through is held to have been 
smuggled if it cannot be shown that the duty has been paid .. 

It is also customary to make treaties between neighbouring 
countries in order to allow the authorities of each country t9 pursue 
smugglers beyond their own borders. into the tariff zone of the 
neighbouring country. . 

In any case, after the. necessary depurations, of which we have 
spoken, have been made, and the net income of the customs adminis
tration has been ascertained, we should have to deduct from the 
resulting figure the economic burden that is placed on the consumer 
when - as is the case almost everywhere nowadays - the customs 
regime has a protective character. This second residual will tell how 
much of every $100 of the total tax-burden which the coubtry bears 
really goes t6 the Treasury, ·and will give the net income ~ not only 
from the accounting, but also from the economic, point of view -
from customs-revenues. . 



CHAPTER. V 

TAXES ON. TRANSFERS OF PROPERTY 

Summary: Object of the tax; registration and the use of stamps - TM 
various theories - Judiciary fees - Fees levied on contracts and 
successions are indirect taxes on saving - Relationship to indirect 
taxes on consumption - Continuous increase of taxes on business
The tax on successions: . debt of the deceased and tax on the heir-
The two periods that characterize it - Its recent and rapid quantita
tive development - Its political character - The economic and finan
cial effects - The reaction and·· the recent abolition' of the tax on 
successions in Italy - The two substitute taxes 

§I 

TAXES on transfers of property represent the second branch. of 
'indirect taxation. To it are subject all legal documents - public 
and private, civil and commercial, extra-judicial and judicial
which establish a right or transfer it, with consideration or without, 
between living individuals or on the occasion of death. 1 

The tax is collected (a) as a 'staIIlP fee',- when the citizen is 
obligated to ·use stamped paper or to affix a stamp to 'ordinary 
paper; and (b) as a 'registration fee>, when the citizen is obligated to 
register all documents and contracts, as well as transfers of property 
associated with gifts and inheritances. 

Italian law,for example, divides ta;x:es on transfers into three 
groups: those levied on contracts, those levied for judiciary proceed
ings, . and those levied on'successions! These taxes are collected 
through registration and through the use of stamps. Registration and 
the use of stamps are, however, merely methods of collection; they 
are not the tax, arid they must not be confused with the ta?,. More
over, in view of the differential characteristics of the three groups on 
which the tax is levied, it is difficult - perhaps impossible - to bring 
these groups together in a unified theory. ' , 

1 See, for example, the Italian law 'with respect to registration fees, .. 1 approved by 
royal decree, May aoth, 1897, Number a17; also the law with reApect to the stamp fee 
and the substitute fee, as approved by royal decree, July 4th, 1897, Number 414. 
. • [Italian: tassa di bollo - Translator's note]. 

,. [Italian: imposta, IUl:cusoria -Translator's note] 
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To this difficulty must be added the fact that indirect taxation on 
property-transfen has had, in the historical period through .which 
we are now passing, a quantitative development of staggering pro
portions. This has resulted, not from the natural increase of wealth 
and business, with the tax-rates remaining the same, but from an 
increase in these tax-rates; and the latter increase, in its turn, has 
resulted from the new fiscal functions that have been assigned to 
this group of taxes. 

Thus the. quantitative factor becomes a new problem.in itsel£ 
A tax on successions which, in the case of the fathet-and-son relation
lhip, ranges from I per cent to 30 per cent of ,the capital value of the. 
inheritance, and in the case of distant relationships rises so high as 
to absorb the whole of the inheritance, does not present one and the 
same theoretical problem, as one might be led to believe by the fact 
that the tax-rate rises gradually from a minimum to a maximum: 
without interruption. On the contrary, the minimum and the maxi
mum represent two distinct problems. 

The system of taxes on. property-transfen, then, is a compiei 
phenomenon which has taken its present form as the result of a slqw 
historical process; and each part of it requires its own explanation, in 
which differences due to temporal and quantitative factors also play 
a role. 

Registration is in itself a service which the State provides for the 
citizen. It consists of the .recording of the documents and the trans

·Cen in public registen, whereby (a) the legal existence of the docu
ments is affirmed; (b) the documents are summarized; an~ ee) a 
definite date against possible action by third parties is established. 1 

Hence aI'<!Se the opinion, at the outset, that the charge made at 
the time oC registration has the character of a 'fee'. And, indeed, 
this charge should be regarded as a fee when it first comes into 
existence; for at that time, in view of the fact that the charge is so 
lmalt, it may stand in close relation to the cost of production of the 
service provided. But very soon the fee character became of secon-
dary importance. . 

• Cf. Article a oiihe ltaliaD Jaw ~f May aoth. 1897. cited above. 
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First of all, the price of the stamp and of registration is com
mensurate with the amoun~ of value which is the object of the 
contract, and not with the cost borne by the State; The -price 
increases, whereas the cost remains unchanged. In fact; the cost is 
very much less than the amounts collected by modern States, which 
are continually increasing their charges for stamps and registration. 

This excess is a tax. 
In the second place, registration is compulsory; 'and in this 

respect it does not have the, peculiar characteristic of the special 
public service - namely, that the consumption of such a service is 
left to the free demand of the individual. The contracting parties are 
not allowed to renounce the advantage of having' a definite date 
established against possible action by third parties. 

Thus, the facts that registration is compulsory, that the levy is a 
high one, and that it is proportional, to the value covered by the 
document, point in no uncertain way to the conclusion that the 
change involved has the chat'acteristics of a tax, and has nothing or 
very little to do with the fee for mere registration. 

It may be said, in summary, that the law imposes on citizens the 
compulsory consumption of a special public service, because at the 
moment when the service is provided the State can ascertain the 
existence of a piece of property on which a tax is due, this tax then 
being added to the fee; The registration fee represents the original 
trunk on which the inc!ired tax on property tran~fers has been 
grafted. ' 

This is the fundamental guiding principle. 

In order to explain the element of taxation, which has becom~ 
the preponderant element and constitutes our real fiscal problem, 
recourse has been had to various theories. 

There are those who have emphasized the circumstance that a 
ttansfer involving a consideration in~reases the marginal utility of 
the goods exchanged, to the advantage bfthe two contracting pai'ties~ 
From this fact the attempt is made to deduce the conclusion that the 
basis of the tax is precisely the higher value created by the exchange. 

We already know that indirect taxes - either on consump~on or 
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on transfers - strike the whole value of the thing bought or sold; 
whereas the difference in value or marginal utility between the thing 
bought and the thing sold constitutes the trader's profit, on which 
he pays a direct tax. 

h should be noted, moreover, that the theory under,examination 
would not cover the case of transfers which do not involve a con
sideration - for example, a donation. Such transfers have nothing 
to do with economic exchange; yet they are taxed even more 
heavily. 

On the other hand, it is true that both in the case of exchange 
for a consideration and in that of transfoc without consideration at 
least one of the contracting parties gains in wealth, Now it is this 
circumstance that eXplains why, from time immemorial, the act of 
transferring property - whether or not a consideration is involved -
has been utilized in the construction -of tax systems as the most 
opportune moment for collecting a tax. But the Choice of the most 
favourable moment 'for paying and. collecting a debt is only one 
element in the theory of taxation; it is not the theory itself, because 
it does not give the reason why the tax is paid. 

Hence other writers have regarded the transfer itself as the basis 
of and the reason for the tax. The State, it is said, .guarantees to all 
the right to oWn property as a general service, and incurs a given 
expenditure for this service. But at the sarrie time the right to· own 
property finds concrete expression in the deeds by whicIi individuals 
dispose of their" property or in the claims tliey enter in Courts when 
their rights have been violated. Accordingly, the State is regarded 
as dividing its total expenditure into three parts, the first of which 
would be a fund for general and preventive protection, which is 
provided for out of the proceeds of the total of direct and indirect 
tues, and not merely out of the proceeds of the tax on transfers; 
the second would consist of ~udici~ry fees', paid by those who in 
fact appeal to the Courts;·· and the third would represent 'fees on 
contracts', paid by those who in fact exercise the right to dispose of 
their property. . 

This theory - which is the prevaIent one in the current literature 
-on the subject - covers a large number of cases and has an ancient 
historical tradition. In fact, it goes back to the epoch of patrimonial 
finance, when the right of eminent domain was held to involve the 
consequence that for every transfer of property it was necessary to 
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obtain the consent of the sovereign, and to pay for such consent. 
This principle is no longer applicable to the modem State. 

Nowadays, however, the same ~eory is provided with a new basis 
by invoking the principle of the fee, on the ground that the protec
tion of property rights is, in par.., a special public service, since it is 
possible for the State to provide such protection in the form and the 
amount in which individuals demand it. 

A similar development has been witnessed in connection, for 
example, with public education, the cost of which is covered partly 
by taxes and partly by fees. 

Now,it is true that this theory explains the group of charges 
represented by judiciary fees, which are related on the one hand to 
the individual demand of th«! citizen, and; on the other, to the 
provision of personal and expensive services by the courts - that is, 
,by the'State. But it does not seem equally convincing when extended 
to fees on contracts and inheritances; for in these cases what is 
,involved is a transfer of property between two private ~ndividuals, 
in which the buyer or the heir does not ask for a different or a more 
expensive public service than the State was already providing the 
seller or the testator. 

In spite of this, many writers insist that so far as fees on contracts 
and also on successions are concerned, the State does intervene to 
guarantee the present validity ~d the future execution of the will of 
the contracting parties or of the testator. There is no doubt that in 
~ it is possible to recognizeformallJ a special exchange relationship 
between the State and the individual citizens; but there is doubt 
whether the fee to which this exchange-relationship gives rise is 
·capable of giving a complete and satisfactory explanation of the 
'fees on contracts'. 

In fact, if the contract is violated, it is necessary to have recourse 
to the ,courts and to pay judiciary fees; if the contract is not violated 
as a result of fear and anticipation of legal action~ there comes into 
play what we have called preventive justice, the cost of which 'is 
covered by the taxes already paid by aU the citizens. 

For this reason it seems more logical to regard the documents 
affecting the disposition of property as identical with the right of 
property itself -, not as giving rise to the phenomenon oftheJee; but 
,rather as pointing to that of die tax., 



TAXES ON TRANSFERS OF' PROPERT-Y 

If, therefore, we leave the concept of the fee and go back to that 
of the tax, the explanation of the phenomenon follows from our 
general principles. . , 

The levies which are called 'fees on contracts and inheritances' 
are a category of indirect taxes on savings which have in common 
with indirect taxes on consu~ption the furtheJ; function of supple>
,menting the direct taxes-; they differ from iIidirect taxes on consump
tion in the fact that the latter fall on income produced and 
consumed, whereas taxes on contracts andi inheritances fall on 
income produced and saved; but «wen though the two groups of' 
taxes are different, they mutually supplement each other. 

Indirect taxes on property .. transfers,like indirect taxes on con
sumption, strike every legal transaction in which the taxpayer"":' far 
from ~g the State for a counter-offering in the form of a. special 
service - reveals, and the Treasury ~c\::rtains, the existence of a piece' 
of property which has escaped direct taxes or which, in any case, 
has not liquidated i~ whole tax debt by the payment of such taxes. 

Siriillarly, indirect taxes on business,likt those o~' consumption, 
follow. closely the normal increase of the national wealth, an index. 
of which is the growing volume of business. Finally, they are 
collected at the moment when the taxpayer realizeS a profit, so that 
the stimulus to profit also becomes an ~ducement to pay the tax, 
just as in the case of hidirect taxes on consumption, in which the 
stimulus to satisfy a want becomes an inducement to pay the tax. 

On the other hand, an important difference must be pointed out: 
namely, that indirect taxes OIl consumption avoid the taxation of 
instrumental goods and act directly on consumption, whereas the 
other types of indirect tax do strike instrumental goods and act 
directly on production; This latter effect is a consequence of the fact 
that these taxes fall on savings. . 

From this whole complex of resemblances and differences arise 
two problems that are of special interest for the theory of the subject. 
The first,is the problem of the external relationships betWeen the two 
branches of indirect taxation; and the second is that of the internal 
distribution of the tax among the various groups that .are involved 
in transfers and legal transactions. 
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In pure theory, the principle that solves the two problems is the 
same in both cases: the taxpayer must be left free to distribute the 
income he has produced between consumption and saving, and then 
to distribute the income saved between the various possible invest
ments, in confornrlty with his judgment as to where his greatest 
advantage lies. In other words, if the var~ous indirect taxes put no 
pressure on the taxpayer to change his decisions with respect. to 
spending or saving, and also with respect to the acquisition of mobile 
or immobile investments, lending to private individuals or to the 

:.State, and so on, the distribution of income will be made according 
to the principle of the maximum economic return for the individual 
and for the Treasury.· 

If this principle of equal.treatment in matters of taxation is 
violated by positive legislation, it is. re-established by the natural 
play of economic forces; for, in the administration of his private 
budget, the taxpayer always finds thl; point of equilibriuII,l by dis
counting the possible differences in tax-burden, assuming that the 

·latter is great enough to influence the conduct of the consumer and 
the saver. This implies that he,will avoid the employments which 
bear a relatively greater tax-bur<;f.en, thus disappointing the expecta-
tions of the Treasury. . 

§5 

.The taxes on contracts have been increasing as a result of the 
broadening of their field of application and the continual raising of 
the rates. 

They strike new savings through the negotiations that direct 
these savings to new production, and they follow the savings through 
to every new transfer and every occasion on which, from time to 
time, they manifest themselves. If, after years of slow accumulation, 
the saver seeks a permanent placement of his funds through the 
acquisition of an immobile investment, this investment is struck by 
higher tax-rMes; and at his death, his estate, which is the accumula
tionofhis ailDual savings on which all the taxes of successive transfers 
have. been paid, is still subject to the higher tax on successions. 

Throughout the series of transfers there is a series of duplications. 
It may be granted that every transfer _. whether ~r not a considera. 
tion is involved in the transfer - brings to the buyer an increa,~e in 
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his patrimony. The tax, however, is not lirillted to striking only the 
increase; usually it strikes the whole value, which is the objec~ of the 
contract, and therefore strikes the original saving again and again. 

The point may be made more precise by mean,s of examples. 
Let us suppose first that out of an income of 15,000 Brown has saved 
5000. From our principles it follows that ifhe has paid a io per cent 
consumption tax on 10,000, he ought to pay a 10 p'er cent transfer 
tax at the time that he buys 5000 worth of bonds. -Let us suppose 
that later he sells these bonds for 6000. The buyer will have t6 pay·' 
the 10 per cent tax on the 6000, since this is new saving entering th~ 
market. But the seller will also have to pay a tax ~)D the 6000 when 
he spends the money in the acquisition of other securities. It is here 
that the duplication appears, since he has already paid on the saving 
of 5000 and should owe the new tax only on the IOO() by which his 
patrimony has increased. , 

Another characteristic case is the following: Brown has pought a 
house for 100,000 and Smith has bought land for 100,000. Both have 
paid the corresponding tax. Now they decide to exchange the two 
properties, the value of which, by hypothesis, has not increased. 
They should not owe a new tax, bQ.t they pay it. The duplication is 
partial, but it does exist. 

To eliminate these duplications is difficult and often impossible. 
It would be impossible in the daily transfers of securities and of 
mobile property in general. But this category may be provided for by 
keeping the tax-rates low, so as to make it possible to argue that the 
taxes collected on the basis of these tax-rates correspond approx
imately to the greater value which· the exchange for consideration 
assures the buyer, who is the subject of the tax. 

It would be possible to make an analysis which would avoid 
duplication in the transfer of ownership rights in immobile property; 
but it is precisely on such transfers that almost all legislation main
tains higher schedules. 

It is alleged,' as a reason for this, that immobile property -such 
as land and buildings -:- changes hands infrequen~y, as compared 
with mobile property and securities. But this explanation leads one 
to think that the legiSlator considers the real property and its owner 
as object and subject of the tax,' respectively, instead of regarding 
the purchase price as the object and the buyer as the subject. , 

The purchase price is the saving accumulated by the buyer who 
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owes a tax on the amount saved. This amount is not changed by the 
fact that it is used to acquire a piece of real property or a government 
bond or an industrial stock. In any case, moreover; the saver does 
not submit without resistance to such disparity of fiscal treatment; 
for he will discount the purchase price, to the disadvantage of the 
seller, . to the extent that the tax is eXcessive- that is, to the extent 
that it reduces "the current rate of interest on capital investnfents .. 

§6 

To sum up: we find ourselves confronted by two theories: that of 
the fee and that of the tax. 

·':p1e first would argue·that all transfers, as such, should pay a fee 
as the charge for a special public service . 

. The second regards saving as the sole basis 9f and reason for the 
. tax, and utilizes· the n:.ansfer as merely the occasion for collecting 
the tax. This theory, when elaborated in such a way as to take 
accdbnt of the criticism stated above, would be sufficient to explain 
the phenomenon of taxes on busin«;ss. 

But in order to explain the concrete phenomenon, as it results . 
from existing laws, it is necessary to have recourse to the combin~d 
action of the two theories. 

Hence the charge that is levied at the time of registering a deed 
t)f sale would consist, first, of a part that is the fee for the special 
service of registration; second, of a part that is the fee corresponding 
to the special service which consists of the pledge assumed by the 
State to insure the execution of the contract; third, of a part - the . 
largest- that is an "indirect tax on saving. . 

Taxon Successions 

The high taxation of transfers of ownership rights in immobile 
property-which, after all, represents the beginnings ofa consolidated 
nucleus of savings that is incapable of avoiding ascertain~ent 
by the Treasl,lTY' '- foreshadows the inheritance tax. The inherited 
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estate represents the net savings accumulated. by the deceased 
during his life-time, as well as the savings -which' he may have 
inherited. . 

The value of this estate constitutes the object of the tax on succes
sions and is ascertain,ed at the time of transfer - throqgh bequest or 
.through administration in accOrdance with the legal provisions 
covering inheritance - from the deceased to the heirs and legatees. 

The subject of the tax is the heir or legatee, because the testator 
no longer exists, and the heir is called upon to pay. According to the 
law of most countries, however, the heir accepts the inheritance with 
the privilege of inventory - that is, he pays a tax on the inheritance 
only if he finds that the estate which he inherits is large enough to 
pay the tax, after deduction 'of all debts. The sacrifice involved in 
the payment of the tax has therefore already been bome by the 
deceased, whose estate pays the lax.~ 

Hwe suppose, for.the moment, that theInheritanc~ ~ is abol
ished. and that other conditions remain .. equal, then the deceased 
would have had to pay a larger tax on his.income every year. For 
this reason, it is theoretically correct to say that the inheritance tax 
is an income tax the payment of which has' been p.ostponed to the 
moment when the property passes at death. In other words, th~ 
object or basis of the tax is the accumulation.ofannualincomes sav~ 
by the deceased during his life, and. the tax is the accumulation of the 
annual taxes not paid by him dUPng the same period.· 

Hence the tax represents a tax debt Jlf the deceased to the 
Treasury which falls on the inherited estate and is paid by the heir. 
But this payment, which concerns the deceased, is only a pan of the 
tax on successions. 

Ii is this circumstance which has given rise to the old question 

• If the heir is to be regarded as the subject of the tax, we should be going back to 
th~ old concept of eminent domaUr, by virtue of which the State would have. granted 
• new concession and the heir would have paid for that concession. . 

• This theory may be applied to all indirect taxes, inasmuch as all of them may be 
considered income taxes, the payment of which is postponed to the moment of con-
8umption or saving. But while recourse is had to these other in direct taxes because 
of the impossibility of ascertaining income dilectly and completely, in the case of the 
tax on successions the sum of the incomes saved is susceptible to direct ascertain-
ment. -

On account of this circumstance the tax on successions has been regarded by BOme 
writers as a direct tax on the estate (impolta diTetta lUI patripwnio); but this is. question 
of words, more than anything else. The fact is that the inheritance tax has possibilities 
of development and of fiscal functions of which taxes levied on the documentary 
transfer of property would be incapcble. (See Book IV, chap. v, § 9.) 
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whether the tax on successions, in being commensurate with the 
capital value of the inherited estate, consumes a part of the capital. 

If we admit that the tax on inheritance is the sum. of the annual 
taxes which were not paid by the deceased, it follows that the bas~ 
of the tax is the sum of the corresponding annual incomes, which are 
translated into the capital value of the inherited estate. Now, in 
order,to decide whether the tax consumes part of the capital, it is 
necessary to break up the tax and distribute it over the number of 
years lived by the saver. It is a question of fact, depending on the 
height of the tax-rates; but in a majority of cases it will appear that 
a tax on capital is not involved. 

Even if this criticism of the tax on successions is not always .well
founded, it is nevertheless true that the annual savings have been 

• invested in production, with the result that in order to make defini
tive payment of the accumulated. debt, which is. due in a single 
instalment, the heir is usually forced to liquidate some investments 
quickly. The consequence is a corresponding disturbance of the 
equilibrium that had been achieved - that is, financial embarrass
ment of the business. 

Hence the mere fact of postponing to the time of death the tai
debt accumulated during the life of the deceased would not explain 
and make acceptable the tax on suc.cessions. For the latter tax is in 
excess of the mere sum of the taxes which were not collected during 
the thirty-two years of the average life of the deceased; and it is 
this excess that constitutes the specific problem of the tax. 

This excess is the part that concerns the heir. 
Thus the tax on successions consists of two parts: one is the debt 

accumulated by the deceased; the other is the new tax which falls 
.on the heir. In all cases, however, the sum of the two is assessed on 
the inherited estate; this means that the excess depends on the sub-
jective valuation of the. heir. . 

§8 

The inheritance tax is very old; but in the course of history it has 
undergone several transformations - that is, it has provided the 
theoretical cover for payments of different kinds. Sometimes it has 
been regarded as a participation by the State in the inherit~nce, 
perhaps as a remini~cence of the State's right of dominion:over 
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everything and everyone; at other times it has been regarded as a 
recognition of the position of vassalage occupied by one who i~herits 
a fief; it has also been regarded as the price due from the deceased 
for the acquisition of the right to project his will beyond the grave, 
and so. forth. 

But the very fact of the antiquity and permanence of the tax, 
_ despite the multiplicity of theoretical constructions which have 
grown up .about it, makes it possible to emphaSize the .common 
element in these constructions: namely, that the moment at which 
the inJteritance passes to the heirs is di.e most favourable time to' 
insist upon and obtain more·easily the payment of a. tax from the 
heir. Assuming that a given sum must beexatted, it is less painful 
to divide this sum between the decedent and the heir than to place it 
exclusively on the former, by increasing his annual income tax during . 
his life-tiine. 1 . 

This is an elementary truth, which is valid whether the tax is 
proportional or whether it is pi"ogr~sive, and whether, in striking 
the heir, it does or does not take account of the degree of relationship 
between him and the deceased. It is a basic guiding principle whiCh 
cannot be renounced if it is desired ·to construct a tax system that 
will reduce the sacrifice of the taxpayers to a minimum and facili
tate the collection of taxes. 

If, then, we accept the proposition that the inheritance tax is a 
useful organ in a perfected fiscal organism, the problem that is really 
important is that of its amount. 

We must separate sharply two periods, which also correspond to 
the two purposes that the tax on succ;essions - like progressive taxa
tion in general-may envisage. One of these purposes is to transfer 
the tax-burden from mcome which is being produced, to income 
which has been saved, and from present saving to s'loving accumulated 
by past generations, without destroying the incentive to increasing 
accumulation. The other purpose works in the rurection of equal
izing the distribution of wealth, through the complete or partiat 
transfer of inheritances to the State. 

- In the first case, if it is desired that the amount of the tax should 

. 1 I should like to point out that this consideration ought not to serve as a preteXt for' 
legislators, in countries in which the tax on successions has been abolished, to re-estab
lish a tax of this kind by simply adding it to the taxes that have been introduced or 
increased in compensation for its abolition. When theory speaks of distributiOfl, it 
always supposes that the quantity to be distributed remains constant .. 
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leave intact the incentives to save, the tax must be regarded as bear
able by the heir - that is, the height of the tax must not exceed the 
limit which is set by the greater inclination or williDgness to pay 
taxes which is evidenced by the heir. Vt{e have admitted that, from 
a hedonistic standpoint, there is a break of continuity as between the 
deceased and his heir, inasmuch as the former has had to incur a 
cost of production, whereas the latter is able to enjoy the accum
!1lated patrimony without incurring such cost. But we must not 
jump from this circumstance to the conclusion that the heir is dis
posed to pay the tax, or· does not . mind paying regardless of how 
much higher it is.' We.mustnot forget that the heir of to-day will 
be the deceased of to-morrow, and that the t~paid by him to-day 
cannot help influencing his future conduct 3l a. saver. Thus isre
established, through the perpetual circle whereby each heir becomes 
a.testator, a higher economic continuity. . ... . 

Economics is not in a position to state the concret~ extent of the 
limit to the tax on successions which is . provided by this circum
stance; its extent is, however, to be found by the experience which 
has been obtained through the moderation of the absolute height of 
the tax,· the adoption of proportionality or only slight progression, 
and the exemption or the very light taxation of children and close 
relatives. 

The legislation that regulates inheritance taxation in the first 
period of its existence is guided precisely by these criteria, which 
harmonize with that ge~eral orientation of economic policy which 
tends to avoid impeding the indefinite accumulation of wealth.' 
And it is also in this period that the tax on successions is merelY!lne 
of the taxes on transfers and constitutes, together with the taxes on 
contracts, a single problem which may be explained by the same 
theory. 

§9 

But with the introduction and the development of the principle 
of progression an·d that of the discrimination of incomes there begins 
a second life-period for the· tax on successions also. This period is 
characterized by the following circumstances: (a) children of the 

1 This proposition haa been advanced in some recent treatises. 
I Cf. Book II, chap. VII, § I. 
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testator are taxed and the tax-rates levied on the other relatives are 
increased; (6) continually increasing progressive taxes are levied on 
inherited shares; (e) another progressive tax-rate is applied to the 
total value of the estate Wore it is divided into inherited shares; 
(d) aD additional tax is levied on those heirs who have a patrimony 
of their own. S 

These four points derive from the principle of progression. 
In fact, if it is supposed that the latter principle prevailed during 

the life of the testator, it is clear that his. tax-debt has gro~ in 
amount as the result of the increasing tax-rates which were not 
paid on the increasing ~ual savings during his lifetime, and that 
this tax-debt must in the end be assessed against the inheritance 
in a progressive form '£,efore the estate is divided among the heirs 
and legatees. . 

Similarly, the percentage of tax . on each individual inherited 
share is progressive also with respect to the heir, whose ev:aluat;ion 
of utilities decreases as the amount of inherited share increases. 

Thus, also, the principle of progression leads to the more severe 
treatment of distant as compared with close relatives. Such a 
differential treatment would hardly have been understood when 
the family was a small state, a political nucleus, which was regarded 
is being represented by the legally designated herr. But nowadays 
the family has come to be regarded as an exclusively natural organ
ism based on .spontaneous relations of affection,which become 
attenuated as we pass from children to grandchildren or to brothers, 
and virtually disappear beyond the tint degrees of relationship. 

This successive loosening of the bonds of affection can be included 
within the framework of the general theory of progression, in so far 
as it is possible to argue that the gap in economic con~uity between 
the deceased and his distant relative is greater than that between 
the deceased and his son. Hence the subjective valuation by the 
heir of an estate which he inherits from a distant relative or from 
a stranger is small as compared with that which he ~ould attach 
tooan estate inherited from a father. 

And finally, if the heir has a patrimony of hiS~own, to ~hich 
the inherited patrimony is to be added, the ~al evaluation 

S Tbia programme, which outlines the gt'Df'I'IIlteDdency, baa not been adopted in its 
entirety in all countries. In Italy, for ClIIIDlp1e, a progressive estate-talt - i.e., a talt 
_ the whole patrimony before it is divided into inherited.shares - was proposed, but 
was DOt adopted. 
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placed upon the latter will vary inversely with its size. If, for 
example, a person inherits $100,000, his marginal evaluation of the 
inherited patrimony decreases more rapidly if he already has a 
patrimony of $100,006. 

This is the framework within which the tax on successions has 
developed. 

Now, if it were a question only of distributing a given amount 
of tax in accordance with· these four criteria, it is not impossible 
that the final result would be a fairer one. 

But the problem changes if, instead, this framework serves as 
a basis for increasing the absolute burden o(the tax in four different 

. yet converging ways. • 
This is.. precisely what has happened, chiefly as a result of the 

principle of discrimination, according to which {al the person who 
has a patrimony - even if he has formed it out of his own savings -
must pay more than the person who is engaged in the process of 

. forming it; and (6) a person who inherits a patrimony is obligated 
to pay a still higher tax, on the ground that he thus acquires wealth 
which he has not earned. 

To the political tendencies favouring progressive taxation and 
discrimination are added popular ideas' and doctrinaire pre
conceptions against inheritance. 

The result of the combined action of these operating forces may 
be seen from an examination of a few conclusive figures illustrating 
Italian experience. 

§ 10 

In Italy, taxation of inheritances from father to son began with 
the levy of a proportional tax-rate of '2 per cent, the so-called 
'legitimate portion' allowed by Roman Law being exempt from 
taxation. But by 1897 the taX-rate had already risen to 1·6 per cent. 
From 1897 to 1921, - in less than twenty-five years, therefore,
under the influence of Socialism, the tax-rates were raised from the 
proportional rate of .1·6 per cent to a maximum progressive rate of 
.36 per cent for direct descendants; from a proportional rate of 4"5 
per cent to a maximum. progressive rate of 43"2 per cent on bequests . 
between husband and wife; from a proportional rate of 7 per,cent, 
to a maxjmum of 50"4 per cent on bequests betwet:I\ brothers;. from 
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a proportional rate of 15 per cent to a maximum rate of 90 per cent 
between. relatives more than ten times removed, reIatives by mar
riage, and nOlloo!elatives. 

Nor is this all: Italian law has ordained a complementary fee, 
whereby the heirs - with the exception of parents, descendants, 
or husband and wife - pay 6 per cent, 9 per cent, and 12 per cent 
of the sum inherited, whenever the latter is more than 80,000 lire, 
and when they have a patrimony of their own of 200,000 lire, 
400,000 lire, or 600,000 lire, respectively. 

In this case,the maximum tax-rate may rise as high as 90 per 
cent, ~nd even 102 p~r cent, whenever the inherited property 
consists of immobile prop~rty the registered transfer of which is 
obligatory I 

If, now; we take a patrimony of a million lire - which is not, 
unusually high, in view of the depreciation ofthe lira - and slippose 
that the transfer is from father to son, we find that in J 866 the 
latter would have paid 2000 lire; in 1888, he would have paid 
12,000 lire;·in 1897, 16,000 lire; .in 1921, 168,000 lire; and if we 
suppose that the transfer is from uncle to. nephew - who often stand 
in a family relationship similar to that existing between father and 
son ~ we find that in 1897 the nephew would have paid 85,000 lire, 
and in 1921 he would have paid at least 360,000 lire, on the further 
supposition that. he had no patrimony of his own. 

It is illuminating to compare what a son would pay in Italy· 
and what he would pay in other countries on an inherited estate of 
a million lire: I 

Belgiu~ 
France 
Germany 
Italy 

39,000 
60,000 

66,500 

168,000 

lire 

" 
" 
" 

At this point, taxes on successions pass out of the framework 
provided by the general class of taxes on property transfers. They 
are no longer used to complement or counterbalance indirect taxes 

I I have not takenac::count of other secondary conditions, the cumUlation of which 
increases the magnitude of these figures, in some cases notably. l!.articular mention ~ 
merited by the little volume of G. Gussti, which is full of data ajld cases that came to 
the author'a attention in the course of his profession as notary - cases which seem 
improbable, but are nevertheless true (11 regi71Ul fiscale delle ~ce.ssioni e donazione, 
Milan, Stampa commerciaIe, J9ZZ).· - . 
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on consumption; on the contrary, they become distinct from the 
latter, being intended to fall upon and absorb directly savings 
accumulated out of income. 

This constitutes a new· and difficult problem. 
We are no longer confronted by a tax, but rather by a device 

having the form of a tax which; as a result of the pressure of the 
socialist group; the timid acquiescence of the propertied classes and 
the indifference of the professional classes - was tending tow~rd 
the confiscation of inherited wealth. . 

This is one· of the most characteristic modem aspects of the 
struggle that is being waged on the mattet of inheritance between 
the haves and the have-nots, between those who live on.the proceeds 
of present labour and those who live, wholly orin part, from the 
labour of past generations. We are now faced by a 'prime fact' of 
a political nature, which is tied up with the levelling influence of 
progressive taxation and the device of discrimination. The ,three 
devices constitute a fiscal group in themselves. 

§II 

We know, then, that our further theoretical investigation must 
consist of ascertaining the economic and financial effects of a high 
inheritance tax on the production and distribution of wealth and 
on the budget of the Treasury. 

First ofall,Q.t works aglPnst the incentive to save and accumulate.) 
People save to assure themselves a comfortable old age, but 

above all to assure and improve the future prospects of their children 
or. to insure the continuity of the family. There may be" other 
motives which impel the individual to accumulate, but they are 
usually motives which are of secondary effectiveness; in" any case, 
they are associated with a desire on th~ part of ~e saver to dispose 
of his savings in his own way, by 9.evoting them to certain definite
cultural or charitable or religious purposes - that is, purposes 
different from those to which the State would devote the proceeds 
of the tax. In any case, it is not our'purpose here to make a list 
of all the possible motives for saving, but to recognize that the 
larger or a large part of saving is produced by motives which have 
reference to the future of the family, or which are tied up with the 
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particular purpose to which the saver wishes to devote them, inde
pendently of the purposes of the State. If this is granted, it follows 
that if saving were to be entirely absorbed by the Treasury at the' 
death of the saver, the saver would have recourse, so far as he 
himself is concerned, to forms of insurance, and would cease to 
save for his children and desCendants, as well as for the particular 
ends that he wished to achieve. 

Now, that which is obvious if we reason on the assumption of 
the limiting case represented by the total confiscation of saving, 
seems to be so no longer when the tax is, indeed, increased, but 
still leaves to the saver ~d his children a par~ of the accumulated 
patrimony. Many writers maintain that man saves by instinct as 
do ants and bees. But in any case the instinct of saving. is sub
ordinated to another instinct, - namely, that of providing for the 
continuity of the family. If the possibility of satisfying the second 
instinct is removed, the first instinct becomes weakened. In any 
case, for the saving of the community to .be decreased, it is enough 
that some men should think through the economic aspects ()f the 
case. Thereby the rhythm of the increase of production is checked 
directly, and that of the increase of revenues is checked indirectly. 
. Undoubtedly there are effects, which 'work themselves out only 

in the long run and are not always visible, because one would have 
to be able to compare the actual amount of present saving with the 
saving that might have been undertaken if the obstacle of taxation 
had not cWted. ' 

Nevertheless, even if we admit th~ the' depressive effect of 
inheritaD.ce taxes on saving has not been considerable, this derives 
from the fact that even nowadays the tax has ta more potent and 
immediate effect on the distribution of saving, in so far .as it leaves 
to the saver the possibility of choosing investments· that may evade 
taxationJ 

In fact, savings may be invested either in immobile property, 
which does not escape ascertainment by the Treasury, or in mobile 
property, which escapes such ascertainment more ea,sily, or in bonds 
payable to the bearer, which escape completely; hence savings will 
choose the latter way. And if the Treasury should succeed in dis
covering and tracing such savings, there is the possibility of sending 
them abroad; and, in the last analysis, they may always be hoarded. 

These possibilities give, above all, an immediate explanation of 
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the fact that the expected yield from the tax has not corresponded 
to the extreme tax-rates. This may be explained by admitting 
either that saving has decreased or that it has succeeded in evading 
taxation. Moreover, numerous bits of confirmatory historical evi~ 
dence are to .be found in the past, and they are still visible in the 
characteristic tendency, in our time, for the political power of the 
richer classes to rest, not, as formerly, upon the ownership of land, 
which is national, but upon the possession of capital, which is inter
national. The mobility of capital is uncontrollable in its choice 
between investment at home and investment abroad. 

Inheritance taxes, then,. as a result of t4eir height, influence th~ 
distribution of wealth by encouraging the foimation of patrimonies 
invested in mobile property, and by deterring saving from forming 
or increasing patrimonies invested in land. Now, this distribution 
is anti-economic, because it is determined not by the calculation 
of maximum productiveness, but by the desire. to avoid taxation. 
Hence, to the extent that the latter influences the distribution of 
wealth, it reduces, indirectly, the productiveness of saving, and, 
directly, public revenues. 

§I2 

From the fiscal point of view,the inheritance tax is one of the 
most unequal. For, as has been pointed out, it shows ·favouritism 
to mobile property in the form of private and public securities 
payable to the bearer, and hence concentrates the tax-burden and 
its increase principally on lands and houses, - that is, on·a limited· 
category of taxpayers. 
. Confronted by tax-rates of 30 per cent and go per cent of the 
capital value, one asks how it has been or is possible to pay them. 
The answer is that the taxes were paid by those patrimonies in 
liquid form which escaped ascertainment. In other words, the high 
tax on successions has induced the testator to accumulate his wealth 
in the form of mobile capital, with the result that the heir distributes 
the tax, which falls only on the immobile part of the inherited 
estate, over the whole patrimony. Thus, if we assume that a son 
inherits a patrimony of a million, a half of which is in landed 
property reported to the fiscal authorities and the other h~ in 
hoarded cash or in bonds payable to the bearer which are not 
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reported to such authoritieS, it follows tliat the tax-rate of 30 per 
cent, which he ought to have paid on the whole patrimony, ~alls
as' a result of the progressive form of the tax - to 10'8 per cent 
on that part of his patrimony which is in the form of land, and in 
fact resolveS itself into a tax-rate of 5'4 per cent on the whole of the 
inherited estate. 

But the composition of the patrimony - 'that" is, the relation 
between the mobile and the immobile part - is not the same for 
all citizens and for all parts of a country; whence arise two new 
causes of inequality. " 

It should be noted, further, that the income from these bonds 
payable to the, bearer, as well as - to a smaller eX,tent - profes
sional and industrial incomes, escape in whole or in part the tax 
on 'movable property' and the complementary tax (or their equiva
lents), as compared with incomes froni land and buildings, The 
result is that the inheritance tax, instead of helping--' as. one.of 
the indirect taxes on transfers -- to correct or lessen the inequalities 
of direct taxation, merely increases and aggravates these inequalities. 

From what has been said we may proceed to conclusions of a more 
general character, analogous to those reached for progressive taxation. 

(a) If it.turns out that the tax on successions gives a relatively 
smaller yield; to the extent that it succeeds in its function as a leveller 
o£ fortunes, the policy tending ,to remove the burden of ,taxation 
from income and saving in the process of formation to saving accu~ 
mulated by past generations militates against the achievement of 
the aim that it is desired to accomplish, . 

(6) Ifit is admitted that savin'g isusefuIto the community, then 
it follows that savers are the technical instruments for the accumu
lation of capital, which increases the demand for labour and assures 
the increase of production to the· advantage of all the agents of 
production and the consumers. 

Now the saver is inspired by the incentive to provide for his 
children and to assure the continuity of his family; and for this 
reason inheritance is a necessary corollary of saving;. at least until 
it is proved that people are impelled to, save for the political com
munity as to-day they save for their families. 
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There is no modern and progressive country without the "insti
tution of inheritance; for only through inheritance can each new 
generation carry on the work of the preceding one and so give 
continuous and progressive movement to the economic development 
of the country. 

A tax policy that would force each generation to consume what 
it produces and to produce what it consumes in the course of its life
time would create a static society, a sort of 'proletarian republic', 
surrounded by capitalistic countries and destined to be absorbed 
by them.'. , 

A policy which recognizes the individual and collective useful
ness of saving and opposes inheritance' faces an insurmountable 
contradiction and must, sooner or later; provoke a reaction. 

For an example of such a reaction we may again turn to ~taly, 
which has abolished the tax on successions within the family.~, 

But the reform - precisely because it resulted from a reactit>n -
has overstepped the mark. Its error lies in the fact that it has 
given up the opportunity "to. utilize the moment when property is 
inherited to levy on the heir that moderately increased tax which 
he is capable of paying ail,d which it is ~ot to his advantage to 
renounce. 

A reform that follows logically from our premises would consist, 
in broad outline, of the following: " 

(a) The transformation of the tax on successions - that is, the 
amo':lnt it yields - into an increase of all direct taxes, whereby 
two of its major inequalities would be eliminated and it would be 
possible to avoid the danger of having to pay the tax all at once, 
through the liquidation of savings that have already been or that 
ought to have been invested to the community's advantage. 

(6)· Levying on the heir that part of the tax which concerns 

1 The Italian reform includes within the family nucleus (a) parents and children, 
(6) husband and wife, (c) brothers and sisters, (d) uncles and nephews. " 

At the time of writing this reform has already undergone a modification in that the 
exemption is made contingent on the condition that the husband and wife must have 
had at least two acknowledged children, including such as may have died; and the 
exemption is limited to such transfers as may have been made. by parents to two or 
more children and their descendants and from a husband to a wife (or vice- versa) 
having two or more children. . 
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him, and which ough~~to be a tax that is merely 'complementa:rY' 
to the direct taxes, in order to utilize the moment when he gains iP 
wealth to bring about a more economic distribution of the tax
burden. But the tax, regardless of whether· it is related to the 
capital on a proportional or slightlypl:ogressive basis, ought to be 
paid out 'of annual income. and. its' payment distributed over the 
income of several years. 

(e) The taxation of business corporations and government bonds 
through some form of taxation which would be. a substitute for the 
inheritance taX, the security holders being exempted from the 
formal obligation' to l'eport their holdings. . 

(d) The exemptiori or partial exemption of children, a surviving 
husband or wife, direct descendants and parents, and the !,eIatively 
heavier taxation .of more distant relatives, account being taken of 
the fact that natural attachments tend to restrict the • so-called 
f~y nucleus ~ore,and more. 

Thl Two Substitute .,. axes 

We have established the' general.·prh;lCiple that indirect taxes 
rest on the exchange economy and presuppose the.' rule' that all 
goods are objects of exchange. From this follows the coronary that 
where exchange is lacking, or cannot be ascertained, the reason for 
the tax does not disappear; on the cqntrary, it is .necessary to adopt 
other forms of equivalent taxes in order 1:0 strike the goods that are 
an exception to the rule. . . 

This general prinCiple l~ads us to .the problem oCthe substitute 
taxes to which recourse is had in two opposite cases: (a) that of 
goods that change hands very frequently, and often impersonally, 
with the result that they evade ascertainment and taxation a~ each 
separate transfer, and hence escape registration and stamp taxes; 
(b) that of goods which' change hands either not at all or very 
seldom, - as in the case of goods belonging to undying juristic 
persons, and which would therefore escape inheritance taxes. 

In the first case the place of the registration and stamp taxes 
is taken in Italy by the 'negotiation tax'i which is paid by insurance 

I [Italian: 'imposts tli negollitusione' - TranslatOJ"s note] 
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companies, business corporations, and in general by organizations 
issuing bonds, shares, and negotiable securities, and is commensurate 
with the value of the bonds issued. The individual security holders 
are thereby' freed' from the obligation to pay o~' each' separate 
transfer. 

The value taken as the basis of the tax is the real or market 
'value of the securities and therefore of the capital of the corporation, 
not the nominal value; this. is an obvious corollary of the principle 
that the tax falls on the savings of the buyer and hence the actual 
amount that he invests in the purchase. 

In the second caSe, the so-called tax on .'mortmain' takes the 
place of the inheritance tax and strikes the property of undying 
juristic persons through an annual tax on income, which is added 
to the other direct taxes. In Italy, the tax-rate, which used to be 
4 per cent annually, has been raised to 7·2 per cent. 

It is assumed that the annual tax of 7·2 per cent on the income 
of the mobile and immobile property which constitutes the patri-
mony of the organization is equivalent to the tax on successions, 

-which ought to be levied about every thirty-two years, on the 
average. The usual progressive form of the inheritance tax makes 
it somewhat difficult to verifY .the mathematical exactness of 
this equivalence. What is involved,. therefore, is an average calcu
lation of a broadly approximate Character, which is not of decisive 
importance. 

On the other hand, the importance of the tax on 'mortmain' 
from the standpoint of theory is much greater than its importance 
in practice; for it confirms the -principle according to which all 
goods are obligated to pay. direct and indirect taxes, so that the 
abolition of indirect. taxes brings an automatic increase in direct 
taxes. Thus the tax adumbrates tlie reform indicated above, con
sisting of the transformation of the tax on successions into an annual 
.increase in ail the direct taxes, 
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C}JAPTER., I 

THEORY OF PUBLIC LOANS 

Summary: Concept of, the extraordinary budget in the individual 
business - The same concept in the business of the State: the extra
ordinary tax ,on property - The private sale- and loan-transactions 
that derive from it - The subjective preferences of ~e groups made 
up of owners of immobile property, capitalists, and professional 
people - The series of private loans is transformed into a single State 
loan - The differences and the economic superiority of the public 
loan - The question of professional people - The extraordinary 
levy is not a levy on capital - Interest on the public debt is a matter 
of debit and credit - The role of these debits and credits in auto
matic amortization - The' importance of the expenditure, in the~ 
economic calculation with respect to the I(Ldvisability of the loan.' 
from the standpoint of future generationsl 

THE fiscal organism examined thus far 'pJovides for the ordinary, 
normal, and continuous eXpenditures of the State; hence it is not' 
complete unless there are added to it other instrumentalities designed 
to provide for the, 'extraordinary' needs which may possibly arise 
at great intervals 'in the life of the Sta~e, as they may arise in the life 
of an individual. 

We may abstract, for the moment, 'from the nature of the expendi
ture, but not from its, amount; for, whatever the cause or the purpose 
of such expenditure, our problem arises whenever the ordinary taxes 
on income are held to be insufficient to cover expenditure. What is 
involved, therefore, is an expenditure which can be made only once 
and may be provided for out of revenuewhioh is to be raised only 
once; since, if we take the wealth of the country as' given, neither the 
expenditure nor the revenue - on account of their magnitu<te
could ever become a regularly recurring item in the annual budget 
of the State. 

I The theory of the public loan which is expounded here was first published in the 
GiomQle degli eCOfIornisti Oanuary, 1893), and was reprinted with some additions ill my 
Saggi di economill eli_II (1898). ' 
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We start with the customary elementary premise that the budget 
of modern States develops in harmony with the budgets of the 
citizens, the two together representing the organic budget of the 
nation. In fact, we may begin with these private budgets in order 
to establish more precisely where ordinary finance ends and where 
extraordinary ~ance begins. 

Let us imagine a person called upon to face an expenditure 
which, because of its magnitude, he decides he cannot meet out of 
his annual income, even if, in order to make ~ many concessions 
as possible,. we should include in.his annual income the amount of 
savings that he was accustomed to make annually, or even-the larger 
amount of savings that he might be disposed to make by reducing, in 
the course of the year, his ordinary standard of living .. 

Now, if the sacrifices that he makes during the year are not 
sufficient~ he will have to sell a part of his property, or he will be able 
to contract a loan which, from the economic point of view, is an 
attenuated form of alienation. . 

At this moment, we may say, an extraordinary admmistration of 
his affairs begins, since the equilibrium represented by his old budget 
is definitively ruptured. This means that, ceteris paribus, he will have 
to reduce permanently his future standard of1iving. . 

BUt even if we accept the broad and empirical concept which is 
involved in regarding his extraordinary administration as beginning 
with the concrete fact of the sale of his property, the boundary line 
between 'ordinary' and '~traordinary' administration will always 
dep!!nd, to sqme extent, on the capacity and the will to save, which 
varies from individual to individual. 

This sUbjective. gement prevents us from discovering a more 
rigorous and more objective formula which would fix the line of 
demarcation, within the budget of each individual, befWten extra
ordinary and ordinary administration. 

Let us. now carry this concept over to the finances of the modern 
State, which operates in the name of the community and whose 
conduct cannot be separated from that of the taxpayers. 

First of all, the extraordinary public expenditure - for ex~ple, 
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a war indemnity -- which appears in· its budget, must be distributed 
among the individual taxpayers, and the share assigned to each tax;' 
payer becomes an extraordinary expenditure for which each tax
payer must make provision. 

Before coming to the determination of these individual shares, 
the modem State will also consider the problem of reduCing ordinary 
public expenditures. Nevertheless- and in· this respect it differs 
from the absolute State, in whose budget extraordinary expenditure 
would be merged with the private expenditures of the sovereign,
it will not be able to go far in this direction, in view of the instru
mental character of public services, a reduction of which might react 
on the production of pnvate goods, thus simultaneously blocking 

~ and drying up the very source of both private and public income. 
In the second place, the State will seek to increase --direct and 

indirect taxes on income, whereby it will induce each taxpayer to 
lower, as we have already said, his present standard of living. _. 

When this limit is regarded_as having been reached, the State will 
pass to the sale of its patrimonial goods, if it has any. But we have 
seen that it will, as a rule, already ha:ve sold such goods to members 
of the community, because it can recover their value from the com;' 
munity, whenever circumstances make such action desirable, by 
means of a tax .. 1 

This tax is the 'extraordinary tax on. property' . In pure theory it -
is supposed that the modeI11 State will have rec.ourse to.such a taX , 
at the very moment at which the individual has decided to sell his 
property in order to pay his share of the extraordinary expenditure. 

This share. may be, for example, a fifth of his property;· but it 
must be pointed out immediately that 20 per cent of his property 
is not a fifth part of the value of his property. We already know that 
modem taxes exclude payments in kind, the sale of which would 
then ha.ve to be undertaken by the State. We have already seen that 
the tax on the product (the tithe, for example) has been transformed 
into a tax on income, in order to force the taxpayer to undertake. 
the responsibility and the risk involved in sale~ The same is true of 
the extraordinary tax on property; hence the owner will, in fact, 
have to sell as large a part of his property as is necessary in order to 
realize 20 per cent of its value. This value is fixed by appraisal at 
the momen.t when the tax is first levied - that is, before the new 

1 Cf. Book I, chap. n, § 10. 
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offer o( lands: and houses and securities, which will be thrown on 
the market, will have lowered prices • 

. To sum up: from ordinary taxes on income we pass to the increase 
of such taxes, and then, merely as a result of this . quantitative 
increase, to the extraordinary tax as a percentage of the value of 
property. 

The extraordinary tax· presents itself, therefore, as a logical 
extension of taxes on ineome, and must be considered as the first fiscal 
instrument available for the extra.ordinary finance of modern 
States. -

. When, in dealing with the economic problems of the individual, 
it ~ said that an individual sells' a part of his property in order to 
meet an extraordinary expenditure, the problem is thereby ex
hausted ........ that is, it does not go beyond the budget of the seller, since 
we do not have to concern ourselves with the buyer of the property. 

But when we pass to public finance, which has to do with the 
economic problems of the community, the buyer cannot be ignored, 
since it is impossible. to conceive of all taxpayers'selling their 
property without taking account of the other parties who buy it. 

As against the State, iq this specific problem, the community 
consists of two persons ~ a seller and a. buyer, or a borrower and a 
lender. 

The extraordinary tax gives rise to a sale- or loan-transaction 
between two taxpayers who do not have homogeneous interests. 
If all wished to sell and none wished to buy, or if all wished to borrow 
and none to lend, an 'extraordinary levy would not be possible. 

It is on the existence of these relationships that the ~eory of 
. emergency finance is based. - ........ 
r" This is no't"trUe of ordinary taxes on income, With respect to which 
all taxpayers form a homogeneous group, since all have an income -
from land, or" buildings, or capital, or industrial or professional 
activity - and the tax-relationship exhausts ,itself in the dealings of 
the State with each individual taxpayer. 

Similarly, if all property had the same composition and each 
property-owner had at his disposal a certain amount of consumers' 
2'oods or of money, the extraordinary tax on property would b~ paid 
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directly by everyone, and would give rise to neither sale- nor loan
transactions; the tax-relationship exhausts itself in the dealings of 
the State with each individual taxpayer. 

But this is not \\!hat happens, in reality; the sole hypothesis on 
'which we can reason is thcit.the various holdings of private property 
differ in composition. 

AI, the result of individual preferences, there are those who choose 
to put their savings into immobile investments in the form of land, 
houses, or industrial plant. For the sake of-simplicity, we shall 
include all these owners of fixed capital under the single heading of 
'landowners'. Over against. these, there are others who prefer to 
accumUlate and keep their wealth in liquid form ~ that is, in short
term i4Vestments - so . as to be able always to turn them· to new 
uses, in whole or in part. We shall call this group the pure 
'capitalists'. . 

Side by side with these two groups there exists a group made JlP of 
professional people and workers, who live on the income from 
labour. These we shall have to discuss separately. 

Thus the extraordinary tax on property falls formally on all 
prop~rty_owners; but we know that behind this apparent uniformity 

. it acts differently on the various groups by creating contractual 
relatiol)Ships involving sale- or loan-transactions between the first 
and th'e' second group, and creating a. separate problem for pro
fessional people and labourers. 

§4 

. Up tlll now we have not _~erentiated between sales and loans; . 
. now we must distinguish between the two possibilities. 

In the first case, since we have excluded th. e possibility th, at the) 
State may collect the tax on property in kind, the State has no 

, alternative to the extraordinary tax on propertyt which is theoretic
ally bound up with- the sale-trall$action to which taxpayers I have 
recourse. 

In the second case, on the other hand, there arises the possibility 
of transforming the series of private loans into a public loan. 

Let us first see which of the two hypotheses is closest to the reality 
(>fthe present day. 



EX: T. R A 0 R DIN A R Y PUB LIe FIN A NeE 

From the point of view ofobjective value, it isa matter of in
difference whether onesells or .contracts a loan. That is, it is all the 
same whether one sells a piece of property in order to realize $5000 
onee. and loses for ever the annual income of $250, or contracts a 
loan of $5000 and pays anan!lualinterest charge of $250 in per
petuity. 

From-the point of view of subjective value, however, observation 
tells us that the landowner will prefer to contract a loan, in order to 
preserve his land as a field of future investment for himself or for his 
heirs, to whom he attributes·· tastes and preferences like his own. 
When he uses his future savings to pay the debt, it is· as if he were 
investing· them in the purchase of land. 

Similarly, the capitalists who have chosen for their savings short
term investments ~thatis, loans --- for the sake of preserving the 
greatest possible freedom in the disposition of their property, dislike 
'immobilization' and will prefer the making of a loan to the purchase 
of land and houses. 

We may therefore start from the premise that the extraordinary 
tax on property resolves itself, by prefetence, into a network of 
private loans bearmg interest. . . 

. On this network of private loans i.s founded the theory of public 
loans. In fact, the State can abolish the instrument of extraordinary 
taxation if it asks as a direct loan from the group of 'capitalists' the 
total sum that they were prepared to lend to the owners of immobile 
property, and if, at the same time, it askS from the owners of im
mobile property a sum equal to the interest that they were prepared· 
to pay the 'capitalists'. 

The State makes itself intermediary between private lenders and 
borrowers, combines in a single inclusive figure the sums demanded 
as loans, contracts in its own name a single loan for the totl};l amount 
it needs, and obligates itselho pay a uniform rate of interest on each 
hundred dollars subscribed by the lenders. 

Even at this point the operation thus concluded by.the State ip 
fact transforms the multiplicity of individual .obligations into a joint 
obligation of the debtors - and this is true not only of the debtors 
who in fact had contracted or would have contracted the loan, but of 
all the taxpayers, including those who have the money to pay the tax .. 

It will immediately be observed that this extension of the Joint 
obligation from the actual borrowers to. thosewho,having ~~ their 
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disposal a sum sufficient to pay the extratmlinary tax, did not have 
recourse or would not have had recourse to borrowing, does no harm 
to the latter, since they can now use the same sum to subscribe to the 
public loan, thus be~oming, at one and the same time, creditors with 
respect to the interest and debtors with respect to the equivalent tax. 

At this point it may already be concluded tha~ the transformation 
of individual obligations into a single joint obligation of all the tax
payers eXplains why the rate of interest on the public debt is usually 
lower than the current rate of interest on private debts. In fact, this 
result is advantageous for both the debtors and the creditors: the 
former pay a lower rate ofmterest, and the latter are more certain to 
collect their interest. 

This is the first cause that explains why the public debt is, as 
compared with the extraordinary tax on property, a more econom .. 
iC!lI6scal instrument for the commUnity, and therefore for the State. 

But it is not the only cause. -

Private loans necess.arily have a fixed maturity-date; public loans 
often do not have one. The State obligates itself to pay the interest 
annually; butit usually reserves for itself the right to pay the principal 
at that moment which it considers the most convenient. This is the 
prevailing form of public loan in modem States, and we shall take 
it as the basis of our argument. 

It is said that this comes about because the life of the State - or 
the life of the community, in the name of which the State functions -
is perpetual as compared with the -life of. the sovereign of ancient 
States, or of the form of govem~ent, which is also short-lived in 
modem States. This is true, but this formal condition still does not 
give a good reason why the relatively perpetual character of the 
public debt would be more advantageous to the borrowers. 

In order to explain this fully, it is necessary to take account -of 
another circumstance: namely, the fact that the public loan is con
tracted by means of voluntary subscription to, bonds which are 
negotiable, and which the State seeks to make as negotiable as 
possible by issuing th~m to the bearer and for round figures, which 
range from- a minimum to a maximum amount: 100, 500, 1000, 

10,000, 20,000, 50,000 .. 100,~0, etc. 
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In view of this circumstance, the State could not pay at the date 
of maturity such large amounts of debt, unless it had recourse to a 
new loan; it might just as \Yell keep the old loan. 

Private loans' necessarily have a fixed matunty-date, which pro
vides protectionagainsi the risk of failure, death, or disappearance 
·of the individual debtor; this danger is eliminated in the case of the 
public loan by the anonymous solidarity of all the taxpayen;, present 
and future. . , 

The subscribers to the public loan have a double advantage: 
they may either hold on to a stable investment, or they may realize 
on it at any time by selling the securities. Similarly, the State can 

. buy on the open market the securities representing its debt, and thus 
in effect extinguish it in part. There is, therefore, an advantage to 
both of the contracting parties. . 

To be sure, the debtor State seldom has recourse to the buying of 
its own securities. Instead, it exercises its right to pay the old 
creditors at that moment which is most favourable from its own 
standpoint. Now, this represents a unilateral advantage; for,. if the 
accumulation of savings reduces the rate of interest, the State is able 
to contract a new loan under better conditions and reimburse the 
old creditors; and, vice versa, it does not have recourse to conver
sion when the rate of interest rises. In: order to. equalize these two 
possibilities,. in the interest of the first subscribers, it is customary to 
include among the conditions of the loan the provision that the 
State will not retire or convert its securities before a certain number 
of years have passed. 

Naturally, if one were to undertake a 'minute analytical investiga
tion, and were to take into account personal circumstances, one 
would find that sometimes the lack of it maturity-date may harm the 
creditor. But on the whole, it maybe concluded that, given the 
easy negotiability of the securities, the absence ,of a legal maturity
date has, in fact, resolved jtse1f, in the great majority of cases, into a 
daily maturity.,date, which may be enforced freely by either of the 
two contra.cting parties. 

§6 
The circumstance that the securities are negotiable has other 

consequences of considerable importance. First of all, it brings about 
a contimiou~ redistribution of the public debt among savers, with the 
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result that the securities are always placed with people who consider 
it relatively more advantageous to have their own savings invested 
in this way. 

Because of this process of continuous and easy redistribution,the 
raising of an extraordinary levy through 'the flotation of a public 
loan causes less of a burden than an extraordinary tax on property 
would cause. The private debts to which the latter would give rise 
could also be transferred~ but not with the ease and safety character .. 
istic of government securities. 

Similarly, the public loan broadens the market of subscribers to 
the extent that it attracts foreign investors; It is obvious here also 
that foreign -capital may participate in the private loan to which an 
extraordinary tax on property would give rise; but it is also evident 
that the difference is very great, either because of the publicity that 
surrounds every issue of a public loan, or because of the- greater 
security, or because of the possibility of realizing the principal at 
any moment. 

To the extent that the circle ofinitial subscribers is enlarged, the 
financial needs of the State remaining c;onstant, the burden of the 
extraordinary levy on the country's economic structure is l~ghtened. 

$7 

Finally, the flotation of public loans solves in a radiCal way the 
question of professional people and labourers who ·declare that they 
do not own property, and hence do not owe the extraordinary tax on 
property. 

Before we examine the question whether professional people, as. 
such, do or do not own property, it is necessary to decide in· principle 
whether they should contribute to the extraordinary expenditures of 
the State. 

If we take as our point of departure the fact that they already 
pay taxes on income and that they would pay more of these taxes.if 
it were possible to cover the extraordinary need by an increase in 
such taxes, it follows that they owe the tax on property whenever 
t4e increase of taxes on income is not sufficient to cover the needs of 
the State. 

But, it is said, professional people do not own property, if we 
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~
accePt the usual definition of property given by jurists, a<;cording to 
which property consists of material things which are external to man 
and saleable, and, in any case, excludes man himself, with his 
·ntellectual and physical capacities assuring him an income. But if, 
for a moment, .it were supposed that the delinquent debtor may be 
reduced to slavery, as in former times, this conception would dis
appear. It would lead to the conclusion that the labourers and pro
fessional people of to-day, having acquired the most absolute perSonal 
liberty, would also have acquired the right not to pay taxes on an 
equal basis with all other citizens.· By starting from an antiquated 
juridical conception, we go back to an antiquated fiscal concepcion, 
w~ch is precisely that the free man does not pay taxes and that the 
payment of taxes is a sign of personal subjection and of slavery. 

The circumstance which constitutes the difference between the 
owner of property. and the professional man is this: the former pro
vides a realgu~rantee for the payment of the extraordinary tax, 
whereas the latter does not provid~ such a guarantee, with the resUlt 
that, in fact, he may not pay and may even remain, according to the 
laws of various countries, free from all punishment for non-payment. 
But this is a factual difference which exists in the cases of other taxes, 
including the taxes on income. The professional-person who does not 
pay his tax debt falls, not within the group of those priVileged by 
law, but within the group of bankrupts and delinquents, who are 
subject to punitive laws where such laws exist. 

If, then, we grant that professional people also must pay their 
share of the extraordinary levy, no difficulty exists from the econolIlic 
point of view. For the value of property is merely the capitalization, 
at a given rate, of income; so that every professional person can be 
appraised in terms of a capital sum on the basis of his incQme - not 
for the purpose of transforming hlm into a thing capable of purchase 
and sale but only for the purpose of determinirig his share of the 
extraordinary tax .. 

But, it is further said, he will not be able to pay the tax, because 
it usually exceeds his income. Let us take the case of an attorney 
who earns, normally or as an average, 100,000 a year, on which he 
already pays the ordinary tax on. income; let us suppose that by 
capitalizing his professional income at a rate much higher than 5 per 
cent, the attorney is said to have a capital value of only 400,000; 

let us now suppose that an extraordinary tax of 20 per cent.is levied; 
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the professional man in question must pay 100,000 - that is, 'a sum 
that absorbs his whole income. 

Having assumed, as a hypothesis, that he lives only on the income 
Uo1l1 his labour, he will not be ~able to pay the 100,000. But if he 
contracts a loan ,of 100,000 at 5 per cent, he will be able to pay 5000 

annually to his creditor and his share of the extraordinary tax to the 
State, as do the owners of immobile property. 

To be sure, we are confronted here with a new difficulty
namely, that the professional person, '.not being able to ,give any 
tangible security, either may not be able to obtain credit or may 
obtain it only on terms that are too burdensome as compared' with 
those available to the landowner. 

And it is precisely at this point that the State intervenes by con
tracting the loan of 100,000 directly, and levying an annual tax of 
5000 more on the profeSsional man. 

To sum up: professional people are treated like those owners of 
immobile property who prefer to pay an increased tax on land, rather 
than sell their property. 

" From all the cormderationS thus developed, it becomes clear why 
the institution. of the public loan is a more economical fiscal instru
ment than the extraordinary tax on property and, in the end, takes 
the place of the latter. 

§8 
It is commonly said that in employing an ~traordinary tax on 

property'the State puts a levy on capital, imd that in employing an' 
extraordinary "tax on income, it puts a levy on consumers' goods. 
'The statement is not exact, and must be clarified. 

Whatever may be the expenditure -large or small ~ that' the 
State must incur, it has need of the same qualiry of goods - that is, 
direct goods, which must be drawn from the national income. 

IT the State levies on my property - whether it consists of land, 
houses, or a business enterprise - an ad valorem tax of 20 per cent, it 
does not really demand an equivalent share, in kind, of the land or 
the houses or the machinery and factories; what it does is to force 
me to transform these things into direct goods or money, and to pay 
the proceeds to the State. The property was built up by saVing out 01 
income; the extraordinary levy forces the taxpayer to transform his 
property back into ,income. 
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It follows that, in the case of an extraordinary tax, the possible 
limits of the levy are given not by the needs of the State as compared 
with the appraised value of the country's property, but by those needs 
as compared with the amount of direct goods which, at a given 
moment, are available on the market .. The one who decides what the 
tax will yield is not the seller who is legally subject to the tax, but 
th~ unknown buyer. The unknown quantity in the problem is the 
demand for immobile property; it is necessary to know the amount 
of available savings which their owners are willing to devote to this use. 

The extraordinary tax does not create direct goods, and a high 
'tax-rate does not increase the quantity of direct goods; it can only· 
raise the price of direct goods and lower that of capital goods. 

Undoubtedly, the raising of the price for saving increases the 
supply of saving; but the saving which is forced in this way finds 
in the saver a growing resistance which is more than proportional; 
for he must renounce the satisfaction of increasingly urgent wants. 
It follows from this that a tax-rate which is not calculated on the 
basis of available savings runs the risk of inflicting on landowners 
an amount of damage that is disproportional both to the smaIl 
benefit that the Treasury derives from it and to the large benefit 
expe.rienced by owners of money capital. 

$9 

What has been said of the extraordinary tax can be repeated,' 
with some variations, in the case of the public loan. In making 
use of the latter, the State goes directly in search of available 
savings, and obtains them through voluntary subscriptions. The 
latter tend to increase as the amount of interest promised increases; 
the~ do not tend to increase proportionally, as we have already 
po~ted out. . 

\ 

The State competes. for th.e . avaihible· savings against industry 
ancl commerce, which also .exercise a demand for them. What 
declides the distribution of savin~ between the Treasury andl 
industry is the rate of interest' paid by the State. Lo~ polic~ 
consists of determining the interest-rate and the other conditiq,ns 
under which the loan is floated. The State finds a-safe term of , 
reference in the current rate o~ interest on the open market.._.! 

Three hypotheses may be made with respect to this datum:·the 
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State may fix a higher rate 'of interest, or an equal rate, qr an 
appreciably lower rate. 

The higher the rate of interest promised by the State, the ,more 
available savings it withdraws from industry and cQmmerce, with 
resulting disadvantages similar to those produced by excessive rates 
of extraordinary taxation. 

If the State does not depart from the rate current on the market 
or if, taking account of the preference accorded it by a considerable 
proportion of the savers, it keeps its own rate only a litde ,below 
the market rate, the result will be that the' disposable savings will 
be distributed ~etween the Treasury. and industry according to 
which use offers the greater advantages to the ~avers. The result 
will be - ceteris paribus - a new equilibrium that will involve a 
higher interest rate; ~ may eliminate from the market the weaker 
marginal industries; but it will not disorganize the vital nupeus of 
the industrial activitY of ~e country. 

Finally, one may adopt, and some writers have adopted, the 
hypothesis that the interest-rate is too low to induce savers to 
subscribe. This means that all the taxpayers prefer to pay a 
perpetual tax equal to the low interest promised by the State, and 
that no one finds it advantageous to accept this low interest on a 
loan. This hypothesis may be excluded, because it is in contradiction 
with the principle of public loans. The freedom to subscribe or 
not to subscribe must be understood in a purely formal sense,i 
aince the flotation of ,a public loan must give a positive result~: 
There is no legal compUlsion, as there is in the case of the extra
ordinary tax, but an economic compulsion must be eXercised through 
the height of the rate of interest promised and the other conditions 
of the loan. These must be such as to establish, at the least, a point 
of indifference ,as between subscribing voluntarily 100 ,in capital 
and paying 5 annually in taxes' as a matter of compulsion. Mtet' 
this financial equality has been established, it is, as'has been pointed 
out, the personal preferences of the. va:riousgroups that decide;' 

This represents the necessary minimum. ' 
From the preceding analysis it follows that the flotation of a 

public loan is a problem of financial policy for the solution of which 
it is necessary 

(I) To know approximately what, at a given m6~ent, is 'the 
amount of savings available on the market;, 
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(2) To decide what part of these savings it is desirable to draw 
into the State budget and withdraw from the consumption of the 
citizens and the needs of industry and commerce; 

(3) To establish the terms of the loan in such a way that they 
give the Treasury the amount desired. 

One consequence of the difficulties involved in carrying out the 
necessary investigations is that governments are usually accustomed 
to float the loan through banks or banking consortia - that is, 
specialists who are in a position to know best the real conditions of 
the money market and the means of their clientele and can guarantee 
success or some degree of success: 

§IO 
The loan burdens the budget of the State with a new expenditure 

in the form of interest, to which there corresponds a revenue equal 
in amount. For the State it is a matter of debit and credit; but 
this is not true of the economic budget of the community, as has 
~ometimes been alleged. The community is not a homogeneous 
woup~ which pays 50 million in taxes and receives 50 million in 
ipterest; the State receives 50 million in taxes from one group oj 
iiti.c:.ens and pays 50 million in interest to another group. 

According to the theory expounded thus far, the State would 
have. to collect the 50 million from the taxpayers who are in facl 
or who would have been the debtors to the private capitalists. The 
State, however, could not maintain this sort of individual accounting, 
nor could it follow it through the continuous changes which would 
result from the negotiability of the securities. 

The State treats all taxpayers uniformly. Let us suppose, there
fore, that it floats a loan of a billion, leaving each citizen· free to 
subscribe or not to subscribe. At the same time it levies on all the 
taxpayers-on those who subscribe as well as on those who do not 
subscribe - an ordinary tax on income for the sum of 50 million. 

Given these technical requirements, let us see how the interest 
charges are handled as a matter of accounting. It is a point oj 
great importance, which sheds light on the whole problem. 

It remains true that the 50 million which the State levies in 
taxes and pays in interest always represent, in its own budget, a 
debit and a credit. 

390 



THEOR YOF PVBLIC LOANS 

With this point definitely established, let us 'see, through ali 
example, how the phenomenon develops as between the various 
groups into which we have divided the population. 

Let these groups be represented by a capitalist, a landowner, 
and a professional man, each having a taxable income of 60,000. 
The State demands, as an extraordinary levy, 1,200,000. 

If it has recourse to an extraordinary tax on property, each 
person will owe 400,000. But the landowner and the professional 
man do not have this sum at their disposal; hence they will borrow 
it from the capitalist who has precisely 1,200,000 to lend. 

The capitalist will give 400,000 directly to the State as his share 
of th~ tax and will furnish the remaining 800,000 to the landowner'. 
and the professional man, from· whom he will receive altogether, 
as annual interest at 5 per cent, an income of 40,000. 

ThUll the income of each of the three is in fact reduced from 
60,000 to 40,000. -

If, instead, the State haS recourse to a loan, it will obtain directly 
from the capitalist 1,200,000 by obligating itself to pay him annually 
60,000 in interest. At first sight it appears that the State pays in 
interest a sum larger than that which the private borrowers paid 
when the extraordinary tax was used. But ,this is only 'a matter of 
appearance, because the extra 20,000 ~the equivalent of 20,000 
in taxes that the State also levies on th capitalist. And thus it 
comes about that in the case of the ca' ist, also, the 20,000 that 
he receives in interest correspond to' e 20,000 that he paid in 
taxes. In effect, he has 40,000 of net . come from interest, as in 
the preceding example of the extraordinary tax on property. 

Up to this point, therefore; our conclusions are as follows: 
(I) The whole 60,000 represent, in the State budget, a debit 

and a credit. 
(2) The 20.000.represent a debit and a credit in the budget of 

the capitalist-lender also. 
. It remains to see what happens to the 40,000 that remain in 
the budget of the State as the actual burden of the loan. 

§II 

This sum. does not disappear from the budget so long as the 
debt is not repaid; and the·repayment can be made only as new 
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savings are formed in the country. The formation of savings is 
gradual; the repayment can be only gradual, whether weare 
dealing with the case in which 40,000 represents the individual 
debts of the landowners to the capitalists, or the case in which this 
sum represents a debt, of the State. 

Let us suppose, first, that the State does nothiIig to repay its 
debt; and let us see the direction that new savings will naturally take. 

In our society, 'public debts' offer a large field for normal 
investments. On the one hand, the capitalists, who were the first 
lenders, try to sell 'government securities, and, on the other hand, 
'with the increase of savings there is also an incr~ase in the number 
of people who seek modest and secure investments. Now, in order 
that a part of the new savings may flow toward the purchase of 
bonds representing public debt, ,it is enough that the State should 
pursue a policy of scrupulous observance of its initial pledges. That 
this is what happens in fact is confirmed by daily experience. 

If we start from this premise it follows that every acquisition of 
securities representing the public debt by the landowner or the 
professional man transforms a part of the 40,000 into a debit and 
a credit, inasmuch as the debit of taxes is compensated, in their 
budget also, by the -credit of interest. 

This process,which follows, in every country, from the absolute 
increase of savings, regardless of their, distribution, is further 
hastened in countries in which the habit of accumulating small 
savings and the tendency to invest 'them in State bonds are diffused 
among all levels of the population. With the democrati~ation, as it 
is usually called, of the public debt; we arrive logically at the con
clusion that the 60,000 in our example which the State pays in 
interest and collects in taxes tend to be divided into three parts of 
20,000 each, which are, or become, debits and credits in 'the budgets 
of the capitalist, the proprietor, and the professional man, respec-
tively. " 

At this moment the public debt may be regarded as extinguished 
in fact. . 

This proposition, by virtue of its truth as an abstract proposition 
and its truth as a statement of concrete tendencies, demolishes the 
current opinion that modern States, because of their eno~mous 

, -expenditures in the form of interest-payments, will not, in the long. 
run, be able to hear their weight. 
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On the contrary, the burden of a loan on the economic position 
of the taxpayers is bom~ entirely at the moment of subscription, 
when provision is made, out of the ordinary resources of the budget, 
for the payment of the corresponding interest. Consequently, as we 
get further away from the Unie of flotation,the tax-burden of the 
loan becomes progressively less. " 

There remain the alanning figures of the original public debts 
and the interest ~ereon; but the interplay of debits and credits 
tends gradually. to make them devoid of any economic content. 

This phenomenon may be regarded as an automatic amortiza
tion of public loans. 

The State helps to reduce the actual burden of the public debt 
in several ways. . 

First of all, it waits until savings increase to such a point thatl 
it becomes possible to contract a .new loan for the amortization 
of the preceding one, but u"nder more favourable conditions, ~ that 
is, at a lower rate of interest. The proceeds of the new loan are 
then used to extinguish the old one. In reality, moreover, only a 
portion of the old creditors will ask for actual repayment; most. of 
them will not be able to refuse the new lower rate of interest which 
is current on the market, and will consent to renew the. loan by 
converting, for example, the old 5 per cent bond into a new 4 per 
cent one. This.operation is precisely what is called ·conversion'; 
it leaves intact the principal of the debt, but diminisheS the interest 
burden. 

In the" second place, with the increase in the a~ount of natioital 
savings p.ublic revenues will, edens paribus, increase, and the State 
will have the choice of Using its budgetary ·surplus for lowerin~ 
taxes. lor increasing the amount of public services provided, or" 
acquiring its securities freely on the market in order to cancel them. 

It must be presumed that the State will choose that use of its 
funds which at a given moment represents the greater advantage 
to the country. 

Hence, if this process continues, the public debt would in fact 
be cancelled, and would also be formally reduced in amount until 
we reach the minimum at which it would seem advantageous to stop. 
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In fact, given the easy negotiability and the comparative. sta
bility in price of governmental securities, the Hotation of public 
loans often renders subsidiary services in the' facilitation of credit 
operations between private individuals by offering, in its securities, 
a safe investment for the property of minors, funds held in escrow, 
funds belonging to public bodies, surety bonds, and so on. It 
would not be true tj> say, in accordance with an old belief, that the 
public debt is a part of the wealth of the country; but its presence 
and its continuance in. the market produces an additional utility, 
which must be taken into account. 

Nevertheless, this leaving of the solution of the problem to the 
natural play of economic forces is not sufficient in the eyes of those 
in control of the financial policy of modern States. This policy is 
dominated by the idea that every debt contracted formally and 
publicly must be formally and publicly' extinguished. So much the 
better! 

Thus it is that recourse has been. had to the device of sinking 
funds, 1 to which are devoted su~h budgetary suryluses as may arise, 
and other fiscal revenues deriving from annual savings. . 

The plans devised for the functioning of these funds are numerous, 
ingenious, complicated, and often fantastic. Many have failed 
because of technical errors; but,many-perhaps all-have a funda
mental error In their origin. And their error comes from the failure 
to realize that a plan for amortization -which is rigidly fixed 
'a priori by law, in which the dates of repayment and the sums to 
be repaid are established in advance, may not and often does not 
correspond either to the real conditions in which taxpayers and 
savers happen to find themselves, or to the requirements of the 

, State budget at the moment at which it becomes necessary to make 
the collections and repayments. 

If we shouk~ suppose that the State, after having contracted a 
first loan, would not have further recourse to credit, it i~ very 
probable that no ,one would think of establishing sinking funds as 
a matter of law. . 

1 [Italian: '~asse di ammortammto' - Translator~s note] 
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But the concrete phenomenon is more complex. A State that 
has already had recourse to borrowing may need to have further 
recourse to it. 

Good financial policy, foreseeing this, must keep the credit of 
the State high; and the credit of the State, like that of an individual, 
depends not only on the real solidity of its fin3.!lces, but also on the 
opinion of its financts which is formed by the market. 

Now, only when the State pays its debts does it give visible and 
tangible evidence that the proceeds of a first loan have not been 
invested at a ~oss and· that, in any case, the savings of the debtor 
country which asks for n~w credit have increased in the interval. 

This circumstance is of secondary importance, though from· it 
is derived the reason for amortization by process of law and the 
systems of amortization which are most widely current. The cir
cumstance in question, however, does permit us to draw the following 
first corollary: namely, that the plan for amortization, which is 
adopted in order to keep the credit of the State high, must be 
scrupulously carried out. For the failure to carry it out is more 
damaging to the credit of a nation than the absence of some plan· 
fixed in advance. It follows, as a second corollary, that the sinking 
fund must not be saddled with new debts. 

We have abstracted from the question of the nature of the ~a
ordinary expenditure which may be involved in any concrete case. 
Now this circumstance becomes the other necessary term in the 
equation, if it is desired to obtain a value judgment with respect 
to the utility of the public loan. 

Many criticisms which have been wrongly directed against bor
rowing as.such could with more justice be raised against the nature. 
of the extraordinary expenditure. . 

The extraordinary levy can consist only of present goods; this 
is axiomatic~ The useful effects of the expenditure, on the other 
hand, usually concern future generations. 

In the future, the heirs and futur~ generations will receive from 
their ancestors a budget which, on the liability side, is depreciated 
by the amount of the extraordinary levy, and, on the assd side, is 
increased by the utility of the expenditure in~ed. 
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The State, say, has used a billion to build a railroad system; 
future generations will inherit a billion, less in private goods, but 
will receive t1J.e system of completed railroads. 

The State has waged a successful war, which cost many billions; 
future generations will inherit so many billions less, but will receive 
,a unified country, enlarged in territory, colonies, mines, materials, 
prestige, and. influence in world politics. 
, The State has waged an unsuccessful war, for which it owes a 
huge indemnity: future generations will receive many billions less, 
but will receive a country that has avoided .invasion, devastation 
ofterritory, and even loss of its liberty and independence. . 

Now this reasorung can be repeated for all State expenditures, 
large and' small, ordinary and extraordinary. The State constructs 
a man-of-war for the maintenance of its navy: future generations 
will receive 100 million less and a battleship more. 

In, the light of these obvious considerations, there is no basis for 
the old, but still widespread, opinion that a loan, unlike an extra
ordinary tax on property, makes it possible to shift a part of public 
expenditure to future generations. On the contrary, in every case 
the heirs either receive a patrimony which is lessened by an amount 
equal to the capital sum involved, or ate held· responsible for the 

, continuing payment of the corresponding amount of interest; there 
, is, as we have seen, no difference from a financial point of view. 
The heirs who pay perpetual interest can redeem their obligation 
by paying a corresponding capital sum. But this operation is volun

,tary, ~d does not represent a burden; if it is carried out, this is 
,because it is hoped to derive a gain thereby. 

§ 15 

Quite different is the true economic and financial problem, 
which lies at the bottom of this outmoded discussion~ This problem 
arises from the circumstance that in the life of the community future 
generations are forced to revise the economic calculation of the 
generation that decided on the extraordinary levy in order to cover 
an ~traordin!lry expenditure, and ,to recognize either that the.pre
ceding generation invested the sum useful\y, or that it erred in its 
forecast. It is a retrospective criticism, which may help the genera
tion that makes it, by preventing it from. also committing errors of 
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evaluation to the detriment of future generations; but it canpot 
modify or destroy the fact, universally accepted, that every economic 
calculation - whether undertaken by private individuals or by the 
State - is, in the nature of the case, a responsibility of those" who 
live in the present and not of those who have died or of those who 
are still to be born! 

Now, since what is often involved in these calculations is the 
making of forecasts on behalf of the future generations whose 
interests are always borne in mind by the present savers, we might 
deduce, from this consideration, the rule .of a policy of moderation 
in deciding on extraordinary expe!lditures, which offer the certai~ty 
of present cost and the uncertainty of future utility. 

Instead there is diffused throughout the theory of our subject' a 
more radical opinion: namely, that the'eJCtraordimiry tax ~s prefer
able to the loan, precisely. because it sets up great frictional forces 
to those governments which seek large sums in order to follow a 
policy of waste and war. " " 

The fallacy of such an argument is obvious; it is like counselling 
the use of a horse-drawn carriage to the person who owns an""auto .. 
mobile and is in a hurry to arrive at his destination. 

The problem resides in the purpose - that is, in the type of 
expenditure - not in the means of procuring the necessary sum. 
Those who would have the political strength to force a" governme~t 
to adopt an extraordinary tax instead of a loan 'would have the' 
political strength to prevent the expenditure which they consider 
harmful to the country. " 

Another sterile discussion is that inaugurated by those who 
champion the extraordinary fax against the public "loan on the 
ground that the former obliges the present generation to increase 
its savings, which later accrue to the advantage offuture generations, 
who inherit a largeE patrimony. 

This opinion has a basis of truth, in so" far as - ceteris paribus -
private loans, which bear a fixed maturity-date and a higher 
interest-rate, induce the debtor to free himself from them, whereas 
the public loan allows him more time and greater freedom of 
movement. 

" Even if we admit that this is true, it has not been shoWn ~at it ' 
is useful. " . 

The action of the State that would force the savers to reduce 
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their present consumption below the limit which they consider 
useful for their well-being runs up against the economic principle 
according to which the individual attains the hedonistic maximum 
when he is left to distribute his income between the satisfaction of 
present wants and the satisfaction of future wants, according to 
his own appraisal. . 

The public loan follows this principle; the extraordinary tax· 
puts an obstacle in the way of its application. Nor has it been 
shown that it is useful to the community, considered in its entirety . 
over a period of several generations, that a first generation should 
be. induced to save to the m~um, in order to permit one of the 
following genera'tions to consume! to the maximum_. The. economic 
principle ,referred to above, which is valid for the individual, must 
be assumed to be true alsO' with respect to the aggregate of indi
viduals who make up a given 'generation, 1 

1 I wish ·to call attention to the fact that these words were written upon the assump
tion of the existenc:e of a liberal and democratic State and at a time when all the 
individual citizens were universally accorded the right of participating, in some way 
and in some degree, in the formation of the financial evaluation of public costs in 
relation to public utilities. 

To-day, in several States, this evaluation is left to a singk individual o~ a small 
oligarchy. But in this case, also, the same fundamental economic principles are true, 
even if they are not applied to the one or the few. There is only this difference: that a 
political equilibrium cannot be attained unless the appraisal of the oru coincides with 
the suppressed evaluation of the mmry. This, however, implies a new probleml 



CHAPTER JI 

THE' ISSPE OF PAPER MONEY 

Summary: The issue of irredeemable paper money arises froin 'requisi
tion' and leads to 'inflation' - Inconvertible paper mo~ey acts ,as 
'money' and is at, the same time a 'government' obligation' -'- Its 
continued issue brings about a progressive increase in prices and ends 
by destroying 'money' - Stopp~ng of inflation; beginning of defla-, 
tion; stabilization - The monetary and financial problem is' neces
sarily interconnected with a banking problem ~ The real burde~ of 
revaluation on the State budget , ' 

§I 

As we proceed along the route followed by the State in its emergency 
financial policy, we come to ~ .point at which the State must appro
pliate from the national income as large a sum as possible, even if 
thiS involves a reduction of the consumption and the savings of the 
citizens below the limit to which they were willing to go, an9. a dis
regard of the competing needs of industry, with the exception of 
those branches producing goods whi<..h the State cannot do witho1lt. 
The economic compulsion which is involved in a loan is not enough; 
it is necessary to find a more direct and effective form of cOl!lpulsiQn. 

This must be regarded as a case of ultra-extraordinary finance, a 
case which often has presented itself in time of war, and presented 
itselfin an acute form during the World War. 1 

Th<: independence of the nation is at stake; the State must 
requisition all the forces which are available within the country. It 
requisitions able-bodied men for the front, less able~bodied men'and 
'women for the manufacture ofm:unitions and clothing; it requisitions 
the services of physicians, nurses, and engineers; it requisitions the 

1 The matter does not lend itself to a thorough treatment in a treatise on Public 
Finance, because it is bound up with problems of a general economic and monetary 
nature more than it is with the problems of government finance, I have-done my best 
to keep the discussion of paper money within the limits of the theory of public loans, 
and have had recoune to the use of footnotes whenever I have thought it necessary to 
enter the field of 'monetary theory'. 
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factories, ships, grain, metals, wood and timber, cotton, etc., which 
lie within the country. It imports from abroad the goods which it 
does not find within the country. 

For the imported goods it must pay~ It does so with the proceeds 
of its exports, the drafts covering which it may likewise requisition, 
thus forcing private citizens to reduce the importation of goods 
destined for their personal consumption. It pays for its imports also 
through the exportation of the precious metals, having, as a rule, 
appropriated for itself all bank reserves; it pays for them through 
the exportation of foreign securities, which it requisitions from the 
citi~ens owning them, and through loans, in so far as it may be 
successful_ in obtaining-such loanS abroad. 

~ut in the case of goods domestically produced, neither an extra
ordinary tax on property - no matter how high it may be - nor an 
iIit!!mal loan - no matter how high a rate of interest is promised "'-. 
would succeed in overcoming the resistance of the taxpayers, whose 
elementary living requirements, after they have once been reduced 
to a given limit, take precedence over all considerations of public 
interest. . . 

Hence arises the idea of requisition: the State requisitions goods and 
services of which it has need; and it requisitions them where it finds 
them. 

This last circumstance has led some economists to hold"that in 
such crises of supreme public necessity it is not possible to pay :Very 
much attention to the principles of tax distribution! But this is a 
mistake. The principles of the distribution of taxation are not the 
abstractions of doctrinaires, but rather living operating forces which 
the State must overcome, -and believes it has overcome when it has 
paid for its requisitions. __ 

In reality, the State pays by giving Its IOU's, which at most may 
be regarded as 'promises to pay'-to be honoured later..:... at the end of 
the war, for example. This means that the' State incurs a debt to 
every person subjected to requisition and .that every such person 
makes a loan to the State. 

At the end of the war, the sum of the promises to pay becomes a 
debt of the entire nation to the group of those who have been Subjected 
to requisition, and at that time the debt is distributed precisely accord
ing to the principles. that happen to prevail with respect to the dis": 
tribution of taxation. _ The only difference between this type .of loan -
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and a voluntary loan is that in the fonner case, the group of creditors 
is made up of tlws, subjected to ,.equisition, whereas in the latter case, 
it is made up of the capitalists. 

Immediately afterwards, however, as the result of, the 
negotiability of all State obligations, the latter are automatically 
absorbed by savers. 

The real problem does not lie here. It ariSes at the very moment 
of requisition. For the requisition Ca) strikes those who own the goods 
which the State needs and leaves the others untouched; (b) exacts a 
loan from those who probably do' not have savings and are not in a 
position to save; ec) pays with promissory notes having a future and 
often indefinite maturity-date; and these promissory notes, ~o matter 
what degree of confidence they may inspire, do not circulate as 
money and therefore do nQt allow those who have been subjected to 
requisition to use them in the purchase of other goods which they 
need. 

Consequently, . the people threatened with requisition resist by 
concealing the commodities demanded by the State, and prefer to 
sell them, secretly ifnecessary, to private people who pay 10 cash. 

To overcome this resistance, the State has recourse to the issuance 
of paper money, which becomes precisely the 'cash' without which 
the market Cannot function.· 

We are thus confronted by a new fonn of public loan.' 
Paper money already exists on the market in the fonn of fiduciary 

I Until recently the issuance of irredeeniable paper money was universally regarded 
.. a fonn of Slatl' debt. But in the newer economic literature that grew up during the 
War and the post-war period, this view, also, was questioned. 

Some have put the issue of paper money on a par with the coUection of a 'fee' or 
'indirect tax' on the transfer of property. When it comes to analogies, all are possible, 
because all are more or less wrong. Fees, special lISIIeSSRlents, direct laxes, indirect 
taxes, ntraordinary taxes on property, and loans are all levies on the national income. 
If we go back as far as the concept of a 'lrvy', the distinctions disappear. 

These writers, then, _woe that the Slate, because it supplies' money as a medium 
of achange, has a right 10 compensation, and oblllina BUch compensation by issuing 
a batch of incon~ble paper money, which could be made equal 10 a percentage of 
the IOta! value of the achanges concluded within a year. 

Now, it is perfectly possible to conceive of the State as being entitled to a compensa
tion for the 'service of issuing money'which it provides for the community and for 
individuals each time they make an acbange. But by virtue of what right does it exact 
this levy' '. 

The service of issuing money is 'entrusted 10 the Slate because the community 
beIievea that the Slate is in a better position ~ any other enterprise would be to 
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bank-notes convertible into gold at the demand of the holder. 
The State . ought really to issue its own notes qUite separately from 
. these. It often prefers, however, to preserve the form of the bank
notes, but at the same time to authorize their issue to its own 
account in a quantity corresponding to its extraordinary financial 
needs, over and above the normal needs of trade. Hence it frees 
the Bank generally from its obligation to redeem, either because the· 
two types of note are not distinct, or because those of the ~tate are not 
issued through the d~count of bills and therefore are not destined 
to return to the Bank when the bills come due; in that case, the gold 
reserves would not suffice to pay the difference. between the possible 

guarantee stability in the value or weight or fineness of money in 'defence of public good 
faith'. 

According to this theory, however, the tax would resolve itself into an alteration 
of the value of the money, in defiance of public good faith! 

Furthermore, if the public service is a permanent one, the tax ought also to be a 
permanent one. Instead, as a result of the issue of paper money, which is destined to 
progressive depreciation, the tax would, in the end, destroy itself. A true tax or fee 
would be involved if, at each exchange in which $100 were involved, the State were to 
keep $ 5 for itself and leave the rest to the contracting parties. 

It is not necessary to insist on this point, in order to refute the sophism involved. 
In contrast, it may be of value to call attention to legislative provisions from which it 

follows in a normal way that the printing of irredeemable paper money is a temportny loan 
which the State proposes to repay some day by making the note convertible once more. 

In Italy, which may be taken for purposes of example; the first royal decree that 
'established inconvertibility was dated May 1St, 1866. According to Article I of the 
decree, 'the National Bank will lend to the State Treasury the sum of 250 million lire'. 
Article 2: 'From May 2nd until further notice the National Bank is released from the 
obligation to redeem its notes in specie on demand.' 

Article 3 declared notes to be legal tender for .a1l internal payments in spite of aft)' 
aiIremtents tQ tM contrary between the contracting parties. Article 6 provided that the 
National Bank's ordinary circulation - that is, the circulation issued to accommodate 
trade - must not exceed the amount fixed by the bank's statutes. This is an important 
formal provision, because it aimed to keep the two circulations separate, so that at the 
time when the debt contracted by the Treasury-was repaid, the note-circulation would 
automatically have reassumed its character of a convertible fiduciary circulation. 

By the law of April 7th, 1881, provision was· made for the abolition of irredeem
ability and emphasis was laid on the separation of the bank's circulation from that of 
the State. Thus it was declared, in Article I, that 'beginning with July 1St, 1881, such 
consortium notes' (those issued by the cantortium of banks of issue to the account ?f the 
State, which were formally distinguishable from the notes issued by each of the six 
banks of issue on their own account) 'as will then. be in circulation will constitute a 
direct debt of the State'. 'These notes will he legal tender, but will be convertible 
at the request of the bearer and on sight into lawful gold and silver money' (Article 3). 

By the law of July 22nd, 1894, number 339, irredeemability was again declared in. 
the following terms: 'The obligation. to exchange notes of the State fo~ their corres
ponding metallic value is temporarily suspended.' This implies that it was intended to 
restore this obligation at a later date. . 

The loan character of the note issue is more evident than ever when it tak6 the 
form - and it usually does take the form - of a subvention guaranteed by the bank of 
issue to the 'rreasury, or of a discount of Treasury bills, which represent a debt· of the 
State payable at a fixed rnaturity-date. 
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sight demands of the note-holders and the amount of notes paid into 
the Bank when discounted bills become due. 

Thus all notes - those of the Bank itself and those issued to the 
State's account - circulate as irredeemable legal tender. The public 
continues to receive them without distinguishing one type of note 
from the other, and, for some time, it may also be unaware that two 
types of circulation, each having a different economic significance, 
are concealed behind the bank-note. Thus the Bank has the position 
of sole debtor to all note-holders, but in fact only the part issued to 
the account of the State constitutes the~public debt' which gives rise -
to the phenomenon ofinfiation as affected by governmental finance. 1 

1 As usual. there is no agreement on the exact definition of the concept of 'inflation'. 
By way of first approximation, we speak of inflation when we allege that the quan

tity of money in existence is in uc:ess of the needs of trade. Money must be likened to 
• machine which operates at maximum efficiency when a maximum of exchanges is 
accomplished with a minimum of money. If, now, we assume that within a given 
country - that is, a national market - a point of equilibrium has been reached as 
between the amount of circulating medium (this expression being understood to include 
also the Velocity of circulation of the circulating mediwn) and a given volume of trade, 
inflation may be said to exist when, with the volume of exchanges remaining constant, 
the quantity of money 01' its velocity increases. • 

When, however, the circulating medium consists of metallic currency - on the 
888umpLOD that free coinage and free l'edemption exist - many of the phenomena 
aasociated with the type of inflation which we are here dL~cussing are not experienced; 
because if, for eumple, the quantity of money increases as a result of the discovel'Y of 
SOld mines, the money tends (a) to leave the domestic market to be distributed among 
all trading nations, and (b) to be divided between the monetary and the industrial 
market. . 

Into the concept of inflation it is necessuy to introduce the element of voluntary 
Kts of policy,which may be those of the State 01' of the bank. Let us first di~ the 
bank.. In order to reduce to a minimum the stock of metallic money it requin:s, the 
bank incn:ases the 'velocity' of that stock by issuing bank-notes in conespondence 
with the natural expansion and contraction of business. . 

The fiduci81'Y issue - which is a debt of the Bank - has two counterparts on the 
asset side of the bank'. bldance sheet. One of them - and it ia the chief one - is the 
portfolio of discounted bills which must be paid at maturity, at which time the notes, 
after having 8CIC01Ilplished a series of exchanges, return to the bank and are cancelled 
aimultaneously with the cancellatiOlU)f an equivalent amount of discounted bills. 

Thi. normal process cannot be regarded as inflationary; for if the matured bills 
were not paid 01' if a part of the notes were presented for exchange before maturity, 
the bank would pay an equivalent amount out of its metallic reserve, which is the second, 
and subordinate, asset BeCUl'ing the fiduci81'Y papel' money which has been L'lSUed. 
And if, finally, not even its metallic l'CSel'Ve should be sufficient, the bank would atone, 
01' ought to atone, fol' its error by becoming insolvent; in which.case all notes which are 
not covered by assets of the bank lose all value and cease to eJte1'cise any monetary· 
function.. 

In pure thCOl'Y, therefore - that is, if the bank perfonns its functions correctly
true inflation, in our BeDSe of the tenD, CIIDIlOt come abou~"ol', at any nte, can be of 
only short duration. 

We are thus brought to a consideration of the phenomena of inflation as brought 
about by action of the State. .' 

.Unde1' normal conditions, the State, also, is acustomel' of the bank, whenever it 
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§3 

In any, case, our first task is to study' the problem of inflation 
in so far as it is the result of the action of the State, without reference 
to. the related problem of a possible banking inflation. 

Let us suppose, then, that the State issues, directly or through 
the Bank, a first billion of paper money; the billion is added to 
the other revenues of ,the State and increases its demand for goods 
on the open market by an equivalent amount. By this action, the 
State drives up the prices of the goods that it needs to such a point 
that it eliminates the competition of private buyers; and in this 
way it can reduce the· consumption of the citizens as much as it 
reserves for itself the right to request adf.'Q1ICU up to a given ll!J1ount in exchange for 
granting to the bank the exclusive right to issue paper money. 

These advances, however, have reference to the administration of the budget and 
are undertaken in anticip8tion of public revenues which have already been provided 
for and authorized by Parliament for the fiscal year, but have not yet been collected 
at the moment when it becomes necessary to make provision for the corresponding 
expenditure. Hence the advances to the Treasury have their counterpart in the taxes 
that will be collected during the fiscal year. It is for the Bani, to fix the relationship 
between the amount of these advances, which represent a fixed sum, and the amount of 
note-circulation destined for trade, which is a variable quantity and which the bank 
regulates in such a way as to avoid the risks inherent in it<) activity. Advances to the 
Treasury of this kind cannot, therefore, give rise to inflation; 

Inflation begins, rather, when the State issues paper money - that i~, when it 
incurs debts beyond the credits represented by its budgetary receipts. Hence the 
necessity for making notes legal tender and irredeemable; this is the condition that 
leads to inflation. 

Accordingly, if the bank issues paper money on behalf of the State, and assumes 
the debt represented by a corresponding amount of bank-notes, it must be granted 
the same conditions - i.e .• irredeemability and the legal tender provision. . 

Now, it may happen that the bank, protected by the general irredeemability 8f all 
its notes, will issue them to trade in such amounts that the corresponding assets will 
b: only a weakened portfolio and, in general, will represent credits on which the bank 
may not be able to collect. It is only when this happens that we have true banking 
inflation, arising from the abnormal functioning of the bank. 

To sum up: inflation begins as soon as the debts contracted by the bank exceed 
the amount of credits, which, at maturity,· should provide enough cash to meet the 
bank'$ debts. . 

The law prevents the failure of the note-issuing institution by permitting a sort of 
moratorium which is called irredeemabilify (t:orsofor~oso). 

. There are some writers who regard the issue of Treasury bills as inflation; but this 
is inexact, since the purchase of Treasury bills by the public represents an investment 
of savings, which does not increase the quantity of paper money in existence. 

If, on the other hand; the Treasury bills are discounted by the bank, to which 
they are turned over as security, for accounting purposes, against the issue of paper. 
money, then this process, and not the Treasury bills per Ie, constitute inflation. The 
same may be said when the Treasury bills in the posse-os ion of the public are paid at 
maturity not out of budgetary resources, but by means of the issue of new money. 

Finally, the excessive issue of Treasury bills may be regarded lJy specula~rs as a 
premonitory indication of future inflation. 
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. wishes, without the' latter haVing any means of resistance or 
evasion.' 

This billion, once ~ti· is' spent and gets into circulation througq 
successive exchanges, bri,n&- about an inere. ase in the general level of 
prices, as we shall see ~endy. . 

When this happens, the issue of the billion ceases to be of any 
use to the State; on the contr~, it harms the. State, because !he 
old ordinary revenues have lost the purchasing ·power wnich they 
had preViously. In fact, given the general rise in prices and' given 
the fact' that direct taxes are leVied on the basis of fixed valuations 
and that indirect taxes on consumption are usually levied on a 
specific rather than on an --o.d.. valorem basis, the owner of land and 
houses a~d the professional man and the industrialist pay their 
tax debt by means of a relatively smaller part of the' goods' that 
they produce. 

Taxes ought to be raised concomitantly with, the increase of 
prices. The State, however, may prefer, and· did in fact prefer 
during the War, to avoid provoking a reaction on the part of the 
taxpayers, and finds in this circumstance a further reason for having 
recourse to a second issue of paper money. ' 

If, moreover, the State continues to have extraordinary needs, 
another and more general cause tends to lead to further issues. 
This is the fact that the prices of the goods needed by the State 
will have increased as a result of the first issue; hence the State will 
need more than a second billion to buy the same amount of goods 
that it bought with the first. 

Thus it comes about that a second 'issue follows the fust, anc~ a 
third the second; paper money is printed either in successive waves 
or continuously, until the period of extraordinary need has passed 
or the source of this revenue becomes exhausted. 

It should be added that the paper money is a debt on which 
the State does not pay interest~and with respect to which it bas 
assumed only the obligation to restore, in its own' good time, the 
convertibility of the paper into. gold. 

By means, then, of this extraordinary form of loan - half 'forced 
and half voluntary - the State overcomes the resistance of the 

1 The only exception is represented by the case of those who consume directly goods 
which they themselves produce and which are not intended for sale. This was the 
case wi~b the Italian shnre-croppers (the mez::adri) during the War. 
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.consumers, counteracts the resistance of the taxpayers, and post
pones to the future the definitive disposition of the debt. 

To sum up: the issue of temporarily irredeemable paper money 
presents itself to the State for the moment as a fiscal device which 
is quicker and . less costly than a voluntary loan would be, just as 
the latter was quicker and less costly in comparison with an extra
ordinary tax on property. From a purely fiscal point of view, it 
represents the path of least resistance; and on that account every 
State sees itself forced to follow it when the other sources of public 
revenue - both ordi".ary and extraordinary.. - are. exhausted or are 
held to be exhausted. 

§4 
But if this system costs the Treasury little or nothing, it is 

extremely costly to the nation's economic structure. 
Paper money, as has been pointed out, is a debt of the State; 

but at the same time it is monry. Two functions are thus assigned 
to the same instrument. It is in following through the action of 
each function, without forgetting their reciprocal interactions and. 
without confusing one with 'the' other - as is often done - that the 
crux of the concrete problem and the secret of its solution lies. 

If we cQuld imagine, for a moment, that the issue of paper 
mQney entered into general circulation at one stroke, and if we 
were to assume, other conditions remaining·the same, that the 
quantity of the circulating medium existing in the country and 
possessed by each individual were doubled, we should conclude. that 
each individual would find himself possessed of two dollars instead 
of one; the static problem would resolve itself into the nominal 
doubling of all prices; people wouJd count two where previously they 
had counted one, and economic equilibrium would not l>e disturbed. 

The hypothesis, to be sure, is an unreal one; but all it says is 
that the problem begins and. ends within the. period . in~ervening 
between the moment at which the State issues the billion in paper 
money and the moment at which the billion, as a result of a series 
of multiple exchanges, has entered and become a definitive part 
of the general circulation of the country. During this period, every 
act of exchange yields gains and losses which are due solely to the 
fact that paper money is being issued; and after the period is ended, 
the operation is liquidated, leaving behind definitive gains and losses. 
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Out problem, therefore, is one of dynamics. 
Let us first consider paper money in its exclusively monetary . 

function. ' 
The first billion of inconvertible notes translates itself" as has 

, been pointed out, into a new demand for goods on the part of the 
State; the prices of these goods rise; thus, for example, there ,is' a: 
rise in the prices of cannon, munitions, copper, etc. Meanwhile, 
however, the State continues to pay the same'prices as before, 
whenever these prices are fixed by a' previous contract, as in the 
case of the salaries of its officials and the interest on public 10aQ!!. 

Similarly, no advantage from the increase in papet ,money accrues 
to the producers of goods that are not needed by the State, ,nor to' 
those whose prices are fixed by law. 

Here we have a first series of gains and losses. 
The same phenomenon, reduced in -dimensions, is' repeated in 

the case of producers of the goods which the State demands in 
greater quantity than before . 

. Let us take as an example the producers of arms and munitions. 
In consequence of the increase in demand and prices, they will be 
induced, in their turn, to increase their demand for metals and 
other raw materials and machinery and 'circulating capital and 
labour. Meanwhile, however, they will continue to pay the price 
which they had previously contracted to pay to -their purveyors pf 
raw materials and the owners of the factQries they have rented, and 
their employees and workers, whose wages do not tend ~() rise with 
the same rapidity as do the prices of arms and munitions. ' 

Here is a second series of profits and losses. -
This process is repeated as we pass from the manufacturer of arms 

and munitions to the producer of pig-iron and steel, and soon from 
one person to another until the whole series of exchanges is completed. 
, The depreciation of the paper money follows a straight line, ' 

, ·from the first recipient of such money to the second, to the thirdl 
etc., until it arrives at the last recipient,' who at the same !noment 
he receives twice as high a price for the goods that he sells finds 
that the market-price of the goods he wishes to buy is already twice' 
'as high as it was before. , 

The paper money is then said to have been depreciated, - that 
is, has lost its former value as, compared with all other commodities. 

This happens, to be sure, orily in so far as the paper money that 
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has been issued is not redeemed and remains in circulation. It is 
only then that the issuance of paper money exercises a positive and 
direct influence on prices. This is specifically the case with respect 
tOthe paper money issued on account of the State; but it is not 
the case with respect to the issue of fiduciary notes by banks. The 
latter type of issue,. in fact, whenever the Bank of Issue functions 
correctly, follows the movement of prices instead of determining 
it. Here is an example: I sell 100 barrels of wine and receive in 
payment'for them a bill of exchange for $500, -that is $5 a barrel; 
the bank discounts the bill and issues bank-notes in an amount 
slightly less than $500; when the bill becomes due, the man who 
buys my wine pays the bill and the $500 return to the bank. Let 
us now suppose that the price of wine has doubled; the buyer gives 
a bill of exchange for $1000; the bank discounts it, issuing notes 
in an amount slightly less than $1000; when the bill becomes due, 
the bank collects the notes it previously issued. -In each case, when 
the bill becomes due,. the notes previously issued return to the bank 
and leave the market. 1 

1 It is, therefore, incorrect to speak, as many recent writers do, of a 'banking infla
tion' as if it were theoretically necessary that such •. phenomenon should develop 

. as a concomitant of fiscal inflation and must take Its place even if and to the extent that 
the State withdraws its notes. It is of eourse true, as has already been pointed out, 
that if the bank, under cover of fiscal inflation and the protection and encouragement of 
the government, and counting on the inconvertibility of all its notes, discounts bills 
and grants credits which it knows will not be paid at maturity, the condition in question 
comes to be realized in the case of the banking issue also, in so far as the bank's notes 
also remain in circulation and hence act on the general level of prices. It i9 obvious 
that when there is a rise in the price-Ievel- as the result of government inflation or 
any other cause - the bank may be expected to discount bills in correspondingly 
higher amounts; but this by no means implies that it must discount bills which do not 
grow out of trade· and which will be 'paid' at maturity by means of other bills that 
represent, in whole or in part, renewals of the first set of bills. 

Nor is it correct to affirm that notes issued in accordance with sound banking 
practice influence prices at least during the period they remain in circulation, before 
they return to the bank, on the ground that if the price of wine in the first exchange 
between producer and wholesaler was doubled, this increase in price is retained in all 
subsequent exchanges between wholesaler and retailer and between retailer and 
consumer. This reasoning finds its typical application when the general n<;e in prices 
is a consequence of fiscal inflation. Under such conditions the bank is bound to grant 
credit in larger nominal amounts in proportion to the nominal increase in prices. 
But this has nothing to do with the fact that the notes arising from the fiscal inflation 
remain in circulat;on like a dead weight, whereas those of the bank enter circulation 
only to leave it when the bills become due. 

-Now, the degeneration of the ba!1king function is not necessarily bound up with 
fiscal inflation; it is due, rather, to two causes: -

(a) The temptation to make large banking profits by printing notes; 
(b) The political pressure exercised by the government when the latter is in 'the 

hands of the producing groups. The bank then becomes a quasi-bureaucratic organ . 
for the State's inflation policy. . , 
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§5 

Once the general rise in prices is effected, some of the gains 
and losses cease to exist. Thus, wages rise, adjusting themselves. to 
the new nominal prices; old contracts are rewritten; the salaries ·of 

-government employees are raised; the new purchasers ofgovernmenf 
securities will make payment in the new depreciated money, etc. 
etc. 

But there are other cases in which the gain and the loss survive 
and take on a permanent character. In this respect, the class most 
seriously hurt is that of the savers, in so far as their capital is the 
fruit of saving accumulated before the currency had depreciated. 
Within this category the first place is occupied by creditors of the 
State who subscribed to 'peryetual' loans and whose capital is .now 
reduced from 100 to a .real value of 20; or 25, or 30, the interest ~ 
at, say, 5 per cent - being reduced in the same proportion. 

Capitalists who lent to private individuals find themselves in a 
somewhat better position; for when the debt contracts become due, 
these capitalists will be able to share in the rise ofthe rate of interest 
which the shortage of 'real' or· 'economic' savings' produces o~ the 
market for private loans.1 

Conversely, the debtors who have paid a debt of 100 full-value 
dollars with 100 depreciated dollars obtain a permanent gain. 

I It has been observed that the discount rate and the rate of interest on bank loans 
are usually low during an inflationary boom; this results from the circumstance that: 
the supply of paper money increases as fast as it is desired. This cannot help exerting' 
a depressive influence also on the rate of interest for the use of 'economic ~ving'';'' 
that is, real saving in terms of goods - the supply of which ha.s diminished. 

If a privste person who haa lent 100 full-vslue dollars and at the matwity of the 
loan receives 100 depreciated dollars should again lend these dollars, he could not make 
up the loss he has suffered. He will therefore look for a different sort of investment 
which will allow him to participate in the rise of prices. 

So far 88 new savings are concerned, the case is rather different. The rate of loan 
interest on these 88vings also is relatively low: for example; 6,per cent. In the case of 
producers, however, the new 88vings are made out of goods the nominal price of which 
has risen. Ut us imagine an individual who 88ved and continues to 88ve a barrel of 
wine, the price of which, 88 a result of the depreciation of the paper money, has risen, 
frQm $zo to $40. He will continue to collect 6 per cent in interest, but he now collects 
it on $40 instesd of on $zo. that is, on the same 'economic 88ving' he will collect IZ per 
cent. 

If the depreciation of paper money still contfnues, however, he will find himself, 
at the maturity of the contract, in the same condition as the lender described in the 
preceding case. 

Under inflation, therefore, lending operations, especially if they are made on long 
. term, are not profitable; . 
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Opposed to the interests of the savers are those of the land
owning ~lass. The price of agricultural products rises, and the 
va.iue of land rises as a resulU • 

In the case of property consisting of houses the State has thought 
it desirable to prevent the raising of rentals while all other prices 
were rising. Thus the owners of houses have been despoiled to the 
advantage of their tenants. . 

Without pushing the deiailesl analysis further; we may conclude 
that the ~sue of inconvertible paper money, regarded from the 
standpoint of its monetary function, temporarily or permanently 
robs one group in order to enrich others. , 

§6 

It was noted above that the price-changes, in so far as . they are 
due merely to the fact of an increase of the morletary medium, show 
a relatively" uniform line of development, \'Yhich may also be give~ 
a statistical basis if it is possible to follow the money as it passes 
from the first receiver to the second, to the third, and so on. 

Some such phenomenon was witnessed upon the discovery of the 
Californian and Australian gold-mines. The new mass of gold -
which was allowed to flow to the mints and be transformed into 
money freelyt-to the extent that it entered into circulation, brought 
about a rise in prices that followed certain definite directions, be
ginning from the mining centres and proceeding through the series 
of associated industries or through the series. of countries which 
successively absorbed the new metal. 

The paper money inflation .which occurred during and after
the World War, on the other haI,ld, gave rise to price-changes which 
did not evidence any tendency toward uniformity. 

The changes came about in a spasmodic way,' in all directions, 
at an uncontrolled rate of speed, and took such 4:ontradictory forms, 
even over short periods, that all (orecasts became impossible and 

1 Here, also, it is necessary to draw certain distinctions between a share-cropper 
and a tenant farmer, for example. The former shares the gair. with. the landowner; 
the tenant farmer, however, since his contract is often a long-term one, obtains the 
whole gain for himself. ~ . . 

I If 'the law, for example, denies to the public the right of free coinage, the rapid 
. communication which previously existed between the market for gold as metal and 
the market for gold as money breaks down or is obstructed, and the price of It~laim 
expressed in dollars differs from the price of the gold contained in the dollars. . 
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all rational explanation uncertain in the daily course of busi~ess. 
The difference derives from the fact that the gold was merely 

mone.1, whereas paper 'moneyis at one· an!i the same .time .money 
and fJ government ohligation~ Paper money, therefore,- llndergoes the' 
variations which are due to monetary inflation and also those which 
are due to the state of government credit, the latter depending on 
the confidence that some dealers have and others do' not have, or 
that the same dealers have at one moment and lose at another, and 
finally on the soundness of public obligations as compared with 
other possible investments. . 

The .price-changes due to the increase of money in circulation' 
are an objective quantitative phenomenon, representing the impact: 
of a specific quantity of money on prices; the changes due to the~ . 
daily purchases and sales of government obligations, 01) the other 
hand, are a subjective phenomenon resulting from the judgments 
. of savers, which vary from moment to moment, from place to place, 
from individual to individual. . . 

Let us pause. briefly to consider paper money in its second 
function as a government obligation. 

A person who has received a note of $1000 in exchange for 
merchandise, and saves it, becomes a creditor of the State, just as 
a person who subscribes to or buys a $1000 government bond 
becomes a creditor of the State; the person who gives the $1000 

note to the seller of th~ merchandise is like one who has sold on the 
bond market a government. security of equivalent amount. For, 
as a matter of fact, in order to sell a $ iooo note, it is not necessary 
to go to the security market, nor to a broker, since in order 1'0 
find a buyer it is enough. to use the pote as money in the purchaSe 
of any good whatever. The same result would be achieved it; for 
example, the law should make government securities . legal tender 
for private and public payments. 

One difference between the two obligations is that governnient 
securities bear interest and assume that the purchaser desires a 
relatively stable investment. The note does not bear interest,. but 
does carry with it a promise of redemption or a reasonable expecta-
tion of redemption. . \ 
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Thus, the person who buys a government bond follows the 
fluctuations in its value, especially in so far as they result from the 
difference between the rate of interest \>orne by government bonds 
and that borne by other bonds, since it is with the income from 
these bonds that he is particularly concerned. A person who saves 
$1000 notes concerns himself with nothing but the variations in 
their value over a period of time; he buys paper monry, for example, 
when its purchasing power is 60 per cent of its original purchas
ing power, in order to sell it when jts purchasing power, in 
accordance with his prediction, rises above 60 per cent; and he 
may also wait until the State redeems the note at 100 per cent, ifhe 
is optimistic enough t9 hope for such a result. The person who 
saves in paper. money has in hand, therefore, a security which is 
necessarily speculative; whence it follows that the degree of confi
dence that he has in the credit of the State is the decisive factor 
so far as this category of operations is concerned. 

The quantity of paper' money issued is one 6fthe many circum
stances that may destroy the holder's confidence in it, if in fact he 
believes that the increase in the quantity removes the probability 
that . the State is in a position to redeem it in whole or·in part, 

. within a short or a long time. It may happen, therefore; and it 
has happened, that inflation may.- increase and the general price
levd of domestic commodities may rise, without depressingthe-. 
foreign exchange-value of paper money; and the contrary may also 
happen. ' 

§8 

Among the savers who invest in money the~ is, first, the category 
of hoarders, who continue t~amass paper money, as they previously' 
amassed metallic money, confident that -it will remain stable in 
value over a period of time. The amount -of paper money thus 
hoarded may assume considerable proportions, and during -the first 
stage of inflation - as long as the hoarder continues to have confi
dence - this fact tends to counteract the effect of the increase in 

. 1 Among economists there have been extended discussions of the question whether 
the quantity of paper money or the confidence In it is the cause of the depreciation of 
paper -money. According to the theory expounded above, the qua .. tity is directly· 
associated with the monetary function of the note, and confidertu is associated with its 
credit function. It goes without saying that there continues to be reciprocal inter-
a~1l between the two. .-
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the quantity of money, - an effect which depends not on . the 
quantity issued, but on the. q\lantity spent. Thus the quantity. 

. issued may increase, wit~out;prices increasing proportionally. 
These savers run the risk - if the paper moneyinfiation proceeds 

quiedy - of losing the whole difference between the initil!J value 
oftlie paper money hoarded and the value to which it finally falls 
.at t~e time it is spent. 

For the avoidance of such a danger, without being forced to 
immobilize their savings in land ·and h,ouses, the savers have few 
channels open, since, as we have seen,· the solution of lending their 
money is closed. to them. 

Some of the savers will then thr0w all their monetary savingll· 
on the market, buying and selling commodities which are rapidly 
consumable. Others will prefer the market for securities and for 
foreign bills. . . . 

Those who prefer to operate in the securities market will buy 
securities not with a view to the income they yield, but rather with 
a view to the future depreciation of paper money', ~ that is, the 
higher price that the security will bring. For example, an indi .. 
vidual uses 100,000 to acquire industrial shares at 1000; the price 
per share rises from 1000 to 1200; when he t4inks that the rise 
has reached its limit, he sell~ and collects 1200. He repeats the 
operation with other securities which, in his opinion, are bound to 
·rise in price; he buys at .1200 and sells at 1400, and so on. His 
original saving of 1000..l'l~s increased to 1200, to 1400~ etc., followjng 
exacdy the successive (riilations of paper money. 

Thus it comes about that the formal and apparent negotiation 
of· securities is merely the technical process whereby money is 
effectively negotiated on its own account as a government obligation 
#Nhich does not bear interest and whose value must be protected. 

This becomes more obvious in foreign bills of exchange, in which 
the Italian saver, say, buys dollars and sells lire, if on the other 

. side there is someone who buys lire and selig dollars. The hoarders,.. 
. along with others, as sOon as· they sense danger, buy bills of exchang-e 
drawn in dollars and hoard dollars instead of lire. They try to 
invest their savings in dollars. They are not importers, and do not 
need dollars to pay for merchandise, since ·they have imported none 
from America .. Side by side with the trade in bills which arises 
from the internationai exchange of merchandise and serves to setde 
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international payments - in which money is merely' the medium 
of payment - there takes form and develops an aut,onomous trade 
iIi foreign bills which serves to bring about a' direct exchange 
betwee~ dollars and lire as if they were goods in their own right
that is, credit obligations. Hence it may happen that the demand 
for dollars increases as compared with the demand for lire, and 
vice versa; and as a consequence the exchange value of the lira, 
or the value of the paper lira, will fall or rise without there being 
any increase or diminution in the amount of paper monpr issued, or 
any modification in the relationship between imports and exports. 

To sum up: the operatioils just discussed are based on a forecast 
of growing inflation; but they rest on a belief that the State will 
pay its debt. 

§9 

As inflation progresses, there wilJ. come a point at which confi
dence is shaken and lost. This is the beginning of a salutary liquida
tion; in order to salvage what it is still possible to salvage of one's 
savings, all holders of paper money hasten to get rid of it. This 
is the salient chat;,acteristic of the new situation;1 but we have not 

. 1 It has become the prevalent opinion among writers on monetary matters that this 
general tendency to get rid of paper money increases its 'velocity of circulation'. 

This proposition is not exact; or at least it needs several qualifications. The 
quantity theory assumes: (a) that there is a given quantity of money; (b) that it is in 
circulation; and (c) that it circulates at a given velocity with reference to a given unit of 
time. 

Velocity increases whenever, assuming that the volume of trade remains the same, 
this trade is taken care of by a smaller quantity of circulating medium, and vice versa; 
this comes about to the extent that the system of payment by ~E'ans of credit-instru
ments becomes perfected. In the case we are now discussing, however, what happens 
is that in order to get rid as quickly as possible of the money which is rushing toward 
precipitous depreciation from day to day and even - as happened in Germany - from 
hour to hour, the owner hastens to complete in a shorter period of time the exchanges 
that he used to make over a longer period; thus the worker who has collected his wages 
hastens to buy provisions for the whole week on the first day of the week, whereas he 
used to buy them every two or three days. There is, as a result of this, no change either 
in the total volume of purchases or in the quantity of the circulating medium; there is 
only a different distribution within a given unit of time, inasmuch as three days of 
intensive exchange are now followed by three days of less frequent exchange; as a whole, 
however, the unit of time assumed in the problem has not changed. Everyone competes 
with everyone else to see who will be the one who runs fastest to rid himself of the 
paper money: the velocity with which the owners of paper money move their legs is 
not to be confused with the velocity with which money circulates! 

On the .other hand, there is an increase in the qumrtity of money in ci,.culation, 
since no one any longer keeps the stock of money which he used to keep with him for 
his daily purchases. The sum· of these small amounts may assume considerable 
dimensions, and will have the tendency to raise prices. 
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said that all this happens at one· step. .The movement begins. with 
the most far-sighted; it then spreads; and in the end . it infects 
everybody, so that all are dragged along in the same stream. 

The crisis presents the· characteristics of a gigantic crisis of the 
securities market; that is, it represents the complete collapse of a. 
government obligat;ion which-because it also performs the func
tions of money - has unlimited and very rapid repercussions on 
the whole economic structure of the country. 

Summing up: two causes of a permanent character <:ombine ·to 
make the value of the paper money· varying and un 'Certain from 
day to day. First, the quantity, increasing in periodic waves, acts 
automatically on partial price-levels and then on the general price
level in the direction ofa rise of prices; this effect would be present 
"even if the 'quantity of money' had reference to the quantity of gold 
money instead of inconvertible paper money. Secondly, :varying 
degrees of confidence' or lack of confidence in the futureconverti
bility of the notes, in whole or in part, is evidenced by those who 
buy and sell the paper money as they would any government 
obligation.1 

§IO 
'{he price-changes which ar~ due excl~sively to money, when 

all other conditions remain equal, create - as we have seen ~ gains 
and losses which mutually compensate one another. From this M.s, 
arisen the opinion that the community, taken ~s a whole, neither 
gains nor loses. 

On the contrary: the major damage is precisely that which the 
community suffers, inasmuch 3.$ the absolute lack of all stability 

1 Anyone who would wish to explain the concrete phenomena as they were exempli-· 
fied during and after the War would have to take account, in each separate country, of 
all the other numerous circumstances which have been created by acts of legislative 
intervention, and which, therefore, have a temporary character. It is easy to determine 
the direction in which each act of intervention operates, either strengthening or coun
teracting the action of well-known general principles; but the sum total of all these acts 
of intervention, in spite of many attempts, does not provide, and has not provided, an 
inductive basis for the discovery of new uniformities and new economic laws. 

To these contingent factors of a legislative and political nature must be added all 
the other innumerable factors of an economic cllaracter .which influence the prices 
now of one group and now of another group of commodities. The effects of this type 
of factor have erroneously been put in causal relationship with the fluctuations in the 
monetary circulation, or confused with these fluctuations, with the result that hasty 
and inexact criticisms and corrections have been applied to principles whiclr are well 
Imown and solidly established by theoretical economics. . . 
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in, the value of money upsets the basis on which the structure of 
exchanges rests, - that is, the whole economic life of modem 
countries. 

'Inflation through successive waves of inconvertible paper money 
destroys money'; in this is summed up the social damage, which is 
incalculable. To obtain some notion oUts significance, it is necessary 
to go back to the history and function of money and all the improve
ments which have bec;:n devised therein throughout the centuries 

• in order to make money a .unit' of value possessing increasing relative 
stability. 

An indication of the seriousness of the social damage is to be 
found in the fact that, in the end, the public actually repudiates 
the paper money and begins economic life ex novo by returning to 
.barter, or by making exchanges by gold" weight, or by substituting 
a foreign currency. . 

Once it abandons· the naive idea of punishing private citizens 
who repudiate paper money, the State adjusts itself to the real con
ditions of the market by absolutelY stopping allJurther issues oj paper money. 

This is the first step - of a negative, but fundamental nature
toward the clearing up of the monetary situation. But in order to 
.provide a real guarantee that the government will not return to 
the issue of paper money for the sake of 'balancing' the State 
budget, it is necessary that balancing of the budget be achieved 
soundly by means of an increase in ordinary revenues.! 

Thereafter the State must 'face two positive problems, which are 
connected with the two functions of paper money: (I)' it must 
re~tore to the country a currency based on gold; and (2) it must 

'pay its debt. 
In pure theory, if the State pays its debt, it also solves, by 

implication, the problem of sound money, because. it restores the 
convertibility of its notes. Hence the problem has a, primarily 
financial character. 

1 This is the only relationship that exists between monetary policy and financial 
policY, whenev" the State, i" order to 'balance ito budget', had in fad had recoune over 
a series of preceding years to the isSI# of paper money, instead of to a" increase of taxa. 

In .pure theory, howev.er, not even this connection between the two policies is a 
necessary one. This is demonstrated by the fact that there are countries with budgetary 
deficits which have gold money incircu1ation. In Italy, on the other hand, an-opinion 
has been allowed to become widespread to the effect that a balanced budge.t would 
automatically have been the touchstone for solving the monetary and the .economic 
problems, . 
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In order to pay itS debt the State ought to have recourse to an 
extraordinary tax on property; still better, to the flotation of one 
or more ordinary loans; or to an increase in annual taxes, which 
would serve either to carry the interest charges on State loans or 
gradually to pay the principal of the State debt. 

The repayment is accomplished automatically by destroying as 
many convertible notes as are collected through the taxes levied 
for the purpose,or through the proceeds of one or more ordinary 
loans. Hence gold is not used, and need not be used~ Nor need 
the reserve of the Bank of Issue be reduced; this would be necessary 
only if the Bank had to redeem in gold all the irredeemable. notes 
in circulation! 

Far from substituting for the paper inflation a gold inflation -
which, for that matter, would be eliminated from the internal 
market through the necessity for paying for the consequent i~crease 
in merchandise imports - the problem consists of 'reducing the 
quanti!J' of the paper circulating medium. 

In fact, if the convertibility of the notes which are at present 
inconvertible is to be resumed, it is axiomatic that their quantity 
muSt be reduced, in conformity with a well-known economic law 
that regulates the distribution among trading na,tions...of the 'gold 
money existing in/act in the world.' 

This new policy is initiated at the moment when the State 
budget goes beyond the period of budgetary eqUilibrium and enters 
the period of budgetary surplus, since -the surplus represents the 
annual sum to be devoted either to the gradual repayment of the 
debt or to the payment of the interest on a loan designed to bring. 
about more rapid retirement of the paper money" 

, The repayment of paper lire in full-value gold lire, or of paper marks in full-value 
gold-marks, etc., would presuppose the existence in the world of a gold supply of 
faDtastic proportions. And even if such a gold supply did exist, it would be anti
economic ID give it a purely monetary use. 

• The consideration that pBper money, under conditions of inflation. is also a 
government obligation of the State is of great importance in theory. For it explains, 
in and of itself (though other contributing circumstances may be present), some diver
gences that have been repeatedly observed as between internal and external prices. 

That every permanent fall in internal prices reacta on the -foreign exchanges in 
the direction of raising the foreign-exchange value of the domestic currency is an 
obvious truth; but the converse of this proposition has not been demonstrated. Now.it 
has been alleged to be a fact that the faU in internal prices has come about not as a 
result of the reduction of the paper circulation but as a result -of the improvement 
in the rate of foreign exchange. 

Even if we admit that the rate of foreign exchange may improve without a decrease 
in the quantity of paper money in circulation, no one has as yet explained to us how 
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The process of deflation is automatically arrested when the 
quantity of paper money in circulation again functions in fact as 
bank-notes, convertible into gold. It is not necessary that the 
limit be fixed by law in advance.1 ' 

.only in this way is the double problem of money and the State 
debt resolved in its entirety. But the solution .of the financial 
problem meets obstacles .in the more complex problem of concrete 
reality. 

1 As a rule, the limit is fixed by law; but such a provision represents an expedient 
for protection against possible dangers arising out of the policy of the Bank. Similarly, 
when one speaks of complete revaluation of a depreciated currency, one does not imply 
that the amount of bank-notes in circulation must return to the limit which prevailed 
during the pre-war period; for the true limit is a function of the volume of internal 
trade, which may have increased in the meantime. It is from this circumstance, 
indeed, that some JVriters derive the opinion that monetary reconstruction will come 
about by itself, gradually, in proportion as the development of internal trade requires 
an increasingly IargeAlote circulation. This might happen in countries in which the 
issue of paper money was relatively moderate; but such hopes would not be likely to be 
completely realized in practice in those countries in which the paper circulation has 
become five or ten times as large as the pre-war circulation. 

And it is also necessary to bear in mind that if, on the one hand, the volume of 
internal trade increases, on the other hand methods of payment are being perfected 

,which·tend to reduce the monetary use of gold. 

the foreign exchange influencesintemal prices. Some say that as the exchange 
improves imports increase, with a resulting increase in the volume of internal 
trade, which leads to an increase in the value of the paper money in existence. But 
such people do not notice that if imports increa.~e, exports will also have to increase. 
At best, the reaction involved is temporary and of small importance. 

If we follow the theory developed "l;ove,. the phenomenon is to be explained 
differently. . . 

First of all, we must imagine a government that follows the policy of complete 
revaluation. At the moment when a substantial budgetary surplus is achieved, the 
possessors of paper money foresee that the government obligation which they .hold 
will rise in value. They therefore sell foreign currency and buy their own currency; 
others hold on to such amounts of the domestic currency as they are able to 
save. The do~estic currency used in this way is withdrawn from circulation as 
money. and there is a reduction in the quantity of circulating money, which appreciates 
in value. 

If the forecast is not justified by the event, 'people:wm again sell domestic currency 
in order to repurchase foreign currency, and the notes that were being hoarded will 
be thrown back into circulation. We come back to the point from which we started: 
that is, the raising or lowering of internal prices resolves itself into a temporary phe
nomenon. In order that the forecast may continue in the same direction, the forecast of 
the so-called speculators must be a correct one: that is, there must be an actual reduc
tion in the amount of notes in circulation; This is always the basic presupposition for 
the partial or totsl revaluation of paper money. 

Those, on the other hand, who hold that such revaluation depends on the course 
of the fo~eign exchanges would have to show that, t:~t~ris parilnu - that is,.on the 
assumption that the volume of internal trade has not increased.- it has in fact happened 
that irredeemable paper money has been definitively revalued without a reduction in 
its quantity. 
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§II 

If we wish, first of all, to- obtain a notion of the quantitative 
importance which the paper money debt has relatively to the other 
public debts, we should not compare it with the total of these other. 
debts, in comparison with which ifmight be and usually is a small 
matter. Thus, if a State already 9wed 70 billion in ordinary debts 
an.d 10 in paper money, the question of increasing the former to 
80 in order to extinguish the latter would not be of great importance 
and would not be Pifficult to solve. The problem really lies, how
ever, in the relation between the 10 billion of inconvertible paper 
and the 21 or 3 billion of convertible notes which would be sufficient. 
fOr the needs of circulation. This relation of 10: 3 gives the measure 
of the effect that the quantity of paper money has on ·the general 
level of prices, and gives a more exact idea. of the difficulty of the 
problem. 

Broadly speaking, the process of deflation brings about phe
nomena inverse to those examined during the· process of inflation; 
that is, the average level of prices tends to fall, but the partial price
levels - that is, the prices of the various groups of commodities - do 
not fall uniformly, so that there are phenomena of gain and of loss in 
a direction contrary to those observed during the process of inflatioJ).. 

Consequently, until the new general equilibrium of gold prices is 
reached, it is inevitable that there shoul~ be anew period of dis
tUrbances of the equilibrium that had been achieved when the in
flation ended and as a result.orits ending -an equilibrium to which 
everybody had by that time adjusted JIimsel£ 

It seems, therefore, more advantageous to be content with a 
compromise solution, which consists of fixing (that is, stabili<:.ing) .the 
gold value of paper money at the level, or somewhat above the 
level, to which the process of inflation had made it fall. In any case, 
the' difficulty stated. above has been regarded as the chief reason 
why several States stopped in their progress toward. complete re-. 
valuation and adopted the system of stabilization, - thatis,of 
partial revaluation.1 

Once the money is stabilized, the monet.ary problem is solved, since 
1 In fact, Belgium, Italy, and France at first declared that they favoured the com

plete revaluation of their money. Later they contented themselves with stabilizing it 
at different levels. 
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it isa matter oflindifference whether the standard coin is equal to 
IS per cent or 25 percent or 50 per cent or 100 per cent of the former 
gold coin, provided that a new monetary unit, specified by law, is 
adopted, and provided that the note-holders may exchange their 
notes freely at the bank~window for their equivalent in gold. This 
condition represents the necessary minimum.1 

" . 
§ 12 

But stabilization does not solve the problem of the State debt; 
on" the contrary, it represents partial or even. total repudiation of the 
original debt! For this reason, the phenomenon demands, from the 
point of view of Public Finance, a further brief examination. " 

The issue of paper money has been compared not only to a sort of 
. fee or tax on transfers,· but also to an extraordinary ta.'t on property. 
Thereby paper money would lose its formal character of a debt. and 
the State would no longer be obligated to pay it. 

Now, the issue of paper money is not the same thing as an extra
ordinary tax on property. We established the differences between 
the two, in the course of our earlier argument. It is true, however, 
that the State may have recourse to an extraordinary tax on prop;.. 
erty equal in amount to the debt represented by the paper money 
and may set one off against the other. Let us suppose that the paper
money debt amounts to 10 billion. The 10 billion which the State 
owes to the community and the 10 billion which the community 
would have to pay in taxes offset each other - that is; become a 
credit and debit, respectively; hence it would be economically " 
advantageous not" to cause useless disturbances of the equilibrium 
already achieved, but to leave things as they are. 

Now, this reasoning is obvious with respect to the relationship 
between the State and community taken as a whole; but it does not 

1 We cannot enter here into details; but it should be noted that if the bank is obliged 
to convert only when the bearer shows that he is using the gold and gold-exchange to 
make payments abroad, or when kRal provisions make it difficult in practice for the 
note-holder to have acc-ess to the redemption office, or insis~ that the right to exchange 
notes for gold be limited to fairly large sums, etc., we have a case of limping stabilization. 

I The repudiation is partial if the stabilization is made at a gold value highe, than 
that which would correspond to the degree of depreciation attained by "the paper 
money; it is total if the currency is stabilized at exactly the gold value registered by the 
currency in the market. '" .... 

I See Book V, chap. II, § a n. 
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uelp to solve _the fisCal problem, which is a problem of distril:>ution 
among the various groups of taxpayers. . 

The tax on property ~ that is, on the value of the property - is 
not the same thing as a tax on the quanti!J of paper . money which 
each citizen happens to possess. If the latter bore the same rdation
ship to the value of the property owned by each citizen, we could 
say that stabilization is a means for levying a tax on property which 
would be perfectly or sufficiently equitable; for, under .such circum
stances, the so-called credit and debit as between the State and the 
community would become also a credit ,and debit as between the 
State and each individual taxpayer; this would just solve. the fiscal 
problem of distributi~n. 

But such an· assumption is uni-eal, even if the paper money served 
only as a medium of exchange; since the quantity of money necessary 
for the conduct of business varies from one business to an<?ther. It 
is all the more Unreal whenever paper money functions as a govern
ment obligation, or as a means of saving, because not all save, nor
do all save to .the same extent. The result is entirdy to the Pisad.: 
vantage of the group of savers who deal in money and have almost 
the whole of their property in paper money. 

Even this theory, therefore, does not diminate and does not atten
uate the pledge assumed by the State to withdraw the paper money. 

We are dealing with matters of credit, in which the observance 
of the contract is the dement. that represents the greater and per
manent interest of the individual, and, "fortiori, of the State. In the 
fidd of private economics, in fact, a person who does not pay his 
debts may really find it impossible to pay them because he has not 
produced the values which he hoped for and which induced him to 
contract a loan; in the case ofa colleCtive public economy, however, 
which includes creditors and debtors, the failure to pay means leav
ing definitivdy to the debtors wealth that belongs to the creditors. 
The passage of such wealth from one group to the other, therefore, 
in conformity with the contract, is a 'problem of distribution'. 

Undoubtedly, a change in -distribution reflects-itselfin .;. change, 
in production. It is, in fuet, asserted that inflation stimulates pro
duction and" exports, since the entrepreneur bases his action on the - .-
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eXpectation of a continuous rise in prices. This depends, above all, 
on the circumstance that wage~ c:lo not rise contemporane(~)Usly with 
the rise in the prices of the goods produced; hence the premium on 
production and export is taken from the wages of the workers. But 
if the latter were organized in such a way as to obtain an increase in 
wages sufficient to discount the future depreciation of paper money, 
the ,so-'ca,11ed encouragement to production would disappear or 
would be negligible. 1 

In the second place, inflation encourages the creation and the 
anti-economic development of marginal enterprises which rest on tJte 
easy and uncritical issue of paper credit- that is, on the exploita
tion of the labouring masSes. 

For similar reasons, with the positions reversed, it is asserted that 
deflation discourages production, because as prices fall, the profit of 
the entrepreneur decreases, since expenses of production and, above 
all, wages do not fall with the same rapidity; and also because the 

,contraction of bank-credit hastens' the collapse of marginal enter-
prises with the result that unemployment ensues~· , 

From this has arisen the opinion that the crisis which is due to 
deflation is more damaging to' a country than the disturbances due 
to inflation and that it is therefore best, on the whole, to follow the 
policy of stabilization and not of revaluation. , 

Here also it must be noted that ifprofits and wages were lowered 
simultaneously during the transitional period - which in any case is 
necessary in order to pass from a system 'of paper money prices to a 
syst,em o( gold moneiprices -'- the so-called discouragement to pro
duction would not exist, or would be negligible. 

1 This is precisely what happened in Germany after the inflation was considerably 
advanced, when the workers and capitalists, educated to the danger they were running, 
obtained an actual increase in wages and interest as' an insurance premium against 
further inflation. 

• The phenomenon ot unemployment must be regarded here as an indication of the 
absolute lowering of the total mass of wages - a lowering that may be expected as a 
consequence of industrial crisis, but which is concentrated in the unemployment of 
comparatively few, instead of being spread, in the form of slight reductions, over the 
wages of all. ' 

This is the result of other causes, among which should be included (a) the fact that 
the trade unions in the various industries have become closed organizations which 
no longer permit competition by outsiders ; and (b) the fact that trade unions oppose 
the reduction of wages on a priori grounds. Subsidies tQ the unemployed strengthen 

,the resistance of these organizations and hence increase unemployment and induce the 
employerS more than ever to find more economical forms of business organization by 
reducing the number of less efficient workers in order that high wages may f<Ontinue 
to be,'Paid ,to the more capable. . 
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The problem would then be reduced to this: to proceed in such a 
way that while nominal profits are falling. wages do not resist. It 
would be a problem of secondary i.mportance. 

On the other hand. the fundamental error of the theory under 
examination lies in attributing to the monetary phenomenon' of de
flation the phenomena of a crisis which is the necessary consequence 
of very much more profound and remote economic causes. If, for 
the moment. we abstract from the influence of money. profo:und. 
economic causes of the crisis. or. better, of the general depression of 
the post-war period, are to be found in the destruction of wealth 
brought about by the long war; the resulting reductionofconsump
tion and saving. the necessity, faced by the colossal warindu.stries, of 
demobilizing themselves. and the high cost of the capital which they 
required in order to transform themselves into peace induStries, 
without even having certain knowledge of the new demand curves 
for their products, whicb could not coincide with those of th~pre-
war period. . 

Similarly, another and greater cause of the depression is to be 
found in tariff policy, the intensification of which in the direction of 
protection, besides increasing the general poverty of the various 
countries, has made it necessary for all exporting industries to find a . 
new, more expensive, and less profitable equilibrium in the internal 
market. 

It was not difficult to foresee that-this tremendous task of in
dustrial reconstruction would have increased the costs of plant and 
equipment, while, given the increased poverty of the country, the 
prospect was for lower prices. The severity of the depression is thus seen 
to be due to causes of an economic rather than a monetary character. 

Undoubtedly, monetary policy, involving,as it did, inflation on 
the upswing and deflation on the downswing. -aggravated th~ situ
ation. since the high and rising prices gave an illUSIon of prosperity 
and hid the real economic condition of the country. 

But inflation could not go on ad irifinitum. It was inevitable that 
at a given moment it would be stopped; and when that day came;. 
with the fall in prices that it brought with ii. it marked and intensi
fied the outbreak of the crisis. 

If this point, which is fundamental. is admitted. then deflation. 
when it begins. is to be regarded as the next step which follows. with-
out interruption, upon the stopping of inflation. . 
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Now, the effects of the crisis Il\ay be atten~ated by deflating 
slowly - that is,oy lengthening the period which is necessary for the 
achievement of the new equilibrium of gold prices. In this way, the 
gradual fall of prices - in so far as it is due to deflation - can be kept 
within the limits of those normal fluctuations for which every 
. entrepreneur must be prepared. 

The policy of slow deflation, however, is to be contrasted with a 
policy of rapid deflation, which has thc?· advantage of accelerating 
the liquidation of the crisis through the disappearance of ailing in
dustries. This is a benefit for the general economic structure, the 
recovery of which it hastens. Moreover, it has the specific effect of 
provoking a contraction of the demand for labour - that is, of lead
ingto the reduction of wages, thus making it easier for those ~nter
prises which are sound to overcome the crisis~ 

Between these two extremeS there is the problem of deflationary 
policy in the concrete case. Such policy may be carried out with 
more or less spf:ed~ according to a whole set offactual circumstances, 
wh!ch vary, necessarily, from country to country, and whose abso
lute and relative evaluation goes. beyond the competence of pure 
economic theory. _ 

Speaking generally, it may be said, in the first place, that the plan 
for revaluation adopted must be public and that it JIlust be put into 
execution some time - for example, a year - after its approval, so 
that (a) no one is taken by surprise and all the agents ofl>roduction 
are prepared for a nominal and temporary reduction of their remun
eration in view of .the increasing purchasing power of money; (0) 
some entrepreneurs may be able to adapt their conditions of supply 
to decreasing prices in the future;· and (c) tha~the deflation should 

, not affect current contracts in process of execution. 
In the second place, the execution of the plan for revaluation be

comes one 9f the tasks of the bank of issue, above all in countries 
where the paper circulatiori consists both of issues made for the 
account of the State and of those made for the account of trade,: but 
which, as a matter ofform, all represent a debt of the bank. 

Thus it is that the monetary and financial problem is necessarily 
interconnected with a banking problem. 

424 



THE ISSUE OF PAPER M'ONEY 

If the b~ has advanced strictly commercial credit 'pn its own 
lccount, all of its notes which remain in circulation after those re
presenting the State debt have been withdrawn automatically be-

--"come convertibl~ again. But if in fact - as has happened - the 
Bank, on its own initiative or as the result of State pressure,issues 
paper money for the salvaging of shaky and moribund industries, ot, 
has abused the provision of irredeemability in its own private inter
est, or has been lavish in granting credit to the manufacturers of 
arms and munitions in order to expand production to the maximu~ 
and without regard to any .strict economic criterion, then the ,so
called commercial circulation is, in fact, inconvertible ~ that is, it 
represents a real case of 'banking inflation' very similar to that pf 
government inflation. It may, however, be regarded as representing 
in large part an indirect fiscal inflation. 

Hence ~e bank of issue also must adopt, in accord and in c0-

operation with the State, a deflationary policy with respect to the 
so-called commercial circulation. The two policies, however, always 
present notable differences. -

The State, in fact, in order to pay its debt, must obtain from taxes 
or loans the quantity of notes with which it proposes to pay the debt 
that it has contracted directly Or indirectly with the bank; 'Credit 
and debit offset each other when the notes are physically destroyed~ 
The State must proceed automatically, devoting to this purpose 
a fixed sum annually - for-example, 100 or 500 or 1000 million a 
year. 

This fixed sum reduces the circulation at a uniform and slightly 
progressive rate;-for if, for example, 500 million a year is 5 per cent 
of the annual circulation of 10 billion, the' next year it goes up to 
5'26 pel' cent of the reSidual circulation, the followingyear tOS'55 
per cent, and then to 5'88 per cent, and so on. Thus the effect of the 
deflationary process QQ. the general' level of prices is small in the 
beginning; subsequently:liowever, it becomes increasingly intensi.:... 
fied, and it is helped along also by the speculation which is bound 
to proceed upon the assumption that the value of the paper money 
will increase. 

It is not so in the case of the bank. The reduction in the amount 
of its circulation may be effected according as and to the extent that 
its notes come back to the bank in payment of discounted bills, or in 
payment of whatever form of credit was granted. Only at a second 
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. stage will it be able to contract its circulation, by reducing the amount 
of credit which it grants to trade in: the future. 
~ If the bank, as we have suggested, has granted credit which is not 
destined - either as the result of a tacit understanding, or by express 
agreement - to .be extinguished at maturity, but is merely written 
off and renewed, the return of the notes also becomes slower and 
banking deflation requires a longer period of time, which is deter-

, minable apTioTi only with difficulty.l 

In addition, it must be noted that it would hardly be wise bank
ing policy to reduce the granting of new credits automatically, by a 
rigid quantity per annum and by an equal amQunt for all customers. 

" The bank, which is in: a position to re<;ognize and follow the 
evolution of the in:dustrial crisis, is the organ best suited to discrim
inate between businesses that can be rehabilitated if they are not 
deprived of credit and the weak busineSses that have been kept alive 
artificially by in:flation, to which credit should be refused in order 
that their failure may be hastened. It is the bank that must choose 
the most convenient moment for restricting credit and thereby con
tract, as a whole, the quantity of notes in circulation. 

Moreover, it is not impossible ~at the bank may at times atten
.uate the rigorous effects of State deflation by taking over part of the 
State circulation! 'In short: several of the consequences feared from 
a rigorous deflation may be attenuated by banking policy during the 
transitional period which is necessary before the complete revalua
tion of paper money can be achieved. 

During this period, the bank must be sufficiently free from pres
sure in its distribution of credit; and it must not be subjected to in:
fluences of a political character. It is for the State to control banking 
policy, in: order that it may prevent its plan for revaluation from be-
in:g completely frustrated. . 

The task of the State itself, on the other hand; is to adopt, during 
the transitional period, a rigorous policy of ~~onomy; since it is" . 

1 The plans for revaluation usually fix this period and impose it on ~e bank; but 
this provision is an empirical and, in most cases, an illusory one. , 

• This does not imply agreement with the theory - which we have already refuted
of those who hold that if thIl State reduces its circulation. the bank of issue takes ita 
place. as if this substitution were a theoretical necesaityor a right of the bank. 
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hardly probable that the taxpayerS will be able -to bear the burden 
occasioned by the old taxes. which increases automatically with the 
revaluation of paper money. and to pay. inildditiori. new taxes de .... 
signed to support a prodigal policy_of public expenditures. 

Thus we have. at such times,_ ano_ther Qecessary .connection be
tween the policy of monetary reconstruction and fiscal policy. 

To sum up: the influenc6 that a deflationary policy exercises on 
-production is far from having the importance that people have wished 
to attribute to it. It. remains a secondary accompanying factor, 
wholly inadequate to. explain' the:: policy of stabilization' which has 
:prevailed. 

§1-6 

On the contrary, ODe reSult of the circumstance that the public 
cannot be unaware of deflation --,. in contrast with its attirude during 
the process of mflation - is that the mere announcement of a defla
tionary policy 1$. enough to bring into action all the foi'.ces of -
friction.":"'" that" is. to provoke tlie'jmm~diate resistance of a·il those 
whose interestS are opposed to such a policy.. . 

It is here that we find an adequate explanation of the difficulty of 
carrying through a deflationary policy. 

The banks of issue that have misused their credit for their own 
benefit by discountinJt bills of exchange not destined to be paid at 
maturity nO longer possess the assets which are necessary inorder to 
be able to meet their demand obligations to the holders of paper 
money; hence they oppose a deflation that brings with it a return to 
convertibility of the notes. 

The ordinary commercial banks are opposed, because they would 
not find it so easy to rediscount as they used to find it; and their: 
customers are opposed because they would find it more· difficult to 
discount their bills; entrepreneurs are opposed. because they wish to. 
avoid friction with their workers; the labouring class is opposed, be
cause it is unwilling to accept a present reduction of wages in' anti
cipation of a future increase in the purchasing power of money; 
State functionaries are Qpposed for the same reasons; the taxpayers 
are opposed because they are exposed to the danger of having to pay 
their high taxes in money which continues to appreciate. Their de
mands are willingly granted by a government which will not resign 
itself to the necessity for reducing public expenditures. . 
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We have here a spontaneous coalition of interests which isolates 
and leaves undefended the group made up of those whose preponder
ant interest lies in the fact that they are creditors of the State; and 
this explains why the policy of stabilization has prevailed in those 
Cfountries in which monetary policy is dominated by the groups 

, whose interests are best served by such a policy. 

Whatever the monetary policy adopted by the State as a means of 
disposing of the loan which is contracted in the form of paper money, 
it is'reBected in all other existing public debts. For, if the paper 
money is completely revalued, the original value is, to be sure, 
restored to the old creditors who had subscribed to public loans in 
gold money; but a premium is accorded to the subscribers of those 
loans which were Boated during the period of depreciated paper 
money. If, on the other hand, the lira, for example, is stabilized at 30 

. gold centesimi instead of 100, the financiaI.burden represented by all 
ordinary debts which were contracted when ~e lira was worth more 
than 30 gold centesimi is lightened - that is, less is paid in real interest 
and in real capital than waS received by the borrower - in this case, 
the State. Similarly, so far 'as those loans which were contracted 
when the lira was worth '20 gold centesimi are concerned, the State 
budget is burdened by a sum greater than that which was received. 
, Now, if the dates of issue of all State contracts, the .amounts in
volved in such contracts, and the value of the money in which they 
were contracted are known, it is easy to put these contracts on a 
comparable basis by reducing all of them to a given gold value. 

For example: let us suppose that before the War a loan subscribed 
in full-value gold money amounted to 16 billion; that during and 
after the War three other loans of i 6 billion each were successively 
contracted; but that the first was contracted when money was de
preciated 25 per cent,. the second when it was depreciated 50 per 
cent, and the third when it was depreciated 75 per cent. 
, Altogether we have a nominal 'debt of 64- billion, involving, at 

, 5 per cent, a noininal interest burden of 3,200,000,000. 

If the State, in returning to a: currency which has been com
pletely revalued, would have to pay this 3200 million in gold, instead 

428 



TRE ISSUE OF fAPER MONEY 

onn depreciated money, we should have an increase in the budget 
which would be.very considerable and by DO means justified. 

On the other hand, if we preserve the gold value of the old loan 
of 16 billion, the second 16, translated into gold, are equivalent to 12 
billion, the third to 8 billion, and the fourth to 4. Altogether, there 
are 40 billion, with an interest burden, at 5 per cent, of 2 billion in gold. 

The increase in the budgetary burden, therefore, is not represented 
by the difference between 3200 million in paper and 3200 million 
in gold, but by the difference between 3200 million in paper- and 
2000 million in gold. . 

Ifwe take, as an.example, a lira stabilized at a: gold value 0'£ 32 

centesimi, the 3200 million ~ould be worth 3200 X 32 =1024 billion; 
hence the increase in the budgetary burden, as· a result of the re-
valuation in the example given, would be 976 million in gold. . 

It should be added that the real fiscal burden which is represented 
by the higher taxes would not be measured by the whole 976 million~ 
since it would be neCessary to take into accoun:t and deduct the direct 
compensations which many, perhaps very many, taxpayers would 
find in their own budgets. . 

In fact, if we imagine a patrimony composed ofland and govern
ment securities, the greater tax levied on the income from land would 
find an immediate compensation in the greater purchasing power of 
the interest paid by the State; and to the diminution of the capital
value of the immobile property would correspond the increase in the· 
price of the government securities. 

If, in addition, the tax were general, so that it fell also on interest 
on the public debt, the tax-rate levied on all incomes would be lower; 
and within the budget of the owners of government securities the 
new tax would. find an immediate compensation in.the greater pur
chasing power of the interest paid by the State. 

One should not lose sight of the fact tHat the operation just de
scribed aims oilly to distribute the fiscal burden with the greatest 
possible degree of equality between those citizens who are creditors 
of the State by vittue of the fact that they lent money to the State, 
and the citizens who are debtors of the State by virtue of the fact that 
they owe taxes; but financial policy may have other ai~ besides 
this one. 

In fact, the choice between revaluation and stabilization re
presents a complex problem which has elements of both an economic 
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and a political character. Many arguments are adduced in defenCI 
of one policy or the other. But theory does notprovide arguments in 
defence- of either of the two; it merely analyses and explains. Now, 
the analysis of the opposed forces allows us to explain the final result, 
which has been different in different countries, and to arrive at the 

-following tonch.ision:· namely, that in the countries in which it has 
been possible to revalue depreciated currency. the. State has com
pletely honoured its pledges and has distributed :-the tax-burden 
equally among all the taxpayers; and.that in the c<>untries in which 
it has seemecj convenient or-neces.sary to stop at stabilization, the 
State has not fulfilled itS pledges, and has made permanent, for the 
b~n~fit of those groups whose political influence preponderates, the 
inequalities brought about by inflation. 
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