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THE TRUE PROPERTY TAX REFORM

Many thousands of people all over the United States
have been engaged in campaigns to "refdrm" the property
tax. Prﬁpos1t1on 13 in California is of course the most
spectacular example, but there are many others While no
tax is popular, it seems that people can be mobilized more
eaﬁi]y against the property tax fhan against other taxes such
as those on incomes and payrolls.

 The tragedy is that all this effort on the part of
S0 many peop]e will not win this country a less oppressive tax
\system or help the average person, br make the economy work
better Yet that same effort, if it were properly directed,
could produce just those results.

Today's property tax reform effort is misdirected
because hafdly anyone involved understands one basic fact
about "the" property tax - that it is not one tax but two.
These two taxes traveling under one name are é;’rad1ca11y
different in their effects on the economy: one bad, one
good.  When that difference is fully understood - and not tin

then - the nation will be able to start down to the road to

true property tax reform.



This true tax reform, when it happens, will have a
powerfu] effect on}the nation. It‘will hake the economy run
more'efficiently and more fairly; it will literally change
the landscape. It will reduce the cost oficonstructing'and
ownihg buildings of all kinds, residentialfas well as
commércia]. It will bring into productive use a great supply
of valuable land that is now vacént‘or underused. It will
over time eliminate our current shortage of housing and will
prdvide the incentive to rebuild our center cities - doing
at n6 cost what massive amounts of tax money have failed to
accomplish. Rebuilding the cities would reduce sprawl
development and thereby save vast amounts of energy. The
proceeds of the true tax reform can be used to reduce other
taxes - notably, those on earned income and investment - that
hobble our economy.

Thosé‘are bold claims. To sustain those claims, we
must begin by understanding the difference ﬁetween the two
property taxes. The first and larger tax is on the value
of bui1d1ngs and other 1mprovement§ made by human effort.
The second and smaller tax is on the value of the land that
11es unchanging under those ;;;}ovements.

So what? one may well ask: the tax all comes 1n one

bil11 anyway, buildings and land together; all that matters



is the total téx bite, not how they arrive at it.

It matters because the two taxes are 36 different in
thjer effects on the economy and therefore on all of us, no
mafter what property we own, if any, and no matter what the
tax we pay on it. (Of course, even those who own no
property pay taxes passegfgn - in rent and in the price of
goods - by those who do own).

The first tax - on buildings - is both burdensome to
those who have to pay it and harmful fo the general economy.
For the great majority of homeowners and tenahts, this is
by far the greatest part of the property tax.

But the second tax - on the value ofv1and - is that
rare species: a good tax. It's good beéause it stimulates
the economy to function better, for the benefit of all
productive citizens. It is unique in this respect: it is
a tax that is fairer when it is imposed than when it is not.

A bui]&ing set on a plot of land is‘;he'product of human
effort: people app]jed their labor and tools and capital to
create something that did not previous1y exist. Without
people, that bui]ding would not exist. The supply of
buildings, therefore, depends oh human effort; and that
_depends, in a free economy, on the incentives that people

are offered or denied. A tax on bu11d‘1ngs will reduce the



incentive to build and so will reduce the human effort put
into building, just as taxes on work or.capital reduce the
incentive to work or invest. The supply of buildings will
decrease and, given the same demand, the price will inevitably
go up. The result - housing that is scarce and expensive -

is painfully eVident to anyone who's been looking for a home
recently.

But the land on which that building rests is not the
product of human effort. It was there long before any of us.
The land endures with or without the human effort needed
to create a building on it. So a tax on the land cannot
‘reduce its supply. Quite the'contrary:,as we shall see,

‘a tax on the value of land has the effect of increasing fhe
| supply that is ava11ab1é for human use.

| The reason for this seeming paradox - taxation that
increases the supply of land while reducing that of
buildings - 11e§ in the special nature of land and land-
ownership.

| Consider the landowner. He owns a good, made not by
’hisrefforts but by those of nature, of which the supply is
forever fixed. (Making new land, for example by landfill,
makes economic sense only in rare cases and in minute

quantities.) The landowner cannot make more land if the



tPrice goes up. He can only decide how - and whether - to
use what land he has.

In practice the surest, easiest, safest way to make
money on land all too often is simply to hoard jt: to hold
it uﬁused, or underused, against a virtually certain rise in
price. This is so becdsue the supply of land is fixed. It
wou1d make no sense, at least in normal times in a competi-
tive market, to hoard man-made goods, bécause someone can

‘a1ways make more of those goods and keep.the price down. But
since no one can make more land, and since a rising population
guarantees an ever-increasing demandwfor it, the price of
land has nowhere to go but up. Then hoarding makes sense.

And when the landowner hoards his property he is not only .
failing to use it himself - he is denying the use of a gift
of nature to anyone else. |

The evidence of hoarded land is all around us if.we

_open our eyes to it. Even in the most densely populated
areas there is much land that is either vacant or under-
used: a parking lot, for example, where high-rise office
space is in demand, or a/vacant tract where»housing is

~ short. A1l of the nation's housing needs could easily be

met on such land in already settled areas without opening



hew areas to development. ‘The owners of these hoarded
properties can afford to wait because the market value
of their land will rise more year by year, even dis;
counting fof inflation, than it costs them in taxes to
hold it: the property tax on land rarely exceeds one
percent of its value.

Shifting the property taxagb%o the land would change
all that. The %ncentives built into the present system
would be reversed. Once the tax on vacant land exceeded
its annual increase in value, it would nd longer pay thé
owner to keep it idle. Unless he wants to go broke, he .
would then have only two choices: é;.put thef1and td use
himself or sell it to someone who would. That is how a
tax on land value would 1n¢rease the supply available for
productive use.

The other half of the true property tax reform - taking
all or most of the tax qff buildihgs - would of coﬁrse |
greatly 1ncreasé the fncentive to use the land made avail-
able by the land value tax, to put up whatever housing or
commercial or industrial bu11d1ngs the pub11c asks for

through the marketplace. The carrot and the stick, less

tax on buildings and more on land, would set off a con-



struction boom that would soon rid us of our chronic
housing shortage. | '

The true property tax reform will make the ecdnomic
system workbmore efficiently. It will also make the
system fairer to all of us. This was the point of view

set forth so eloquently more than a'century ago by Henry

George in Progress and P0ver§x,andiﬁﬁﬁy‘other writings.
George questioned the landowner's title to his broperty.
He holds one of @he two factors from which all the good we
use are made. The other, of course, is human effort. No
one this_side of the Emancipation Proclamation would question
‘the right of eacH of us to the products of hisgwn labor.
But the 1andoWner, unlike the laborer, did not make his
properfy. The gifts of nature were not made by anyone - no
one human, anyway.
Nor, George argued, does fhe 1andowner give his
property ité value. The resources of natgre in themselves

haVelno economic value; what they will br%ng in the market

is determined by human need. The value of land, and there-
\\.“ S o i’t
fore-owner's income, rises not through any effee® of his but
because a growing population needs'more space and because
society pays for 1mproVements like roads and bridges that

also add to the value of privately-owned land,



The value of land, then, is created by the public,
by us. And if we created that value, Geroge said, are we
not entitled to whatever return it brings, jdst as we are
each entitled to the return on our labor? The land value
tax was how George'proposed to collect that return. This
may sound like a case for government ownership of land, but
in Goerge's mind it was nﬁt. Géorge was a devout believer
in Adam Smith's free market, thoiight free individuals could
manage property better than govgfnment, and distruéted
concentration of powef in the state as well as in private
hands. Most importaht, George be]igved that we, the bub]ic,
need not hold title to the land fn order to collect the value
that is ours by right. George proposed fhat‘if we simply
view the landowner as a'tenant on our commons - the commons
being the value we created - we can treat him as any land-
'1ord would: make him pay the rent, in the form of taxes.

In the Georgist perspective this is the fairest of
all taxes. Indeed it is scarcely a tax at all, since we
' thé public are just co11éct1ng the return on our own creation.
In fact, it is thelon1y tax that is fairer\Wheh it is imposed

than when it is not. A tax on the earnings of labor seems

in comparison inherently unjust, for it deprives the indivi-



dual of what is rightfu11y his, the fruits of his own
efforts. Simi]ar]y, the failure tp co11ect‘the land value
tax is inherently unjust, because if deprives us of the
return on what is rightfully ours; we are cheating our-
selves.

Such in essence is the case for the true property tax
reform. A-number of questions are bound to be raised by those
interested in the concept. We attempt to answer some of them

below.

Q: Why raise the tax on land? Why not just reduce all
taxes on property, which is what most people want?

A: First, because the tax on land serves to discourage
hoarding and - if you accept the Georgist jnterpretation -
serves to refurn to all of us revenue that is rightfully
ours. |

Second because it is naive to think éhat one tax can be

‘ substant1a11y reduced except at’ ;ﬁéhéost oi=an-+ne=aase in
another tax. In California, the price of Prop 13 was
giving up\the opportunity to-reduce income or sales taxes.
The political reality is that the total tax burden is

unlikely to change significantly (except perhaps upwards)
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in the fgﬁﬁeeable future. Since the land value tax, unlike
most, has a healthy effect on the economy it makes sense

to keep it and reduce the harmful taxes instead: those on

/ .
sales or income or investment.

Q: If taxing land value only is such a good idea, why

isn't it being done a]ready?.

A: It is. ‘More_than two-thirds of Australia's municipa]itfes
tax only the value of land for local revenue, and 80% of

New Zealand's municipalitfes do the same. The results are
impressive.  The great majority of fﬁé”citiés and towns that
tax only land value Have enjoyed greater construction and

therefore overall economic activity than nearby muniqiﬁflities

' h R
that also tax buildings (though the total tax is ;B\ﬂétdﬁ/?;

the latter places). Perhaps that's why land value taxation is
spreading in those two nations. By the way, the decision in
each municipality is made‘by a referendﬁm'in which only
property owners can vote.

There are other examples. Ha1f‘the»c1t1es in South Africa,
including Johanhesburg, tax only land value. In Western Canada
a number of municipalities tax buildings at a Tower rate than

the land.
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Q: Those places are pretty far away. How about the
United States?
A: Four cities in Pennsylvania - Pittsburgh, Scranton,

Harrisburg and McKeesport - tax buildings at a lower rate 1
ﬁﬂiiﬂ&%&l*\Niﬁhjiﬂ_ﬁliﬁkis)gih(k\\LN”‘l;\w1
- " o G, - e e

than land. Evidently they)Pave had to pay for higher budgets -

. oV

theyzfﬁbféﬁsedvthe land value tax rather than taxes on

buildings or wages.

Q: Don't some American cities exempt new buildings from
taxes and doesn't that amount to the same thing?

A: Yes they do and’no it doesn't. For one thing, these
exemptions are usually femporary ah&m;iﬁays selective. When
only new bui]dings are exempt, their owners are given an
unfair advantage over the owners of existing buildings that
‘are not exempt, and in fact have to pay more to make up- the
difference. Thé result is that while new construction goes on
under the exemption, othek tax-paying buildings are being
allowed to deteriorate to the point of abandonment. If the
‘latter wefe also exempt, they would have an incentive to
keep up their.propertiesQ‘ Besides, an exemption on building

does not provide the incentive of the land value tax.

Q: Isn't it impossible in practice for an assessor to separate
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the value ofithe Jand from that of the inprovements on it?
After all, an ;Rb;oved property is sold as a unit, not as two
separate pieces each with its own value.

A: Assessors do it all the time. Some taxpayeré currently
get bills that separate the land from the improvement value.
Even if they get a single bil1, the assessor has made a

separafe calculation for the land value of their property. In

L.

- fact, assessing land is a lot easier than assessing inprovemengf/'
because the latter change frequently and are often hidden withinl
the bui1ding.: Assessing the land alone, which can be determined
from sales data, would make the assessor's job a lot easier

| and his results more accufate, while removing the need for any

snooping around peoples's homes.

Q: What are the politics of what you call the "true" property
tax reform? Who wins and who loses if it happens?

A: Even in the short run, the great majority pf Americans
would pay a 1ower property tax. That includes almost all
~homeowners except those who own large estates,and the great

- majority of business people, especially those who operate small
businesses. As for tenants, the tax réform would stimulate

~ the cbnstruction of apartment buildings and therefore increase

the supply - and hold down the price -\of rental housing. The
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only ones to pay a higher tax would be those who own

valuable sites and do not use their property to earn an in-
come commensurate with its value - a very small and un-
productive minority. And even they can recoup by putting their
property to more effective use. A1iWE;;£ ié in the shoft run.
In the longer run the stimulus to the economy would be such

that everyone can benefit. After all, a growing pie fairly

sliced means more for everyone.

Q: qu aren't some peopie still going to be hurt? For
example, a retired person on a fixed income who owns a small
house on 1andvthat has suddenly become valuable?

A: First, soméone who owns land valuable enough to be
heavily taxed is by definition wealthy and so is not a
welfare case. A1l he has to do is make that wealth produce
income and he'11 be better off than many of us. Second,
whatever rare cases of real hardship might arise can be taken
care of through é mechanism that already exists in many
states: the so-called "circuit-breaker" under which low
income homeowners are exempt from a given émount of property

tax.
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Q: It may be a good idea in theory, but such a drastic change
in the tax system is bound to be dislocating. How Qou1d you

go about it in practice?

A: The true tax reform isn't an al]-or-nothihg proposition.

"It can be implemented in gradual stages to avoid dislocation.
Here are three possible stages:

1) Better assessment of land, especially land that is vacant

or underused. This could be done immediately, and would have
substantial healthy effects. Assessors today tend to assess
land according to the income it produces, rather than the income
it could produce as measured by its market.value. So the owner
who uses his property effectively is taxed to subsidize the
owner who leaves his land idle. If land were assessed and taxed
according to its true current market value, twe things woﬁ]d
result. First, taxes on improvements could be reduced.

Secbnd, owners of underused and vacant land would be motivated
to put it to use. This is just what has happened in the rare
places that have improved land assessment. Examples are South-
field, Michigan and Aother- ex_M\ﬂ{ W,QJVO\ \ \f\w
2) Shift the property tax entirely off improvements and on to
land. _Today about one-third of the property tax is collected
from land and rarely exceeds one percent of the value of the

"1and. The shift would, of course, make all buildings tax-exempt;
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the tax on land would go up to around three percent of market
value. The shift could be instituted in steps over a number

of years. If, for examp1e, it were ;gﬁ?e 1mp1emented over

ten years, in each year the tax on improvements wou1d‘be
reduced by ten percent and the tax on land value increased by
‘the same amount. This would give landowners time to put their
underused property to better use. Note that the shift can take
place indépendent]y of any decision about the level of

property taxes.

3) Reduce other kinds of taxes - on sales and earned income,
for example - by applying a full land value tax not only to
land as we think of it, but other natural resources such as
fossil fuels and minera]s’that 1ike land are gifts of nature
rather than products of human effort. That is what Henry George
had in mind when he advocated a tax that would %n effect remove
the unearned profit from the ownership of land. >In his time
'such a tax would have made it possible to eliminate all other
taxes - hence the "Single Tax" that is associated with George.
Even today, a fully app11ed land value tax, fa]]ing entirely

on unearned income, would enable us to drast1ca11y reduce all

taxes on income that is earned. Obviously this js a distant

goal that in all probability would not be seriously considered
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until the second sta}@ of the true tax reform had been
successfully implemented. However, some parts of it - how to
tax fossil fuels or even use of the airwaves for radio and

| television - might well be debated today.

Q: Okay, you've got me interested. How can I find out more?
And how can 1 get in touch with other interested people?

A: See the list of readings below. A1l are available from....

Or, call or write us:

Courses on the Georgist‘philosophy and the practical aspects
of land value taxation are available at Henry George Schools in

the following cities:

we also keep track of local groups that are working for the
true.property tax reform, Te]]ius where you live and we'll
~ put you in touch with the nearest one. Or, if you afe already
act1vé in property fax reform and just need more materials, let

us know what you need and we'l1l supply it if we can.



