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Where did the land go? 

One of the great mysteries of modern economics is how little attention is paid to 

the role of land in economic activity. In particular, taxing land ownership as 

opposed to taxing the economic activity that takes place on it. Flick open an 

economics textbook, and you’ll find the idea of taxing land ownership based on 

its unimproved values – basically, the ‘raw’ land itself – seems unthinkable. 

Which is strange because the forefathers of modern economic theory, dating back 

to Adam Smith himself, had a very different attitude to land taxation. 

What’s the problem with untaxed land? 

Back in the 18th and 19th centuries, economists took a dim view of landowners. 

Influential theorists like Adam Smith, David Ricardo and John Stuart Mill saw 

them as a drag on economic activity, primarily because they reduced the value of 

other people’s economic activity (through rent) without any incentive to make an 

economic contribution themselves. 

In the late 1800s, American social theorist and economist Henry George started a 

movement arguing for a single land value tax (LVT) – on the unimproved value 

of land – to replace other forms of taxation. It was rooted in the idea that if 

economic activity (labour, trade etc.) is the source of tax revenues, tax inevitably 

becomes a drag on the very thing that creates it. And while productive members 

of society earn money to pay their taxes, landowners are unproductive earners 

who pay their taxes through land rent, which is paid by people who generate 

economic activity. Rent and taxes are a ‘double whammy’ on productive people. 

While productive members of society earn money to pay their 

taxes, landowners are unproductive earners who pay their 

taxes through land rent, which is paid by people who generate 

economic activity. 

That means rent – like taxes – is a drag on the economy. But unlike taxes, which 

can be used to stimulate economic activity through public spending, rent 

disappears into landlords’ pockets. So apart from the relatively small economic 

impact from landlords’ spending, their rent takes value out of the economy and 



delivers little value back to it. Understandably, the Georgists (Henry George’s 

LVT supporters) are still going strong today. 

Is it time to look at LVT again? 

If anything, many of the arguments for taxing unimproved land values have 

strengthened over time. Consider the following (simplified) benefits: 

• Land doesn’t move around like economic activity, so land tax is hard to 

avoid and easy to collect. Currently in the UK, around £30bn in tax is 

estimated to go uncollected through the complexity of recovering tax 

liabilities, evasion and avoidance. 

• When you think about the economic geography of a country, the places 

where the cheapest land is located tends to be the poorest areas most in 

need of economic development. LVT should attract businesses to cheaper, 

lower taxed land. LVT in that respect is a way of creating tax incentives 

for developing poorer neighbourhoods, spreading economic development 

and improving the distribution of wealth. 

• Tax is a bit of a self-referencing paradox in many respects. Governments 

need economic activity to raise taxes for the kind of public spending that 

is critical to a vibrant economy (public health, welfare, education, tax 

breaks to stimulate investment etc.) but by taxing economic activity they 

also limit how much tax they can raise, because taxes limit economic 

growth. Taxation is a balancing act resulting in low economic growth if 

taxes are too high or if taxes are too low and public services suffer, and 

varying degrees of boom-and-bust austerity in between. LVT reduces the 

tax coming from economic activity (boosting growth) and replaces it with 

taxes from landowners, who are therefore incentivised to make their land 

profitable and productive (boosting economic activity). It’s a fiscal win-

win. 

• Taxing improved land values is effectively taxing the improvements made 

to land, which is a disincentive to improve it in the first place. This has led 

to huge land value speculation by developers, for example, the UK needs 

around 250,000 new homes per year, we’re building around 150,000, yet 

UK developers own around 600,000 plots with planning permission. They 

aren’t building on that land because building would incur taxes, whereas 

high demand for property prices keep their assets growing tax-free. That 

kind of speculation would be unaffordable if they were taxed on those 

undeveloped plots of land, and developing them would create jobs, 

increase consumer spending and drive economic growth. 

• There’s a propensity for public policy to transfer money from the taxpayer 

to landowners. Around €42bn of the EU budget (approx. 40%) subsidises 

unproductive agricultural land tax-free, and roughly £9bn each year is paid 

through Housing Benefit to private landlords in the UK. In both cases, 

that’s effectively a wealth transfer from ordinary taxpayers to private 



individuals, but it’s not contributing to economic activity (unlike the 

earned incomes that make up the vast majority of taxes).  

The problem isn’t economics, it’s politics. 

Mainstream economists and economic theories tend to avoid LVT because 

working out unimproved land value is complex, and in practice leads to tax reliefs 

that diminish its efficacy (e.g. for poorer people who live in areas where land 

values suddenly boom when public infrastructure like a railway improves land 

prices). Similarly, reducing income and trade-based taxes and implementing LVT 

has to be relatively a long-term process that doesn’t sit easily with modern 

democracies where governments change on a relatively short-term basis. And if 

you look at LVT experiments around the world, they haven’t proven very 

effective, but then again, they’ve never been true LVT projects. However, in 

many respects, the economic arguments are beside the point. 

The last time LVT was on the political agenda, in the 1909 ‘People’s Budget’ 

proposed by Lloyd George (and supported by Winston Churchill), it passed the 

House of Commons vote but was struck down by landowning interests in the 

House of Lords. Wealthy landowners (and banks who finance mortgages) are 

politically influential, and a political party proposing policies that would devalue 

people’s properties with tax overheads would have slim chances at the modern 

ballot box. LVT is politically unpopular, that’s why after 250 years of debate it 

remains on the fringes of the mainstream political and economic agenda. 

Wealthy landowners (and banks who finance mortgages) are 

politically influential, and a political party proposing policies 

that would devalue people’s properties with tax overheads 

would have slim chances at the modern ballot box. 

Today, a new generation of economists are revisiting LVT and asking the all-

important question, is land a missing piece of the modern fiscal jigsaw puzzle? 

The answer is yes, except it’s never been missing so much as buried by the 

property-focused politics of the 20th Century, and the political influence of vested 

interests in maintaining the LVT-free status quo. 
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