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Executive summary
With regard to land, the current economic order shows significant 
undesirable developments in ecological, economic and social terms. 
Rising land prices prevent affordable housing and create social 
tensions. On the other hand, the mitigation of this social problem 
by further soil sealing endangers among others biodiversity and 
soil fertility. Although a land value tax (LVT) cannot be considered 
primarily as a steering tax, it may help to reconcile various sustain-
ability goals; research shows the potential to ease housing markets, 
reduce land prices and create more compact settlement patterns. It 
also supports spatial and urban planning. Given the existence of a 
land valuation register, a LVT is easily to implement and administer – 
although its effects are not necessarily easily understood.

Land value taxation
Reconciling economic, social  
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Highlights
• Although a LVT is basically not a steering tax, it 

helps to reconcile conflicting sustainability goals 
related to land use.

• It supports a more efficient land use, compact 
settlement patterns, and compliance to land  
use planning.

• It increases the supply and reduces the prices 
for housing and contributes to more equality  
in society.

• LVT is an efficient tax, which is easily  
implemented and administered.

• However understanding the effects of LVT  
is tricky.

Introduction
Land literally provides the basis for all economic 
activity; the land market is a fundamental upstream 
market. However, the land market is also unique: 
given that land areas are neither accumulated nor 
reduced, market forces operate differently than in 
other markets. The land market has effects on eco-
logical, economic and social objectives. From an 
ecological perspective, a substantial reduction of 
land sealing, fragmentation of landscape and land 
consumption is necessary to preserve biodiversi-
ty and soil fertility. However, this creates more ten-
sion, especially on the housing markets. Land is the 
bottleneck for a higher supply of affordable housing. 
More and more fertile land is being converted into 
settlement areas and is available neither for nature 
nor agriculture. Different social and ecological objec-
tives are played off against each other.

Moreover, the value of the land contains a high 
degree of financial potential, which conventional 
taxation fails to sufficiently take advantage of, giv-
en its focus on labour, capital and consumption. If 
governments finance the Corona crisis recovery in 
this manner, it will hamper the social and economic 
recovery process.

The value of land plays also a vital role in explaining 
rising inequality. The value of a plot of land is deter-
mined primarily by its location, which attracts pri-
vate and public investment to the surrounding area. 
Owners can privatise this value as ‘land rent’ without 
making any contributions of their own – this endan-
gers economic justice.

The proposal of a LVT, going as far back to Adam 
Smith and popularized by Henry George (2009), 
attempts to reconcile economic, social and eco-
logical interests by increasing economic efficiency, 
improving social justice and reducing incentives for 
urban sprawl.

Research overview
In economics, ‘land’ includes space as well as natu-
ral resources. Land use and settlement patterns have 
consequences for the loss of biodiversity, caused by 
dissection of the landscape, urban sprawl, and the 
resulting loss of agricultural, forest and natural land. 
Soil is a major natural resource, providing essential 
ecosystem services such as fuel, food and drink, but 
also water purification, flood mitigation and climate 
regulation. Dispersed land use patterns increase 
energy use or transport needs (e. g. commuting), with 
a negative environmental impact. Moreover, the qual-
ity of the physical soil is affected with consequences 
for essential ecosystem services such as fuel, food 
and drink, but also water purification, flood mitiga-
tion and climate regulation. Every year, around 1.000 
km² of land are sealed for housing, industry, transport 
or recreational purposes in the European Union. Pol-
iticians tend to force further sprawl as an answer to 
the tensions in the housing markets. The reduction 
of land sealing is of political concern to preserve bio-
diversity and soil fertility. The 7th Environment Action 
Programme (EAP, § 23) states the objective of making 
progress towards ‘no net land take’ by 2050 (Euro-
pean Union 2013; Science for Environment Policy 
Future brief 2016).
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Problem 1: Private ownership of land 
causes inefficiencies
 
The interest of the community in efficient use of the 
scarce resource of land and the interest of the indi-
vidual land owners may irreconcilably conflict with 
each other. While the loss of fertile land is consider-
able, large parts of settlement areas could be better 
used. Once construction permits are approved, the 
owner can cultivate the land if this is advantageous 
for them. Also if they decided to keep the land unde-
veloped, the municipality has to provide the neces-
sary infrastructure. 

Problem 2: Land values and its  
contribution to raising inequality

Private ownership of land is a prime example of 
external effects that contribute substantially to ris-
ing inequality. The value of a plot of land is deter-
mined primarily by its location, which attracts pri-
vate and public investment to the surrounding area. 
Community services create the value, but these 
gains are privatized by the land owners.

In his book Capital in the Twenty-First Century, 
Thomas Piketty (2014) argues that it is mainly the 
capital accumulation which leads to a concentra-
tion of wealth, causing social and economic insta-
bility. Among others, Rognlie (2014) criticized that 
Piketty failed to distinguish between man-made cap-
ital and land. The latter accounts for a large share 
of ‘total capital value’, but its properties differ from 
man-made capital as it does not depreciate and is 
in fixed supply. Rognlie (2014:3) finds that housing 
‘accounts for nearly 100 % of the long-term increase 
in the capital / income ratio’, mainly through rising 
land prices.

The principle of fiscal equivalence requires that bene-
ficiaries of increased land values should also bear the 
fixed costs of public services as taxpayers. This corre-
sponds to the meritocratic principle as an important 
social norm in market economies. Currently, public 
services increase land values that are mostly privat-
ized by the land owners, but the costs are covered by 
taxing wages, investment or consumption. 

Method and costs of land value taxation

The principle of fiscal equivalence requires that bene-
ficiaries of increased land values should also bear the 
fixed costs of public services as taxpayers. This corre-
sponds to the meritocratic principle as an important 
social norm in market economies. Currently, public 
services increase land values that are mostly privat-
ized by the land owners, but the costs are covered by 
taxing wages, investment or consumption.

If instead the building is included in the tax base, as 
in most OECD countries (Blöchliger 2015), the owner 
can save taxes by reducing investments. This increas-
es scarcity and leads to higher property prices and 
rents, as the property tax will be shifted onto tenants.

Benefits for public finances

According to the ‘golden rule of local public finance’ 
(Arnott and Stiglitz 1979), the increases in land val-
ue are sufficient to finance the fixed costs of pub-
lic expenditures. This would restore fiscal equiva-
lence and create fiscal space for local authorities to 
improve public goods, such as infrastructure or pub-
lic transport. Land value taxation imposes costs on 
landowners, while the benefit is spread over today’s 
population and future generations (The Economist 
2014; Harrison 2016).

Figure 1: German land value map („Bodenrichtwertkarte“).  
© bodenrichtwerte-boris.de
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Benefits for macroeconomic efficiency

Different to taxes on wages, investment or consump-
tion, a LVT has less non-intended side effects such 
as the reduction of the supply of labour or capital. 
For land, there can be no supply response, and in 
theory a LVT neither distorts the economy nor caus-
es economic inefficiencies (Mattauch et al. 2018). 
The land value results primarily from the future land 
yields. A LVT diverts a part of the landed income to 
the public sector, reducing the willingness to pay of 
private investors. Land prices fall until they offset the 
discounted tax costs. Land is thus partly decapital-
ised by the LVT.

Land value taxes are very popular among economists 
(The Economist 2014), and LVT received praise by 
very different theorists: Milton Friedman called it 
‘the least bad tax’, and Paul Samuelson argued that 
land rents ‘can be taxed heavily without distorting 
production incentives or efficiency’. A land value tax 
is difficult to pass on to tenants, because the supply 
and demand of rented land is unchanged by the tax. 
Joseph Stiglitz (2016) argued that LVT would reduce 
inequality and enhance economic growth by encour-
aging investment into real capital. 

Benefits for spatial planning

TThe LVT creates pressure to use the scarce resource 
land more efficiently – currently, land is often under-
used or not used at all. A land value tax gives pres-
sure to use the land optimally in accordance with 
planning specifications. This increases incentives 
to improve land use, for example by investing in 
building, which facilitates the provision of afforda-
ble housing without requiring new land. In apart-
ment building, the LVT is shared among a number 
of apartments, reducing the tax burden on the indi-
vidual apartment. This creates an incentive for com-
pact types of housing and compact settlement pat-
terns. Hence, it helps prioritize internal development 
in cities over external development. Combined with 
appropriate land use planning, this can incentivize 
the conversion of developed land instead of green-
field development and urban sprawl. 

Moreover, LVT mobilizes the land market: Those who 
cannot use the land efficiently experience pressure 
to sell the land. This enhances the possibilities of 
municipalities for corrective interventions in case of 
undesirable developments on the local land market 
(Milana et al. 2016). However, it would be wrong to 
regard the LVT as a panacea or a steering tax. While 
it decapitalises the land and lowers the land price 
level, it is neutral with regard to the structure of land 
prices. Accordingly, the LVT is no guarantee against 
undesirable social developments such as excessive 
gentrification or segregation. This must be controlled 
by planning. However, LVT can improve the effective-
ness of planning and encourages investors to make 
use of the approved planning to refinance the tax

Costs of land value taxation

A LVT is easy to implement and administer. The only 
precondition is a working land cadastre and land val-
uation system such as a land value register.

International examples for land value 
taxation

Land taxes have been implemented in several coun-
tries, including in the EU. International examples 
of land value taxes include the former German col-
ony Qingdao in China, taxing both land values and 
land value increments. In Taiwan, land value taxa-
tion was introduced in the 1940ies, and small rem-
nants are still present. Estonia introduced land value 
taxes after the fall of the Soviet Union. The conserv-
ative think tank Tax Foundation praises this as ‘most 
competitive tax system’ in the OECD and praises the 
strength that property taxes are only applied to the 
value of land (Bunn and Asen 2019). Denmark com-
bines two property taxes, one of them designed as a 
LVT. Between 1910 and 1952, Australia introduced 
a national property tax to finance pensions and shift-
ed the taxation to the states and territories. These 
property taxes contribute substantially to municipal 
finances. 
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Although the state of Singapore uses a different con-
cept to finance public expenditure, it is in line with 
the idea of the ‘golden rule of public finance’: More 
than 80% of the land is in public ownership, and the 
government receives income from long-term lease-
hold and public housing flats. Land revenue is a 
major source of income to finance their public infra-
structure and social services.

Conclusion
A land value tax can support ecological, economic 
and social objectives while avoiding conflicting goals. 
The LVT is primarily a fiscal tax; the financial poten-
tial is considerable, and it could turn out to be an ide-
als means of dealing with the financial burden cre-
ated by Covid. However, it is much more than just an 
instrument for generating revenue because of mul-
tiple ‘collateral benefits’ in terms of justice and sus-
tainability: It reduces urban sprawl and increases the 
supply of affordable room for living. It is an essential 
part of a sustainable finance system, which puts the 
primary burden on the use of land and nature, not on 
labour, investment and consumption.

Policy recommendations
 → The EU should recommend to member states to 

reduce tax burden on labour and capital; instead 
increase taxation of land values in line with the 
suggestions by the OECD.

 → The EU should call on member states to replace 
real estate taxes by land value taxes to increase 
incentives to improve homes and develop land.

 → The EU should encourage to up-date property 
values regularly, because the total tax take 
declined over the past decades, despite sharp 
rises in property values (Blöchliger 2015).



8

Land value taxationTransformation Policy Brief #3

Richard J. Arnott, Joseph E. Stiglitz, 1979: Aggre-
gate Land Rents, Expenditure on Public Goods, and 
Optimal City Size. Quarterly Journal of Economics. 
93 (4): 471–500. https://doi.org/10.2307/1884466 

Hansjörg Blöchliger, 2015: Reforming the tax on 
immovable property: taking care of the unloved. 
OECD Economics Department Working Papers No. 
1205. https://doi.org/10.1787/5js30tw0n7kg-en

Daniel Bunn, Elke Asen: International tax compet-
itiveness Index 2019. Tax Foundation. https://files.
taxfoundation.org/20190930115625/2019-Inter-
national-Tax-Competitiveness-Index.pdf

Henry George, 2009 [1881]: Progress and Pover-
ty: An Inquiry into the Cause of Industrial Depres-
sions and of Increase of Want with Increase 
of Wealth; The Remedy. Cambridge: Cam-
bridge University Press. https://doi.org/10.1017/
CBO9780511693687

Fred Harrison (ed), 2016: Rent Unmasked: How to 
Save the Global Economy and Build a Sustainable 
Future. London: Shepheard-Walwyn.

Kenneth M. Lusht, 1992: The Site Value Tax and 
Residential Development. The Lincoln Institute of 
Land Policy Working Paper.

Linus Mattauch, Jan Siegmeier, Ottmar Edenhofer, 
Felix Creutzig, 2018: Financing Public Capital When 
Rents Are Back: A Macroeconomic Henry George 
Theorem. FinanzArchiv 74:3, 340–360. https://doi.
org/10.1628/fa-2018-0011

Blanca Fernandez Milana, David Kapfer, Felix 
Creutzig (2016): A systematic framework of loca-
tion value taxes reveals dismal policy design in most 
European countries. Land Use 51, 335–349, https://
doi.org/10.1016/j.landusepol.2015.11.022

Thomas Piketty, 2014: Capital in the Twenty-First 
Century. Cambridge, MA: Belknap Press.

Matthew Rognlie, 2014: A note on Piketty and 
diminishing returns to capital, http://mattrognlie.
com/piketty_diminishing_returns.pdf

Science for Environment Policy Future brief: No 
net land take by 2050?, 2016. https://ec.europa.eu/
environment/integration/research/newsalert/pdf/
no_net_land_take_by_2050_FB14_en.pdf

Joseph Stiglitz: The origins of inequality, and pol-
icies to contain it. National Tax Journal, June 
2015, 68 (2), 425–448. https://doi.org/10.17310/
ntj.2015.2.09

The 7th Environment Action Programme to 2020 
– ‘Living well, within the limits of our planet’, Offi-
cial Journal of the European Union, L 354/171, Dec. 
2013, http://data.europa.eu/eli/dec/2013/1386/oj

The Economist: Why land value taxes are so popu-
lar, yet so rare. Nov 10th, 2014. https://www.econ-
omist.com/the-economist-explains/2014/11/10/
why-land-value-taxes-are-so-popular-yet-so-rare

References and recommended sources


