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Abstract: This paper attempts to analyze the potential impact of land value tax on Chongqing Real Estate Market. The paper
will assess the fairness and efficiency of the land value tax, where efficiency refers to the maximization of utility whereas
economic fairness means that all stakeholders have the same access to the resources plus a reasonable and equal significance.
This study concludes that the land value tax is both fair and efficient on the basis of its equitable distributions among stakeholders
and the minimal market distortion in comparison with other types of tax.
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1. Introduction

A land value tax (LVT) is a levy based solely on the
assessed value of unimproved land, which disregards the
value of any buildings or improvements on the land (Bird,
2022). Henry George, in his 1879 book Progress and Poverty,
proposed a single tax scheme where a land value tax replaces
all other taxes. The essay will assess the fairness and
efficiency of the land value tax, where efficiency refers to the
maximization of utility whereas economic fairness means that
all stakeholders have the same access to the resources plus a
reasonable and equal significance. It will be concluded that
the land value tax is both fair and efficient on the basis of its
equitable distributions among stakeholders and the minimal
market distortion in comparison with other types of tax.
However, the difficulty of implementing a land value tax
limits its use in reality, and therefore few suggestions are
proposed in the essay to enforce the land value tax.

2. Overview of the Value of Land

Land is an essential natural resource that cannot be created
or destroyed, and is, therefore, a finite resource. Thus, the land
is a common resource so if anyone wants to use the land, it is
justifiable that they should pay a “rent” to the government on
the assumption that the government would, in turn, invest in
the improvement of public welfare, which makes the
fundamental basis of the land value tax fair, at least
conceptually. Landowners do not create land values, but they
reap the benefits of the price increase of the land. In Progress
and Poverty, Henry George argued that “wealth attributable
to land use ought to belong to the public, not individual
landowners on the premise that the land separate from any
buildings constructed on it generates wealth not through
individual effort or ingenuity, but instead as a result of societal
change.” For example, communities engineered
developments that prompted economic growth—building up
commercial districts or constructing railroads—and already
well-off landowners reaped the benefits in the form of rising
land values (Neklason, 2019). Both Adam Smith and David
Ricardo viewed the land value tax as a procedure for society
to correct the injustice which arose because land prices
absorbed much of the value arising from the increased
efficiency of labor and capital. Therefore, the greater the

productivity of a society, the higher the land values (Lindholm,
1979). Henry George's idea recognizes that community
workers, rather than landowners, create and increase the value
of land and related resources through their economic
engagements.

3. Analysis of the Potential Impact of
Land Value Tax

The progressive nature of the land value tax speaks to the
idea of economic justice. However, while the current tax
system is progressive, the burden disproportionately falls on
the poorest in society, exacerbating the already extreme levels
of inequality. According to a report by the Equality Trust
(2016), in the United Kingdom, the poorest 10% of
households paid on average 46.8% of their income in tax,
while the richest 10% of households paid on average 34.4%
of their income in tax under the current tax system. In the
process, workers end up worse off because treating
landowners and workers as equal entities scorns the very idea
of economic equity as most landowners often come from a
privileged position, and workers, who are often responsible
for the economic welfare of society, get the short end of the
economic stick. A single land-value tax would mean that taxes
are levied on land improvements, implying workers and
landowners are treated fairly, at least as far as tax laws are
concerned. In other words, taxing value on land ensures
equity in taxation, ultimately resulting in some semblance of
economic justice. On the other hand, one of the original
rationales of the land value tax is to address the inequality in
the distribution of wealth in large estates. A federal land value
tax was introduced in Australia in 1910 to break up the
ownership of large estates and redistribute wealth to the
working class to reduce income inequality (Hughes et al.,
2020), exemplifying the fair nature of the land value tax
through its redistributing power.

Critics of Henry George's idea of a single land-value tax
point out that such a regime would be akin to nationalizing
land ownership. I contend that the argument is not necessarily
true. In a practical sense, "taxing value on land is all about
ensuring tax proceeds benefit the very society responsible for
maximizing land value" (Tideman, 2015). Although
landowners own an important resource, they are rarely
responsible for its optimal use. Henry George recognizes that



the windfalls of owning the land should not all belong to the
landowners. Instead, individuals who put up physical
structures and those who exploit the soil for agricultural
purposes are responsible for adding value to land (Bryson,
2011). Therefore, it is justified that the owners of the land
should contribute a portion of their gains to the society
through the land value tax for the sake of fair redistribution of
social wealth.

Aland tax is an efficient tax—it does not distort investment
choices because, with trivial exceptions, the amount of land
is fixed and thus unaffected by a tax on its value. Also, the
burden of the land value tax completely falls on the
landowners, who could not shift the burden to other people in
this situation. Most taxes are inefficient because, in addition
to transferring resources from the private sector to support
government activities, they also change the price of the taxed

activity and thus distort market choice (Dye & England, 2010).

This mechanics is illustrated by the following figures. With a
regular tax added, there is a left shift of supply in figure 1,
which causes a higher overall price and lower quantity
consumed, while the supply curve is inelastic in figure 2,
increasing blue shaded consumer surplus as well as yellow
shaded tax revenue by eliminating the deadweight loss in
figure 1. Since the land value tax does not result in the
distortion of economic decisions, nor does it discourage
beneficial economic activities. With individuals under such a
system securing a sense of ownership, social agents are likely
to act in the best interest of society. This feature makes the
land value taxation particularly attractive for efficiency
reasons, suggesting it could boost government revenue and
stimulate economic growth more efficiently than other
solutions such as a property tax (Saxena, 2021).
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Figure 2. Land value tax with a fixed supply of land

The land value tax can also curb the problem of urban
sprawl. In the last decades, it became increasingly clear that
the under or non-use, as opposed to the ‘wrong’ use of land,
can have negative external effects. The compact city is among
the most advocated components of urban sustainability and a
key planning paradigm, emphasizing the importance of infill
housing and brownfield reuse. Present planning approaches,
however, have difficulties addressing under-use, since new
construction largely depends on the cooperation of
landowners. Only in exceptional cases has urban planning the
authority and have local governments the will and resources
to directly enforce a certain land use. Planning, especially
continental Europeanplanning by zoning or Master Planning,
is usually an ‘offer’ to landowners, who can choose to either
use their land according to plan or to keep the current state,
which might mean leaving the land in prime locations under-
or unused (Wenner, 2015). This situation could be solved by
introducing the land value tax, which creates incentives for
landowners in cities to use their land more efficiently instead
of leaving it undeveloped by applying an annual fee for taking
the land resources. In a hypothetical model developed by a
group of researchers led by Seong-Hoon Cho, results show
that distances are shorter between areas of preexisting
development and parcels predicted to be developed under a
hypothetical land value tax policy than distances predicted
under the observed tax scheme, which suggests that land
value taxation could be used to design compact development
strategies in Nashville, TN (Cho et al., 2009). At the same
time, a land value tax accelerates the trend that the demand
for land in lower- valued parts of the city is increasing,
shifting economic activity to where it is needed the most.
Cheaper land with no tax penalty for developing it would
increase developers’ interest—they could change entire city
blocks, adding hundreds of housing units, without a major tax
increase, which helps achieve a more effective allocation of
resources, thus more efficient (Sayin, 2019). However, this
only works in cases where land can be viably developed. If
the land is economically not viable to develop, there is no
value on which to levy a land value tax (Hughes et al., 2020).

Moreover, the prospect of a rise in land values stimulates
speculation in land, causing the holding of land for prices
higher than the current market conditions warrant, so fairly
good land may be held out of use while the land of inferior
location is substituted by those who wish to build. The direct
result of such house hoarding behavior is the forcing into the
use of poorer and more remote land instead of better and more
accessible land, which in turn causes inefficiency. However,
a land value tax can add to the cost of speculators and thus
increase the chances of their potential loss, decreasing the
incentive of such distorting behaviors and making housing a
more accessible good (Brown, 1927). Should the cost of
speculation outweigh the potential payoff, then the tax
remains efficient.

Those opposed to the idea of a single land-value tax
question the revenue potential of such a regime, claiming that
a single land value tax would not be enough to replace all
existing taxes. While that may be true, a two-rate tax, not a
pure land value tax, could solve the problem. Due to fiscal
realities, a single land value tax is unable to maintain a stable
tax revenue as shown by the case of Philadelphia, where more
than 80 percent of extra land rents would need to be collected
by the city if a single land value tax is executed (Dye &
England, 2010). Improvement values can still be subject to



taxation at a lower rate than land values to generate more
fiscal revenue under a two-rate land value tax system.

Numerous challenges still present to the implementation of
the land value tax. The biggest challenge is how to assess the
unimproved value of land, which is a major reason why more
cities have not implemented a land value tax. While it is
possible to easily determine the value of the property based
on the value at the last sale, this approach does not apply to
separate the value of land from that of improvements,
especially the future potential value. However, there are
several methods that could potentially provide an accurate
estimate of the unimproved value of land including using
nearby vacant lots as a comparison, allowing government
agencies to produce appraisals of land value, a similar method
to the current process of producing property tax appraisals
(Saxena, 2021).

4. Conclusion

In conclusion, Henry George's idea of a land-value tax has
the potential to fund the optimal supply of local public goods,
and it manifests fairness due to the nature of land resources
and its redistributing effect on wealth. It also brings efficiency
for its impact in reducing urban sprawl and land speculation
with its non-distorting nature. And to quote Milton Friedman,
the Chicago School of Economics leader, “In my opinion, the
least bad tax is the property tax on the unimproved value of
land, the Henry George argument of many, many years ago”
(Pearl, 2021). Although a pure single land value tax is unreal,
and difficulties exist with the implementation of the land
value tax, it is still considered a very prospective and potential
manner to better allocate resources in society.
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