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THE IMPLOSION of power in Russia is a testament to the critical flaw in
Western economic philosophy.
The widespread goodwill felt by people in the West towards the citizens
of Russia was overshadowed by the unseemly haste with which governments and financial institutions sought to persuade the Federal government
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to privatise the nation's natural resources. This project was commended in
the name of modernisation. To transform the planned economy into one
driven by markets, property rights had to be adopted that were consistent
with what is accepted in the West. The history and psychology of the population were not allowed to intrude in the madcap rush to privatise.
Boris Yeltsin did everything according to the instructions which he
received from Western consultants and the International Monetary Fund.
The profound effects of privatising land were not weighed in the balance.
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In England, the enclosures were drawn out over 300 years. Even in
from 1770 to 1830 - the loss of use rights was spread over three generations.
Land "reform" spearheaded the eclipse of the Ottoman Empire. Action
was initiated in the 1830s under the guise of secularisation. The legal
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process of privatising the land continued through to the Land Code of 1867,
so the social disruption spanned 30 years.
In Russia, Yeltsin was pushed to transform land rights in three years.
It was an impossible feat of social engineering. It could not, and did not,
work. But the attempt delivered the Federal government into the hands of
financiers, the "investors" who were willing to bail out the government in
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return for a share of the flow of Russia's rental income.
WHOEVER captures the revenue that naturally belongs to the State is
responsible for stealing the power of the State.
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That is the essence of what happened in Britain, in Turkey and in Russia.
It is important to analyse these events in terms of the distribution of power,
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if people are to avoid being deluded by the trappings of democracy. The

L&L correspondents who
contributed
to
the
Special Issue on Russia:
Nicolaus
Tideman,
Professor of Economics
at Virginia Polytechnic
Institute
and
State
University, and Tatyana
Roskoshnaya, Director
of Land and
Public
Welfare Foundation, St.
Petersburg.

switch, people can see with clarity what happens when the public revenue

Right to Land plan by Scots Convention

Russian experiment is important because, by throwing the fast-forward
is privatised. The State is privatised.
In the West, privatising the public revenue began in the 12th century.
Incremental changes were small and slow in coming. This afforded time to
put in place the political and legal arrangements that were necessary to
enable the States to function despite the regular financial crises.
In Russia, the default on the government's debts was an admission that
the Federal government could not determine its own destiny. Without the
revenues to pay for public services the Federal Government had no choice
but to borrow until it was forced to declare itself bankrupt.
But the fall of the Kiriyenko government now offers Russia a fresh
beginning. Boris Yeltsin can rescue himself from the ignominy of being an
architect of one of the most shameful defaults in history, and he could do

Cover photo: Detail from Volga Bargemen (1873), the
work by Ilya Repin (1844-1930) which gave genre painting an unprecedented breadth of epic resonance and
marked a new stage in Russian art. - Page 16.

so by appealing for the support of the President in the White House. These
two men need to redeem themselves: Russia affords them the opportunity to facilitate a programme of moral renewal. The challenge is not a
financial one: it is nothing less than the willingness to reclaim the soul of
Russia.
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The practical solution exists, and it now appears to be finding favour in
Moscow. The starting point is the redefinition of public finance, based on
the acceptance of social justice as well as the quest for economic efficiency. The solution would embrace the need for a sound currency. That is why
Land & Liberty is advocating a new currency to supplement the rouble. We
propose to call this currency the RentRouble. This would perform two functions.
•

It would restore people's confidence in the rouble.
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a disaster for those who favour market reforms. It is no such thing.
Primakov is a man of independent mind.
The first indications of a shift in policy came with a private briefing by
the Premier to the Council of Federation (Parliament's Upper House) on
October 14. According to the transcript of his confidential speech, which

Land of Hope

Land & Liberty has obtained, Primakov served notice of his plan to reverse
the fiscal policies of Viktor Chernomyrdin and Sergei Kiriyenko. He said:
"I would like to mention the main changes we are going to undertake.
VAT, and profits tax, will be reduced. At the same time we are creating a system which will permit us to get substantial revenue from taxing raw

•

The RentRouble would be part of a programme of reforms that would

materials monopolies, and we intend to get [the revenue] the way that it will

guarantee long-term prosperity. Russian statesmen of the future need

not prevent them from developing their exports".

not be preoccupied with the search for solutions to "social exclusion",
which is high on the agenda in Europe and North America today.

By this definition, the Primakov government is going to charge rents for
its natural resources, rather than employ taxes that distort production.
This shift stems from the fact that Primakov is advised by economists

THE ECLIPSE of the USSR provided the West with a golden opportunity.

who understand that isolating rent as public revenue provides the best pos-

It was possible to develop a blueprint for Russia that would establish a

sibilities for economic growth and for reclaiming the power of the state from

fair and efficient society. That opportunity was flunked. That all is not lost is

the gangs that now run Russia. Corruption is possible only when the pub-

largely due to the democratically elected politicians in the Duma. Most of

lic revenue has been privatised by a lawless state.

them have been vilified in the Western media as throwbacks to the

Confirmation that this is Primakov's intention came on October 31 when

Communist era. But for all their shortcomings, Russia owes them a great

the government approved a stabilisation programme. This included sub-

debt. The Duma delivered most of what the President wanted. But it drew

stantial cuts in the taxes which damage the economy. Profits tax would be

the line on the two issues which go to the heart of personal freedom and a

reduced to 30% from 35%; payroll taxes to 31.5% from 39.5%; VAT

viable ("sustainable") social system.

reduced progressively to 10%; sales tax down to 5%. And on November 6,

•

Yeltsin huffed and puffed, signed unconstitutional decrees

the Izvestia newspaper reported that the government had sent to the Duma

and browbeat regional governors, but he failed to legitimise the privati-

a Bill on tax reform which would raise more revenue from natural resource

The Land

rents and double the Land Tax from 2% to 4%.

sation of the land
of Russia.
Largely

Primakov will not be browbeaten by carpet-

through

baggers.

gut instinct, coupled

But the West does continue to exercise

with a pre-revolutionary distrust of land

some

speculation,

Washington,

the

influence.

How the

London

governments

and the

capitals

in
of

majority of politicians

Europe now react could affect their own citi-

resisted the demand

zens in the long term.

that

they

The first reaction, from the IMF, was disap-

privatise

their nation's land.

pointing.

•

The

disapproved of Primakov's rescue plan. The

to

Premier believes that state intervention is nec-

Taxation
West

wanted

"harmonise"

It

withheld

loans

because

it

the

essary to bolster domestic production and pay

struc-

wage and pension arrears. The IMF calls this a

taxation

"significant step backwards" from the market

Russia

economy. The Fund's officials quit Moscow in

inherited from the

November after refusing to release $4.3 billion

Soviet

of the $22.6 billion package agreed in July.

nightmare
ture

of

which

Union.

Something

made

Will the IMF support or hinder the Russian

the

Duma

resist

government's desire to set the course for a

the

crudities

new social and economic system? The ailing

of

public finance that

Boris Yeltsin could still summon the strength

were being visited

to play one last hand in the game of poker
which he appears to enjoy. He still occupies

on them by for-

the Kremlin, from which he could appeal to President Bill Clinton for help.

eign consultants.
Most tellingly, Yeltsin wanted the Land Tax abolished and replaced with
a US-style property tax. This was actively canvassed by the US Agency for
Inter-national Development. The Duma foiled this ruse.
These two issues provide the framework for a fresh attempt at renewing

Russia wants nothing except a fair deal.
Some of Primakov's key advisers, in private conversation, say they are
searching for a geopolitical programme that would ensure that the natural
resources of Russia were a legacy for the whole of mankind. Primakov is
edging towards a development programme that would turn that aspiration

culture and economy.

into practical politics. He must now explain why the

rent-as-public-revenue

THE SHIFT in the centre of power in Moscow is also matched by a

policy fulfils the promises of the Enlightenment philosophy. And Bill Clinton

remarkable change in economic attitude.

needs to tell the IMF that Russia is entitled to the moral and financial sup-

Analysts think that the compromise government of Yevgeny Primakov is
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port that would help her to break loose from a disgraceful past.

The Land & Liberty Interrogation: Russia

Monetarism & the Mafia:
the IMF Connection

K

ARL MARX wrote little about how to
transform a capitalist society into
socialism. Not surprisingly, he wrote
nothing at all about how to reverse history:
reconstitute capitalism out of socialism.
Market philosophers were no better prepared
to help the politicians in such an enterprise,
which is why Russia fell under the unholy
alliance of Western monetarism and the
Russian criminals who have stolen the
nation's patrimony.
The natural wealth of Russia is astonish-

ing. It has 25% of the world's proven gas
reserves, and one-seventh (6.7 billion tons) of
the world's proven oil reserves outside the
Middle East. It is the world's third largest oil
producer. Throw in the gold, diamonds, and
all the rest, and you get one of the richest
nations in the world.
And yet, the population is suffering debilitating poverty and a crash in life expectancy to
levels peculiar to sub-Sahara Africa. The
explanation is not difficult to fathom: the
rental income has been privatised for the ben-

Box 1
Oiling Corrupt Behaviour

THE CRIPPLING leakage of Russia's public revenue is dramatically illustrated in the energy sector. Revenues from petroleum averaged 4.5% of GDP compared to between 10 and 30% in other

efit of a tiny minority. This severed the state's
ability to fulfil its social obligations in health
and education. This, in turn, is the reason for
the dependency of the Federal government on
borrowed money and the collapse into bankruptcy on August 17.
The "reforms" of the Yeltsin years created
a monopolistically-structured twilight economy in which a tiny minority was able to feed
off the nation's taxable resource rents and the
working population was short-changed (see
box 1).
But the arrival of a new Prime Minister
may have initiated a new era. Yevgeny
Primakov, a former spy-master, has altered the
mood of the political system. The financial
"oligarchy" has detected that new rules are
being written in Moscow which are emanating from the government's White House and
not Yeltsin's Kremlin.

oil producing countries.
Problems originated with privatisation, when oil and gas assets were sold for a total contribution to the budget of under $1.5 billion. The assets are worth an estimated $50-60 billion
(mid-1997 market value).
Gazprom controls all gas sector assets, 60% of which were privatised, with managers receiving a large part of the shares. The asset value of Gazprom (end 1996) was $119 billion, excluding
gas reserves.
Energy sector companies were privatised without significant amounts of debt which, according to Dale Gray, a senior IMF economic analyst, meant that they "generated large rents". But
those rents were not shared with the public (see table).
The relative tax burden is defined as the energy sector's share in general revenues divided by
Revenues from Oil & Gas

the sector's share in GDP. The rela-

(1996: per cent GDP)

tive burden is between two and four
for most countries outside the for-

Russia

TOTAL

Oil

Gas

2.32

2.04

Other Producers

mer USSR. It was two in Russia, at
the bottom end of the range.

5 to 40

The rationale for a government
drawing

Relative Tax Burden

2.00

1.33

2 to 4

resources

its revenue from
was

identified

natural
by

the

IMF's Gray thus: "The government
Source: IMF Staff Estimates

as sovereign tax authority should
collect as much of the 'economic

rent' as possible through taxes that are as neutral as possible. These rents are surplus revenues
that remain after allowing for all costs and a minimum return to the owner or investor. The more
revenue that can be raised through the taxation of these rents, the less revenue the government
will need to raise by using distortive taxes on goods, factors of production, or asset transactions".*
Gray notes that "Weak regulation of energy transportation has allowed significant rents to
accrue to the transporting firms". Gazprom's shareholders are being enriched by government
default. Or, to put it another way, Russia's taxpayers are being short-changed. This is how Gray
puts it: "The structure of taxes does not adequately capture monopoly or resource rents; and tax
administration is weak. An unusually large share of rents accrue to the large gas and oil transport
monopoly (particularly Russia's Gazprom and Transneft) and is frequently not passed on to the
budget".
* Dale Gray, "Energy tax reform in Russia and other former Soviet Union countries", Finance &
Development,

4

Washington, DC: IMF, September 1998, p.32.

O

NE OF Primakov's first acts was to
investigate the reasons behind the
bankruptcy of a government which is
supposed to command one-seventh of earth's
land mass, containing an estimated 40% of the
world's remaining natural resources.
W The government is blamed for not paying
wages, but 80% of this debt is in the private
sector.
Enterprises disclosed low profits. They
transferred cash to "daughter enterprises" and
spent the money on building villas for the new
shareholding directors.
5K Banks illegally pocketed wages of public
sector workers.
When the government transmitted funds to
public enterprises via private banks, 40% of
the money got "stuck" in the banks.
i K Local governments nurtured a culture of
corruption.
Money intended as wages was used to buy
bonds or shares in the privatisation of enterprises.
2K Federal agencies participated in criminal
activity.
Insider dealing meant that many natural
resource enterprises were auctioned for far
less than their real value. Privatisation agencies colluded with the new shareholders to
siphon off value that ought to have gone to the
Federal budget, so the nation had to be
pawned.
Wf The Federal government was humiliated
by deception used to defraud it of revenue.
Businessmen treated sovereign borders
with contempt. For example, producers
exported oil to Ukraine as if it were to be
processed and stored there before being
returned to Russia. Instead, the raw oil was
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Box 2
The rent s c a m
THE LINK between resource rents and Russia's

to corrupt middlemen also took a

astronomical rates of interest has been exposed

share of resource rents.

by an expert in international finance.

The

professor's

investigations

Professor Alexandr D. Nekipelov (pictured

exposed the murky commercial activi-

right), director of the Institute for International

ties of the "newborn businessmen". He

Economic and Political Studies, explained that

used a hypothetical case to illustrate the

the middlemen who corruptly stole rental income

scam: "I am a manager of an enterprise

bumped

which exports oil. You are an intermedi-

up

interest

rates. This

is how he

described the scam.

ary. We have a deal with you that

Producers of energy and metals would not

officially we export the oil at a reduced

sell direct to the world markets. Instead, they

price, and you place a part of the differ-

sold to Russian middlemen at low prices. They

ence in my foreign bank account. But

then sold on at world prices and pocketed the

you need to pay roubles for the oil, so

difference. This

taking into account the efficiency of this

had two

socially

significant

Prof. A l e x a n d r D. Nekipelov

effects.

deal, if you need liquidity to pay in rou-

(1) A large part of the rent of natural resources

bles you can obtain credit from a bank at a very

Middlemen had no overhead costs to defray and no

was privatised, which would otherwise have

high interest rate because the profits of this

capital of their own. So they resorted to credit.

provided funds for the Federal government to

operation Is several hundreds per cent. This

But with returns to entrepreneurs in com-

invest in the transformation of the industrial

operation is used widely here. They pump out

merce and industry well below the rate of interest

base.

"

resources from enterprises in favour of manage-

charged for borrowing money, industry was sti-

(2) Middlemen did not have the cash with which

ment. The profit is large enough to pay the high

fled of the credit it needed to create jobs and

to finance the transactions. So they bor-

interest to the banks and make a profit for the

expand output.

rowed, and were willing to pay any price.

intermediary.

They outbid other borrowers because their

Professor Nekipelov said that the banks were

"I can't see any other mechanism to explain

able to profit because of distorted property rights

profits from insider dealings were so large

how the high real interest rates could be maintained

which encouraged the scam. As for the IMF, he

that they could afford to pay enormous rates

for such a long time. These rates cannot be com-

says: "The IMF ignores this process. They just

of interest. So financiers who loaned money

pared with the profitability of the real sector".

don't understand how our economy functions".

sold on to Western Europe. The deception was
camouflaged with false documents.
In effect, the state itself was stolen by the
Mafia which created its own laws and operated an alternative, "black" economy.

W

HAT BOOKKEEPING? Why did
Yeltsin's previous governments not
expose what was going on?
The Ministry of Finance adopted such
shoddy methods that it was not possible to
keep track even of its own finances. This was
discovered by the Chamber of Accounts, the
national accounting agency that reports to
Parliament. In a document dated August 7,
1997, which was submitted to the State Duma,
the Chamber of Accounts catalogued illegal
actions and financial mismanagement of
breath-taking proportions. Paragraph 5.5
revealed that books were not kept to track the
revenue and expenses that flowed through the
Federal Budget. Such accounting as existed
"is done in a free form" which did not comply
with the law.
Before the rouble crashed, the reformers through their associates, the banking moguls
who owned the TV stations - had such a tight
control over public debate that the scandals
were not exposed to public gaze. Few people
were willing to incur the wrath of privatisation supremo Anatoly Chubais. An exception
was Professor Veniamin Sokolov, a space
physicist who has become a scourge of the
Yeltsin administration as one of the elite
auditors elected to the Chamber of Accounts.
He is determined to expose the corruption
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which destroyed the foundations of the
Russian state. When the government defaulted on its debts, he urged the IMF to withhold
loans until the government had adopted
financial controls.
The public prosecutor has now moved in to
the Ministry of Finance to check what has
happened to the first tranche of the IMF's
$22.6 billion, the package that was negotiated
weeks before the default.

•

Prof. V e n i a m i n Sokolov

Sokolov took his campaign to reveal the
truth to Washington. Last summer, he flew to
the US to brief congressmen on the way in
which IMF money had leaked through the
Russian government's hands.
Speaking to Land & Liberty in July, he
predicted a total collapse of the Russian state.
His fears were to be realised four weeks later
when stand-in premier Sergei Kiriyenko
admitted that his government was bankrupt.
For Professor Sokolov it had been only a
matter of time. Attempts to audit the government's books, to monitor the privatisation
programme and trace where all the money was
going were futile because the Federal government did not keep books.
Decentralisation of the command economy
should have been achieved progressively, he
says. Instead, it was executed by using the
shock therapy advocated by Harvard economics professor Jeffrey Sachs. This destroyed the
state's ability to function, which had three
main components.
(1)"We analysed the finances of the Ministry
of Finance. There were no accounts showing the revenue and expenditures of the
state budget. Mr. Chubais received our
report, but he didn't answer".
(2) The Ministry of State Property was audited. "The Ministry was not registering
property that was privatised: they didn't
know what was privatised, and what was
not. There was no record of it."
(3) The privatisation process was investigated.
"The approximate data is that they have
already privatised about half of state prop-

erty. Not long ago Chubais said that privatisation had a purely political character
and had nothing to do with the economy.
This is correct, as we confirmed with our
audit. We showed that both privatised and
state companies aren't able to work."
On public finance, he said that the complete collapse of the budget was explained
by the fact that entrepreneurs had no money
in the real sector to pay taxes. "That is why
we have such high tax rates, up to 40%. But
it is impossible to collect
money.
Enterprises were cut off from lines of credit, so they were forced to turn to the barter
system. The result was they didn't have
money to pay taxes."

impact, for the chairman of the House
International
Relations
Committee,
Republican Benjamin Gilman, cited him in a
Washington Post article (June 19) in which he
revealed: "While Russia's foreign borrowings
in recent years have totaled $99 billion, a full
$103 billion in capital has been spirited out of
the country. Thus, much that Russia has borrowed has not gone into productive
investment to create a bigger tax base but has
instead filled the gaps left by the disappearance of billions of dollars worth of Russian
capital. Meanwhile, Russian households and
entrepreneurs starve for such capital, operating on a barter basis, which, again, cuts into
Russia's tax base".

He identified some of the weaknesses in
the economy.
As evidence for his thesis that there was a
private agenda to cripple the economy, he
cited the deepening indebtedness of the state:
"About 50% of state expenditure is for interest payments. Of the R106 billion which the
Ministry of Finance managed to collect in the
first five months of this year, R51.6 billion
was paid as interest for state bonds. That is
why the only aim of Kiriyenko's anti-crisis
programme was to reduce public spending,
which is extremely low anyway. The government is borrowing money from the IMF to pay
interest on state debts. This is what Sachs is
now writing."

Jeffrey Sachs, who was adviser to the
Russian government from 1991 to January
1994 when the foundations for the Russian
transition model were put in place, now washes his hands of the mess. In a raft of articles in
the financial Press, he blamed the IMF for
standing by "as the Government squandered
tens of billions of dollars by transferring stateowned oil and gas companies to cronies at
cut-rate prices" (The New York Times, June 4).
The gravy train had to come to a halt one
day, as the new Russian owners of capital
began to understand earlier this year. Said
Prof. Sokolov: "The endgame is not only the
end of the country, but the end of capital as
well. Either there will be another revolution,
and the first to suffer will be Russian capital-

Sokolov's lobby in Washington made an

ists or, alternatively, they will be swallowed
by foreign capital and end up as managers of
foreign capital".
Russian industry had failed to adapt itself
to market conditions because it had been
starved of cash. "They could obtain only 12%
of what they needed. The enterprises lost their
own resources, thanks to the policy Gaidar
undertook, and so they don't have their own
resources and can't borrow from the banks.
Their profitability is only 5%, and the lowest
interest rates never drop below 23%. The
financial sector's share of credits advanced to
the real sector for long-term investment is
only 3%."
The scam that drove interest rates to unaffordable levels - operated by middlemen who
pocketed resource rents - was analysed for
Land & Liberty by Professor Alexandr
Nekipelov (see box 2).

P

ROFESSOR Sokolov's investigations
bore out his worst fears. A quasi-market
economy had emerged based on speculation in the financial sector and exploitation
of natural resource
Sewing machine manufacturer producing
1.5 million units every year was privatised.
The director became the owner. He sought
foreign finance by selling 30% of the shares
to a western company. That share rose to
97% and the director is now the hired manager. Last year they produced 10 sewing
machines: production has ceased. The for-

Box 3
The R e n t R o u b l e
THE creation of a new currency, the RentRouble, would restore people's

In Russia, people and enterprises do not legally own the land. But they

confidence if it was located in a new programme capable of guaranteeing

do now benefit from the rental income that can be imputed to the land they

sustainable prosperity for everyone. It could, in fact, unify people's social

occupy. By restructuring taxation to take rent as public revenue, the gov-

rights with the private benefits of the market economy. The bridge between

ernment could abolish taxes on the profits of capital. This would enable

the two is public finance.

enterprises to repay the loans.

The RentRouble is inspired by what Germany did in November 1923.

For foreign investors, there would be a powerful incentive to invest in

The Reich was burdened with heavy debts that it could not finance.

Russia. For the Federal government could abolish taxes on incomes from

Enterprises refused to pay taxes. The government churned out billions of

fixed capital formation. Entrepreneurs who create jobs in Russian factories

marks, causing runaway inflation. People's savings were wiped out. The

would retain all their revenue.

economic chaos was fertile ground for Hitler. This is a scenario which resonates with the facts in Russia today.
The Rentenmark was launched, backed by the value of farmland and

The RentRouble is an elegant solution because it addresses - in one
policy - a complex set of problems which are creating crises on a broad
front. By narrowing down its policy instruments to the one that would be

industrial and commercial property. The recovery was immediate. Food

most effective, the Federal Government would accelerate the reform pro-

returned to the shops; enterprises started to pay their taxes; people

gramme in the correct direction: establishing a market economy with a

deposited their money in the banks again; an attempted putsch by Hitler's

financially viable public sector.

thugs was successfully defeated.

a> Enterprises could not conceal cash in Switzerland and claim that they

The crucial element was psychological. People trusted the new curren-

had no profits out of which to pay taxes.

cy because it was guaranteed by tangible assets: rental income from the

<p Russia's major source of foreign currency is the rent from natural

land. The new independent bank - the Rentenbank - issued only 2.4 billion

resources. Solving the foreign-exchange problem (and hence the prob-

Rentenmarks, half to agriculture and the other half to commerce and indus-

lem

try. The loans were received by the borrowers, who mortgaged their land

simultaneously solves the problem of how to recapture the future rental

and property. The Rentenmark was backed by certificates based on gold
value and bearing 6% interest.
The lesson for Russia: it is possible to escape from a catastrophic financial
crisis if the public accepts that the value of money has been restored.

of

how

to

stabilize

the

currency's

international

value)

revenues from the privatisation programme.
<i> The privatisers and their foreign backers believed that once they had
transferred ownership of Russia's national patrimony into private
hands, they had made their appropriation irreversible. But by collecting

The RentRouble needs to be backed by public claims on the land's flow

all the land and natural resource rent for the public - adhering to the

of rental income. In case of default by borrowers, the Rentbank would take

capitalist principle of paying for benefits received - the grievous errors

6

control of the enterprises and put them under new management - or

in Russia's privatisation programme would be nullified in a way that

declare bankruptcy.

was legal under international law.
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eign owner did not need a competitor in the
world markets.
>K An electronics company was privatised and
then the bulk of the shares were acquired by
a western company. Production ceased.
"They just destroyed the competitor," said
Professor Sokolov.
W An aircraft manufacturer in Varonish had
two new IL-96 aircraft for sale worth $120
million. The company needed $40 million to
complete the construction of ten more aircraft. Employees had not received wages for
five months. They could not complete the
aircraft for sale. Yet Aeroflot was buying
Boeings because loans were provided. "All
specialists say the specifications of IL-96
are better than the Boeing," but Aeroflot was
encouraged to buy the US aircraft with the
aid of "bribes - 10% of the deal is 'commission' for organising the contract".
He does not disguise the bitterness in his
pronouncements on Yegor Gaidar, the premier
who steered the economy into the sands.
"Gaidar said a number of times, openly, that
he would do everything he could to create a
class of very rich persons. It was possible to
do it only by taking it from the whole population and giving it to the small group. They did
this by wiping out the value of people's savings and transferring the funds of enterprises
to a small group of very cunning persons who
had access to the privatisation process. This
mechanism continues to exist to this day. Half
of the budget is paid as interest: so everything
that is now created by the country is transferred to the private pockets as interest
payments".
With the Federal government not just condoning, but actually participating, in corrupt
practices, was it surprising that Russian society had degenerated into a kleptocracy?
Sokolov cited an example in an article in The
New York Times (June 1): "The Finance
Ministry lent $150 million to the Moscow
Aviation Production Combine so it could
build MIG-29 fighter planes for sale to India.
An audit by the Chamber of Accounts found
that not one cent of the loan reached the enterprise. At the time of the 'loan', the MIGs were
already finished and ready for sale".

T

HE HISTORY of the rape of Russia
will occupy scholars for decades, but
policy-makers in Moscow are now
turning to the problem of developing a plan to
create jobs and encourage investment. The
precondition for this is reform of public
finance. One proposal, which was developed
by the London-based Centre for Land Policy
Studies, is being canvassed in Moscow. It is
based on the proposal to create a new currency - the RentRouble - which is inspired by the
experience in Germany (see box 3).
The anger, suspicion and cynicism of the
Russian population is understandable: their
savings have been wiped out twice in the
1990s. They need guarantees that new reforms
will work to their advantage. The only possible way to achieve this is to guarantee every
citizen's right of an equal share in the rental
income of Russia's natural resources.
Western economists confirm that the way
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to achieve this is to base public finance on the
rent of natural resources, including urban
land. This proposal is now receiving influential support in Moscow. One advocate is Dr.
Dmitry
Lvov, Academician
Secretary
(Economics Department) of the Russian
Academy of Sciences. He is a close advisor of
Premier Primakov.
Another advocate is Dr. Sergei Glasyev,
Head of the Analytical Department of the
Council of Federation (Parliament's Upper
House). He stated in a book published last
year (Genocide: Russia & the New World
Order, Moscow, 1997, p. 136) that a reduction
in the burden of damaging taxes could be offset by raising revenue from other sources.
"Among them, of special significance is natural rent, the main part of which has to be
extracted as state revenue via corresponding
charges for the resources.. [T]he potential volume of extraction of rental charges for state
revenue from -the gas-producing industry
alone could be more than one-fourth of the
Federal budget."
Dr. Glasyev also noted that what he called
a "very important source of revenue for the

•

S e r g e i Glazyev

state budget" was rent that would flow from
the effective use of urban land. He stressed
that the switch in the structure of revenue
would be neutral, which would enable the
state to meet its spending obligations. The
Primakov government has decided to pursue
this fiscal strategy by its decision to double
the Land Tax rate and increase excise duties
on exported energy.
This strategy, if implemented, would
ensure that every citizen shared in the rent,
through public spending. But can citizen's
rights be guaranteed in perpetuity?
The Primakov government would need to
amend the Constitution to make every present
and future citizen an equal owner of the
nation's natural resources. Citizens could be
issued with certificates that guaranteed a share
of rental income. The certificate would
empower people with the legal right to challenge a government that allowed part of the
nation's resource rents to be privatised. In a
moral society, the publicly created value
belongs in the public domain. This policy
would lay the foundations for a new contract
between citizen and government. This would
restore people's faith in democracy and prevent another social catastrophe.

L

ARGE QUESTIONS are raised by the
Russian tragedy. Marxist theorists can
hardly be blamed for not having a plan
designed to retrieve Eastern Europe from
socialism: after all, historical development
was supposed to terminate in socialist bliss.
Less excusable was the failure of the West
to produce a programme for re-floating the
beached Russian economy. Abject failure has
to be evaluated in terms of some fundamental
defects buried in liberal philosophy. Russian
analysts are now recognising that their social
anguish was the inevitable outcome of the
pursuit of a Western philosophy which emphasised a primitive monetarism. One critic is Dr.
Glasyev, who has carefully analysed the convergence of IMF philosophy with the
emergence of the Mafia.
He characterises the financial oligarchy as
Mafia because many of their deals were illegal
from the inception of a privatised financial
sector. Many wealthy bankers started by cornering income from state assets.
"This produced a symbiosis of IMF reform
and corruption," said Glasyev, who was to
become one of the architects of Primakov's
rescue plan. "The IMF simply prefers not to
see this."
He designed the export tax on energy
which accounted for half of petroleum sector
revenue in 1993. It was abolished in 1996 by
the then Prime Minister and Gazprom functionary, Viktor Chernomyrdyn, and the IMF,
"even though there was no distortion in
exports". By eliminating the tax, the Federal
government was driven into the arms of the
IMF and the private banks.
"The G7 countries believe that Russia
should not have an economic policy, that it
should merely be an economic space.
Instructions from experts who are financed by
the US-AID take the same view. They insist
that we should use just those experts to teach
us how to get rich at the government's
expense."
According to Glasyev, IMF strictures "correspond with the interests of Russia's financial
oligarchy. The liberal approach is very convenient for them. They prefer the government
to be as weak as possible. It makes it very easy
to cheat, not pay taxes, and to take the national rent. The majority of privatisation cases
were done in an illegal way. They used the
IMF as an umbrella. There is a symbiosis
between them and the IMF.
"Western investors also like this. The less
government, the more opportunity for them.
But they do insist that the government must
service the foreign and internal debts and fix
the exchange rate. One-third of the internal
debt is owed to foreign sources".
With all the power concentrated around the
Presidential family, which was closely linked
to the financial oligarchy, the pre-August 17
situation meant that the status quo would be
maintained by the use of bribes "and the IMF
provides the ideological background for this".
In the first interview he gave to Land &
Liberty, on May 30, Glasyev claimed that he
calculated that the financial pyramid had past
Continued on page 19 <®=

LAND VALUES
•

Cash-starved

governments

believe that selling land helps

•

Hungary's
ignoring

government

the

illegal

is

sale of

•

Does it matter if foreigners own

land to foreigners. The coun-

ernment

try's soil is among the most

investment

professor NIC TIDEMAN. By pri-

fertile in Eastern Europe. But

abolish restrictions on majority

vatising
from

budgetary
explains
the

land

Britain,

privatisation

of

August by a House of Commons

crises.

solve

Wrong,

In

British Rail was condemned in

economics

to

•

a country's land? The Thai govhas

approved

law

which

an

would

Select

Committee

which

revealed the government had

income

stream

in the early 1990s the soil-rich

foreign ownership in all assets

undersold by £1 billion. The

and

natural

landowners

cash-poor,

except land. The Bangkok gov-

lesson was ignored: the govern-

were

resources, governments short-

so they, too, thought that the

ernment does not realise that

ment

change citizens. This adds to

solution was to sell land. They

last year's financial crisis origi-

London sites in what a property

the pressure to tax wages and

developed

nated

agent said was "like

savings,

get round the ban on sales to

financed

foreigners.

who were paid out of land rent.

and

taxes

are

the

major constraint on production.

illegal methods to

with

land

speculation

by foreign

creditors

plans

to

sell

choice
buying

Park Lane and Mayfair on the
Monopoly board".

How (not) to short-change taxpayers

M

OSCOW mayor Yuri Luzhkov flew
to London and announced at an
investment conference (Financial
Times, Oct. 23) that he may experiment with
selling a few of the Russian capital's most
valuable sites.
He is cautious about the plan, which will
have to be submitted to the city council for
consideration. He is in no hurry to sell assets:
he told bankers and journalists that it was better to do things properly than to rush and make
mistakes.
The mayor's caution is warranted. Selling
land under freehold terms would be poor economics and poor political economy. Disposing
of the land on a leasehold basis would be
much better.
There is a simple (actually, over-simple)
application of economic theory that says that
how the land is disposed of should not matter.
The simple theory says that markets work perfectly. This means that the amount of money
that can be obtained by an auction of a freehold title to a parcel of land should equal the
present discounted value of all future leasehold payments that can reasonably be

expected. In practice, the simple theory does
not work (see box below).
An advocate of the perfect-markets theory
might reply that this is only one example.
Markets should not be expected to be perfect
in all cases, but only on average. A more formal statement of this proposition is that the
sum of the current rate of return to freeholds
(the ratio of net leasehold payments to freehold price) and the rate of increase in freehold
prices should equal on average the market
interest rate on investments of similar risk
(such as good corporate bonds). An examination of the data reveals that this is not so. The
average net rate of return to good corporate
bonds is significantly lower. This implies that
disposing of surplus land as leasehold is typically better for the government than
disposing of it as freehold.

A more advanced economic theory
explains why this should be so. First, the corporate bond rate is lower than the interest rates
that successful freehold bidders would typically face. This gives the government a
comparative advantage in holding land.
Second, freehold bidders face risks that future
governments will raise property tax
rates or income tax rates, thereby
The financial outcome from alternative tenures for a
reducing their returns. It is not possible
site in the English town of Scunthorpe in North
for the current government to make a
binding commitment that future govLincolnshire illustrates the two strategies for privatisernments will not do this. This risk
ing the use of land. The site was leased in 1961 on a
reduces freehold selling prices.
99-year ground lease at £550 per annum by the local
authority.
•

If the site had been sold freehold the council
would have accumulated £25,000 by 1998, including interest on the sale price.

•

But, a ground lease granted in 1961 with 21-year
rent reviews would have produced income of over
£100,000 by 1998, including interest if all income
had been re-invested. With rent reviews every five
years, however (as would be expected on a modern ground lease), the community would have
been enriched by £225,000.

'Source:

"Industrial

Ground

Lease

Investments",

North Lincolnshire Council internal report, 1998, cited
in "Do Gordon Brown's Numbers Add Up?", Land &
Liberty, Spring 1998, p.4

E

VEN APART from the narrow
efficiency of the government as
investor, there are reasons to
favour leasehold over freehold. There
is a national economic efficiency reason related to land speculation. If land
speculation consisted only of keeping
land unencumbered by costly improvements
until
it was
ripe
for
development, one could not complain
that it was inefficient.
But the common sight of numerous
parcels in built-up areas that sit for
decades in private hands with little or
no improvements belies this characterisation of land speculation.

Economic theory has an explanation for
the inefficiency of land speculation, known as
'the winner's curse'. When an object of uncertain value is auctioned, the highest bidder will
be the person whose perception of the value of
the object has the most extreme upward error.
The person with the most extreme upward
error in valuing land is likely to be the person
with the most bizarre beliefs about how much
the value of the land will rise in the near
future, and therefore how profitable it will be
to develop the land later rather than now. This
concentration of land in the hands of persons
with a bias against developing it creates an
artificial scarcity of land. This can be eliminated by having land held in the form of
leasehold rather than freehold, so that there
will be no private gains from land speculation
to tempt people into postponing development
inefficiently.
There are two coherent arguments that
opponents of leasehold might advance.
O Government administration of leasehold
may be inefficient, either in setting leasehold rents inaccurately or in simply
wasting money. It will be necessary for
public officials and ordinary citizens to
take care that this does not happen. The
leasehold system should be developed so
that it is not difficult to determine whether
public officials are setting leasehold rents
inaccurately.
O People who invest in buildings want assurance that the rent of the land under their
buildings will not rise precipitously and
destroy the value of their investments.
Freehold possession of land provides
insurance in the form of the fact that if land
rents rise precipitously, what they lose in
building value will be more than offset by
what they gain in the sale value of the freehold. The inability to have such insurance
would reduce leasehold rents and discourage construction. While this argument is a
valid application of economic theory, it
seems quite unlikely that the actual magnitude of the effect would be perceptible.
And if people did find the risk of future
rises in rent to be a serious obstacle to ecoContinued on page 9, col. 1
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ROFESSOR Kemer B. Norkin is a bear
of a man whose job is to think strategically. He plans the development of the
Russian capital and reports directly to the
Mayor, Yuri Luzhkov.
Five years ago he became an ardent advocate of the policy of treating rent as public
revenue. "The Moscow community has no
more valuable resource than land, and land use
is the most efficient tool for controlling city
development, especially in collaboration with
the private sector," he told Land & Liberty.
"We are not allergic to private property in
land but we are not intending to sell city land.
It is not profitable for the city to do so. We see
in Vienna that they have historically had a lot
of private land and this created very big
headaches." In Russia, in the absence of legal
and administrative regulations, "it is most stupid to sell land for private ownership, because
many people have not even heard of zoning
ordinances. They say 'if it is private I can
do anything with it'. Our policy is, if you
use the land you have to pay".
The city leases land on 49- year terms.
The tax charge on property is determined
each year. There are about 50 recognised
types of land use, each of which attracts a
rental charge. "If there is not enough land
for different users, we have to raise the
price. Our purpose is, in the future, to
cover all city expenses by land use taxation".
Mr. Norkin studied Alaska where the
oil economy generates a surplus which is
shared among citizens. Russia could have
embarked on this model, suggested
Mr.Norkin, "but when this stupid Gaidar
started the reforms he forgot about it, and
he made it so that the rent belongs not to
the citizen, not even to the people who extract
it, but to the insiders who bought it cheap.
This is a revolutionary situation; Russian citi-

LAND VALUES
Continued from page 8

nomic development, they could buy insurance against rent rises.

I

N ADDITION to the efficiency reasons for
privatising land by leasehold rather than
freehold, there is an important argument in
terms of justice.
It is unjust for one generation to appropriate for itself the value of public assets and
leave nothing for future generations. If land is
privatised as leasehold, then every future generation can receive the rent of their era, while
if it is privatised as freehold, the privatising
generation receives all the rent.
While it is imaginable that the privatising
generation would invest the proceeds so that
all future generations might receive dividends,
that has not happened with other privatisations
in history. To ensure that each generation will
receive its share of the value of public assets,
the just and prudent course is to privatise land
as leasehold, and to require that the full market rent of the land is paid on an annual basis
to the community.
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Moscow's Mayor, the Apple Tree
and the Land Tax
zens can't survive. They can't pay for heating
even though the heat belongs to them".
Under Mayor Luzhkov the share of the
capital's budget financed from property rose
from 5% to 25%. The push to recover a larger
slice of rental income is part of a strategy to
reduce other taxes.
The Mayor has been carefully briefed on
the economics of land taxation by Mr. Norkin.
For example, they stress that a direct charge
on land leads to a more efficient use of land.
They also realise that taxing profits deters
work and investment. "This is stupid. First
people work to hide profit, but at the same
time it is not possible to hide it without

ing it to parasitic capital".
The Mayor said that Muscovites were
receiving less than they earned. "The main
part of this difference is the rent of resources
which was stolen from them. That is why we
have to maintain subsidies. The only kind of
rent which is so far not privatised in the
Russian federation is land rent. It is still consumed indirectly and it remains the last
foundation of social stability in the country.
That is why we are so careful in Moscow and
don't rush to privatise land in Moscow. In
principle we have nothing against private possession of land, but if the city's community
loses rent, there has to be adequate compensation. It is simply very dangerous to give
away a hidden part of land rent into private hands before civilised rules of land
relations are introduced.
"We have to introduce what is called
in the circles of professionals 'incentive
taxation'." By this, the Mayor meant the
need to untax earned incomes and raise
public revenue from the rent of land and
natural resources. The city was an economic entity which functioned to ensure
the prosperity of "all its shareholders - citizens. The final product of this activity is
the value of urban land". The correct tax
base was that land value. He illustrated
fiscal philosophy with the fable of the
apple tree. "Let us remember apple trees.
If we introduce high taxes for apple trees
there will be neither trees nor apples. But
if we tax every land site with apple trees at a
tax rate equal to half of the yield from one
apple tree, people will start to plant trees.
There will be both trees and apples".

Hfl
K e m e r Norkin

becoming involved with criminals in the business. Those criminals have special laws,
which are not civil laws, like the decision
whether to kill or not to kill. In the cases
where American entrepreneurs were killed in
Moscow, it was because they were involved
with criminals. But our taxation system which
burdens profit forces entrepreneurs to move
into criminal activity," says Norkin.
"In the US they try to prove that it doesn't
matter which source of income you tax, that
the most essential issue is the percentage of
GDP extracted as taxation. But I am not sure
this holds even for the stable economy. But in
our case it is definitely a wrong statement."
Mr. Norkin produced the text of a 1995
speech by the Mayor which contained the
fable of the apple tree. This was Luzhkov's
first speech on strategy after his election as
Mayor. Moscow now receives more from its
property than the federal government receives
from its property.
The Mayor analysed the Soviet economy by
noting that poverty had surfaced in the Yeltsin
years because "a parasitic capital has privatised
[rent] which under the previous system was
indirectly consumed by all citizens.... [rent]
was not included in state prices. It was not considered to be important. But now our people not
only lack that rent but in addition they are pay-

After launching this policy, said Mr.
Norkin, "People started supporting the Mayor
very strongly. During the 1996 election some
of his assistants brought 'image makers' to
him, but he said 'No, if you follow the policy
which is good for people you don't need
image makers'. He fired the image makers.
About 90% of citizens voted for him".
Mr. Norkin said the rent-revenue philosophy was not clearly expressed in Russia's
documents, but it existed in their minds. The
Moscow government's strategy was to reduce
the tax burden, to encourage growth. "The protocols of Moscow government declare the
strategic intention to shift taxes on to land use."
Yuri Luzhkov was one of the candidates
nominated as Prime Minister by the Duma in
September and he is now increasingly hinting
at his presidential ambitions. Meanwhile, the
Mayor devotes himself to transforming the
capital in the knowledge that his primary fiscal ambition - the public collection of rent isolates him from the financiers. "The people
who capture the rent try to use the money to
isolate him. They tried, but they can't because
Moscow pays 30% of the federal budget,"
says his chief strategist, Kemer Norkin.

Scotland: Quest for a
Red Earl leads highland
political 'revolt'

WILL THE new Scottish Parliament offer the
people

a

new

democracy?

Or

will

the

Westminster bear-garden be transported north,
ritual hats and warts and all?
Democratic

process empowers citizens to

select representatives who will contribute to the
right governance of the nation. Do the present
systems work? Are there better ways?

A

NEW political party is being formed
in the highlands of Scotland in a bid to
break away from what is regarded as
the factional interests of the established parties.
The Highland and Islands Alliance was
created by a small nucleus of activists including John Cromartie, the fifth Earl of Cromartie
whose ancestral castle is in the middle of an
estate in Ross and Cromarty. His prime interest is in legalising the right to roam the
countryside. The lairds of Scotland oppose
that demand. They want ramblers' rights of
access to be based on voluntary arrangements.
South of the border the Duke of
Westminster has joined the attempt to head off
the demand for legislation over the right to
roam by opening up large tracts of one of his
estates in Lancashire to the public. But John
Cromartie wants the right framed in law. His
passion is mountaineering, which he pursues
when he is not running his family's 2,000-acre
estate. The family temporarily lost the estate
because it sided with the Jacobites, who lost,
but they trace their occupation of the estate
through five centuries. He is branded as the
Red Earl by his fellow lairds for insisting on
the legalisation of the right to roam.
Siding with him is TV broadcaster Lesley
Riddoch, one of the Alliance leaders who is
determined to support people who "solve
problems on the ground" to get into the new
Parliament in Edinburgh. She does not trust
the career politicians who work their way
through party hierarchies. "We are also worried that the urban emphasis in Scottish
politics may neglect the consequences for the
highlands," she told Land & Liberty.
The Alliance has been organising consultations in communities throughout the highlands
to establish whether people want the new
party. Under the new electoral system of proportional representation, the Alliance would
expect to secure some representation in
Parliament. Says Ms Riddoch:
"The highlands have had all their land and
personal assets stripped away, and we want to
return those assets to communities. We are
most interested in the community buy-out
possibilities. We want to empower communities. People have to be motivated to turn their
desire for land into finding ways to acquire it.
Every community knows it is being shafted by
its landowner. But they are disempowered and
they end up fighting each other". She is a leading activist in the attempt to turn Eigg and
Assynt into a community that owns its land,
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which the local residents have had to struggle
to achieve without official help.
The official spokesman for the Alliance is
land reformer Andy Wightman, who is promoting a radical programme which includes
the need to recover the rent of land for local
communities.
The Alliance has released a Charter which
declares: "Highlanders have had to watch for
generations while resources have been
stripped away - land, minerals, fishing rights
and the biggest asset any community has - its
young people. This has to end. Highland people must use their voice...Members of the
Scottish Parliament must use all their energies
to empower communities, not just themselves".
• The counter attack on Scotland's land
reformers has begun, with a Dutch millionaire warning that the debate could be
"hijacked" by extremists at a time when
Europe was "drawing together". Mr. Paul
van Vlissingen, owner of the global retailing group SHV, owns one of the biggest
sporting estates in Scotland. He has disclosed that he loses £120,000 a year. He is
urging other landowners to publicise their
accounts to show their commitment to
rural areas. In defending foreign ownership, he said: "My main concern is that the
debate should not be driven by huge emotion and unrealistic expectations".

There are indeed. There must be. From Mary
Parker Follett. From Quaker Business Meetings.
From Formal Consensus Decision Making. We
can learn from experience and change the unacceptable squabbling to constructive discussion.
Steps forward are already in hand. A different
electoral system,
changes.

simpler

rituals,

procedural

But at the beginning of this year, the

Scottish Civic Assembly discussed the new parliament, and there was a strong case, from
speakers and the floor, for

bigger

changes.

Structure, style and processes were all challenged. A new parliament deserves more than
polish on the old ways.
To paraphrase Churchill, Parliament may be
awful, but are the alternatives worse? Since he
spoke, the century has seen revolutions.

In

transport, work, attitudes, and, most of all, in
communications. These all increase the awareness and power of the citizens. It is surely time
to expect real improvements?
Unfortunately, it seems that the changes in
Westminster

have not kept pace. Rather the

reverse. Legislation has proliferated, and become
so complex that only specialists can understand
it. Debates have become a mockery, with decisions driven by the Whips to satisfy the Cabinet
whim. "Question Time" is a joke.
Universal suffrage has been achieved, instant
nation-wide - and international - communication
is available to everyone, literacy and educational
standards have soared. Politically, we have not
universal informed influence, but sound-bites
and the

dictatorship of Cabinet and Prime

Minister.
TO AGREE that there are problems is one thing,
but to find a solution is quite another. Is there a
better model than Westminster? Is there a better
process than confrontation between parties? A
danger comes from our familiarity with the old:
the Scottish Parliament should be Parliament!
Another danger is from the fact that the changes
are in the hands of the politicians whose whole
political philosophy and skills are based on the
party system and Parliament. But the

greatest

danger is that voters have learned to distrust the
political system, and they do not expect careful
and thoughtful representation.
In the last elections many of us voted for the
Lesley Riddoch

party which we judged most likely to depose the
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rew democratic politics
How to Remodel the Political Rules
Bill Agnew

appeals for a new mind set
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These

for the future. In the extremes, e.g. the poll tax

one is to challenge many. The table sketches this.

debacle, the "winner's" decision in Parliament is

Looking for the best solution means just that.

so remote from the citizens' reality as to be

It means recognising that "the best solution" is

unenforceable.

the common aim of all the participants, and that

For 20 years Labour Scotland was ruled by a

" the best solution" requires the agreement and

Conservative government, and suffered the frus-

commitment of all the participants.

trations and fury of being ignored. The party

needs to be directed at finding the constructive

system showed complete denial of representation.

elements, at understanding the objections and

Most newly elected MPs accept their responsibility to the whole

electorate, though

their

"loyalty" to their party line means "disloyalty" to
the voters. For it should be remembered that few
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Listening

overcoming them, at supporting the efforts to
reach real agreement. The mental shift is complex - but when you look at the "Westminster"
assumptions, don't they look s i l l y ? D

COTLAND'S new Parliament risks
being branded as "impotent" if it fails
to champion an effective land reform.
This is the assessment of a Scottish historian, Dr. Ewen Cameron, a lecturer at the
University of Edinburgh.
Speaking
at
a
conference
on
Land/Lessness
at
the
Manchester
Metropolitan University on November 6, he
concluded his analysis by declaring: "Any
indication of a failure to confront the difficult questions and vested interests which
will have to be faced in reforming the
Scottish land laws will quickly lead to a
perception that the new Parliament is
impotent".
The devolution of power provided the
people of Scotland with the opportunity,
through Parliament, to assert rights which
had formerly been expressed through civil
disobedience. These have been numerous in
the last two centuries. According to historian Iain Robertson, who analysed popular
protests for the Manchester conference,
"Claims to land as motivation of protest
appear clearly in the written record of the
500-plus incidents of protests that occurred
between 1900 and 1939". He noted that the
protestors "did not recognise the legitimacy
of that law as it was made for and by 'the
Laird only'. In taking these actions
Highland land raiders believed that they
were doing nothing more than reclaiming
'what their ancestors had', what was 'their
property'. This belief in familial possession
of land appears throughout the oral tradition of particular places and events in the
Western Isles".

S

But Dr. Cameron thought that it was
questionable whether the proposals now
being advanced by the Labour government
could provide Parliament with the policies
that would break with the past. "They represent the pursuit of what is least
disruptive, the minimum possible reform to
retain support and to argue that promises
have been fulfilled whilst alienating the
fewest".
In his view, it was fitting that the land
question should be prominent on the new
Parliament's agenda. "Indeed, the land
question could help to establish the credentials
of
the
Scottish Parliament". But that
opportunity was
two-edged, for it
demonstrated
"the risks which
the Parliament
could be exposing itself to in
taking up the
land question,
no matter how
cautiously".
Ewen Cameron

Economic Intelligence: AUSTRALIA

Howard's Way to Taxation

P

REMIER John Howard took a gamble
when he threatened to make Australians
pay a new tax - and then invited them to
vote for him on October 3. The gamble paid
off. Although his Conservative coalition lost
seats, Howard was returned to power with a
working majority and a mandate to introduce
a goods and services tax (GST).
The Australian government served notice
of its plans when it published Tax Reform: Not
a new Tax: A New Tax System in August. The
GST was hailed as a radical restructuring of
taxation, with the promise to reduce income
taxes.
In fact, Howard's fiscal philosophy is rooted in conventional thinking. Taxation invites
payers to avoid payments.
Howard's plans are likely to cause grief in
Australia. But that is not how he sees it,
according to his report which offers majestic
claims: "The tax reform which is necessary
for Australia... is not reform narrowly
focussed on establishing a new tax, but reform
which delivers a new tax system: a system
which is built on a lower tax burden and which
is fairer, more internationally competitive,
more effective, and less complex". The consumption tax would appeal to "the sense of
equity and fairness that has always been part
of the Australian way". 1 Can Howard deliver?

consistently the outcome for the Australian
economy - persistent booms and slumps
throughout the 20th century - would have
been different. Economists are consistent in
concluding that a public charge on the rent of
land would not distort people's economic
behaviour.
This is how the analysis is presented in one
Australian textbook: "Who ultimately pays
taxes on the value of land? If the same tax rate
is applied to land in all uses, the relative profitability of different uses will be unaffected,
and thus a landlord will not be tempted to
change the allocation of his land. Land will
not be forced out of use, because land that is
very unprofitable will command little rent and
so pay little tax. Thus there will be no change
in the supply of goods that are produced with
the aid of land, and, since there is no change
in supply, there can be no change in prices.
The tax cannot be passed to the consumers.
Farmers will be willing to pay exactly as
much as they would have offered previously
for the use of land. The prices of agricultural
goods and the prices paid by tenants for land
will be unchanged, and the whole of the tax
will be borne by the landlord. The incomes
earned by landlords will fall by the full
amount of the tax, and land values will fall
correspondingly (because land is now a less
attractive investment relative to, say, bonds
than it was previously)." 2

T

HE ONE policy which Australia could
have elevated into a radical plan is
based on revenue from land.
Australia is one of the former British
colonies which adopted land taxation as an
important revenue raiser at the beginning of
the century. If this policy had been applied

Australian history provides sufficient
empirical evidence to demonstrate the economic and ethical benefits of land rents as a

Ratio of real estate prices to
% national income: Australia %
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1970s land
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15
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82/83 recession

10
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H

OWARD returned to power with the
benefit of good economic news, but it
won't last according to Bryan
Kavanagh, Director of Westlink Property
Consultants and Research Director of the
Melbourne-based Land Values Research Group.
The June quarter growth in GDP was a
healthy 3.9%. Unemployment was declining.
But the statistics continued to disguise the
underlying realities, helped by theoretical bias
against some of the variables that matter. For
example, in October the Consumer Price
Index (CPI) data was the first in a new series
to exclude mortgage interest and consumer
credit charges. This change was presented as a
bid to widen the index. Policy will be shaped
by the headline CPI rate rather than the underlying rate. So as the asset value of land in the
future begins to rocket and consumers overstretch their borrowing capacity to fuel a new
spending spree, the signals that the economy
is heading for a land market-driven boom will
be muted until it is too late.
It looks as though Howard has scraped
back into power just in time. Because according to Kavanagh the land market is heading
for a peak. In Melbourne, inner city residential
property values increased by 30-40% over the
past year. In Sydney, property prices "have
gone wild". It won't last, and downturns in
land values always presage an economic
recession. The graph (left) shows real estate
peaks in 1973, 1981, 1989 and 1998. Explains
Kavanagh: "Putting them into the context of
the 54-year Kondratiev long wave, 1973 was
at the peak whereas the massive 1989 peak
was well into the downward wave of the
cycle. Australia is heading for a severe depression, and Howard's tax reforms will deepen
the trough as people cut back on spending to
try and avoid the GST".
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source of public revenue. 3 Unfortunately,
Howard's plan makes no provision for
upgrading the land tax which is employed by
many Australian municipalities, even though
he admitted in the Australian
Financial
Review (10 12 91): "I do not deny that all
taxes - with the exception of those on economic rent and inherited wealth - have some
employment and economic growth effects."
But there is no indication in the government's
report that it understands the distinctive character of charges on rental income. It lumps the
land tax along with the payroll tax into a single paragraph with no proposal to elevate it
into its reform strategy.
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The Land & Liberty Interview: Leonid Abalkin

Old Guard in from the cold
Tanya Roskoshnaya meets the economist who has emerged as one
of the architects of Russia's new economic policy

T

he centre of ideological gravity in
Moscow has shifted in favour of the
academicians who were frozen out during the period when the so-called reformers
exercised influence over Boris Yeltsin.
When the Duma faced down the President
and forced him to accept Yevgeny Primakov
as Prime Minister, panic set in among people
like Yegor Gaidar, the first Prime Minister
who introduced the "shock therapy" monetarism which set Russia on its disastrous
course.
But the Soviet era academicians who were
brushed aside are now back in favour. Leading
them in the talks to develop a rescue plan is
Leonid Abalkin, who was a senior advisor to
Mikhail Gorbachev, the last President of the
USSR.
We met in the Institute of Economics, of
which he is Director, just before the Federal
government defaulted on its debts. I asked him
to speculate on what would have happened if
the monetarist model had not been imposed in
1992 at the end of the years of perestroika. He
replied that the model of economic development they were foreseeing at that time
included the use of rent as a major component
of public finance.
"When I held a position in the Gorbachev
government I received a number of proposals
from Western scientists' about the rental
approach. This refers both to rental payments
for the right to use land and natural resources.
Even now it is still possible to use this
approach, if there is a radical transformation
in the present course."
He said that the Belgorod black soils
region in southern Russia was currently experimenting with a single tax on rural land, with
payments varying according to soil fertility.
The peasants are allowed to pay either with
cash or with the products they produce.
Everything else is tax-free. The governor was
allowed to abolish all taxes on goods produced in the region. But they do pay the VAT
on products imported into the region. A similar experimental approach is taking place in
Tula (a region where Tolstoy had his estate).
Mr. Abalkin was concerned with the ambiguities in current legislation, which had
created uncertainty over the ownership of natural resources. "Who is the owner of
diamonds in Yerkuzia - Russia, as a state, or
the region?"
His colleague, Dr. Dmitry Lvov, the
Academician Secretary of the Russian
Academy
of
Sciences
(Economics
Department), has proposed a philosophy
which Mr. Abalkin finds appealing. "The concept proposed by Mr. Lvov is that the
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diamonds should belong to the population of
the whole country." Based on this view, it
would have been possible to ensure a fair distribution of the rental income among the
whole population.
"This policy of rent as public revenue was
relatively easy to introduce in the conditions
before 1991, because we really had state ownership of all the resources. The system that
Lvov proposes is that every citizen has equal
rights in natural resources as equal co-owners.
These resources are not connected with
labour, they are given by God.
"It is still possible to bring into life the system that Lvov proposes. But this doesn't
exclude other taxes. For example taxation of
small businesses. Payments for the right to
occupy a place in the market".

We asked Dr. Abalkin about the pre-conditions for introducing the Lvov model. He
replied: "The country is living under conditions of very serious economic and social
crisis. In addition, we also have an ethnic crisis. A lot of regions are recognised as national
regions. This is leading to a trend towards separatism. If we don't manage to overcome this
type of crisis, it is difficult to think and speak
about implementing Lvov's proposal." This
regional claim on natural resources, the oil,
diamonds and other precious metals with
which Russia is so generously endowed, "is
probably the main obstacle to implementing
the policy of rent as public revenue".
During the late Soviet period, he said, the
Ministry of Finance was extracting the rent
directly by means of variable prices. And that
revenue was used for purposes such as pensions.
But the rent question was not recognised as
a problem until the reforms began, "when the

rent became the source of revenue not of the
state but the private sector as a result of the
privatisation of assets.
"You know the stories about the New
Russians, Mafia, they are using money quite
differently from people in the West. For
example, Moscow probably has more casinos
than anywhere else. The majority of the population live in poverty, and at the same time
people throw money in the wind. That is why
we can say this problem is one of the central
problems. The right to use the rental income is
being monopolised.
"But there are serious opponents to dealing
with this problem because they receive the
rent and they will try to protect their rights. So
there has to be a general economic situation
that favours the implementation of rent as
public revenue.
"Another serious problem is that the privatised rent is being used to bribe civil servants
in the government and buying the mass
media".
Mr. Abalkin declined to offer a view on
why Yeltsin had changed his mind about the
social ownership of natural resources. "There
are considerable transformations in Yeltsin's
thinking. He is different from the person we
had in 1990. The only thing we can say now is
that very often money spoils people."
Back in 1991, did Gorbachev have a clear
vision of how to develop Russia? "I worked
with him very closely. He is a really talented,
outstanding person. But unfortunately, he was
a person who could be influenced by others.
He is the master of short but very strong love.
That is why he is able to pronounce different
things at different times." Gorbachev was
lionised in the West, which was fatal because
"he over-appreciated himself'. And he
allowed himself to be isolated and therefore
vulnerable to the aggressive tactics deployed
by Yeltsin.
But was there a plan in Gorbachev's mind
that would have facilitated the change which
he initiated during perestroikal "Niet." Mr.
Abalkin sent him written warnings as early as
1985, drawing attention to the inconsistencies
of policy proposals. Gorbachev came up with
new slogans like perestroika and glasnost. It
was the absence of a coherent strategy for
developing the Soviet Union which was ultimately to prove fatal to the Communist Party.
The fall of Gorbachev and the rise of Yeltsin
heralded the era of a simple market model
based on monetarism which finally collapsed
in August. Mr. Abalkin and Dr. Lvov are now
proposing a more complex approach to evolving the economy, and they appear to have
regained their influence in the Kremlin.

W

HY ARE Northern Italians richer
than Southerners? Social scientists
who are seeking a "Third Way"
path of social development believe the answer
to this puzzle helps them to define policies for
Europe and North America in the post-Welfare
State era. And they argue that the South was
impoverished because of the absence of
"social capital". Regions that are thickly
endowed with social capital are blessed with
civic institutions and co-operative behaviour
which foster greater material prosperity. Thus,
the North has money and the South has the
Mafia.
A conference was convened in London last
summer by centre-left academics to map out
the Third Way. They heard a Cambridge history don, Dr. Simon Szreter, promote the need
for building social capital. How? Through
education, he said, echoing Premier Tony
Blair's cure-all elixir - "education, education,
education". Trust is at the centre of this vision
of the penetration of civic institutions into
people's lives - a concept most recently
explored by Francis Fukuyama in the US.
A key text for this emerging school of
political thought is the study by an American
political scientist, Robert Puttnam (Making
Democracy Work, Princeton University Press,
1993). He explains the contrast in Italian prosperity by measuring the difference in the
social institutions which distinguish the industrial regions of the North from the agricultural
regions of the South.
Previously, scholars argued that land
tenure was the main determinant of the underdevelopment in the South. Puttnam plays
down this thesis. He does cite authoritative
research which supported this conclusion "Some scholars emphasize agricultural landholding patterns as the crucial variable that
explains mores, politics, social relations, and
economics in Italy" - but he was not
impressed. There had to be an alternative
explanation for the richer fabric of the northern social system and the desperately

Social "Capital" and the Third Way
Fred Harrison
impoverished culture to be observed in the
South.
He does not reject the land hypothesis altogether. "While not denying all significance to
this factor, we doubt that it can account for the
civic continuities we describe, in part because
traditional landholding patterns in Italy vary
in complex ways that are at best imperfectly
correlated with those continuities, in part
because of the unique role that Italian cities
have played in establishing and maintaining
those continuities, and in part because the
postwar land reforms in the Mezzogiorno
seem to have had little impact on its political
culture as described here".

South's social problems, if only because the
record is unambiguous. Over the centuries,
rent remained in its primary form: the payments for the use of land. As recently as a
century ago, he noted, "The southern feudal
nobility - along with elements of the urban
professional classes who had acquired common land and Church properties expropriated
by the newly-forged Italian state - used private
violence, as well as their privileged access to
state resources, to reinforce vertical relations
of dominion and personal dependency, and to
discourage horizontal solidarity". Thus,
landowners regulated the lives of peasants on
the ground and manipulated the state to preserve their power.

P

A civic-minded Tuscan
landowner,
Leopoldo Franchetti, confirmed this power
nexus when he analysed social conditions in
Sicily in 1876. The landed classes, he noted,
ruled a network of clientelistic structures for
their private benefit. Every local noteable was
the head of a network of people from various
social strata who depended on him for economic survival and social prestige. In return
they provided legal, political and illegal support to defend his interests.
Is it surprising that this model should be
copied by the social outcasts in the South?
People excluded from land had no choice but
to turn to sub-marginal activities. For so long
as they could, they extracted the means of life
by depleting nature (abandoning the sustainable ecological practices of their forefathers)
or by depleting the communities around which
they orbited (criminal activity). They were
brigands who had no choice but to regard violence as the tool for survival. Trust was for
people who prospered - or who had a fair
chance of prospering - and who could develop
friendship and community bonds to mutual
advantage.

UTTNAM misdiagnoses causal connections because he is distracted by a
partial understanding of the power that
is attached to land. Along with most
observers, he treats land as a physical entity
rather than as a flow of income. This distorts
his comprehension of how land wreaks its
influence on people's lives when monopoly
power is placed in the hands of a minority.
If he had approached the analysis in terms
of the flow of rent he would have seen that
land did, indeed, exercise the determining
influence in creating poverty in the South and
nurturing the relatively richer social fabric in
the North. The different paths of social development can be summarised in terms of the
polarisation driven by the contrast in the internal and external trends of the two regions.
O The North Internally, rent was diffused.
In external relations, the flow of rent was
inwards.
O The South Internally, rent was concentrated. In external relations, there was an
exodus of rent.
Puttnam has less difficulty in tracking the

l n s l i l u t i o n a l P e r f o r m a n c e in t h e I t a l i a n R e g i o n s , 1 9 7 8 - 1 9 8 5

R e p u b l i c a n and A u t o c r a t i c Traditions: Italy, c.

1300

T

HE HISTORY of the
North
is
more complex but
can be best interpreted
by
following the rent
trail. By doing so
we unravel a historical puzzle - the
dualism that created the "Southern
Question".
The
income divide was
a puzzle because,
according
to
P u t t n a m

:

"Conventional
economic theory,
in fact, predicts
gradual
convergence in levels of
regional develop-
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community's net income, or taxable surplus,
impact among Southern agricultural workers
ment within a single country, only heightening
the rent of land and natural resources.
who had to fight for a living on "a crazy-quilt
the puzzle of Italian dualism".
patchwork of landholding... typified by the latThe rent paradigm dissolves the puzzle by
RACKING the code to explain the
ifondo, or large estate, worked by impoverished
offering an explanation based on economics.
North/South
divide could assist polipeasants:
'the
peasants
were
in
constant
comHistorians can track the diffusion of power in
cy-makers today by illuminating the
petition with each other for the best strips of
the North (which is associated with the distrisource of some major problems.
land on the latifondo. and for what meagre
bution of rent, both through the private and
Unfortunately, Third Way politicians are in
resources were available. Vertical relationships
public sectors) which fostered civic behaviour
a hurry. In the era of the soundbite, they have
between patron and client, and obsequiousness
and encouraged people to co-operate to their
good reasons for supporting the notion that
to the landlord, were more important than horimutual advantage. The component parts of
social capital is a function, in particular, of
zontal solidarities'."
Northern history need to be analysed separateeducation. "More education" is a policy that
ly, but they lead to the same conclusion: the
While the northern communes were being
does not threaten anyone and does not oblige
relative prosperity of the North is to be found
enriched by the inflow of rent, in the South the
us to peer under stones, especially those that
in the acquisition and diffusion of rent. This
dead hand of foreign conquerors was scooping
support the social foundations.
was achieved by various means.
the lifeblood from the soil and carrying it off
Thus,
"social
In the 12th century
capital"
has
become
the merchants of the
a mantra. It promisNorthern cities used
es prosperity and
credit as a vehicle to
social solidarity. It
structures
INCOME distribution and civic institutions are
enrich themselves via
can even help to
and concentwo distinct routes.
not the only indicators of differences between
tackle crime. Writes
First, they extracted
tration
of
regions within the same nation. Suicides identiPuttnam: "In civic
rental income from
l a n d e d
fy fundamental differences, emphasising the
regions... light-touch
distant places (interest
property are
abusive character of discriminatory social
government
is
paid on mortgages is
likely,
on
processes.
effortlessly stronger
revenue that would
this analyScotland is the most exploited region in the
because it can count
otherwise be paid as
sis,
to
UK. 1 Suicide rates in Scotland are the highest
on more willing corent to landowners).
inhibit
the
according to the Office for National Statistics.
operation
and
Second, their cities
self-enforcement
creation of
Scots aged between 15 and 44 are significantly
were
strategically
among the citizensocial capiplaced to take advanmore likely to take their lives than their English
ry". This makes it
tage of the Vatican as
tal.
counterparts, and the gap is growing. In the
John Bryden
easier to crush antithe centre of the
"With
early '80s, the rate was 25% higher than for the
social behaviour. In
Catholic world. They
respect to collective action, we can note that this
UK as a whole. It is now 50% greater.
regions with weak
facilitated the collecis not something which can be expected to be
For women aged 15 to 44, the difference is
social capital it is
tion of the Vatican's
automatic,
but which depends on the historical
even more pronounced. In 1982, the rate was
futile to address
rents from the far coraccumulation of 'social capital'...I want to stress
criminal behaviour,
35% higher than for the UK; by 1996 it was
ners of its empire. Part
that social capital formation is likely to be inhibbecause
heavy70% higher. The rate among women aged over
of the taxes, tithes and
handed government
ited under conditions of concentrated land
monastic rents that
45 is 60% higher than in England. Suicide rates
is enfeebled by the
flowed to Rome were
ownership and feudal structures".
among women aged 15 to 44 have declined in
uncivic social conpeeled off in Florence,
Empowering rural communities can be frusall parts of the UK except Scotland.
text and therefore
Genoa and Venice.
trated "in many cases by our archaic pattern of
Within England, the suicide rate is highest in
not so well equipped
By these means
land ownership and tenure".
the North West. The lowest rates are in the
to deal with crime.
was rent sucked into
In Bryden's view one of the solutions was
South.
"The very character
the North where it
"the just distribution of 'unearned increments' to
of the community
Does the concept of "social capital" help to
enriched the urban culland values and rents arising from public goods
that leads citizens to
explain the influences that shape people's lifeture, providing work
and public actions". 2
demand
stronger
chances
in
Scotland
(which
reverses
the
for landless artisans as
government
makes
dualism into a South/North divide)? The evibricklayers or jewit less likely that any
1
"Caesar's
Trap",
Land
&
Liberty,
Autumn
1998,
p.4.
dence has been analysed by John Bryden,
ellers.
These
government can be
2 John Bryden, Land Tenure & Rural Development in
opportunities did not
Professor of Human Geography at the University
strong, at least if it
Scotland, Perth: A.K. Bell Library, 1996.
exist on a similar scale
of Aberdeen. He concluded: "Clearly, feudal
remains democratic.
in the South, where the
This is a reasonable
flow of rent was in the
interpretation, for
reverse direction - outexample, of the Italian state's futile anti-mafia
wards!
to Paris, Barcelona or Vienna, depending on
efforts in Sicily over the last half century." So
whether it was the Norman feudal autocracy
A second significant difference was in the
instead of being encouraged to be tough on
that held dominion, or the Spanish monarchs
level of taxes, which were high in the South.
crime by being tough on the causes of crime,
or Hapsburg princes who happened to have
Communities were relatively more impoverwe are left in a state of despair. Weak social
incorporated southern Italy into their kingished because the burden on the taxable
capital = weak community = weak government
doms.
capacity of their economies was greater than
= incapacity to solve problems.
While the residents of northern cities were
in the North. This resulted in a lower level of
Puttnam's study, which is gaining influable to associate the diffusion of power with
spending on social amenities. This, in turn,
ence among social scientists, is a classic
the notion of citizenship, in the South the
afforded fewer opportunities to nurture the
example of treating symptoms as if they were
peasants were exploited as subjects by the
social bonds that encourage the co-operation
the causes. His misdiagnosis needs to be corlanded aristocrats who assumed feudal control
that leads to the creation of wealth.
rected, for it is helping to skew the attitudes of
as royal power weakened.
policy-makers who believe that profound and
Thus did social evolution take different
N THE SOUTH it was peasant against
hitherto intractable social problems can be
paths, but each one was bounded by the possipeasant, and for good reason. Puttnam cites
cured by yet more education.
bilities
latent
in
the
distribution
of
the
one commentator who noted the divisive
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SUICIDES IN SCOTLAND
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Cultural Landscapes

Art: Of Mind and Money
Sergei Belyakov

A

CCORDING TO Marxist theory, the mode of production shapes
ideology in favour of those who have the upper hand in extracting society's surplus income. People's minds are influenced by
the material conditions in which they earn their living; and their freedom to think critically is restricted by the interests of those who hold the
whip hand. This thesis has been espoused in an extreme form by some
of Marx's acolytes, but not by Marx himself according to Marxist historian Eric Hobsbawm. 1

T

HE WANDERERS displayed an independent spirit. They avoided the Classical Romantic traditions that were authorised by the
Imperial Academy of Arts, which favoured the cult of beauty and
the images from the distant past. These were safe themes which are
interpreted as poetic perception of the world. The Wanderers developed
what became a school which critically interpreted contemporary realities, and they coupled this with a desire to change society through the
power of art. This was achieved with paintings that offered an honest
depiction of life as it was to be observed in the fields and villages, and
It is a truism to say that the elites who control the economy do
in the servants' quarters of the aristocracy. Do examples such as this
manipulate many facets of culture, from law-making process to deterrefute the claim that people's minds are weighed down by the crude
mining what is aesthetically acceptable. Breaking out of the lock which
spirit that compromises creativity?
elites have over society has always been a challenge for reformers as
How did The Wanderers get away with their challenging images
isolated individuals. But there are periods in history when more than the
which portrayed the shameful state of the people of Russia in a society
occasional recalcitrant person emerges, and there is something about the
dominated by an absolute monarch and a small
prevailing social circumstances that enables them to
circle of feudal aristocrats? Interestingly, and
mobilise a social movement that challenges those
much to the embarrassment of Marxist theory,
who benefit from limitations placed on people's critthis school of artists owed a debt of gratitude to
ical faculties. Those junctures in history offer a
a capitalist.
fascinating study for the students of social change.
What is it that suddenly nurtures a capacity to think
First, we have to note that this was a period,
independently of conventional wisdom? How does
under Alexander II, in which the possibility of
this affect the way people perceive their immediate
reform was in the air. Alexander had abolished
environment, and can we attribute to the social
serfdom and reformed the legal and educational
deviant the power to change the course of history?
systems. Thus, traditional controls over the content of culture were in the process of being
loosened by pressures for change on the politiN THE PAST there was a traditional association
cal elites. It was in this environment that a
of rich patrons with artists and composers. The
number of artists began to experiment with new
rich commissioned portraits of their families to
images on canvass.
hang on the walls of their stately homes; and commissioned music that best served the tastes of the
Although they had been trained in the offipropertied class. The underclass exercised little
cial school, the Academy of Fine Art in St.
influence over the arts and sciences. High art - as
Petersburg, which was financed by the state,
•
Pavel Tretyakov
opposed to folk traditions - required the concentrathey were evidently sufficiently adventurous to
tion of considerable resources, and these were under
want to give expression to personal dissatisfacthe control of a privileged minority. Under those conditions, how could
tion with the art. They thought it was important to relate their art to the
independently-minded, creative individuals devote the time they needneeds of the people, and they also prepared exhibitions which could be
ed to developing their skills to the peak of aesthetic perfection without
taken on tour around Russia - hence the name Wanderers.
pandering to the private preferences of that minority? To what extent
Initially their paintings were boycotted by the state museums. By
were they forced to compromise in order to earn the money to pay the
such means were artists intimidated from offering honest expression
rent?
of feelings and thoughts. The might of the state had to be preserved as
right, and its revenue was not going to be used to patronise artists
Have artists, as sensitive people, been at the forefront of social
whose work was an indictment of the social conditions bequeathed by
change in the way that one might have expected? One suspects that, by
serfdom.
engaging their talents in the pursuit of the honest expression of the pain

I

as well as the pleasures of life, they could have made a more substantial contribution to enlightenment and social evolution. The suggestion
that they failed to do so needs considerable biographical and sociological research.
It would be revealing to investigate the hypothesis that art, and
therefore society, would have achieved higher standards long ago if the
material resources that are needed to nourish talent had been at the disposal of a community based on democratic principles. That this was not
the case afforded Karl Marx the opportunity to claim that the power
over the economy afforded the ultimate control over people's minds and
aesthetic senses. The arts were bent to serve the ideology of the ruling
class.
There appears to be powerful evidence in support of this interpretation of history, and yet the exceptions keep intruding. One such was the
school of artists who emerged in Russia between the 1850s and the
1870s. They were known as The Wanderers.
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E CAN thank a Moscow merchant for encouraging these
artists. He bought their works for display in his private
gallery. Pavel Mikhailovich Tretyakov (1832-98) was an
industrialist who devoted his life to assembling the works of Russian
artists. He founded his gallery in 1856, and the legacy is to be seen in
the State Tretyakov Gallery, one of the world's greatest museums.
Thanks to his patronage, the Wanderers became sufficiently fashionable
for the Czar to become a collector and, ironically, Tretyakov's main
competitor at the auctions for the works of these artists.
For those who derived their privileges from the status quo, art which
celebrated their lifestyles was naturally preferred. So they supported
artists like Stepan Bakalovich (1857-1947), who painted small, exquisite pictures such as "In the Patron's Waiting Room" (1890). Salon
Academism was the approved way to earn a living, but the Wanderers
were not in the business of preserving the lifestyles of the rich: they
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wanted to disturb people, which is why, in 1870, they united in the
Society for Travelling Art, through which they developed what they
regarded as democratic painting to offset the art of the salons and academy. They emphasised the eternal themes such as moral duty to society,
human suffering, harmony and love.
Ivan Kramskoy (1837-87) was one of those who sowed the seeds of
artistic discontent with the "rebellion of the 14". Talented pupils at the
Academy of Arts in St. Petersburg refused to take an examination which
required them to paint a picture on a mythological subject which was far
removed from contemporary problems. In 1865 they founded the St.
Petersburg Artists Workshop. Kramskoy's most ambitious canvas was
"Christ in the Wilderness" (1872), which embodied his reflections on
the need for a humane society and the need to follow one's conscience.
One of his most popular works was "Unknown Lady" (1883), the portrait of a beautiful woman who challenged social conventions but who
was locked into a world where warmth and sincerity were overshadowed by calculation and hypocrisy.
Vasily Perov (1834-82) was the central figure in Russian art in the
1860s. His first genre paintings revealed his adherence to what author
N.G. Chernyshevsky called "the ideals of humanity and the improvement of human life". He celebrated village life with large canvases
which recorded with unprecedented frankness and sarcasm the social
and moral ambivalence in Russian life. He confronted the "painful
thoughts of shoulders not strong enough to bear the load, ruined lives
and deceived hopes" (A. Levitov).
For landscape works it would be difficult to match the creations of
Ilya Repin (1844-1930), the keenness of whose social and psychological insights is to be perceived in "Religious Procession in the Kursk
Guberniya" (1880-83). In the centre of the bedraggled mass we see the
posers, the landowners, merchants, priests and officers who represented
the privileged classes. Particularly expressive is the plump landowner's
wife who carries the miracle-working icon, who appears to be drunk
with her personal significance. "Her arrogant look reflects the self-confidence of landowners whose well-being is vigilantly protected by the
village police officers," notes Yulia Kozlova. 2
Soviet art critics hailed The Wanderers as soul mates. The Soviet era,
unfortunately, lends strong support to the Marxist thesis that the creative
spirit can be perverted by power.
The Communist Party ensured that Soviet art was controlled by
artistic councils. Every performance in the theatre, every ballet, film or
book had to be scrutinised by censors before being offered to the people. If the artist wanted to be published or publicly performed, he had to
be approved by an artistic council. These councils were abolished during Gorbachev's peristroika, to general acclaim. Interestingly, however,
the flood of pornography on to the Russian market in the 1990s has led
to a wistful nostalgia for the standards which they enforced.

dictators who manipulate words to justify their abuse of people's liberties by dedicating art to the proletariat.
The historic challenge is to find the third alternative between the two
extremes of aristocratic patron and authoritarian state. An alternative
must exist because, as The Wanderers showed, the spirit of freedom is
buried in the hearts of all of us. That spirit may lay dormant for long
periods of time, burdened by injustice, but it resurfaces at the most
unexpected times and improbable places to proclaim the basic decency
of human beings. Culture in all its forms must be freed from the dictates
of monopolists.
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Belfast • Land War
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Havana • Sharing time
CUBA continues to champion the

Cuban

socialist ethic, but it is reluctantly
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partnership with Cuba's Gran Caribe

approaches to the post-Soviet glob-

Hotel Corporation and plans to build

for
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Canadian

Resorts

over 2,000 units in the next 10

al realities.

HAT ARE THE conclusions from this history for the democratic age? Art in all its forms is the product of civilisation.
Its precursors were the art of the cave and the strumming of
strings around the camp fire. What made it possible to elevate the latent
aesthetic senses to achieve the peaks of creative perfection to be found
in the great symphonies?
The answer is to be found in the way that society disposed of its net
income. The composition of that income matters. Marx defined it to
include both the income of capitalists like Tretyakov, and the rent
acquired by landowners. This conflation was at the root of most of the
errors that flow from Marxist theory. Most economists since the
Physiocrats agree that rent is the true surplus, which is what remains
after meeting all costs of production.
This rent was the revenue which financed most of the cultural
advances which we associate with civilisation. It is a publicly created
revenue which ought to have been devoted to the elevation of the human
spirit in all its forms for the benefit of every human being. Instead a
careful reading of history, I believe, would show that when rental
income was privatised, the benefits were directed to serve the personal
and social interests of the privileged people who monopolised and disposed of the community's net wealth.
On the other hand, as the Soviet Union demonstrated, handing that
surplus income to the state without the appropriate safeguards is no
guarantee that it will serve the public's interest. No-one is deceived by

into
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BOOKS
Capitalism need
not conflict with
conscience
Sandra Sinclair
THE QUAKERS:
MONEY AND MORALS
by James Walvin
John Murray, £14.99

M

ARX'S theory of class conflict rested heavily on the notion that
capitalists derived benefit from
exploiting their workers - and that one of the
weapons in their armoury was the control they
exercised over public debate, through their
control over the mode of production. Marx
should have paused to check these ideas by
evaluating the independent mindedness of the
Quakers. For Marx, religion was the opium of
the masses. Maybe there is an element of truth
in what he was getting at, but he was supposed
to be constructing philosophy on a scientific
basis. His theses, therefore, have to be judged
in terms of scientific standards.
he Quakers came to play a huge role in
19th century capitalism. They built
financial and industrial empires, giving
them extraordinary power which, according to
the gospel of St. Marx, they should have used
to exploit their workers. They did seek profits;
but they also built villages with homes of the
highest standards for their employees around
the factories such as those owned by the
Cadbury and Rowntree families (one of them
is pictured below).
Their commitment to the highest standards
of honesty did not prejudice their ability to

T

trade in the capitalist economy. The care with
which they kept the profit and loss accounts
did not diminish their recognition of social
responsibility. Service to customers was
acknowledged as a necessary part of a viable
community. They were not entrepreneurs
because of warped egos; nor acquisitive
because of a fatal ostentatiousness. By and
large, they were concerned to add value to the
wealth of the nation from which everyone
would gain; and they expected a fair deal in
return.
James Walvin's history of the Quaker's
pursuit of money explains how the sect operated to ensure that erring individuals were
either put back on the straight and narrow path
or were expelled.
Capitalism did not compromise the Quaker
spirit. The state was continually challenged to
justify its laws. In all the major social reform
movements of the last 200 years, Quakers
were at the forefront of campaigns to assert
people's rights. They worked to produce a
humane society. Institutionalised religion was
provoked into questioning whether it conformed to the gospels. A class-ridden society
was taunted by the classless attitudes of the
men and women who quietly went about their
business. If Marx had studied the history of
the Quakers he would have come to appreciate
that religion can play a leading role in arousing a social conscience which can lead to an
active engagement in public affairs in a manner that can improve the fabric of society.
Violent revolution driven by class antagonism
is not the only way to break a corrupt mould.
Walvin's treatment is not a full survey of
the reformist campaigns - on prisons, slavery,
education. It does remind us that, as individuals, we do have free will, but we also need the
support of appropriate social institutions within which to work for freedom. The history of
the Quakers affords some important lessons
on how to detach ourselves from the overbearing forces that do riddle society at any
given time, in order to nourish the commitment to enlightened change.

The silencing
of the
lambs
Paolo Bellarossi
THE UNCONSCIOUS
CIVILISATION
by John Ralston Saul
Penguin, £7.99

T

HIS BOOK is in the category of "If you
read one book only this year, this
should be it". The Canadian author has
stirred literary circles with The Unconscious
Civilisation, but the book ought to be compulsory reading for the economics fraternity.
Saul's thesis is that citizens have been rendered mute by the corporate interests which
have sliced up what we like to call the democratic process, and they have even managed to
deprive citizens of the capacity to think. His
account is beautifully reasoned, packed with
useful facts and blunt in attributing responsibility for the parlous state in which we find
ourselves.
Saul develops the thesis to be found in
authors like J.K. Galbraith, that private enterprise is now run by risk-averse managerial
bureaucracies. But he goes much further,
analysing the way in which citizens have been
victimised by being deprived of the capacity
to critically examine the way that they have
been swindled of their rights.
The weakness in his analysis is in the link
between history and the present. He notes that
Adam Smith referred to the idle consumers of
his time - "the aristocracy, the courtiers, the
professionals, the land and property owners
(who live off rent income), the bankers and so
on". But from there he leaps to modern managements who administer trans-national
corporations, and somehow equates the rental
income of the erstwhile landed aristocracy
with the fat salaries and golden parachutes of
the chief executive officers of today. There is,
of course, a huge difference between these
two classes of people and that difference
would provide Saul with important new perspectives.
Nevertheless, Saul does provide some
valuable economic insights on which economists need to build. For example, he notes that
corporate managements - especially in banks
and pension funds - are attracted to property
speculation and rental income. "This is the
kind of administrative, non-capitalist, noncapital good venture the managerial class
loves." There is little risk attached to deals
involving property, or so it seems until the
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property market crashes, by which time the
manager "may have been promoted or entered
retirement. He has lived the illusion of value,
with everything calculated and on paper". No
risk-taking capitalism at stake here! Notes
Saul:
"Today's managers are not even landlords.
However, investment in property is one of
their solutions to a profound desire for idleness. The result in our economies over the past
few decades has been an unprecedented concentration on the construction of office
buildings to house the growing managerial
class...property, privatisation, mergers and
acquisitions - these are only three of the manager's non-capitalist diversions".
We begin to see how rental income is converted into "interest" received by banks and
pension funds, and how corporate managements recklessly foster speculation without
carrying the financial risks. And if their track
records eventually catch up with them - they
can always parachute out with a fat cheque in
their pockets.
Economics as a discipline is ridiculed by
Saul. "If economists were doctors, they would
today be mired in malpractice suits."
Fortunately for them, however, citizens "seen
to be devoid of useful memory, but when we
do remember accurately it has little or no
impact on our actions. It is as if, when we
come to public action, our greatest desire is to
generalise and institutionalise a syndrome
resembling Alzheimer's Disease".
Saul's vitriol is directed at the professors at
the Chicago School of Economics. They
invoke Adam Smith's free market but promote
the corporate economics that most closely
resemble mercantilism "in their support of the
trans-nationals, the modern version of the old
royal monopolies. At first glance such enormous self-contradictions appear unbelievable.
But that is only if you accept their claim to be
free-market theorists. Their positions make
much more sense when you realise that they
are the corporatist theorists of a managerial
society".

RUSSIA
Continued from page 7

the point of being sustainable. "This pyramid
continues to grow towards the collapse of the
financial system which should occur in the
autumn.". His prediction was to come true
within three months. The IMF's battery of
monetarist experts, on the other hand, were
caught by surprise. Even as the economy was
heading for the implosion the IMF signed a
Memorandum with the Yeltsin government
calling for more privatisation by Presidential
decree and emphasising the need for "total private property and development of land". The
economy collapsed one month later.
The inquest has begun. It cannot exclude
an examination of how imported monetarist
policies cheated Russian citizens of their
birthright and established the financial framework which nourished a criminalised
economy.
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Ask what taxes
can do
to you...
Peter Gibb
TAX SHIFT:
HOW TO HELP THE
ECONOMY, IMPROVE THE
ENVIRONMENT, AND GET
THE TAX MAN OFF OUR
BACKS
by Alan Thein Durning & Yoram Bauman
Northwest Environment Watch, $9.99

W

HAT CAN taxes do for you? asks
this book of its reader. But the book
quickly reveals itself as being more
about answers, and not questions; and it gives
us them - the answers - clearly, comprehensively and convincingly.
This small book is number seven in a
series of reports published by Northwest
Environment Watch (NEW) - an independent,
not-for-profit research centre based in Seattle.
Its "mission", it states, is to "foster a sustainable economy and way of life throughout the
Pacific Northwest".
The Pacific NW is defined as "the watersheds of rivers that flow into the Pacific
Ocean through North America's temperate
rain forest zone", extending "from northern
California to southern Alaska - along a coastline once cloaked in nearly continuous
rainforest - and inland as far as the continental
divide."
The philosophical and territorial subjects
of the book makes it simultaneously of direct
relevance to those with an interest in the
region, and provides fresh focus for those others of us working elsewhere. The book will
interest all those who are making connections
between the new paradigm of green taxation
and the "traditional" discourse of land value
taxation. The goal of NEW's day to day work
has been realised in this text - "up-to-date
facts and hard-learned lessons [in] engaging,
no-nonsense books". Tax Shift is an easilyread, almost tabloid style book. It is a
"cross-over" book - connecting all the right
agenda points between the land taxers and the
green lobby, addressing issues like pollution
and traffic congestion.
Four sections address major themes. The
first identifies the shortfalls of the existing
taxation system in the Pacific Northwest (the
same, of course, with variations, as elsewhere), with regard to social
and
environmental loss and injury. The next section then goes on to explain how that situation
has arisen. The third and main part describes
"what we could have" - in turn going through
carbon taxes, pollution taxes, traffic taxes,

sprawl taxes and resource consumption taxes with, on the way, a convincing advocacy of
land value taxation. The book closes with
"how to get it".
The book is illustrated in a casual fashion,
which lends it an air of accessibility. But don't
be fooled by the style, this volume has substance. It has been solidly researched, and is
backed up with fairly detailed statistics, much
of which have usefully been grouped at the
back of the book. An appendix details a tax
shift scenario in tabulated forecasts of revenues: and the book is as comprehensively
referenced and noted as any researcher might
require.
The book opens thus - "Ever since the
Boston Tea Party - which was, after all, about
taxes, not tea - tax revolts have shaped policies on this continent". But the authors
immediately realise the potential problems of
presentation of their subject, and the book
quickly tries to calm its audience - "Dear reader, Merely reading the words tax and policy in
the same sentence can cause a person's eyes to
glaze. We've tried to keep things interesting,
but if your eyes do glaze, just remember
what's at stake: the environment, the economy, and - if you're part of an average
northwestern household - almost $20,000 in
all forms of taxes each year". Much about the
approach of the book can be understood in
these words.
Tax Shift contains many (to this reviewer)
startling facts. For instance, through the taxation and benefits system, the US Government
gives more housing assistance to wealthy families bringing in six figure incomes, than it
does to the poor. Or that, in British Columbia,
plantation forests ("timberland") attracts
lighter taxation than the natural, oldgrowth,
forests: the main physical outcome of which,
in the absence of responsible protection regulation, is the abuse of fragile land and the
destroying of age-old and irreplaceable
ecosystems. No wonder BC is finding it hard
improving its international reputation in
forestry, and lessen the force of boycotts on its
timber products!
An important point that is stressed concerns the idea of reform by evolution and by
piecemeal development. "The largest environmental tax shift in the world to date, in
Denmark, changed the source of only 1.5%
of revenue. The important point is that taxing
bads at rates that reflect environmental costs
would largely fund local, provincial, and
state governments. As a practical matter,
however, tax reforms come in pieces, not
wholes."
Tax Shift is an optimistic book, but it
charges each of us with our due responsibilities. "The biggest obstacle to tax shifting is
not likely to be its active opponents but its
inactive ones: habit. Accustomed to taxes as
they are, most citizens are not shopping for
fundamental reform."
*

Tax Shift can be purchased from the Robert
Shalkenbach Foundation, 149 Madison
Avenue, Suite 601, New York, NY 100166713, USA.

People's Claim of Right to land
planned by Reform Convention
John Digney and Peter Gibb report from Glasgow

T

HE HISTORIC first meeting of
Scotland's Land Reform Convention
took place on Nov. 4. The Convention
will develop a public Claim of Right, or a
National Covenant, regarding the land of
Scotland.
Four founding partners met at the headquarters of the Convention of Scottish Local
Authorities (CoSLA) in Edinburgh to discuss strategy with its specialist advisers,
Robin Callander and Andy Wightman, two
well-known land reform campaigners.
The inaugural meeting was then expanded to include representatives from a wide
range of organisations, including Shelter
(the housing charity), Poverty Alliance, the
Church of Scotland, Friends of the Earth, the
Scottish Crofters Union and Land Reform
Scotland.
Dr Alison Elliott of Action for Churches
together in Scotland opened the afternoon
session with the claim that "this is an important day for Scotland". The meeting focused
on the process of the Convention, not on the
content of the reform agenda. The
Convention has been originated as a strategy: to challenge the issues, not campaign on
them. However, the Convention aims to provide information for groups who are
involved in campaigning. International

examples of prototypes and similar endeavours were discussed, in particular the
initiatives in south and east African countries,
and in Russia.
Initially, the Convention will operate under
a broad "mission statement". This will later be
developed into a public Claim of Right, or
National Covenant. The statement will affirm
the fundamental importance of land reform as
a means of social, economic and environmental benefits for all. Its work will have three
main themes:
O Address the democratic deficit in the
process of public consultation in the land
reform agenda.
O Build a broader, inclusive support for
reform.
O Provide a bridge in the process of developing ideas, spanning the gaps in the present
agenda.
A strong theme in Scottish affairs today is
the apparent evolution of a new politics based
on civic involvement, consensus building and
inclusion. The Convention is seen as a trailblazer for civic society to take back for itself
the process and the means of government,
thereby acting as a model of the new politics
in action.
The original proposal for the Convention
was launched on October 10 in Stirling under

New Hampshire • Land tax

Strategy to combat
"broad-based taxes"
New

A-Local - which would levy a tax on land values

Hampshire House of Representatives is pro-

on a state-wide basis, with the revenue ear-

moting a Bill that would introduce a state-wide

marked for education.
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representative

in the

tax on land values.

This would "encourage a sound economy by

Salem's ex-newspaper proprietor, Richard

unburdening, insofar as possible, labor and ini-

Noyes, claims his state enjoys the closest to

tiative in the betterment of the human condition.

the ideal system of public finance - very low

Taxes which fall on homes, or on any building

taxes on incomes and a heavy dependence on

used for economic purposes...are known to dis-

the property tax.

courage the creation or replacement of such

Earlier this year a campaign was waged by

results of labor...Revenue drawn from the value

a faction that wanted to introduce new taxes on

created by public investment in education, which

consumption and earned incomes. The state's

value accrues to any and all sites so served, can

Supreme Court played into their hands by rul-

be recaptured for re-investment without any neg-

ing that new sources must be found to finance

ative effects" - says the opening paragraph to the

public schools other than via the local property

Bill.

tax.

The Bill was accepted for further study on a
Dick Noyes, a Division Chief of the Local

strong voice vote in the House, but other pro-

and Regulated Revenue Committee of the New

posals for taxes on sales, income and capital

Hampshire House, drafted a Bill - HB 1666-FN-

gains were killed.
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Robin C a l l a n d e r

the auspices of the Scottish Civic Assembly,
an affiliation of civic organisations. Its conference on 'Land and People' was attended
by 90 delegates. One of them, Damian
Killeen, Director of the Poverty Alliance,
emphasised the need to view land reform as
an urban as well as rural issue.
The workshop 'Land and Housing' heard
from Liz Nicholson of Shelter. Her organisation has refocused its studies onto land.
Their 'Housing, Homelessness and Land
Reform' identifies land value taxation as 'the
most comprehensive measure' for tackling
the problems of land shortages and high
prices.
Andy Wightman pointed out that there
were 6,000 empty properties in the Western
Isles (where the total population is under
30,000). He spoke of the reluctance of some
landowners to release land.
The concept of community empowerment and the balance between public and
private interests in land came through very
strongly. Alastair Mcintosh, who led the
workshop 'Land, Culture and Community
Empowerment', warned that reform of the
feudal system must not be at the expense of
losing the conditionality of land tenure by
adopting the false idea of absolute ownership.
The conference ended with the launch of
the Scottish Land Reform Convention, with
the core sponsors including the Scottish
Trade Union Congress. Elaborating on the
Convention proposal, Andy Wightman said
that "The land issue has languished for 900
years" with self-interested power structures
blocking legislation. The new Parliament in
Edinburgh, which will be elected next May,
would have the political will, as well as the
time currently unavailable at Westminster.
Furthermore, he stressed: "There will be no
House of Lairds".
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