The "Tax" that Politicians Should Love!

NO TAX is more vexatious - to the general public - than
the rates, the property tax levied to finance local govern-
ment. The tax provokes controversy out of proportion to
the amount of revenue (£43.5 bn in England, next year)
raised for the public coffers.

And yet, the rates offer the most visible approach to
employing policy to positively enthuse the public about
the contribution that government can legitimately make
to prosperity - a lesson that politicians (who love to be
loved) have curiously overlooked!

For if the rates burden were shifted off the value of
buildings and onto the annual rental value ofland, empirical
evidence from around the world demonstrates that there
would be an immediate benefits. Data in the table shows
what happened in Pittsburgh when the council shifted the
burden off the value of build-

In London, for example, land values east of the City
are now going to strengthen as aresult of the government’s
determination to extend the Docklands Light Railway.
The rational way to finance mass transit systems is to pay
for them out of the increase in the rent of land that they
induce (as has happened in Hong Kong). Rents are the
measure of the net economic benefit of investment.

In a rational world, sound public investments would
be self-financing. In our world, the taxpayer is forced to
finance infrastructural investment, the largest part of the
financial benefits of which are handed to landowners!

One way to break the chains of this constraint on
economic efficiency (to say nothing of social justice) is
to redesign the rates as part of a radical review of fiscal
policy. In the latest budget, however, John Major’s gov-

ernment has shown itself
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urban development corporations have spent over £3 bn
in grant-in-aid. This has enhanced the value of 2,450
hectares, but has produced a paltry 27,500 new houses.
As for jobs, “over 140,000 jobs have moved to, or
been created in UDC areas”, according to the Department
of the Environment. Research has revealed that UDC
money creates precious few new jobs. Instead, the fiscal
benefits of the UDC experiment biases development in
favour of warehouse-based service activities.

RATES, as presently structured, are part of a fiscal weap-
onry designed to discourage investors in favour of land-
owners.

alone), and by owners whose
properties have crashed in value - for the reductions in
their rates bills will be restricted to 10%. In other words,
areas worst-hit by the recession will subsidise areas that
are now prospering!

This is farsical economics. Geographical areas that
are suffering the most from the recession need all the help
they can get. Areas with a relatively low property tax
would attract investment, but the government’s refusal
to allow them to enjoy the full benefits of their “com-
parative advantage” means the taxpayer will have to
continue to shoulder the costs of a protracted recession.
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