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Foreword

About Smart Taxes

The new Government faces many dilemmas for crafting its
fiscal and economic policy. It must put expenditure back
onto a sound footing, while encouraging economic activity
to restore employment and drive growth.

Smart Taxes Network is a policy research project funded
by the Department of Environment and led by Feasta,
the Foundation for the Economics of Sustainability. The
purpose of the Smart Taxes project is to develop policy
options to reform fiscal and other financial and monetary
mechanisms to deliver environmental, social and
economic sustainability.

Such challenges are not easily dismissed, but Site Value
Tax offers one method of allaying budgetary headaches. An
annual tax on the value of zoned land, it helps build a sensible and realistic land market, encouraging landowners to
develop and maintain their land or release it for sale. It is a
fair and progressive tax, as it is based on the value of land
assets. At the same time it encourages investment as unlike
a property tax it does not penalise building improvements.
The tax will play a vital role in supporting private sector
growth, discouraging the reckless land speculation that
caused the crash, while encouraging sensible and
necessary development.
Public expenditure also benefits, as Site Value Tax allows
public authorities to recoup the costs of infrastructure
investment, instead of such spending acting as a transfer
from the public purse to the private pocket.
The tax is viable, effective, and rewarding. Smart Taxes has
completed extensive research on the various advantages of
Site Value Tax, as well as a detailed Implementation Paper
that demonstrates how the tax can be put into action, and
how to ensure it meets its objectives. This work is available
on the Smart Taxes website, www.smarttaxes.org.
Leaders will need original and innovative policies to build
a better future for Ireland. Site Value Tax is one such policy.
Emer O’Siochru
Director - Smart Taxes Network
May 2011
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How are sites valued?

What is Site Value Tax?
Site Value Tax is a tax levied on the value of land, disregarding the value of buildings on the site. It encourages
productive use of land and penalises land holding and
speculation, while providing local government with a
revenue stream for investment in public goods and
services. Site Value Taxes are already in place in many
parts of the world, including Denmark, Hong Kong and
parts of the United States.
It is currently proposed that Site Value Tax will cover
all developed sites and all sites zoned for any kind of
development in urban and rural areas in Ireland. One-off
houses will be treated as developed sites. All non-zoned
land would be completely exempt. So there will be no
charge whatsoever on farmland, forestry land, hill
commonage, wetlands, parklands etc.
Site Value Tax will eventually cover all residential,
commercial and industrial property, replacing existing
rates, development levies and stamp duties.

Why should we
implement Site Value Tax?
The land market currently distorts our economy. Unlike
investment into tools, machinery, computers, new
factories and capital equipment, greater investment into
landholdings creates no new wealth. Investment in land
cannot create a bigger planet, it can only increase the
price of the land we already have. As we have recently
seen, land speculation can be very rewarding for the
individual but damaging both to the economy and the
bulk of society.

The potential value of the land would be assessed by
professional valuers using existing data on sale prices,
taking into account the positive value of the site;
infrastructure such as roads, sewage and services such
as water, schools and shops, and the negative value of
the site; such as flood risk or environmental and heritage
designations. Valuations would be completely transparent
and open to appeal.
Transition arrangements will help people adjust to the
Site Value Tax. Anyone who bought their home within
the boom years will get exemptions depending on when
they bought.
Deferred payments will be available for those who are
asset rich and cash poor. Elderly people living alone in
family homes can defer payment until such time as the
house is sold or transferred.

Who sets the rate?
The rate of tax to be charged against the value of the site
can be set either nationally or locally. Once site valuations
and percentage tax are agreed, collection is a flexible and
efficient process, but difficult to avoid.
Research by Smart Taxes has indicated that a rate of 1%
would raise approximately 1.28 Billion euro in revenue.
The rate could be varied according to the country’s needs.
It is best that the Site Value Tax is set by and returned
to local councils, as they provide most of the services
and infrastructure that make sites valuable. Wise
decision-making by local councils and well-planned
infrastructure will raise the value of property to benefit
everyone, including the council.
The urgent need to fund local government through
development levies contributed significantly to the
over zoning in the last decade. Proper financing of local
government promotes more responsible government and
will encourage people of wider experience to participate,
making the democratic process work better.

Build a Fairer Society
The current economic crisis was largely brought about by
changes in the property market. The boom in land values
brought wealth to a small sector of society while the bust
has brought hardship to many, especially younger families.
Land values do not come from the activity of the
landowner, but from a combination of external factors;
the natural quality of the land, public investment and
the local living and business environment created by the
community including zoning.
For example, when a new transport link is provided this
leads to an increase in land values in the area it serves,
especially around motorway junctions or train stations. For
example, in 2006, development land in the greater Dublin
area was priced at around 500,000 per acre, but prices in
Tallaght, at the end of the Transport 21 proposed Luas extension, rose by 30-50% within one year. Even increases in
the capacity of lines are associated with increases in nearby
land prices.
From this perspective, the lack of a tax on land allows
private landowners to capture immense profits from the
work and spending of others, particularly State investment.
Isn’t it fairer for the public to recover expenditure through
increased tax revenue?
Site Value Tax also provides automatic compensation for
developments and policies that might be in the public
interest but that reduce local site values, such as nearby
recycling facilities or heritage preservation designations.
Site Value Tax will be higher for well-serviced urban areas
and lower on poorly-serviced rural areas. This will help
balance the costs of living, especially transport, for those
living in rural areas.
In the same urban areas, Site Value Tax will be much
lower on apartments in multi-story buildings than houses
on large sites.

Investment in
Low Income Areas
As the value of land will be lower in lower income areas,
regardless of specific zoning, the resulting lower SVT will be
an incentive for businesses to relocate to such areas. This
will help raise local incomes and help reduce the regional
disparity that has developed in the current tax system.
This effect depends on the property charge being a running
operating cost for businesses, i.e. an annual tax on land
value, rather than a one-off transaction tax such as Stamp
Duty. Further research by Smart Taxes has demonstrated
the comparative strengths of Site Value Tax relative to other
methods of property taxation.

Encourage better planning
Currently, development charges and special contributions
must be paid upfront, providing local authorities with much
needed income disconnected from the costs of ongoing
service provision generally provided from central
government resources.
This does not incentivise economic and environmentally
sustainable development and even results in the centralised
transfer of funds between local authorities, so that urban
households cross-subsidise rural local authorities.
Site Value Tax can, in contrast, play an important role
in enabling better planning. The tax falls on the site, not
buildings so that even empty buildings or derelict sites are
taxed. For example, an empty site in a row of houses will
be valued the same as the neighbouring houses. Similarly
as a town needs to grow, zoned land not yet developed will
be valued the same as residential and commercial
developments nearby that share similar facilities.

Stimulate a healthy economy

It is in the owner’s best interest to develop zoned land
quickly in order to offset the tax against income from the
development. In this way, land speculation, hoarding and
lobbying for premature zoning will be discouraged. All
landowners currently unable to develop, including the
public sector, will have strong incentives to release their
unproductive land into the market, for sale or lease.

Raising revenue for the State is an ever-present issue
to be confronted. Site Value Tax, inherently fair and
efficient, can contribute to the national budget. It would
prevent other kinds of tax increases, such as on incomes,
that would obstruct economic recovery and, prevent cuts
to essential supports and services.

SVT will encourage more intensive utilisation of suitable
development lands, meaning that land is used efficiently
and intelligently. This ends the drive to zone land
regardless of demand and allows planning to focus on
providing services and creating compact settlements in
urban and rural areas.

Encouraging Investment

Provide stable tax revenue

Reduce Volatility

Property investors often leave land idle and unoccupied
because increases in land prices reward this behaviour.
For society as a whole, it makes no sense to keep
valuable sites in towns and cities out of use. In addition
to creating an artificial shortage of land, driving land prices
even higher, these sites cannot be used for work, homes
or leisure activities. This artificial scarcity of land drives
urban sprawl while setting barriers to economic activity.

In light of the collapse of the property boom, it is now
clear that the existing structure of property taxation in
Ireland is no longer viable. In particular, the dependence
on transaction taxes (stamp duty on dwellings, VAT on
new building) presents a number of shortcomings from
economic and fiscal perspectives and exacerbates the
boom bust cyclical nature of the general economy.

The ups and downs in the price of land and property are
inextricably linked to cyclical economic development. As
we have experienced, such volatility is difficult to manage.

With Site Value Tax at a significant level, no investor will
want to keep their land idle – they will seek developers
to quickly enable them to put their sites to good use.
More homes, offices, factories etc will be built for tenants
to occupy at reasonable rents.
As the profits from land speculation diminish, investors
will look for alternative investments. This will lead to
increased investment of funds into companies providing
real goods and services. Governments will find it cheaper
to borrow money for expensive new infrastructure
projects, new railways, new schools, new universities
and new hospitals.

Site Value Tax works to smooth out markets by taxing
land, the least mobile and volatile element of property
assets.

As price goes up, so too do tax receipts and inevitably
government spending, further fuelling booms but the
reliance on property market activity severely restricts the
potential for counter-cyclical fiscal policy. Low receipts
from transaction taxes limit government expenditure in
periods of low growth.

Site Value Tax can be seen as part of a smart green
economy where the things we want are encouraged
by lower taxes and the things we don’t want are
discouraged through higher taxes.

Irish households rely heavily on property to underpin
bank borrowing, i.e. through mortgages, meaning that
household consumption is highly sensitive to housing
wealth. Declines in house prices will thus further
exacerbate boom and bust in the general economy.

Looking at taxes this way, work and entrepreneurial
effort should be taxed less, while pollution and the
use of scarce resources should be taxed more.

Falling property prices will also affect bank capital ratios
more generally, severely restricting the availability of
credit exacerbating recession.

For a tax system, these characteristics of the link
between property and the wider economy have two
important conclusions. Firstly, the system should levy a
charge against the least volatile element of the property
price, to ensure revenue stability. Secondly the system
should not be based on property price levels, but on a
stream of rents associated with the property, to
discourage speculation.
Site Value Tax anchors tax rates to the less mobile
and less volatile element of property asset values and
so offers much stronger internal stabilisation potential
than a general property tax.

Stop urban sprawl
and property dereliction

How can we implement
Site Value Tax?

Land is left idle for a number of reasons. The landowner
might not be able to develop the site and prefer to let
it remain unused rather than selling on. Or it might be a
speculative investment, with the owner hoping to capture
a future increase in land values through re-sale without
having to bother with rental incomes.

The implementation of Site Value Tax is a feature of both
the new Programme for Government and the Four Year
Plan agreed with the European Central Bank and the
International Monetary Fund. The new government should
therefore be in the process of exploring how such a tax
could be implemented and the potential benefits of
doing so.

Whatever the reason, idle land offers no benefit to
society. Economically, this is harmful, as it creates an
artificial shortage of land, driving land prices even higher,
and preventing these sites from being used for work,
home or leisure activities. The result is that producers are
forced to abandon their plans completely or locate their
premises on less desirable land, while homes are built in
the countryside leading to long-distance commuting.
Socially, unused land and buildings are blight on the
landscape, decreasing the appeal of an area. Some
studies have even suggested that dereliction can lead
to increased local crime rates.
Property taxes in general penalise more sustainable
and intensive use of land suitable for development,
encouraging land speculation and discouraging properly
planned development. Site Value Tax will incentivise
developers not to hold land as a speculative investment,
as the length of time land is held without productive use
translates directly into the cost of holding such
undeveloped land with favourable zoning attached to it.
This factor also separates SVT as the only form of propery
taxation that encourages local and central authorities to
focus their attention on intensive use of suitable land,
reducing suburban sprawl. SVT will also incentivise more
appropriate and speedier utilisation of brown-field sites.
With LVT at a significant level, no investor will want to
keep their land idle; they will seek to put their sites to
good use. More homes, offices, factories etc will be built
for tenants to occupy, without pushing urban boundaries
into the countryside.

As Smart Taxes has discovered, implementing the tax will
not be difficult, and will greatly benefit from existing
studies, systems and data. The Property Registration Act
of 1999 established a comprehensive database (ITRIS) of
owner details and property valuations and the Property
Registration Authority maintains a digital mapping system
that links site location with this folio information.
Expert advice indicates that a SVT system based on
banded valuations can be implemented within 12 months
with a further year required to develop a more finely
grained land parcel valuation. Substantial mapping in
some cities and rural areas has already been undertaken.
The University of Limerick SAUL study comprehensively
maps all properties and land uses in Limerick City and
County, including major infrastructure and utilities,
supplemented by a photographic record. This indicates
that a pilot study for Site Value Tax could be completed
quickly and at low-cost.
Site Value Tax will help the new Government achieve
stable and robust revenues fairly and efficiently, while
encouraging productive, job-creating investment. It
should be implemented as soon as possible.

