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Basic Tenéts of the Incentive Taxation Philosophy
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Egual Rights to Land

The component of this perspective that is likely to be most controversial is our belief that the value
that individuals receive from the exclusive use of land should be collected publicly. As this idea
is central to our philosophy, we now discuss it in some detail.

It is because land was not created by human effort that land titles are privileges, for which fees
are propetly collected. A plot of land is a bit of space on the earth, with access to other plots,
access to public utilities and other public services, natural resources, and natural soil fertility. All
of these features that give value to a plot of land. None of them resulted from effort on the part

of the person who has title to the plot. The size of the plet, its natural resources and natural
fertility are gifts of nature. To the extent that value arises from access to public utilities and other
public services, it is governments that give value to land. To the extent that value arises from the.
intensity of economic activity on nearby sites, it is the users of those nearby sites that give value
to land. The unimproved value of land is in no way attributable to actions of the person who
holds title to the land. .

Of course, when land is used, people add improvements, and the value resulting from the addition
of improvements to land is value to which a user of land can have a respectable claim. Thus the
fee that the public can properly require of the user of improved land is the rent that the land would
cormmand if it were unimproved. This fee should not be higher for land that is extensively
improved than for similarly situated land that is less highly improved. The art of assessment,
discussed in a later section, deals with the estimation of such values.

The Proper Disposition of Returns to Different Factors of Production

The idea that the rent of land is properly collected by governments is an example of the more
general idea that it is important to distinguish the different "factors of production” identified by
classical political economy. The return to each factor has a proper destination. The contributions
of human abilities to productive efforts are called "labor," the return to labor is called "wages,”
and the appropriate recipients of wages are those whose labor contributes to productive activities.
The contributions of past human products to productive efforts are called "capital," the return to
capital is called "interest," and the appropriate recipients of interest are those who past saving
made the creation of capital possible. The contributions of government-assigned opportunities to
the productive process are called "land,” the return to land is called “rent " and the appropriate
recipient of rent is the public freasury.

Replacing Existing Taves

When we say that the appropriate recipient of rent is the public treasury, it should be understood
that this is not in addition to existing sources of public revenue, but rather instead of existing
sources of public revenue. Those who contribute labor to produchve ptocesses should be allowed
to keep the wages that result from their labor. Those whose saving makes the creation of capital
possible should be allowed to keep the interest that accrues from the use of capital. But there is
po one who has a corresponding claim to the return to land. This is the reason that fees for the
use of land and other opportunities assigned by government ought to be the primary source of
government revenue. While one might call such fees "taxes," we consider that designation
inappropriate, because the word "tax" connotes an exaction from someone of something to which
he or she has a just claim, and we deny that there are such _]ust claims with respect to land. We
expect that the collection of fees for the full value of opportunities assigned by governments would
provide adequate revenue for all necessary government expenditures.
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' Histoﬂcél Precedents
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- Creating a More Productive Economy
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These public expenditures raise the rental value of land in their vicinity, and thereby raise the fees
that can be collected for using the land. If the activity is worthwhile, the increase in rental values
will be sufficient to pay for the activity.

Another way in which our ideas promote a more efficient economy is by eliminating the
opportunity grow rich by having government promote one's own interest at the expense of others.
Such distortions of the political process can occur either by persuading a government agency to
spend money in a way that raises the value of land that one owns while others foot the bill, or by
persuading & government agency to prohibit others from doing what one is permitted to do. In
both kinds of cases, the person who promotes his or her own interest has no reason to take account
of the costs that are thereby imposed on others, and typically these costs to others are greater than
the seif-secking benefits. This makes the economy less productive. Furthermore, the very
possibility of growing rich by manipulating government action draws talented people into the
effort to manipulate government decisions, when they could be employed doing something useful.

Malking Housing Affordable

The implementation of our ideas would have a dramatic effect in making housing more affordable.
The principal reason why housing costs have risen so much is that the price of land has risen
enormously. Some increase in the price of access to land is a natural accompaniment of an
increasing population. But the very great increases of recent years, which have made it pearly
impossible for young families to afford houses of their own, have additional causes. The
implementation of our ideas would bring down the price of access to land in three ways. First,
much land is held off the market by speculators who may wait generations to decide to develop

it. The introduction of a fee for holding land, whether used or not, equal to the rental value of

the land, will induce speculators to either develop this land themselves or tumn it over 1o someone
who will. Second, an important cause of higher prices for access to land by those who wish to
build low-cost housing is zoning restrictions. These restrictions are introduced by political-factions
that already have their houses and do not mind if housing becomes scarcer. It just raises the
market vahue of their homes. But if a rise in land values were accompanied by rises in the fees
that existing residents had to pay for the use of the land on which their houses sit, they would have
an incentive to do what they could to make land plentiful rather than scarce, and zoning
restrictions could be expected to diminish. Third, a person who wishes to own a house must .
borrow money to cover the price of buying the title to the land on which the house sits as well as
the cost of the house itself. If the use of land required the payment of a fee equal to the rental
value of land, so that the selling price of land titles became virtually zero, then the amount of
money that a family would have to borrow to purchase a house would fall.

Applications Abroad as Well as at Home

As important as our ideas are for the justice and efficiency of the American economy, their
application is even more important in less developed countries, where often 80% or more of the
lend is held by 3% or less of the population. To give all the citizens of these countries chances
to make something of their lives, it is extremely important to equalize access to land, not by
redividing the land (which inevitably winds up putting land into the hands of people who cannot
use it well), but by requiring any one who uses land to pay according to the unimproved value of
the land that he or she uses. To bring this message to the world, we must first apply it fo
ourselves, :



