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CHAPTER I 
INTRODUCTION

In order to view meaningfully the contribution of 
any given individual it is imperative to deal with certain 
fundamentals. It is the purpose of this section ,to con
sider the background and environment of Seligman and to 
indicate what forces might have operated to influence his 
thinking.

Edwin Robert Anderson Seligman was born in lew York 
City on April 2$, l86l„ His father, Joseph Seligman, 
having emigrated with practically nothing from his native 
Bavaria in 1837*had subsequently established himself as a 
man of considerable affluence, social distinction, and 
important.business and political connections.^ So it was 
that the younger Seligman was not forced to cope inter
mittently with the rigors of poverty, as Henry George had 
had to do, with its resultant opportunity costs in terms 
of study and reflection. Indeed, being born into a wealthy 
family certainly entailed opportunities but another condition 
was necessary before Seligman could hope to take full 
advantage of his situation. An essential prerequisite 
if men of the stature of Seligman are to serve the

^Dictionary of American Biography (lew York; Charles Scribner1s 
Sons, 1935FXVI* P« 571.
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purposes of society to the optimum of their talents is 
that their contemporaries must possess a degree of intel
lectual sophistication sufficient to appreciate their 
genius. It is indeed fortunate that the eastern seaboard 
had emerged from the status of a frontier society and 
into that of one possessing the necessary cultural base 
by Seligman’s time.

Seligman spent his undergraduate years in study 
at Columbia University, graduating in 1879« From there 
he went to Germany where he spent one semester studying 
at Heidelberg. It was at Heidelberg that Seligman was 
first introduced to a systematic study of public finance 
by the eminent economist Karl Knies, a member of the German 
Historical School of economic thought. This fact may be 
of significance in explaining the historical approach 
employed by Seligman in his writing. Seligman spent the 
following year in study at the Sorbonne in Paris. The 
European phase of his education completed, Seligman 
returned to New York City in 1882 and enrolled at the 
then recently established School of Political Science 
at Columbia. At the same time he matriculated at 
Columbia Law School. In 1884, Seligman received both the 
Master of Arts and Bachelor of Laws degrees. A year

2later he received the degree of Doctor of Philosophy.

2The title of Seligman1s doctoral dissertation was Two 
Chapters on the Medieval Guilds of England.
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Shortly after receiving his terminal degree Seligman 
began teaching as a prize lecturer.and adjunct professor. 
Later, he was appointed the first incumbent of the McTickar 
Professorship of Political Economy, a position he held 
until his retirement in 1931,.

lot only was Seligman a teacher but he was also 
active in a variety of civic projects. Among these was 
one which involved the building of model tenements. Another 
involved the establishment of a settlement house. Seligman 
also took part in activities directed toward helping the 
negroes. His interest in the welfare of the colored mani
fested itself in his association with what afterwards be
came the Urban•League. Aside from these undertakings 
and that of. conservation, in which he was deeply interested, 
Seligman waged an active battle against the abuses of

3Tammany Hall as a member of the Committee of Fifteen.
Seligman1s political ventures did not end with 

Tammany. In 1912 he was one, of, those who helped frame 
the platform of the Progressive.Party. The platform con
tained a plank calling for progressive inheritance and 
income taxes. This was notable because the progressive 
income tax which was enacted by virtue of the Sixteenth 
Amendment was to re&hape the-whole scope of government 
revenue collections.

This committee succeeded in electing Seth Low, president 
of Columbia University, as reform mayor of Hew York City in 
1901.



As to other services. Professor Seligmam served on 
numerous committees and commissions. Some of his most 
notable contributions came in the area of war reparations 
when after World War I he served ©m a special committee 
whose purpose was to return recommendations on the various 
war debts to the League of Nations Financial Committee.

Seligmam1s distinguished career as an author, 
scholar, advisor, and humanitarian ended on July 18,.1939 
when he died of a coronary thrombosis at his Lake Placid 
summer home. But even though this significant interpreter 
of economic phenomena was gone a legacy of books, pamphlets 
and essays had been left behind to help future searchers 
in the area of economic thought.
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CHAPTER II 
THE INCIDENCE OF TAXATION

The term "incidence”' is used today to refer to any 
changes in real disposable income that have been induced 
from changes in either public spending or taxes. As used 
by Seligman, the-incidence concept denoted the final 
resting place of a tax. To show more clearly what Seligman 
meant by the "final resting place" it is necessary to 
distinguish between "tax burden" and "tax incidence".
This can be done by considering the case of an excise 
tax placed on a luxury item. In this connection note 
the following graph:

§



Figure 1 
Tax Burden and Tax Incidence

Price

Q u a n t i t y

Key to Symbols:
D = market demand curve 
S = market supply curve 
p = original equilibrium price 
x = original equilibrium quantity 

D 1 = market demand curve minus tax 
p * = equilibrium price after tax adjustment 
x ’ = equilibrium quantity after tax adjustment 
p" = decreased demand price due to tax imposition

On the graph area p'CAp" denotes total tax incidence. Area
p'CBp is the part of incidence borne by consumers while area
pBAp" is the part of incidence borne by factor suppliers.
Area p ’CEAp" denotes total tax burden. Area CBE is the
additional portion of burden borne by consumers driven from
the market while area BEA is the additional portion of
burden borne by factor suppliers driven from the market.
Thus, tax burden includes not only tax incidence but loss
of consumer's surplus and factor rents as well.
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Another point of importance that should be noted is 
that Seligman published his major work on tax incidence in 
1’899j nine years after Alfred Marshall had completed his 
Principles of Economics» Marshall had considered the 
problem of incidence and from Seligman's footnotes it is 
evident that Seligman relied heavily on Marshall for his 
analysis. Thus, the consideration of incidence by Seligman 
can not be termed original.

Prom what has been stated it can be concluded that 
Seligman deserves neither the place of innovator nor 
synthesizer. However, his analysis and method of organiza
tion of the related material merit attention since they 
helped to compose a general outline which formed a theoret
ical basis for further investigation in the area.

Seligman*s Basic Position .
Seligman looked upon the term "incidence1' as connoting

• ' 1 the final resting place of a tax. He carefully distinguished
between the incidence and impact of a tax. The latter term,
as used by Seligman, referred to the act of impinging on
someone or the immediate result of tax imposition, in
short, **impact" was used to refer to the initial burden^

I— ;— ~ —  ' ■Edwin H, A. Seligman, The Shifting and Incidence of Taxation
(Hew York; Columbia University Press, T 899)» p. 2

2Remember that "burden" as used today includes loss of consumer* s surplus and factor rents as well as incidence.



of a tax. The process by which the burden of a tax is 
transferred from one who feels the Impact to another who 
feels the incidence was denoted as "shifting". According, 
to Seligman, this was accomplished by changes In the price 
mechanism. Thus, under Seligman's approach to incidence 
if a tax is imposed on person "A", who in turn shifts it 
to person "B", "A" is said to feel the impact while the 
incidence rests on "B". However, if ttBH is able to shift 
the burden on to a third person, "C", who is unable to 
shift it further, then "C" clearly bears the incidence.
As to the other two parties to the incidence chain Seligman 
would state that the initial impact fell on "A" who then 
managed to shift the burden to "B". Seligman would classify 
this step as impact transference or repetition. 11G" not 
only suffers the impact being transferred to him but also 
bears.the incidence as previously stated. The picture 
would be simplified if a tax was imposed on "A9 who found 
himself unable to shift it further. In this ease the 
initial impact and the incidence of the tax would be one and 
the same.

Seligman held that shifting took place through a 
change in the level of the supply schedule. A tax would 
lead to a reduction in supply which would then lead suppliers 
to raise their prices. The act of raising these prices would 
constitute tax shifting. Mote the following graph:



Figure 2 
Basic Tax Shifting

P rice

lr

Key to Symbols:
D = market demand curve 

Ssr = short run market supply curve 
Sir " long run market supply curve 

Ssr + t = short run market supply plus tax (a constant) 
slr + t - long run market supply plus tax (a constant)S 1 = short run market supply after complete tax 

adjustment 
p = original equilibrium price 
q = original equilibrium quantity 

p + t = increased supply price due to tax imposition 
p 1 = equilibrium price after complete tax adjustment 
q 1 = equilibrium quantity after complete tax adjustment 
T = amount of tax

On the graph the supply curves are positively sloped because
factor scarcity is postulated. That is, the industry demand
for certain factors is sufficiently large that changes in
the quantity of the factor demanded by this industry affect
its market price. Therefore as output increases costs will

9



also Increase due to higher values of these scarce factors.
A tax is imposed on product, raising costs. At this point 
it is important to note the gap which exists between the 
points where short and long run market supply including 
the tax intersect the demand curve. Mow, since long run 
market supply including tax, which is the market cost 
schedule, lies above the market demand curve at the point 
where short run market supply including tax intersects 
this market average revenue curve marginal firms will be 
forced out of the market. Such firms will be forced out 
as they are unable to cover their variable costs. The 
results of these marginal firms being priced out of the 
market would be reduced factor costs since less factors 
are now demanded and reduced output as there are fewer firms 
producing. Price does not rise by the amount of the tax . 
because of factor costs falling at the reduced output.

While Seligman would not have viewed it in this 
manner, shifting can also be viewed from the demand side 
with supply prices excluding the tax* Mote the following 
graph:

10



Figure 3
Basic Tax Shifting from the Demand Side

Price

SR

Q u a n t i t y

Key to Symbols:
D = market demand curve

^sr = short run market supply curve
Sir = long run market supply curve
D* z market demand curve minus tax
S' z short run market supply after complete tax

adjustment
P original equilibrium price
q z original equilibrium quantity

- t z decreased demand price due to tax imposition
P 1 = equilibrium price after complete tax adjustment
q* equilibrium quantity after complete tax adjustment
T = amount of tax

Again, the key to the interpretation of the graphical analysis 
lies in a gap. This time the gap lies between the points 
of intersection of the long and short run market supply 
curves with the market demand curve, which has been decreased 
by the amount of the tax. Since long run supply lies
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above short run supply at the point where the latter curve 
intersects the decreased demand curve, an adjustment must 
take place whereby marginal firms will be forced out of the 
market with the result being a lower output being produced 
at a price which is higher than the old equilibrium price, 
but again, by not as much as the amount of the tax due to 
reduced factor costs.

Seligman refined this analysis by stating that tax
shifting could be either forward or backward in general
nature depending on the relative strength of the demand

3and supply elasticities. A tax tends to be shifted in 
the direction of the greater inelasticity. So it is that 
if the inelasticity of firm or market demand is greater 
than the inelasticity of firm or market supply the tax will 
tend to be shifted forward to the consumer. Conversely, 
if the supply inelasticity is greater than the corresponding 
demand inelasticity the tax will tend to be shifted baekr- 
ward to the supplier of factors.

Seligman was careful to make it clear that even 
the complete shifting of a tax does not constitute a 
guarantee that the seller, on whom the tax had previously 
rested, would be able to escape burden altogether. For, as 
he pointed out, if the price rises sales tend to fall and 
if sales fall proportionately more than price rises total

3lbid., p. 3.
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4revenue will fall. This loss ©f' total revenue carries 
with it grave implications for all firms but especially for 
marginal firms. Since marginal firms are barely covering 
total costs in the long run or variable costs in the short 
run the burden of tax incidence could prove too much for 
their financial structures to absorb with the result that 
many such firms might be forced into a state of bankruptcy.

Capitalization Versus Shifting
According to Seligman a tax that is shifted can

5not be capitalized and conversely. Seligman pointed.out 
that these concepts are in reality opposite but in both 
cases the taxpayer escapes the burden of the tax through 
the mediation of the process of exchange. The term 
"capitalization" as it was used by Seligman and as it 
shall be used here refers to the present value of all 
future net income. To give the definition a more precise 
mathematical meaning note the following formula:

' V = B >M Pr x
The formula could be stated thus: the capitalized value of
something (V) is equal to its return (R), postulated constant 
for infinity, times the reciprocal of the interest rate (i).

In order to show how capitalized values are effected 
by the imposition of taxes one further concept is needed.

4Ibid., p. 11, 
5Ibid., p. 5 . 13



TM.S Is the matter, of “tax capital!zatiom11 which may be 
defined as the redaction in capitalized valae.which takes 
place after a tax has redaced the net.income that is 
capitalized. This idea could be included in the original 
formula by inserting the symbol l!T" to stand for the amount 
of tax. Thus:

Having dispensed with these preliminaries, the distinction 
between capitalization and shifting.can be shown with the 
aid of one of Sellgman1s own examples

which he assumed to be perpetuities, at par. From this 
Sellgman noted that if the ordinary return on investments 
in securities was five percent and a tax of one percent was 
imposed on the par value, the capitalized value of the bonds 
would fall to eighty. Using figures, if the bonds were 
assumed worth one thousand dollars then at five percent they 
would have returned fifty dollars a year. However, when the 
one percent tax was imposed the net annual yield fell to 
four percent or forty dollars. Thus, substituting figures 
into'the basic capitalization formula:

V = (R-T) *

Sellgman postulated that a person bought bonds

V = 800

14



Thus,,;,the burden of the tax would fall on the owner of the 
bonds at the time of tax imposition. This owner would bear 
the inoldenee of the tax, in the sense in which Seligman 
used that'term, since future purchasers would discount 
the annual return of the. bonds by the amount of the tax 
and thus the bond owner would find that the capitalized 
value of his bonds had fallen. So it would follow that 
tax shifting could not be accomplished and the bond owner 
would bear the tax burden for eternity. As to the future 
purchasers, they would have escaped the burden through tax 
capitalization.

Some Methods of Escape
Two methods of escape from taxation have already 

been dealt with in the preceding discussion. In this 
section further methods, as seen by Seligman, will be. 
introduced and a synthesis will be m&de,. relating the 
various alternative escape mechanisms. .

One significant method considered by Seligman is 
that of "transformation®1. Transformation of taxation 
would come about if the burden of a tax fell on the producer 
who feared to shift it to. the consumer and was unable to 
shift it backwards. Under such conditions, the producer 
would bear the burden himself and try to recoup his loss 
through the introduction of internal economies of scale.

7Ibid..» PP. 5-6. 15



Smola economies might take the form of indueed change in
the scale of production with resultant lowering of average

8total costs. Thus, Seligman noted that transformation, 
which is dependant ©n the process of production, can be 
contrasted with shifting and capitalization which were 
accomplished through the process of exchange. As to the 
three methods Seligman stated that shifting was the most
usual method of escape, capitalization less usual, and

qtransformation rather infrequent. Seligman went on to 
state that under the shifting and capitalization mechanisms 
the.taxpayer escapes the tax burden but never receives 
benefit. Under transformation, however, the taxpayer not 
only escapes the burden.but may even have his loss trans
ferred into a gain, provided that the induced internal 
economies are strong enough. Seligman also noted that under 
all these forms the government received revenue.

Seligman continued by stating that under other 
forms of escape the government received no revenue. Such

Seligman1s use of the transformation concept involves incon
sistencies for Seligman postulated pure competition, a market 
structure under which competition is keen and profit maximiza
tion mandatory. To have "transformation" Seligman would have 
had to assume either that competition was not effective or 
that the producer was not interested in profit maximization 
for a considerable period prior to tax imposition.
9Ibid., p. | 16



forms he classified under the general heading of evasion. 
Evasion was further broken down into "legitimate", equiva
lent to the avoidance concept and "illegitimate". Seligman 
further considered legitimate evasion as being broken down
into the categories of "i n t e n d e d a n d  "unintended".

12Seligman synthesized in the form of a chart.
Figure 4

The Seligman Tax Escape Synthesis 
escape

revenue to government
through the
exchange
process

through the
production
process

transformation

no revenue to government 
evasion 

legitimate illegitimate
1intentional unintentional

shifting capitalization
forward backward

10Ibid., p. 9
Intended legitimate evasion could be illustrated by a case 

where the legislature wanted the taxpayer to abstain from the 
consumption of some particular commodity, for example: opium,
and imposed a tax for social reasons.
12Ibid., p. 10.
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Pressure and Effects of Taxation
Seligman used the term ''pressure of taxation" to

13refer to the incidental burdens of a tax. He noted that 
such burdens arise not only in connection with incidence but

-i hwith impact and the escape mechanisms as well. Seligman 
illustrated impact pressure by a case in which a producer 
though able to shift a tax completely, was still faced with 
reduced profits stemming from a lower volume of sales. 
Seligman noted that the pressure of impact would be a 
decrease in profit, which was not neutralized by the 
shifting of the tax. As to pressure being connected with 
the process of escape Seligman illustrated using the case 
of evasion. In this connection, Seligman stated that such 
pressure would arise if the' imposition of a tax; would cause 
a consumer to refrain from the consumption of a.given com
modity and instead purchase more of an inferior substitute 
or to suffer the complete deprivation of the consumption of 
his want. Thus, while the consumer paid no tax he certainly 
suffered a loss. This loss was the pressure of evasion.

By "effects" of taxation Seligman referred to two 
15things. v In the narrower sense Seligman used it to denote 

the immediate consequences of tax impact, shifting, and

13Ibid., p. 11.
1^Loc. Pit. 
^^Ibid., p. 11. 18



ineidenee.. Thus, shifting was stated to be an effect of
impact, incidence of shifting, and the pressure of a tax of
impact and shifting as well as incidence„ In a wider sense
Seligman used the term to refer to any of the subsequent
results of taxation. Thus he says:

A tax may have a great many effects. It may diminish 
industry and impoverish individualsj it may stimulate 
production and enrich individuals; it may be an un
mitigated curse to societyj it may be a necessary 
evil; it may be an unqualified boon to the community 
regarded as a whole.

From this it will be noted that Seligman did not fall into
the error of regarding the effects of taxation, only from
the loss side of budgetary policy. However, his position
lacked refinement for it implicitly assumed that the effects,
both positive and negative, were too numerous to organize
effectively. This task was left for more recent writers
in the area of public finance to accomplish.

Technical Implications of Seligman Tax Doctrines
Seligman maintained that a tax on pure profits could

not be s h i f t e d . H e  stated that to have shifting the tax
would have to reach the marginal product and he noted that

18there were two cases in which this would.not happen.
First, the case in which a tax was imposed on product but 
reachdd portions of the supply other than the marginal 

_ _

IbicL, p. 14
17Ibid., p. 250.18 '-^loc. Git. 19



portionj second, the case in which a tax might not reach the
marginal product because it was not imposed on production at
all but on the results of production, Seiigman elaborated
by stating that in order for there to be any change in
price there must be an alteration in supply price at the
margin. Seiigman then stated that if a tax was imposed on
the producer after all his expenses were deducted and his
accounts closed, the tendency to an alteration in supply
would be diminished.
Seiigman concluded by stating:

The surplus above all expenses constitutes net 
profits or pure profits« Pure profits are the 
results of price, not the conditions of price,- 
A tax on surplus or profits, therefore, would not 
cause any tendency to a change of price. It is only 
through the slower and more indirect influence of 
a general fall in profits that any alteration, if 
at all, would take place.^9
Seiigman further held that if a commodity is

supplied under conditions of decreasing costs the consumer
will tend to suffer more than he would in an industry sub-

20ject to constant or increasing costs. To show this more 
clearly note the following graphs:

•̂•̂ Loc. Git«
20Ibid., pp. 244-248. 20



Figure 5 
Cost Conditions Contrasted

5+t

D

Price

Constant Costs Increasing Costs

Qo,

As the graphs show, under constant costs the new price is 
higher by exactly the amount of the tax while under condi
tions of increasing costs the new price is higher by less 
than the amount of the tax. By contrast, in a decreasing 
cost industry a rise in price occasioned by the imposition 
of a tax would result in a price that has risen by more 
than the amount of the tax.

Seligman also held definite views on the question
21of tax jurisdiction and its effects on tax shifting.

Briefly, he postulated that the more general a tax, the less 
would be the taxless field to which the taxed producers could

21Ibid., p. 227.
21



migrate to escape the tax. Hence, the greater would be the 
incentive for those taxed to bear the burden themselves.
He added a corollary to this by stating that if capital 
was fixed and had to move to another location the producer 
would hesitate to change his place of business to a non
taxed area and thus would tend to bear more burden than 
otherwise. This problem of jurisdiction points to an 
important point in the literature of public finance. The 
cycle might be termed the poverty-tax-more poverty cycle.
By way of explanation assume that a particular tax juris
diction, pressed by insufficient revenue caused by the 
general poverty of the area, imposes an additional tax to 
cover the deficit. Such a tax may well lead to the emi
gration of persons or firms from that area to a non
taxed area such that the basic poverty of the region will 
increase and the gap between revenue and expenditure will 
widen.
Note the following figure:

Figure 6
The Poverty-Tax-More-Poverty Cycle

Higher Taxes,Revenue Gap
EmigrationPoverty

greater
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It should be noted that this' analysis is applicable primarily 
to property and business income taxes. The analysis impli
citly assumes that the tax imposed is not a general one of 
the type Seligman postulated in regard to tax jurisdictions.

5. final ramification of some interest and of con
siderable theoretical importance concerns Seligman1s posi-

22tion relative to taxes on final consumer goods. Seligman 
stated that if the object taxed was a final good, the tax, 
once shifted to the consumer, could not be shifted further. 
If, however, the tax fell on an intermediate good or a 
factor, shifting could occur since the impact in this ease 
would not be on the ultimate consumer.

Seligman Contrasted with Current Thought
So far this Chapter has been basically concerned 

with Seligman1s approach to tax incidence. It is remarkable 
how similar Seligman1s conception of incidence is to its 
more modern counterparts. . Foremost among the current 
authorities on this general subject is the noted economist 
Musgrave„ In this section Seligman1s analysis will be 
examined and placed in perspective relative to modern 
thinking.

Seligman!s approach is generally valid as far as it 
goes, but it has been shown by Musgrave and others to be

22Ibid., pp. 252-253.



too concentrated and specific to answer all the demands 
which contemporary analysis would make upon it. Thus, 
while modern economists have maintained the analytical 
tools developed at the time when Seligman wrote, these 
tools have undergone certain changes. As to the incidence 
concept, it has been broadened to include not only the 
effect of taxes on prices but also such items as work 
effort, output, savings, consumption, and investment as 
they are effected by changes in real disposable income.
To show the theoretical approach used by modern writers 
more clearly certain equations will be introduced. They 
follow:

1. TP = TS
2. TS = C 4- I * G
3. TP = G ♦ I + G4. I * G = S * T

Key to Symbols:
TP = total production (output)
TS = total spending 
G = consumption 
G = government spending 
I = investment 
T = taxes 
S = saving

The first of these equations is the well known productivity 
equation while the second is a definition. It should be 
observed that the foreign balance component has been omitted 
from the second equation„ The first, third, and fourth 
equations are all equilibrium conditions. Now what is 
significant is that while Seligman concerned himself mainly

* 24



with the tax component of the fourth equation, Musgrave 
and other moddrn writers focused attention on the components 
of all four equations stressing particularly the implica
tions of changes in their composition.

Musgrave, aside from incorporating the approach 
used by Seligpan into his own framework, made certain use
ful criticisms.First, he stated that the traditional 
distinction between direct incidence and indirect effects 
involved an arbitrary separation between the various 
elements of the total change which are neither separately 
identifiable nor of separate significance as matters of 
policy. That the overall effects are interrelated can 
not be denied and to make artificial separation on such a 
basis would be indefensible by modern standards. Musgrave*s 
next criticism could be termed a philosophical one. It 
states that incidence, used in the sense of ultimate burden, 
is based on the false premise that there is an ultimate 
burden. What Musgrave explicitly states is that what is 
involved basically here is a shifting of factors from 
private to public use.2# Mow so long as this factor transfer

^Richard S.. Musgrave, The Theory of Public Finance (Hew York; 
McGraw-Hill Co., 1959J ,"~PP. 228-229.
Z^Ibld., p. 207.
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is carried on such that the principle of comparative social 
benefit^ is observed and no waste.is involved, the criticism 
stands as valid. However, if the public authority misap
propriates its tax receipts with waste resulting their can 
be little question that incidence does indeed involve an 
ultimate burden„ Of course, this line of reasoning 
implicitly assumes that the revenues would not have been, 
misappropriated* A final criticism brought forth by 
Musgrave is that the approach taken by Seligman is basically 
concerned only with losses from budgetary policy. Musgrave 
insisted that such a framework ought to concern itself 
with both the lossess and gains entailed in such policy.

■-------------------------- -- — ■—  X

^The principle of comparative social benefit states that 
the marginal productivity Aof government spending should 
equal that of private spending. Further it states that 
the marginal productivity of government spending should be 
the Same in all areas of such spending..



CHAPTER III 
THE SINGES TAX CRITICISED 

Henry George Vs Single Tax Doctrine and its Justification

The single tax doctrine and the controversy which
it started stemmed from Ricardo, as the proposal was based
on his rent theory. However, since Henry George was the
leading advocate of the single tax his presentation will be
considered here.

George began his analysis, which is contained in
Progress and Poverty, by noting that while wealth had
increased, as had the average of comfort, leisure, and
refinement for society as a whole, the gain had not been
general. This was so because the poorer classes had failed
to share in the generally improved standard of living.
Thus, George reasoned that material progress for some had
tended to be accompanied by poverty for many. . George found
an explanation of why this was happening in the distribution
of land rentals.

"Rent" is defined as the consideration for the use
of land. Such economic rent may be either explicit or

1implicit in form. Rent is paid for the use of land for

•'•Henry George, Progress and Poverty (New York; Robert Schalken- 
bach Foundation, 1955)7 P» 155•
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one or both of two reasons. First, land is not of uniform
quality, and then there is the fact that land, being of
limited quality with the limits set by geography, will tend
to have its capitalized value raised as population increases,
which necessitates the use of successively more inferior land 

2being used. George's analysis is based on Ricardo’s Law 
of Rent which he stated as ”the rent of land is determined 
by the excess of its produce over that which the same 
application can secure from the least productive land in 
use"

Under wages George included all returns received 
from labor and emphasized that such returns varied with 
individual capabilities as well as with occupation. He 
further asserted that such wages tend to rise and fall in 
accordance with a common law which he set forth as
follows: "men will seek to gratify their desires with the

il ,least exertion". As to interest, the single tax view

^David Ricardo, Qn the Principles of Political Economy and 
Taxation (lew- York: E. P. Button & ’Go., 1st ed. 181%;
Everymans ed. 1911) P. 35°
^George, Op. cit., p. 168. (3f., Ricardo, p. 35°

li .Ibid., p. 170.
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would Include under It all.returns, for the use of,capital
5excepting compensation for risk. George declared that

there is an historical tendency for interest rates to
fall as society progresses.

George Vs ■ next step was to clarify the relationship
between.wages and interest. He postulated that the normal
point of interest lies between the necessary maximum and
the necessary minimum return to capital. , He continued by
stipulating that within these boundaries a point must be
at which the reward of capital will equal the reward of
laborRegarding this point, George went on to state:

It is impossible, perhaps, to formulate this point 
as wages are habitually estimated in quantity, and 
interest in a.ratio; but if we suppose a given 
quantity of wealth to be the produce of.a given 
amount of labor, co-operating for a stated time 
with a certain amount of capital the proportion in 

,: , which the produce would be divided between the „
labor and the capital would afford a comparison.'

As to why this had to follow George reasoned that a given
quantity of wealth is the product of a given amount of
labor cooperating for a stated time interval with a given
amount of capital. If an equilibrium interest rate was
not achieved, as described, labor would not accept the
use of capital or conversely capital would not be placed

5Ibid., p. 173.
6Ibid., p. 198. 
7Loo. Git.



at'the disposal of labor. He concluded by stating that 
capital and labor are but different forms of the same 
thing, human exertion.® . '

At this point George set forth what he believed to 
be the basic relation between interest and wages. He 
stated that interest and wages must rise and fall together, 
for if wages fall, interest must fall in proportion, 
else it becomes more profitable to turn labor into capital
than to apply it directly. If interest were to fall wages

\ - . would have to fall as well or else the increment of capital
would be checked.^ From this George derived two laws.
Stated:

Law I (law of wages): Wages are dependent upon
the margin of production, or upon the produce 
which labor can obtain at the highest point of 
natural productiveness open to it without 
payment of rent.
Law II (law of interest): The relation between
wages and interest is determined by the average 
power of increase which attached to capital from 
its use in reproductive modes. As rent rises 
interest will fall as wages fall, or will be 
determined by the margin of cultivation.
George emphasized that the laws of rent, wages,

and interest all depend on the margin of cultivation.

^George defined capital as labor Impressed upon matter, to 
be released again as needed.
9Ibid., p. 199.
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More explicitly, rent varies inversely with the margin of 
cultivation while wages and interest vary directly with .
it JO

In the preceding analysis George has set out to 
show that the conventional three factors of production can 
be reduced to- only two, these being land and labor. In 
order to establish this condition George had to postulate 
an equilibrium between wages and interest. Such an 
equilibrium involves inconsistencies since if wages did 
equal interest time preference would have to be assumed 
equal to zero. Furthermore, George was assuming capital 
to be a form of stored-up labor. This is a very dubious 
Marxian assumption which completely neglects the influence 
of land in capital formation.

George next combined the laws of wages and inter
est to produce a corollary to the law of rent. These 
laws assert that no matter what the production which 
results from the application of labor and capital, these 
two factors will receive in wages and interest only such
part of the produce as they could have produced on rent
free land.11 Thus:

Produce = Rent + Interest 4- Wages
Produce - Rent = Interest ̂  Wages

1QIbid., p . 219 
i:LIbM., PP. 171-172
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From this he concluded‘that no matter what the increase 
in productive power, if the increase in rent keeps pace 
with it wages and interest can not increase and thus will 
come poverty.

Finally, George preceded to the crux of the 
matter by declaring that increased productive power does 
not increase wages, because it increases the value of 
land.. Rent then swallows, the entire gain and so it is

*i pthat pauperism accompanies progress.
George contended that both population increases 

and technological changes fostered recession since the 
former tended to raise rent while the latter permitted 
the same output with a reduced labor input. A further 
factor tending toward recession was stated by George to 
be speculation which raised rents, and.thus land values. 
From this George noted that the earnings of labor and 
capital would be reduced and such reduction would tend

IPto check production. u Taken together, these events 
clearly indicated to George the probability of recurring 
industrial distress and stagnation. George saw three 
events as the key to ending such a slump. These were: 
the reversal of any speculative trend in rents, the 
equilization of the normal and speculative rent lines.

12Ibid.. p. 199.
13Ibid.. p. 263.
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and the reconciliation of labor and capital to engaging 
in production for smaller returns.

George proposed to rectify the situation by making 
the land common .property„ He expressed his conviction 
that the right to exclusive ownership of anything of human 
production was clear, but that the exclusive ownership of 
nature was unjust and inequitable. He further postulated 
that what is necessary for the use of land is not its 
private ownership but rather the security of improvements 
made on the land. George stated that to achieve this 
goal it would not be necessary to confiscate the land but 
only to appropriate its rent by t a x a t i o n T h u s ,  the 
state would be the universal landlord without calling 
itself so and without assuming a single new function. 
Furthermore, poverty would be vastly reduced and the 
national productivity would be'given new stimulus. In 
order to achieve a degree of practicality in all this he 
advocated abolition of all taxes save the tax on land 
rent.

Sel.igman’s Criticism of the Single Tax
The approach taken by Seligman in this matter is 

one of a scientist looking for some error or errors in 
a given chain of reasoning. So it is that he did not 
attack the basic strength of the single tax position.

1 ij.Ibid., pp. 405-406
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that rent from land is unearned income and thus that a 
tax levied against such rent could not help but be equit
able. Nor did he attack the certainty and economy argu
ments aftem- advanced in favor of such taxation. Instead 
Seligman concentrated his assault against what seemed to 
him - the less defensible postulates of the doctrine 
along with some of its practical ramifications.

As a point of departure Seligman noted that the
single tax doctrine rests on the theory that human labor

15constitutes the only clear title to property. This 
view Seligman felt to be unobjectionable so long as it 
was not carried too far. However, Seligman made it 
clear that a considerable portion of the products of 
labor are also the gifts of nature. Thus, the wood 
used in the construction of a house would certainly have 
to be classified as a gift of nature as well as a product 
of the factor labor. So it was that Seligman postulated 
that problems might be entailed in applying the basic 
theory of the single taxers. However, Seligman1s posi
tion here fails to provide any basis for an attack on 
George, since if timber land had been taxed at its full

15'Edwin R. A. Seligman, Essays in Taxation (New York; Mac
millan Co., 1925), p. 69.
l6Edwin R.A. Seligman, Studies in Public Finance (New 
York; Macmillan Go., 1925)V P~ 230.
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rental value the wood would have already been taxed with 
a result that the inconsistencies alleged by Seligman 
would be nonexistent.

One of the major assumptions upon which the 
single tax doctrine rested was that the supply of land 
was fixed. Shown graphically this would imply a com
pletely inelastic supply curve. Further, it is implicit 
in the writings of the single taxers that the supply of 
factors other than land was elastic, considered from the 
aggregative viewpoint. Seligman contested this position
by stating that if the demand exists, land will be taken

17from the outskirts of an area and utilized. Seligman's 
criticism had been allowed for, however, by'the recog
nition of the existence of an extensive margin of culti
vation and thus his position in this matter has. no sub
stance. As to the elasticity of supply of things other 
than land Seligman seems to have implicitly stated that 
the supply of such things must also be considered 
inelastic in the aggregate as they would be limited by 
the level of technology possessed by a given society at 
a given moment in time.^^ Actually, such reasoning as 
this would tend to strengthen the position of those

17Leev Git.
18Leo. Cit.
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favoring aggregate inelasticity of the supply of land, 
for to reach such a conclusion it must first be postu
lated that the time variable is held constant before
horizontal or vertical expansion of land may be accom- 

19plished.
Seligman also considered the ethical side of the 

20single tax. He maintained that such a tax would 
exaggerate the difference between profit from land and 
those from other sources. This would indeed have detri
mental effects in that it Would entail certain malad
justments in the area of factor returns. A more 
important ethical defect brought forward is the fact 
that in an old society the present owners of land have 
already paid its capitalized value, and thus, to 
capitalize their land values out of existence would be 
to discriminate unfairly. The individual realizing 
the most of such unearned profit would usually be the 
original owner of the land, and so a single tax would 
be better employed in a new society than in an old one.

Seligman went on to examine the effect of a tax
21on land values in poor communities. Such a tax,

35-------Vertical.expansion refers to apartment buildings or 
something similar.
20Seligman, Essays in Taxation, p.p. 79-83.
21Ibid., pp. 83-85*



Seligman reasoned, would'fail to provide sufficient 
revenue to support necessary government functions. This 
is an extremely serious defect because one of govern
ments most important responsibilities lies in the area 
of education. If revenue is lacking and education 
suffers, serious cyclical consequences may readily ensue. 
Note the following figure;

It should be noted that the cycle, as stated above, 
assumes some kind of income tax. This.would not have 
been possible under the single tax scheme but the cycle 
is still of significance for two reasons. First, it 
points plainly to the correlation between education and 
income. Thus, with poor education there would be a lower 
income and probably a lower living standard. Also, a low 
income would have a tendency to reduce the average life 
span in the area and thus demand on which progress 
depends in such large measure. Seligman noted that such 
circumstances as these might be avoided through a system

Figure 7
The Revenue-Education-Income Cycle

•Poor Education Facilit*
Poor Education

Decreased D e m a n d , Low Life Expectancy

Low Income
Low Living Standard



of transfer payments from the wealthier areas. But he
felt that such unilateral transfers.would involve many

22difficulties and be hard to accomplish,
• A political objection registered by Seligman to a 

single tax was that it would diminish civic responsibility.^3 
This followed, since, as Seligman stated, the "unearned 
increment" would flow of itself silently into the treasury 
and there would be no need for a budget, Seligman * s posi
tion was sound here, since once a tax is capitalized no

oilpeople would be taxed. Thus, the community's tax con
sciousness would be reduced.

Seligman assailed the single tax scheme from the 
viewpoint of fiscal adequacy. His primary contention was 
that the yield of such a tax would be utterly inelastic.
To clarify this position Seligman stated that elasticity is 
composed of two elements. Thus, to have elasticity the 
source of a tax must be such that an increase in the tax 
rate would mean an increase in the tax yield, and further,

22Ibid., p. 85.
23Ibid., p. 78.
2^0nly Land would be taxed.
25Ibid., p. 76.
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revenues should be obtained from various objects so that 
when revenue deficits are incurred temporarily by one class 
they will be offset by increased- revenues in other classes.
As can be seen from this Seligman's proposition that the 
yield of the single tax would be completely inelastic follows 
for its rate is one hundred percent and can hot be increased. 
Furthermore, as implied by its name, the single tax would 
only be imposed on one item. A final fiscal defect alluded 
to by Seligman is that a program of single taxation would 
intensify the inequalities resulting from unjust assess
ments.

Finally, Seligman contended that under the single 
tax the government would find it impossible to utilize the 
taxing power as a social mechanism. Thus, taxes on book
makers and the opium traffic would have to be discontinued 
as would such familiar imposts as the liquor and tobacco 
excises. Clearly, such taxes are in the better interests 
of society to the extent that they limit consumption while 
not encouraging illicit marketing operations or something 
similar.

26,Ibid., p. 78,
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CHAPTER IV 
-A GENERAL VIEW ON TAXES

Taxes often have "been divided Into two categories, 
direct and indirect, A direct tax may "be defined as one 
the burden of which cannot be easily shifted from the 
person feeling the impact to someone else. It is usually 
very difficult to determine when a tax is direct„ A tax 
imposed on a mortgage might seem direct but could be 
shifted on to the borrower in the form of a higher, rate 
of interest.. By contrast, an Indirect tax is one which 
may be shifted fairly easily. With the limitations^ of 
this classification method in mind Seligman1s treatment of 
certain taxes can now be considered.

Direct Taxes 
Seligman generally favored a progressive income

ptax. His arguments for progress!vity are worthy of

^Seligman objected to the terms Hdirect" and "indirect" be
cause they involve ambiguities. Thus, a tax may be direct 
under some circumstances but indirect under others. Seligman 
did not, however, devise an alternative classification. So 
it is that the terms "direct" and "indirect" have been 
retained for purposes of ordering the material.
‘“Edwin R. A. Seligman, The . Income Tax (New York; Macmillan 
Co., 1911), p. 30.
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consideration. The first of these is the faculty theory
of the ability to pay doctrine. This doctrine, it should
be noted, originally referred to property. However by
Seligcnan's time it had assumed additional implications
with special reference to income. His other contention
was that such progressivity would tend to offset the
effects of certain of the indirect taxes that tended to
be shifted until their burden rested most heavily on those

3in the lower income brackets. Thus, a certain balance 
would be achieved for the whole tax system. As to the 
question of exemptions,.Seligman stated that such exemptions 
were necessary so that minimum standards of life would be

hensured for those in the lower brackets. Actually, all 
that such exemptions do is to prevent destruction of mini
mum standards for those on the margin. Exemptions do not
ensure anything for those whose incomes are below the

5exemption level.
Certain objections could be raised to progressive 

rates. Such rates often tend to be based on the theory of 
diminishing marginal utility, though there are other bases

^Sales taxes would provide a good example of this.
iiIbid.., p. 29.'
^It should be noted that whenever a tax has an exemption 
level it becomes progressive by definition. This is so 
because as the tax base increases the average tax rate 
must increase. .
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for progression. Those who support progression on the 
basis of diminishing marginal utility implicitly take the 
position that the more income a person has, the less is the 
marginal utility to him of each added unit of income. 
However, persons differ in their tastes and thinking and 
these variables are further conditioned by the element of 
time. Thus, there is no way of knowing positively that 
marginal utility of income does decline. More basically, 
the concept is not capable of conceptualization, as marginal 
utility is the change in total utility, which is not itself 
a measurable quantity. As to Seligman’s second postulate, 
that such rates would compensate for other injustice, the 
question would have to be raised as to what is the extent 
of this injustice. On the answer to this question rests 
the validity of this contention.

Seligman did not feel that an income tax was a
general panacea. He pointed specifically to administrative
and definitional weaknesses.^ Finally, Seligman felt an
income tax would be subject to insurmountable drawbacks as 

7a single tax. Thus, he felt it should be combined with 
other taxes to form part of an integrated tax system.

Ibid., p. 15. 
^Ibid., p. 17*
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Seligman was an advocate of an income tax only if 
administered at the national level. He felt that such
taxes, if imposed by state or local authorities, would

8encounter serious drawbacks. The first of these would
be a narrow tax base which would threaten fiscal adequacy.
Another drawback would be the threat of double taxation.
Then Seligman cited the superior administrative efficiency
attainable at the federal level because of the lessening
of personal contact between official and citizen. . Finally,
Seligman reasoned that if the state or local governments
took over the income tax the national government might
.well take over certain taxes on which the state and.local
governments depended with consequent possible fiscal
embarrassment to state and local treasuries.

Another direct tax, generally favored by Seligman,
was a progressive inheritance tax with the progression
being tempered by both the relationship of the heir to the

9decedent and the amount involved. Seligman further con
tended that taxation of inheritances could be justified on 
the basis of the faculty concept of ability to pay as well 
as privilege granted by the,state. As to the theory that

g -------------------------------—Edwin R. A. Seligman (and others), "Taxation Discussion,"American Economic Association Pacers and Proceedings: 1:SSS fwrrgii). ;
^Edwin R. A. Seligman, Essays in Taxationj (New York; 
Macmillan Go., 1925), p. 137-



such taxation could be predicated upon its merits of 
checking wealth accumulation, Seligman labeled this 
approach socialistic.10 This latter proposition is worthy 
of real consideration as high inheritance taxes could tend 
to stifle incentive

Seligman also considered the general property 
tax.1"1" He started by noting that such a tax sinned against . 
the principle of uniformity of taxation. As to why this 
was so Seligman stated that there was a basic lack of 
uniformity in assessment procedures and this lack led 
inevitably to unequal assessments. Then there was the 
very practical problem faced by assessors in urban areas 
which arose in connection with listing merchantscapital - 
for purposes of the property tax rolls. If such property 
was listed the aforesaid merchants might well leave the 
community imposing the tax for one where the assessors 
were more lenient. Seligman reasoned that much tangible 
personal property escaped taxation, and thus the tax 
revealed an additional weakness, this time in the area of 
universality of taxation. As to intangible personal 
property such property was extremely difficult to locate and 
usually escaped taxation, also. At this point Seligman

1QIbid., p. 135.
i:LIbid., pp. 19-32.
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concluded that the general property tax violated the. 
doctrine of universality of taxation even more flagrantly 
than it did that of uniformity. Seligman noted that 
wherever an attempt had been made to have personal property 
bear its true burden a considerable incentive to dishonesty 
was fostered. Another thing that Seligman brought up was 
the. fact that such taxes tended to discriminate against 
the holders of real property since taxes on personal prop
erty tended to be levied only, on persons who stood on the 
assessor’s book as liable to tax on realty. A final prop
osition set forth was the problem of possible double taxa
tion. Double taxation in connection with property taxes 
arose from the question of debt exemption or the taxation 
of credit. Thus# if debts were not deducted from taxable 
property both the borrower and the lender were in effect 
taxed. So.it would be that the borrower would be taxed 
on what he owed while the lender would be taxed on the 
interest from the loan. However, Seligman contended that 
the evil did not end even.if debts were made deductible 
since such deduction would open a loophole to gross eva
sion and furnish incentive to.fraud. .

Indirect Taxes 
One of the harder taxes to classify under the 

direct•or indirect headings is the corporation income tax.
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For present purposes it is being classified as indirect on 
the assumption that most corporations are able to shift 
the burden of such taxes on the consumer. Of course, to 
the extent that corporations are unable to raise their 
prices,■ shifting is impeded and such tdxes would have to 
be treated as if they were direct.

Seligman reached a number of noteworthy oonclu-
12sions regarding corporation income taxes. First, he 

concluded that corporations should be taxed separately 
and on different principles from persons. This is a very 
sound approach to the problem because corporations, unlike 
people, can.not feel utility since they-are intangible 
legal entities. Eow, if the corporate shareholders were 
taxed on the basis that they could feel utility, still 
another complication would come into play. This would take 
the form of a large scale-default since the size of a 
corporation's income would not be indicative of the size 
of individual shareholders' incomes.- As to tax bases, 
Seligman advocated that local taxes should be levied only 
on corporate real estate while state or national taxes 
should be imposed on either corporate earnings or capital. 
Thus, the local assessor would not be getting receipts from 
an income tax at all but rather from a property tax.

12Ibid., pp. 314-315.



Regarding the taxing of corporations on any of these bases, 
Seligroan cautioned concerning the possibilities of double 
taxation. However, Seligman implicitly granted that such 
double taxation would be reduced to the extent that corpora
tions were able to shift their respective tax burdens, 
either forward or backward.

Another tax subjected to some criticism by Seligman
13was the general sales tax. On the basis of historical 

evidence he - concluded that such a tax would be fiscally 
inadequate. Then Seligman considered the danger of "pyra- 
roiding"^^ which is inherent in any inclusive sales tax, 
turnover tax or transactions tax,. Under such pyramiding 
the.consumer bears the ultimate burden, assuming shifting 
is effective, and the whole pattern of business is likely to 
be distorted with wholesalers and retailers becoming manu
facturers’ agents for.purposes of tax avoidance. This led 
Seligman to conclude that this kind of tax could well elimi
nate the middleman even where he was efficient. A further 
point made by Seligman in connection with turnover taxes 
concerned the effect of such taxes in discriminating against

"^Edwin R. A. Seligman, Studies in Public Finance (Mew York: 
Macmillan Co., 1925), PP. 132-135»
1 hPyramiding refers to multiple taxation of the same good 
as it passes through the hands of several middlemen.
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multiple process businesses. He reasoned that such discrim- 
inatary taxation would threaten the process of Specializa
tion so essential to economic growth. After mentioning the 
.possibility of administrative difficulties stemming from 
the broad scope of a general sales tax Seligman noted that 
the general sales tax tends to be a consumption tax. A 
tax of this nature, he contended, was fiscally unjust as 
many necessities are thus taxed with people in modest 
economic circumstances being the most severely injured.
Thus, the.tax would tend to exaggerate existing inequali
ties in wealth and opportunity.

A form of indirect tax concerning which Seligman 
harbored mixed emotions was the t a r i f f . W h i l e  theorizing 
that United States tariff barriers hastened the country's 
Industrial development by reducing the investment risk in 
infant industries, Seligman contended that such tariffs 
also involved unfavorable implications. First, it was 
stated that tariffs shelter the inefficient and as a result 
lead to a higher domestic price level than would otherwise 
be the case. Thus, the consumer is made to suffer. A 
further point of a similar nature made by Seligman was 
that tariffs encouraged monopoly with all its abuses.

"^Edwin R. A. Seligman,. Principles of Economics (New York: 
Longmans, Green and Go., 1929), p. 570.



Finally, Seligman stated that tariffs led to political 
demoralization as the legislators become subject to further 
pressures, As to tariff predictions Seligman felt that 
as the United States became more and more am industrial 
nation, seeking an outlet for its products, the tariffs 
would be gradually lowered with advantage accruing to all.
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A FINAL APPRAISAL

Edwin Robert Anderson Seligpan should be chiefly 
remembered as a collector and cataloguer of material 
related to public finance. His writings, while they con
tain little that was novel at the time in which he wrote, 
do present a wealth of historical material. Not only was 
a great deal consolidated within a relatively few books 
but Seligman also managed, through the use of references, 
to establish a sort of index or bibliographical tool which 
has served as a literary key to much of the earlier work 
in the field*

Regarding his public finance theories it is
/

interesting to note the considerable similarity between 
them and more recent analysis. This is not to imply 
that all of his theories are still applicable, for as has 
been noted in the body of this thesis certain of them 
have become outdated. However, the general soundness of 
his position, even though that position in most cases was 
not original with him, is hard to deny. While not an 
innovator, Seligman can be credited with bringing a con
siderable degree of order to the field of public finance 
which had hitherto comprised a heterogeneous collection of 
essays and treatises lacking a unifying thread.
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