Follow that pop star!

THE issuc of land value taxation has sorely suffered over the ages
from its enthusiasts on the green ink and sandals wing of the Liberal
party. It deserves better. Taxing the increase in land values makes
sound cconomic sense while also serving a pressing present

need.

I Britain's cities are to be stopped from becoming vast Tokyo-
style sprawls. it is vital to maintain their green belts. Butitis equally
important 1o curb the soaring housce prices which such planning
restrictions help to create. I this circle is notsquared. the green belts
will be steadily eroded by development. simply because the profits

1o be had are so high.

House prices are, ol course,
I'he cost ol
constructing the  bricks  and
mortar on the land has risen
only a litle more than the
general rise in inflation. What

really land prices

has soared is the cost ol the site.
In London, an average house -
semi-detached family home -
has risen in price from less than
£50.000 in 1984 1o more than
£110,000 today.

Ihis land price boom  has
alrcady done serious damage (o
the economy by encouraging
fresh borrowing and spending.
and sending  the
payments into sharp deficit. It

balance ol

has introduced an arbitrary cle-
ment
wealth between
bought betore the boom. and
those who are still too young or
oo poorto have put a footon the
housing ladder. Ithas erected an
obstacle to mobility. It has made

those  who

a nonsense ol CCU]M)IHi( mceen-
tives. since many south caster-
ners have made more in tax free
capital gains on their home in
the last four years than they have
carned at work.

© There is only one possible
solution: an increase in land
supply. And if that supply is not
1o come from enviromentally
important farm land and green
belt, it must come from the better
use of the land within our citics.
First and foremost, that must
involve bringing back into use

the estimated 200,000 hectares of

54

into the distribution of

vacant land in England. most ol
it in the inner city, and about a
third of it privately
Secondly. 1t

owned.
should involve
encouraging existing owners ol
land to use itto the tull potential
allowed in the local develop-
ment plans

Atax on the increase in poten-
tial land rents would be ideal. It
would impose a cost for the lirst
time on anyone holding on 10
wasteland merely in the anu-
cipation of gain. and would
thereby encourage development
or sale 1o someone who would
build. It would be a tax on the
rental aceruing to the land it it
was lully used according to the
limits set out in the local plan. Tt
the site is zoned for a six storey
oftice block. then the tax would
be on the rental value of the land
as il the block were already built
I'he incentive to develop to the
full potential allowed by the
planners would thus be great
T'here would be no increase in
the tax once the block was
actually built,

I'he cconomic argument tor
such a tax is exceptionally
strong. because cconomic rent is
a basis for taxation which dis-
torts the economy less than any
other. Rent. for an ecconomist. is
defined as that extra payment to
a factor of production which 1s
over and above what would be
necessary (o entice it to its pre-
sent role. A pop star might be
prepared to play for £10.000 a
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vear rather than become  a
merchant banker. but in fact
receives  £100.000 a vear. The
extra £90.000 is thus rent and a
high tax on it will not affect the
pop star’s decision 10 be a pop

slar.

I'he same principle applies
10 land. but even more so. Land
is in essentially fixed supply.
which mcans that its price 1s
determined by the demand for it
I'his point has the important
corollary that a tax on rent can-
not be passed on to the con-
sumer. and cannot
distort consumer choices.

I'here 1s also an important
basis for taxing land
rents. because they benefit par-
ticulary from whatever is hap-
pening in the surrounding arca.
If a new underground line is
built. then local shops and
houscowners see the value ol
L

theretore

moral

heir land (and their land rental
values) rise even though they
have done nothing to cause that
rise. and may noteven have con-
tributed more than their share in
general taxation to the building
of the amenity.

I'his was the moral basis for
the ill-fated development land
tax introduced by the Labour
government. but Labour had
sadly forgotten the well-springs
of the idea in the work of Henry
George. the path breaking Vic-
torian land tax cconomist. The
development land tax recognised
the principle that the
munity should share in the

com-
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increase in land values, but it
was a tax on development,
which thereby discouraged it
Surely. it is far better to tax the
full potential development. and
thereby encourage it to occur.

There is another reason too
for taking the land issue ser-
iously. By the time there is a
non-Tory government, the poll
tax will have replaced the rates
as the main source of local
government finance. Such a
regressive and unjust tax should
be repealed. but what is to
replace it? Part of the answer
may be the local income tax, as
the Layfield committee recom-
mended. But the politics of a
new income tax are likely to be
just as difficult, if not worse.
than the politics of a tax on
potential land rents.

Morcover. il local authority
spending is genuinely to be
financed locally, with only a
minimum of redistributive trans-
fers from central government, a
local income tax system would
at least need to be supplemen-
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ted. Some will suggest a revival
of the rates. It would be better
instead to rely on a tax on land
rents: or if you prefer. rates with
the buildings derated.

Some sortof tax on developed
land values has been close to the
statute book in this country on a
number  of  occasions.  most
recently when it was cham-
pioned between the wars by Sir
John Simon and later by Her-
bert Morrison’s LCC. The con-
sistent charge against it, albeit a
cloak for vested interest, has
been impracticality. It cannot be
made to stick. In Britain, a pilot
valuation study was conducted
in Whitstable in the carly sixties
which showed that the surveys
need be little more complicated
than the assessment of rateable
values. More to  the point,
several overseas cities, including
Pittsburgh in the United States

Lost to
reform

NEW YORK: The campaign for
social reform in the United States
has lost the services of two top
journalists.

* Will Lissner, who founded the
American Journal of Economics
and Sociology 47 years ago, has
retired as Editor-in-Chief. His
journal favoured an interdis-
ciplinary approach to social issues.
While insisting on the highest
degree of theoretical rigour, the
journal displayed a commitment
to develop policies that would
have a practical effect on the
world.

“The policy goals of the social
scrences - applied science, if you
will - can only be achieved with
realism if we study problems as

* Will Lissner

* Perry Prentice

they exist in the real world,
usually calling for the expertise of
several of the sciences and of
philosophy for their understand-
ing,” explained Mr Lissner.

* Perry Prentice, a former top
executive of Time Inc., died at the
age of 89. He became convinced
of the need to reform the property
tax - with the burden falling on
land values - when, as editor and
publisher of House and Home
magazine, he published a special
1ssue on housing.

Mr Prentice retired to Florida,
which he called “the land of boom
and bust [which] is notorious for
giving a free tax ride to land inves-
tors who don't earn the gains on
their land values.”
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and many in Australia. tax site
values rather than buildings,
as well.

I'he effects of site value rating,
even when the rate is levied at
relatively low levels, are per-
suasive. One study which com-
pared 27 Australia
which use site value rating with
15 which also tax buildings
found that the SVR cities saw a
2.8 per cent rise in new private
dwellings compared with 1.9 per
cent rise elsewhere during the
upswing ol the housing cycle.
I'he SVR cities also had smaller
dechines in house-building on
the down trend of the cycle?
Taiwan, one ol the most success-
ful of the Asian Newly Indus-
trialising Economics, has long
had a land value tax, introduced
at the instigation ol Sun Yat Sen
who was one of Henry George's
most influential admirers

Land value taxation can har-
dly be called a new idea. but it
certainly has a fresh relevance to
today’s problems. The contrast
between the development pre-
ssure in the green belt and the

cities  In

existence for years on end of
wasteland in the inner cities
makes a nonsense of concern for
the environment in which most
people live. The Government
has no solution to the erosion of
the green belt: indeed, the
Environment Secretary is part of
the problem.

As for the inner ity
wastelands, the Government's
statist solution is to impose an
organisation like the Docklands
development corporation and to
marry big business and big
development. A graduated tax
on potential rents, which might
rise with cach year a site was left
vacant, would be a more elegant
and liberal solution. It is more
likely to lead to a multiplicity of
developments on a human scale,
rather than the new giantism
favoured in docklands. And in
many cases it might stop blight
arising in the first place.




