PROFESSIONAL LAND REFORM GROUP
Proposals for Research into the Benefits and Costs of Introducing a Land Value Tax

Preamble

1. This document outlines a research agenda with the object of overcoming the obstacles for introducing a land value tax, which it is proposed should part replace some existing taxes.   It is based upon a document handed by the Labour Land Campaign (LLC) to John Healey MP, then Economic Secretary to the Treasury in early 2004. LLC is happy for it to be adapted for PLRG use.
2. The moral case for introducing an annual a tax on land values is that it is fair.   In effect, people pay for the space that they occupy according to its value, and society as a whole receives the benefit of the value of land that society itself creates, rather than the landowner who contributes nothing to its value (as distinct from the value of the economic activity taking place on the land).

3. The economic case is that a land value tax stimulates the optimal use of land within existing planning regulations because the landowner or occupier would have to pay the tax however underdeveloped the site is, and therefore, would have the incentive to optimise its use.   It would therefore lead to economic activities that would not otherwise have taken place, thus enhancing employment and economic development.

4. If the land is used for housing, this would reduce housing shortages, and therefore house price inflation (which, in any case, is entirely due to the rising value of land created by the expanding demand for land in particular localities).

5. Furthermore over time, as a land value tax is gradually introduced and takes effect, the market value of land would tend to decline, thus offsetting the trend of rising prices due to growing demand.   This would make the land cheaper to acquire for development than otherwise, which, in turn, would also stimulate economic activity.

6. A part of the revenue raised from a land value tax would be available to finance transport infrastructure and public amenities.   This would to a greater or lesser extent increase land values in the surrounding areas, and therefore the amount of revenue that can be raised from a land value tax.

7. Unlike many other taxes, a land value tax has no deadweight loss.   

8. Further arguments in support of a land value tax and its role in the overall tax structure of the UK are given in the recently published IPPR booklet Time for Land Tax? and in Land Value Taxation in Britain by Owen Connellan, published in 2004 by the Lincoln Institute for Land Policy.

9. Perceived technical problems of introducing a land value tax (LVT) include: the supposed difficulty of measuring the rental value of land independently of buildings on the site, discounting any other ‘improvements’; its adequacy as a tax base sufficient to replace existing local taxes; and the ability to measure and present clearly to voters the basis upon which they are being taxed.   However, a number of pilot studies – the latest of which was carried out by Oxfordshire County Council in its Vale of White Horse district (a study which was supported by the Council’s Labour, Lib Dem and Green groups) – appear to have shown that it is perfectly feasible to value land as distinct from improvements; to replace the Council Tax and the National Non-Domestic Rates with LVT; and to use geographical information systems (GIS) and computer aided mass assessment (CAMA) to draw up a ‘value-scape map’ that shows ‘contours’ of land values per unit area, which can be updated frequently at low cost.

10. The major problem for introducing LVT undoubtedly is political.   First, the general public need to be convinced that it is a fair tax (indeed, one of the fairest of all taxes), and that land values can be measured with a reasonable degree of accuracy.  GIS/CAMA can achieve that.  Secondly, large landowners have always been hostile to such a tax since it is practically impossible to avoid or pass on to others.   They need to be convinced that they could benefit in the long run because of the incentive it gives to creating new economic activities that make optimal use of the land. Econometric modelling, incorporating land in the model, should go some way towards this but only actual revenue-raising trials of LVT will provide proof.
11. It will be necessary eventually to complete the registration of all land in the UK begun in 1925, for which there are also political constraints.   However, using the modern techniques that are now available, it will still be possible to value land that is unregistered.   Furthermore, sufficient information is usually available to determine who owns most unregistered land, and to whom the bill for LVT should be sent, following which an appeals procedure could be used to clarify matters. In any case, Her Majesty’s Land Registry already plans to complete land registration by 2012.
12. Concern is frequently expressed about the effects of the introduction of LVT on ‘asset-rich, income-poor’ people for whom it is hard to pay tax due.   However, they can be given the choice of either selling their property and leasing it back, or to accumulate the tax liability until the property is sold when it could be paid as a lump sum – or, of course, they could invest in some kind of economic activity that makes better use of the land, thus raising the revenue required to pay the tax.

13. It should be noted that the case for LVT receives support from across the political spectrum, because of its positive impact on productive activity.   Advantage therefore could be taken of this fact to gather cross-party support for such a measure and when preparing the public for its gradual introduction, which, of course, would be helped by the extent that it would be possible to reduce other taxes.

Areas for research

1. Local desk studies. In order to make a proper case for LVT, it will no doubt be necessary to undertake one or more comprehensive studies along the lines of the recently completed Vale of White Horse study (which had limited resources) in larger and more diverse areas, perhaps including a London Borough, a whole county such as Oxfordshire that incorporates rural as well as urban areas, and a whole city, such as Leeds.   Such studies need full access to official data, such access being denied to independent researchers.
2. Property Market Modelling. LVT tends to lower the market value of land and therefore the market value of properties (land plus buildings), although this is offset to the extent that the demand for land carries on rising.   It would be useful, therefore, to investigate the likely impact of introducing LVT at different rates and on different time scales on the market value of properties, using an appropriate economic model.

3. Micro-Economic Modelling. The introduction of LVT, because it leads to the optimal use of land, tends to stimulate economic activity.   It would be useful to estimate the additional productive activity that would likely arise, again using an appropriate economic model, probably at a regional scale.

4. Land Capacity. The above studies could begin with a survey of all the brownfield sites and empty buildings in, say, the greater London area in terms of quantity, quality, value, and estimated annual rental value. The National Land Use Database is a start but does not include under-used property: for LVT all economically inactive land without public access would need to be analysed.
5. UK Land Value Estimate. In order to estimate the likely revenue from LVT at various rates, it will be necessary to estimate the total annual rental value of land in the UK.   In addition, it would be useful to know approximately how the bulk of the economic rent from land currently is distributed.

6. Implementation Costs. Following on from the pilot studies, the cost of the initial valuations and that of updates, using the most up to date technologies available, will need to be estimated. Offset against this, a study of the wider benefits to society of having such data and any income that could be generated from them should be made. An outline study to this effect is being undertaken at Kingston University.
7. UK Cadastre.  It may be useful to assess the costs and benefits of different approaches to completing the registration of land in the UK, upon which compiling a cadastral-type map of the UK, and therefore the efficient collection of land value tax, depend. The UK is virtually the only developed country without such a national cadastre, which underpins modern land management and property taxation systems.
8. Overseas Comparisons. In many of the above studies overseas experience can be drawn upon. However a study that focused on the experiences of other countries that have made use of LVT (for example, certain cities in the United States, Denmark and Australia), and some of the pitfalls that they have encountered (for example, arising from insufficiently frequent valuations, or complications due to the mixing of LVT with other types of property tax), would be of value prior to introducing LVT in Britain.

9. Failed UK ‘Land Taxes’. It may be helpful to undertake a more thorough study of the three previous attempts by Labour governments to introduce a land development tax or betterment levy (as distinct from annual LVT), and the reasons why they failed in order to gauge whether the proposed planning gain supplement would likely face a similar fate.   (We believe that such a study would vindicate the introduction of annual LVT instead.)

10. Transition. It may be worth examining in more detail the pros and cons of different ways of introducing LVT to Britain – for example, whether it might be better to introduce it nationally at the outset, or as a substitute for council tax and/or national non-domestic rates, or merely to finance transport infrastructure, in the first instance. This study would need to take account of proposals to reform local government, the planning system, devolved regional assemblies and Business Improvement Districts.
11. Full economic modelling. HM Treasury should ensure its model of the UK fully accounts for the ‘land factor’ and then run it with different levels of LVT –  from, say, 10% to 50% - and see what results are forecast.
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