SOUTH AFRICA

Apartheid land laws

Cape Town councillor BILL STIBBE, a roving advocate of local government tax
reform, travelled to Beirut to present a paper at the United Nations Regional
Conference on “Localizing the habitat - Agenda at Municipal Level”. And in June, in
Lille, France, at the United Towns Organisation Conference, he analysed the
inextricable link between land reform and fiscal policy. Private property rights in land,
he believes, when disconnected from the appropriate fiscal policy, condemn people
to economic apartheid.

THE SINGLE greatest problem in the
world is the contrast of wealth and
poverty. The combined net worth of 350
billionaires equals the annual income of
the poorest 45% of the world’s
population.' This contrast arises mainly
from the maldistribution of land.

Susan George wrote: “The most
pressing cause of abject poverty which
millions of people in the world endure is
that a mere 2.5% of landowners with
more than 100 hectares control nearly
three-quarters of all the land in the
world, with the top 0.23% controlling
over half”?

Similar conditions exist in South
Africa, where 86% of the land is owned
by the white minority. People who work
for their living do not have reasonable
access to land and self employment. So
both land and labour tend to be idle,
separated by outdated laws and
customs and by bad taxation.

Land reform should ensure a more
equitable distribution of land. This
usually involves changes in laws,
regulations and customs. Land reform
is the process of examining and
changing laws, regulations and customs
relating to land ownership and land
tenure. Preventive legislation needs to
be removed and new incentive
legislation introduced.

In South Africa there were laws to
keep different race groups apart. These
have been withdrawn, but it is taking
time for customs to change. Not only is

it necessary to remove restrictive laws
to bring about land reform, but it will be
necessary to introduce new laws to
assist in land distribution. Political and
legislative change on its own is of no
lasting advantage without being
accompanied by economic reform.

HOW CAN taxation affect land
reform? This is one of the most
neglected aspects of economic research
and land policy.

(1) The collection of municipal revenue
(“rates”) from anything other than
land values encourages speculation
in land and the withholding of land
from optimal use. Revenue collected
from a payroll tax or from any form
of production or services,
discourages employment. If rates
are collected on the value of buildings
they discourage construction and
improvements. Capital, which is
highly mobile, is encouraged to
migrate.

There is only one suitable source of
municipal revenue, and that is the
market value of all land excluding the
value of undepreciated improvements.

Services should not be viewed as a
form of taxation. The cost of services,
such as electricity and water, should be
related directly to consumption and
capital outlay. These should be self
supporting and have little impact on the
municipal budget.

In the field of Site Value Rating,
South Africa is a world leader. Two
studies on rating carried out over a 20-
year period and a 10-year period are
reported in That All May Live by
Godfrey Dunkley.? Seventy per cent of
all municipal rates collected in South
Africa come from cities which employ
Site Value Rating and exclude charges
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on improvements. Cities using Site
Value Rating experienced twice the
capital growth compared to those taxing
site and improvements at the same rate
(“flat rating™).

Cape Town and Port Elizabeth are

the only major cities still rating buildings

at the same percentage as land (see

box).

(2)Central Government tax policies
seriously affect people’s lives. The
greatest adverse impact is to be seen
at municipal level.

Any tax which does not reduce to
zero at the margin of production causes
unemployment. The margin of
production is where the cost of
production is equal to the value of what
is produced. There is no room for any
tax. In South Africa, Value Added Tax
together with some of the other direct
and indirect taxes have created large
unemployment in the former
homelands. Many industries have closed
down since re-incorporation into South
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Africa. Since there is no other
employment for people in these areas,
and as people do not have access to
suitable land for self employment, they
are forced to migrate.

There are at least 5 million squatters
in and around the cities of South Africa.
There is a shortage of over 1m houses.
The only possible solution would be for
government to change its tax policies.
It is essential that all taxes at the margin
of production be removed, and replaced
by Land Value Taxation. This should
apply to all land according to its market
value. In time, land at the margin of
production would have little if any
tradeable market value when the
speculative element is removed. Land
Value Tax would not be collected on
such land.

THE QUALITY of a nation is shaped
to a very large extent by its system of
taxation at central government level, and
its system of rating at municipal level.
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In the absence of oppressive laws
and customs, tax reform is the most
important single factor in land reform.
Changes in laws and regulations can
bring about temporary relief but only
suitable tax reform can create a
sustainable economy with an equitable
redistribution of land and income.

For example, disputes over access to
land are major causes of domestic and
international strife. If the rent of land
were collected as public revenue, people
would pay the community for the use
of land according to its market value.
This would reduce the incentive to own
land in order to achieve unearned gains.
If Land Value Taxation were combined
with payment of a citizen’s dividend the
strife would be even further reduced.
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