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"phe observed results simply confirmed by statistics t+he effects that
could have been predicted from site-value rating. It should be obvious,
without the need of statistics, that public finance policies which
penalise people for using their sites properly - and reward them as they
neglect to use their potential - must have a stagnating effect upon the
development of any community. It must tend to tie up in the sterile
holding of vacant and under-developed sites the Ffunds that could and
should be invested in buildings, trade, commerce, manufacture, employment
and all those things that are the life-blood of the community. The
reverse process, which creates incentives by removing taxes from the

results of land use and places them upon the site potential alone,
inevitably produces the superior development that comparisons between

the States show.”
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ONE HUNDRED YEARS AGO, Henry George convincingly demonstrated that land
rental income was the "natural" and just fund oub of which s monetised
economy should derive its revenue to finance public expenditure. Because
he argued that this one single tax would produce beneficial results for
both production and inceme distribution, and that other taxes were injuar—

ious to the econcmy, his teachings gave rise to what became known as the
"single tax movement'.

PREFACE

Ever since then, the major criticism from opponents of the philosophy
of property rights that underpins this fiscal reform have used the netion
of the "single tax" to attack George and his book, Progress & Poverty#.
They have asserted that public spending far exceeds the inceme of the
land-~owning class¥*#%, Trivmphantly, this has been held to clineh the case

agalnst the propesal to tax the annual value of land Tor the benefit.af
the community. It does no such thing.

First of all, the constructive influences. of iand-value taxation on
the industrisal economy are sufficient. in themselves to commend this fiscal
policy. No matter how much (or little) the tax would raise for the ex—
chequer, the dynamic impact - through, for example, the termination of
the destructive power of land speculation — would justify placing the tax
at the disposal of the chancellor.

Secondly, however, the critics who use the argument that land rental
income would not finance all of public spending have conveniently ignored
a crucial questicn: what are the justifiable limits of public expenditure?
Henry George did not advocate land-value taxation as a form of alchemy;
profligate rulers of old, who were compelled to debase their citizens!
currency te finance their wars and lavish living, learned that their chem-
ists could not fructify gold out of a cauldron! The case for tapping the
value of nature’s resources for the benefit of the community deoes not fall
because the revenues would not finance the aunual multi~billion pound bud-

gets that are required for the weapons of death that currently distort the
consumption of the wealth of nations.

Thirdly, however, the critics have based their verdict on a cenclu—
sion reached by the route taken by many a crooked businessman: they have
"cooked the books". Or, just as bad, they have simply ignored all the
Tacts; they have refused to do their asrithmetic before levelling the
charge that land values would produce paltry revenues. Allan Hubtchinson's
study begins the systematic attempt at straightening out the books.

[

* First published in 1879; centenary edition published by Robert Schal-

kenbach Foundation, New York, 1979.

¥* One of the earliest of these eritics was William Burrell Mallock. For

& critgue of his statistical computations and arguments, see R.V. Andelson,

editor, Critics of Henry George, Rutherford: Fairleigh Dickinson University
Press, 1979, ' '
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this critique should take Australia

tion of the country's municipalities
on unimproved land values alone.

Tt is symbolically apposite that
as its case study, for a large propor
levy their rates (the local property tax)

1 taxes
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A$2k.8 billions. The revenue from land value t%fezabiiiions i
was ) 1led just over $l. .
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arglzeghi-eX{Sting fiscal system, which Hutchinson estimates &b $2.9
unge

biliions.

It #ould be premature of critics of llenzy @eorge'ihpgllzsoﬁiﬁtzznfe
tatistical magnitudes as a vindication of elr ﬁpptial sanual

gard bhesc S f $4:5 billions seriously understates the potentl e
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tributes of the Australian continent. To reach an accurate figure,
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. i ono .
Fven if we froze the Australian ec then at First sight seems to

: ; 1gher
would find that rental income 1s much hlg understate the value of

ted luations .
. For example, official va : riods be-
pe the ;aizluations are nét on an annual basis, but va?y!frofapidly s
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ween

i i istortions in the statistics. Hut-
in;the e ihtiaizgdihzi zgzlizgei—estimates can vary from 5% pgi ;iﬁt
P has)ci c108 per cent (Tasmania). By recomputing the da alued
(Queen51an@ zﬁe rowth trends found with the most recently reva ved
cordance W;t: hinsfn discovered that the true_figure of rentil$tn; me re
PY?P?Ttyg i ate hands leapt from $2.9 billlon§ to at leas . e
¢alnlngsini£r;;pears that the true taxable capaclty of landowners
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concealed from the public:

; ; land do

The next point to note is that the values glzen forlE?ZEagiZ onally

; ich rights to royalties ,
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nov lncéuii gzztz governments. They also exclude a substaitlzi prTiese
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oes Ss wninown.  Bu the Figure for Queensland is P“bliShidéhintofllj
ates is e . nt o
lled 12.9 per ce .
on exempt propertvles equa . reater in
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menas: Ehe real site rent of Australian land, in Hute liizes recei;ed as
over $5.2 billions, excluding minersl and forestry roy
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public revenue from publicly-owned lands.
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We now come to the most important point, which 1& tki:one least cap-
able of quantification. What would happen to land values under a reformed
tax regime? There are sound theoretical and empirical reasons for believ-
ing that if we imposed a 100 per cent tax on the ad valorem value of all
land, rental values would increase enormously. This point warrants exhaus—
tive study elsewhere: here, I can only make a few peints,

if taxes on wages and capital were reduced in line with increases in
iand value taxes, part of the privately-retained income would be spent in

such ways as to increase directly or indirectly the demand for land. With

a higher level of income, people's tastes change. They would want more
spacious houses, access +o better recreational facilities,_and 80 on. As
the demand for land rese, 50 would land wvalunes,

Higher income means greater consumption. The whole level of economic
activity would rise to & new plane, to accommodate the increased personal
prosperity. This would lead to increased demand from the commercial and
industrial sectors for land which they would need to expand thelr produc-—
tive capacities. The increased competition would drive up land rental
values (this pressure would be initially modified by a flow on to the mazr-
ket of land hitherto held idle for speculative purposes). : )

Under these collective influences, land values would rise and so
benefit the commmity through the increased revenue received by the exche-
quer. Given the present state of knowledge, it is not possible to caleu
late with any confidence the ultimate statistical magnitudes which would
be determined by these considerations. It could be argued that the whole
of current exchequer revenue, whatever .its nominal source, is at the ex—
bense of rental income. Henry George has been cited in support of thig
contention, for he formed the view that if government expenses were re-
duced, the ultimate beneficiaries would not be wage earners but rather the
landewnihg class.* In other words, if taxes on consumption or wages were
reduced, monopoly landowners would force their claims upon society and
appropriate the whole of this sum.’

This must still be a controversial conclusien. If income +axes were
drastically reduced, wage earners would expect to retain some of the bene-
fits. Henry George, along with other economists ‘of his time, noted that
minimum wage levels acceptable to workers were in part determined by what
was called "habit", ** which is a variable determined by = variety of
soclo-psychological as well as economic factors. It would not be unfair
to predict that workers would resist the pressures to spend the whole of
their increased income on higher rents.

In any event, this statistical defence of the case for socialising
the rent of land does not rest solely on the income side of the national
accounts. For the gap between the potential annual income from land, and
total exchequer spending, if one existed, would be smaller (or closed) in
a civilizeg society. Public expenditure would be reduced.Governments, at
the new level of individual prosperity, would not need to spend so much on
public health, education znd welfare programmes, as families increasingly

* Pprogress & Poverty, op. cit., pp. 300-303.
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{ FTNTRODUCTION

AUSTRALIA, with an area of approximately three million square miles, 18
the sixth largest continental land mass in the world. In order of size,
it follows Asia, Africa, Europe, North sand Central America and-South
America. It is a little less than double the size of REurope aiter ex-
cluding the U.8.5.R. Australia is an arid conbinent compared with the
others.  The portions that have adequate rainfall, and are therefore
suitable for settlement, are confined to a narrow coastal belt. Except

for its minerals, the country has not been well endowed by nature.

Yet Australia, with its relatively small population of fourteen milliens,
now stands high among the well-developed nations of the world and has
fewer extremes of wealth and poverty than are found in most countries.

An important factor that has made possible Australia's higher living
standards, with almost full employment until the current world-wide re-
cession, is the extent to which the rental value of land is collected by
govermment for public revenue in lieu of taxes on labour and industry.
This maximises wealth production and alds its equitable distribution, in
two ways. First, by demanding a contribution based on the rent-potential
of the sites whether used or not, it introduces a "eogt of holding land
underdeveloped" which stimulates the holder o put the land to use to
egrn 1ts taxes, or release it to someone else who will. Secondly, the
lowering of taxes on enterprise (which is the direct or indirect effect
of increasing the propertion of public revenue collected from the rental
value of land) encourages holders to make the best use of their land in
the knowledge that they will not be penalised for doing so. Both work
to maximise production.

The process of shifting taxes on production to taxes on land values does
not depend for its effectiveness on conscious recognition by the contri-
butor that land-value taxation is causing him to do something to better
himself. It operates automatically through nis tax assessments, remind-
ing him that there is an outgoing on his underdeveloped land without &

corrvesponding income frem it. This, coupled with the knowledge that any
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investment he makes to put his land into earning condition will not he
taxed, provides a built-in force working towards land improvement. The
effects in better distributed affluence follow as & matter of course, and
may be observed.

Many people are unaware of the extent to which the ﬁreﬁept coellection of
land rert for public revenue is responsible for our undgubtedly high and
relatively well distributed living standards. Causé anbi effect are some-
what masked by the fact that taxes on site rental value are not.effected
by cne measure imposed by a single:govermment authority. It is done, in
Tact, By separate measures of the federal, state and local governments
concerned and, in some cases by semi-governmental bodies. To some extent
this is a disadvantage from the point of view of public relations, since
the effects, which are important in the aggregate, are masked by the
multiplicity of the bodies collecting part of the site rent. Neverthe—
less, the plecemeal method of applying the principles has produced re-—
sults where a single complete application would have been politieally un-

attainable. At a later stage integration and consolidation may be poss-
ible,

The application of the principle has been extended progressively over the
years, although the degree of application varies greatly among the six
States and two Territories forming the Commonwealth of Australia; it also
varies greatly in regions within the States. The process started loeally
with demands for land taxes to unlock the lands, and this happened even
before the publication of Henry George's Progress and Poverty in 1879.
The impact of that work gave it greatly increased strength, but there is
still a very long way to go before the objective of collecting the Full
site rental value of all land for public revenue, in lieu of taxes on
labour and industry, is attained. However, a significant measure of ap-
Plication has already been reached. It is the object of this paper to
examine the extent of this achievement in Australia.

' TE

1T METHODS USE D TO COLLECT THE ©S1I
VE

RENTAL VALUE AN D THEIR RELATI

IMPORTANCE

| i £ land 1is
THERE are three methods by which part of the site rentai value o
cbilected in Australia to defray the costs of government.
1 lLand-value taxation by state governments.

i~ odies.
2 Land-value rating by local government and seml governmgntal b

| them.
3 Land rent paid direct to governments for land leased from

State Land Taxes

tes wvar
A1l the Australian states impose a State Lagd Ta;. Tzieﬁiitigof e %e_
among the different states and are progressive, 1l.&. e et
i the total unimproved value of a holding B tex

e e as'nimum figure below which no land tax is payable, the bax
St%tes ha?edaoilthe excess above this minimum,.and the effect of ;re
2elngci§g;ethe smaller holdings from contribution. Thesedfzztzzizd .
sZr?ius departures from the principle that all %and.shou} be e ment

i tage of its value, and lead to 1n3u§t1ce§ in t ° tidn -
of one percflnldgr as compared with another, causing dissatisfac R
Of°o?e'land—so zrters of the whole basic principle press for rimovaWider
iiitziiziéionzpznd gradations and the conversion of the gystem to a

i ; taxes are
land values Nevertheless, despite these blemishes, the land

- icularly in
important and effective in stimulating better land_uie,rgazzizon ofythe
the central areas of metropolitan cities where a hig E g—value eexes
total land value of the state is concentrated. These lan

as and the
are contriduting effectively to the re—development of these are

limitations as they now apply, the al - Lo
tax but to remove the blemishes in its administration

Land Value Rating {(Local Government )

‘ e in Ads—
This methcd is applied throughout the local government structur




' ibe i s different.
ciple was the same although the term used to describe it wa

Land Rent Paid Direct to Government

tralia and by meny semi-governmental bodies. What are called local govern—
ment rates in Australizs are called loesl government takes in some other
countries. They are also grouped under the heading of! taxatiocn in some
official statistics within Australis.

A substantial contribution to public revenue comes dirgct to the %GZETE;_
t as land rent for natural resources of which @he rights hav§ e

er 4 to the Crown as trustee for the people. With the exc?ptlon gf the

Serzesums received from sales of land, the payments under t?ls heading

ziiord with the principle that the rent of land apart from improvements

chould be absorbed as public revenue.

The only essential difference between land-value rates and land-value taxes
as now levied are: (1) As its name implies, the rate method embodies
equality of treatment, with each property holder contributing st a uniform
"rate in the dollar" on the land-value he enjoys. This contrasts with the
progressive rates in the dollar applied with the land taxes. (2) The land
value rate is accompanied by a corresponding remission of taxes upcn the
property holders' improvements. The revenue raised by it is not an addi~
tional impost added to the level of other taxes. The pre—determined level
of revenue required has to be obtained either by the uniform rate on the
land-value alone or on the combined value of the land plus owners' improve
ments. In essence, the latter alternative amounts to a lower uniform rate
on the land-value plus a tax on the improvements varying according to Lhe
proportion of the improvements to the total value. OF these alternatives
land holders generally prefer that their improvements be untaxed.

i i ity was a relatively late
ervation of these rights to the communil |
223e§§;ment, after most of the land in the urban areas had been al1enatii.

A high proportion of the total area of New SouthGWales, Q?eensland, Sou
Australia, Western Australia, the Australian Capital Terrl?ory,and the
g -

Northern Territory is either retained by the Crown as public reservei zz i
1et to individual holders under various forms of leasehold. Of the latte
the most important are the perpetual leasehold revised rents payable
annzally to the government.
" tenures in the various states 1s

wtent of the freehold and leasehold : .
' zgng in & table later. It will be seen that Tasmanlauhas practically no
direct revenue from land rents, its land having been disposed of undex

The land-value rating method is the purest form of application of the prin- freehold tenure.

ciple that contributions to government should be based on the value con—
ferred on the site by the community and that owners should not be penalised
for their improvements. This method is financially by far the more impor-
tant, ylelding approximately four times as much revenue as the combined
state land taxes, and it operates without any considerable opposition from
the property holders, for they are satisfied that there is equality in
treatment between themselves and their neighbours. In contrast, there is
dissatisfaction at the differential treatment introduced by exemptions and
gradations within the state land tax as currently appliied.

Approximately two—thirds of the totalli§nd zszEEZrziilii iiii;FtEZ rights
oY in Australia 1s from royalties 1

%ZEETEEZEtiezervea to the Crown. Tasmania @as ?ract%call¥ no ;eve:girizzm
this source. It suffers particularly by this since 1ts mineral re uroes
are extremely rich, but the rights were no? regerved ﬁo the grow?itin
stetes profited from its lesson. The Publlc revenue 1s now enz e %n
greatly in royalties from the recent discoveries of lron ore an

the states that have retained these rights.

Nevertheless, there have been some recent objectionable legislative changes
that are a departure from the rating principle. The main one is the intro-
duction of a 'minimum rate charge' which shifts part of the rate incidence
from the largest and most valuable sites and increases the contribution

on the smallest and least valuable sites. These are referred to at the end
of this paper. - : -

Another important source of land revenue is royalty paym?nts upogh21§ziz,
The royalty payments from other resources are less certain than : ;
rentals since the mineral deposits will sooner or later be worke Oﬁl-tuon
The land rentals can be expected to continue and to increase as popuiatld

grows.

It is important to note that the rights to rivers, streams apd,water- .
sources have also been reserved to the Crown, except those with s?%eto o
the oldest land grants. Thus, the public does not have to pay tri uiea_
private landholders for the water used for.househo%d §upPlles ortlr? ge
tion, as must be done Iin some other countries. This 18 }mportan t%licand
the aridity of most of the country makes water conservatlon essez %a o
development could have been stifled if payments had ?eeg demande ytﬁ ;
vate interests. The income from the water sales to irrigators and o ed_
users is not included in the public accounts under the land revenue hei.
ing; it appears in the revenue of business undertakings for water supply,

seyers, irrigation and drainage.

Even where the annual rental value of land-plus—improvements is used as the
rate basis in Australia, there is an important difference as compared with
the system used in Britain and some other countries. There, vacant land is
exempt from contribution. In Australia such land is rateable on a percen—
tage of its unimproved value, ranging from four per cent in Tasmania to. ten
per cent in Western Australia. Thus, even where improvements are taxed in

Australia, the burden upon them is nowhere near crippling as it is in coun-
tries where unused land escapes contribution. .
The greater importance of land-value rating as compared with state land

taxes has been overlocked by many authorities who have produced books and
reports on land-value taxation in Australia. .A conspicuous exemple is-the |
work History of Australian Land Settlement by Stephen H. Roberts, published
in 192k, This excellent work gives a very well documented chapter: "Land

Taxation and Land Tenure". Yet it fails to mention land-value rating, al—
though this was drawing more revenue, at higher percentage rates, from-all
properties, as compared with the state land tax rayable only by some pro-

perties. Apparentlv the writer failed to anpreciste that The hoode mesn_

Similarly, most of the electricity and gas undertakings in Australiz ire
publicly owned, and many operate on publicly-owned coalf1eld§ or o tebu._t
- natural resources. The proceeds of theiy sales are -thus an-lndl;ig -
. substantial ploughing back of land rent into the tre%sury_for Pl lchP r
2 poses. Details of these undertakings are not given in +this paper, whic

is confined to the direct contribution made to public revenue.




IIT LAND VALUATIONS I'N THE VARIOUSES

STATES ANTD TERRITORTIES

Definitions

Until el i
recently the official term used in Australian valuation and taxation:

circles i
improvemzztZeigzébitthsazaﬁzzizirzizdland.étielf, aﬁart from that of the
mpro : [ ) W capital value". This w
cit; rioigez?:;r work 1n al% sta?es. But for reasons of greaigruziipiz;
ot ﬁrocess e ;e‘and certalnty'ﬁn_the results achieved, the term is in
fhe Droe Capitaleén% changed to "site value". This differs from the Un-
rempored Uapital ta g: in ?hgtnthe valuer is not required notionally to
Which for the o gsl Sfprlml?lve con@1tion. Instead, the improvements
bl Lor o Seenpi e ob Yalglng are lmagined as not existing, are those
works o be ¥ -€. buildings, fences, sown pastures, ete. and include
en onn the land such as the removal of timber or stone, drain-

ing or £illing of the land, erosi
oslon work . i P
the 15 years preceding the’valuatiOH. s etc., which have been made within

This si i3 d

s Aﬁgi;i;;:tlgz has_already.begntadopted in Victoria, New South Wales

oo Australia s?inla, apd 1s in process of adoption in Queensland ané :

iestern Aust . was first adopted in Victoria.but, while the sub-
een accepted in all the states, the words "site value" have

not been adopted to describe it i
e 1%t 1in ; .
same change has been made. Tasmania and South Australia, where the

It is a i
and Poviﬁigpiiztiszo ieiord ?hat 8 century after the publication of Progress
a prominent Victori of the site value variant arose from the submissions of 
Local Government ;}an valuer to the'NeW‘South Wales Royal Commission on -
on Moy 2. 1967 T;nagce and Valuation, the report of which was presented
became S;creta£ : e Valuer was Mr. E..R. Inglis, L.S., F.C.I.V., who later.
for adoption Ofythor Pocal Government in Vietoria. In support of his case |
Progress and Po : S?te—value concept he cited the section of Henry Geor
e R SChazir % pages h25.and'h26 in the complete edition printed bg
tions to hi en ach.Foundatlon in 1962) which answered possible obj f
i1s proposals in advance. Part of the section cited reads asaizll

" . As a matter of fact, the value of land can always be readily
distinguished from the value of improvements.... In the cldest
country in the world no difficulty whatever can attend the separa-
tion if all that be attempted is to separate the value of the clearly
distinguishable improvements, made within a moderate period, Trom

the value of the land, should they be destroyed. This, manifestly,
ig all that justice or policy requires. Absolute accuracy is im—
possible in any system, and to attempt to separate all that the human
race has done from what nature originally provided would be as shsurd
as impracticable. A swamp drained or a hill terraced by the Romans
constitutes now as much a part of the patural advantages of the Bri-
tish Isles as though the work has peen done by earthquake or glacier.
The fact that after a certain lapse of time the value of such per-
manent improvements would be considered as having lapsed into that of
the land, and would be taxed accordingly, could have no deterrent ef-
fect on such improvements, for such works are Treguerntly undertaken
upon leases for years. The fact is, that each generation builds and
improves for itself, and not for the remote future. And the further
fact is that each generation is helr, not only to the natural powers
o6f the earth but to all of the work of past generations,"

Tt is surely an appropriate tribute to the continuing message in Progress
and Poverty that this sacceptance of its original argument into legislation
today can be recorded at the centenary of that work. )

The Current Land Valuations 1976/TT

in the various states, used for

The unimproved site value of the land
is set out in Table I {over page). .

municipal land-value rating purposes,
Tt should be borne in mind that these figures understate the true value of
the land in private hands at the start of the 1976/77 year. This is ber
cause, although valuation practice is otherwise good and seeks to achieve
full market value, the valuations recorded in the official returns arc
made =t intervals ranging from a minimum of two years to & maximum of ten
years between re-vasluations, differing according to the state involved-

As land prices have been increasing for many years at rates varylng amcng

the different states but averaging at least twenty per cent annpually for
1 and individual figures

metropolitan areas in every state, the true tota
for the valuations currently in use will be higher than those shown below,
and the differences will be greater in some of the states than others.
Correction for these differences would be important in any discussion -of
the sufficliency of the land rent revenue potential to meet all legitimate

Some indications of the relative accuracy of the results

public purposes.
achieved in the individual states according to their differing periods

between re-vesluations are given later. The present aim 1s to show the
extent to which collection of iand rent as public revenue is actualily used

in the States and Territories of Australia.

The figure for the Northern Territory has been taken at twenty times the
current rentals on the ieasehold lands. This will understate the true
?lgure, as many of the properties have their rentals revised only at long
intervals and, with the development that has been taking place in recent
years, will be weil below the true potential.

4ty only and approximaste to

‘The figures are values of the rateable prope
tal left with the landholder .

the canitalseed market velue of the site ren




LAND VALUATION OF THE STATES

‘TABLE 1

Unimproved
Capital Value
(Site Value)

head

Average
land wvalue
(L)

per

1976

Population
June
{censusg)
3

of land

State or
Territory
1

(2

$ Millions

5,224

4,91k, 300

25,679.9

New South Waleg*
(1976)

22,211.1

5,929

3,746,000

Victoria

(1976/?7)

1,870

2,111,700

3,949.8

Gueensland
(1.976/77)

2,867

1,261,600

3,617.3

South Australiis
{1976/77)

1,888

1,169,800

2,209.2

Western Australis
(1976/77)

1, 87k

~
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848.9 203,300

Capital Territeory,

Australian

(1976)

1,819

101, ko0

183.7

tory

i

Northern Terr

(19714/75)

$4,273

13,915,500

$599’463a 5 M.

and land taxes. Hence the total unimproved capi-
vate ownership in Australia at 1976 was

approximately $59,463 millions, which at five per cent, gives the annual

potential site rent remaining in private hands after paying rates and

land taxes as $2,97%3 millions. These figures would be increased substan-
' ions were revised annually instead of over periods from

tially if valuat
one to ten years apart (see Table 2 over page).

after paying land rates
fal value of the lands under pri

the valuation of minerals for which rights
to royalties are usually reserved to the state governments concerned, but
they do include rates payable on mires. They also exclude a substantial

proportion of noldimgs that are exempt from municipal rates and land
operties held by the Commonweslth and state

These Tigures do not inciude

taxes. These comprise pr

governments, religious bodies, hospitals, charities and other exempt pro-
perty. The total value involved is not known for all states but 1s pub-

' for Queensland, where in 1976/77 rates foregone on exempt

1ished annually

‘properties equalled 12.9 per cent of the total general revenue collected
for that year. Tt has been strongly recommended to various commissions
of irguiry that the exceptions be removed and all properties become rate—
able. This is necessary bo prevent anomalies in treatment between rate-—
payers in areas of high or low content of exempt properties.




.

9-0
30.0

per cent
2.1
36.8
85.2
88.3
66.3
62.0
ho.2

Increase

the year 1976-77
Re-computed
as though all
revalued at
same date
($ millions)
33,931.0
30,398.9
T,3L4.5
6,810.5
3,676.0
1,237.6
925.5
240.0
$84,534,0 m.

in

2

simultaneously

roved Capital (or Site)-Value of all councils
showvn on
books
25,679.6
£2,211.1
3,949.8
3,617.3
2,200.2
T63.6
849.0
183.6%
$59,463.5 m.

Ye
rgte

thin the States had beern valued
{($ mi1lions)

Values asg

'COMPUTATTION OF 'SITE RENT POTENTIAL STILI, IN PRIVATE HANDS

tory

.T

Totals

I3

W1l

Ll

Estimated as. though the Unim
¥ Northern Territory valuation was for the vear 197h-T5 and has been arbitrarily increased by 30% in line with others.

TABLE 2

State or

Territory

New South Wales
Vieteria
Queensland

South Australia
Western Australis
Tasmanis
Australian Capital Terr
Northern Territory

IV FoWw MUCH OF THE SITHE RENTAL IS

COLLECTED FOR PUBLIC PURP 08 ES?

State Tand Tax

THE amount collected by state land ta¥es in Western Australia (Tabiesggwn
is greater than would appear from ?aklng account only of tpehagzugll e
against land tax as paid to consolidated revenue funds, 1.\1111(::_t i . an&
miilions. There are also further amounts collected by lgnd Iaxeovement
paid into special accounts for the purposes of Metro Region Impr

($2.188 millions). These bring us to the figure shown.

In Queensland, land tax is levied only on freeheld lands, whereas else—
where, states' perpetual and other leaseholds are taxable.

Land-value Rating

The revenue from land-value rating in the various States and Terrlt;rlgid

is summarised in Table 4. Separate totals are shown for the ra?es evihe

diréctly on the site value, as distinect from the componegt falling ;nl ne
site rental value where the rate is levied on the composite value of la

plus—improvements. A more detailed statement, showing ?he_varlouz tipes
of rating bodies and their contribution to the totals, 1s included a

Appendix C to this report.

The principle of site value rating hgs been so.generally a;zepteghzgrAus
trdlia that 65 per cent of the munlcipal counclls nOW.use-1 s 11 rates
general rate basis, although some of them Supplemegt i1t with j@a oaoos
on the improved value for special purposes. Councils control ing Pd
cent of the rateable area of the whole continent now.use the unimprove 4
(site) value basis for part or all of their ra?e %ev1es and have un"giif
improvements either completely or in part. Thls 1s all ?he more remll
able since the system of rating on improvemenis was applied universally

in Australia on a mandatory basis up to 1887.

A table showing the number of councils using the respective systems and
the total areas under ‘such is given in Appendix B.




TABLE 4 , LAND VALUE R ATES COLLECTED 1976/197T

State or . ‘bmdwmﬂ B @m<wm@ Levied Total
Territory prmoﬁwg.05 Hﬁ@wwmodHH on on 1mprove- H@ﬁmm
. gite value site value ments yield
(1) (2) (3) () )
$ millions $ millions $ millions $ millions
New South Wales 623.162 LL. 663 53. 549 T21.37h
Victoria 149.k11 143.654 191.082 B84 . 14T
Queensland 181.1726 - - 181.726
South Australia 20.L56 51,292 76.850 148,598
Western Australia 5h.264 20.985 31.h72 106.721
Maamania - 13.874 32,375 b6, 240
Australian Capital Territory 12.098 - - 12.098
Northern Territory 3.405 - - 3,105
m. $ 385,328 m. $ 1704.318 m.
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$ 104h.522 m.
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Columns (3) and {(4) are the estimsted breakdown of the Annual Value rates (improved)
into the site value and improvement value componants.
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-Lamd Rent Paid to 8tate for Leasechold Tenures

. have been pald to other special funds.
‘revenue of the Forestry Commission in New South Wales was transferred to

The item headed Land Revenue in the State Consolidated Revenue Fund covers
the land rents paid to the State for leasehold tenures bub proceeds of
sales and conditional purchases of land are excluded in the tabulation
below because they are proceeds from selling the assets and not continuing
rentals. In addition, there are land rents and waber rights payments to
semi-governmental business undertakings controlling water conservation and
railways, for land leased from them by private operators. They appear
elsewhere in the annual reports of the public authorities concerned as
part of their revenue as business undertakings. The two classes are given

separately (Table 5).

These figures are minims, being the portion paid to the Consolidated
Revenue Funds, but are not necessarily the total receipts since portions
For example, part of the total

a special fund set apart for afforestation and re-afforestation, and part
was used within the Commission.

The area held in the Australian States from the Crown under various forms

of leasehold, as compared with freehold, is shown in a table as Appendix

A to this report. The leasehold areas are more generally found in the
rural and pastoral interior areas which have less potential than the urban
lands, but there are important exceptions. Perpetual leasehold tenures
are numerous in the urban areas of Queensland and the irrigation settle—
ments of New South Wales. They embody direct recognition of the principle
that the rental value of land should be collected by governments for pub—
lic purpcses. The level of the land rents charged takes into account that
normal municipal and other rates will be paid by the holder just as they

would with freehold tenure.

A partial breakdown into the main items comprising the above totals for
the year 1976/77 is given at the end of this paper in Appendix C for the
States concerned. That is informative as to the nature of the components
contributing to the group as a whole. Some of those figures for compo-
nents are drawn from a different source and relate to an earlier pericd.

To find the proportion of the site rent potential collected in relation

to the land valuation figures shown in the section®on the basic land valu-
ations, it 1s necessary to exclude column (3) of Table 5 headed "Mining
and Forestry Royalties". The reason is that all the columms of Tdble 6
relate to land in private occupation, which is rateable and therefore
linked with the valuation figures shown, but this does not apply to the
column in question. The Ffigures there are a direct addition to the site
rental potential of the State concerned but are in respect of rights re-
served to the State, and are not included in the valuations for land-value

L

rating purposes.
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Vv THE PROFPORTION PUBLICLY COLLECTERD

THE total site-rent potential is the sum already collected for public
revenue plus the balance remaining in private hands. If we take Tive
per cent of the unimproved capital values, as shown for the various
States and Territories, we have an approximation to the site tax poten-
tial remaining in private hands. (The Tigure of five per cent is itsell
ab approximation used currently in municipal valuabion and is adequate
for our purpose, though theoretically it should vary with the current
rates of interest.) The publicly collected portion is that shown in the

total column of Table 6.

Tt will be seen that the site—rent potential not yet collected for public
revenue is & minimum of $2,973 millions on ciwrrent municipal valuations,
which lag behind the market by an average of three years. The true figure
will be substantially greater than that shown and could be picked up by
annual revision of the unimproved or site values. The Valuer-General of
New South Wales, in evidence to the Royal Commission on Rating, Valuation
and Local Covernment Finance in 1966, considered that his Department could
undertake annual revisions of land values if relieved of the need to value
improvements, and recommended that this be done. Kis department has now
been relieved of that task and is returning complete site valuations at
two—yearly intervals, commencing from 1st January 1975.

Owing to the lag in official figures behind the market, the heading to
Table T refers only to the apparent site-rent potential collected as pub-
1ic revenue. This varies greatly between the states, partly becguse of
the effect of site-value rates and taxes in keeping the price of land down
and partly because of the difference in the intervals between one revalua—

tion and the next.

Tt is interesting to compare the proporticn of the apparent site-rent
potential collected in the various states shown above with the earlier
comparable figures published by the Land Values Research Group in its
booklet Public Charges on Land Values for the years 1957/58 and 1964/65.
This is done in Teble 8 in order of the descending degree of land value
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TABLE 8§

PROPORTION

OF APPARE nw S I TH EENT POTENT H.b L
COLLECTED FOR PUBLIC PURPOSBSES
) Year Year Year
State 1957/58 1964 /65 1976/77
per cent per cent per cent
Land Value Rating mdmdmm
Queensland 65 52 51
New South Wales 53 b2 38
Western Australia 39 HYe) hg
Improvement Rating States
Victoria 34 29 25
South Australia 33 22 3k
Tasmania 2l 22 31
The Territories
Australian Capital Territory - - 27
Northern Territory - - 32
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rating used by the varicus states in the original coyparisonat”antpese
are now added separately the Australian Capital Terrltory,vwhlfhslv loca—
ted within New Soubth Wales, and the Northern Territory, which 4s he—
come a State in itz own right very soon.

At first glance it appears that there have been ‘substantial chgnges in

the relationship between some of the states over the three periods. The
figures for New South Wales and Vietoria appear 4o have fallen and those
for Western Australia to have increased since the earlier reviews. In
reality the later figures are a closer estimate of the potential collected.
The earlier figures in some .cases over—stated the percentages because Yalu—
ation methods were infericr and properties valued much below market prices.
In the interval, valuation techniques have improved in all statesnand the
aim now is to return valustions as close to market levels as pos§1ble@ A
This has revealed that the margin of potential uncollected was higher at
the earlier period than estimated. The recent valuation improvements in

New South Wales and Victoria have shown that despite a substantial increase

in the collection of land rent through local government rating, the poten-
tial remzining unccllected has lncreased in thOSe“statesﬂ The most551gn1—
ficant thing to note about the above comparisons is ?h%t the Predomlnantly
Jland-value rating states have been consistently obtaining aﬂhlg%er pPropor-
tion of their revenue from land-value rating than those rating improve-
ments. @Queensland, which rates the land only, has consistently hea@ed the
list. Tasmania, which has no direct rating of site values for local coun-
cils, is consistently at the bottom.

Examination shows that most of the changes can be ac?ounted for by the
differing intervals between re—valuations in the varicus stat?aa it is
seen that New South Wales, having achieved a two-year cycle, 1s now Fhe
best in this respect. Victoria, too, has been improv?d by using a four—
yearly cycle in the metropolitan area and sixtyear%y in t?e“country, and
is thus second in performance. Scouth Australia, Wlth‘a'f%ve—year cyc%e
and an attempt at rate equalisation in between, is theothlrd. ?asmanl%,
with a five-yearly cycle is next. Queensland‘s'valuatlon practice, while
otherwise good, is seriously deficient in that 1t foll?ws a ben-yearly
valuation cycle, whick 1s inadequate at any ﬁimewu Itwls not c;earowhether
Western Australia has any statutory period governing its r?—va%uatlons,
but one of the recommendations of a 1975 Commitiee of Inguiry }nto Bates
and Taxes attached to Land Valuation was that a central valuation aut?or—
ity be established and it intimated that anomalieg could be overcome if
re-valuations were carried out more freguently. It said Fhat the ideal
was for an snnual re-valuation but this might not be possible. It recom—
mended that steps be taken to ensure that there is never a greater period
between re-valuations than three years. :

Beneficial Effects

1Y

Although it is not the purpose of this report to detail them, land r?nt
collection has had very beneficial effects upon the economic anq social
development of Australia. The benefits have varied a@@ngothe S1X St%tes
sccording to the extent to which the site-rent poten?lal-ls collected for
public purposes within them, and particularly aCCO?dlng to the 1a§d—value
rating component{as distinct from state land tax) in the total, since
this applies to all properties within the area and in proportion to their

value.

These effects have been the subject of special study by the Land Values
Research Group and are embodied in a bocklet entitled Public Charges upon
Land Values in Australia. That study showed that social and economic de-
velopment in the three states — Queensland, New South Wales and Western
Australia - where site-value rating is almost universal, was substantial—
ly better than in Victoria, South Australia and Tasmania, where landhol-
ders' improvements were taxed. This superiority was shown not only by
the states as groups but between the individual states within the groups
according toc their degree of use of the system. It continued even down
to individual municipalities, where untaxing of buildings and other im—
provements were found to have resulted in a step-up in building construc-
tion.

The key indicators of superiority in the comparative studies between the
states were the beneficial effects of the system upon agricultural devel-—
opment, greater improvement of holdings, the enhanced value of assets of
land-holders, the greater building construction activity, advantages to
the manufacturing industries and retail traders, the higher real incomes
of the working population, mere widespread home ownership, and high mort-—
gage assets of finaneial institutions.

The observed results simply confirmed by statistics the effects that
could have been predicted from site-value rating. It should be obvious,
without the need of any statistics, that public finance policies that
penalise people for using their sites properly - and reward them as they
neglect to vse their potential - must have a stagnating effect upon the
development of any community. It must tend to tie up in the sterile
holding of vacant and under—-developed sites the funds that could and
should be invested in buildings, trade, commerce, manufacture, employment
and all those things that are the life-blood of the community. The re-
verse process, which creates incentives by removing taxes from the re-
sults of land use and places them upon the site potential alone, lnevit—
ably produces the superior development that comparisons between the
states show.
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MAXINGC PROGRESS IN AUSTRALIA? = & B = S
. @ w €8] [74] 1
<
’ =
THE APPLICATION of the principle of collecting site rental values for public b
revenue instead of taxing labour and industry is being steadily extended in @ o = & = o
Aystralia. The measure of that advance, even allowing for depreciation of =0 =
the currency, can be best i1llustrated by bringing up to date a comparison 8 8w — o =
- a2 o ° P . . o s a s o I { | | o = o~
made by E.J. Craigie, initially for the year 1937/38, 1n a paper presented W Mo =0 o o ke f N ML b =
to the Sixth International Conference, held in New York in 1939. This was ST RED & oo ea R 5 \a =
brought up to the year 1654/55 in a further paper published in The Standard B : . " ' b
N.S.W. in May 1956. It was extended to the year 1964/65 in my paper to the ? . : =
12th International Conference in Walesz in 1968 and now to 1976/77 in the =
present paper. From them the progressive advance can be readily seen (Table —
9). In this tabulation the item Land Rent Revenue is restricted to iand o
rents excluding the mineral and timber royalties. Local Government Rates =
are also restricted to those levied directly on the unimproved value.
I
The figures include only the local government type rates levied direcily con o A Al & - =
the site value. They do not include the site value compenent of the anrual ) ) E.gi o
value rates levied in some states on the site value plus that of the im— SHESD b OSERTER H = o ©
provements. For 1976/77 the site value component of such rates collected O =0 o, MR N A P A AN B 1 for
indirectly was $27h,L68 millions. More details are given in the tabulation INEE S BI8E TE & B o )
of Land Value Rates Collected for 1976/77 and on the detailed tables for = 5 ” » =
each state contaired in Appendix C at the end of this paper. ’ . * O
Yo
Note on the City of Canberrs =
Canberra is the capital city located in the Australian Capital Territory. I
Tt was founded as a territory owned by the pecple of Australia where free-— c
hold tenure was forbldden and the land was to be held on leaseheld only, o
subject to periodical revision of the site rentals at 20-year intervalis. o @ . . « +3
These intervals between re-valuation of rents were far too long and allowed - s 513 o]
land price to build up till private greed caused the emasculation of the RInER — s e i
system. The legal fiction of a site rental fixed at 10 cents per annum wag P el FlEw B Pl Pl i~ 3
brought in by legislation after a great parliamentary battle in 1970. That ® MBS 51885 AR 215 Y g\_% -
~ legislation was bitterly cpposed by the Australian Labour Party then in o A L€ RV ] @ [© @ w o w w —J =
= B = =

Opposition and by several Independents. -1t was carried by a margin of 2




votes only in the Senate with the 5 Democratic Labour Party representatives
voting with the Government. Thus, while still preserving the fiction of
calling it leasehold tenure to comply with the Constitution, the system was
converted in fact to freehold with all the evils of high land prices for
the rapidly expanding city, the population of which had reached 203,300 at
the census of 30th June 1976. The lesson to be learned is the importance
of maintaining an adeguate valuation system, ideally with annual re—-valua-
tions. Had this been done in Canberra there would not have built up suf-
ficent financial interest in changing it. Although land rentals were dis-
continued in Cenberra, the system of site value rating has been retained
and greatly exbtended as is evident in the great growth of the land-value
rate yield between 196L/65 and 1976/77.

20.157
3,200
ho.o0k m.
30
5,06k
5.700
73.8904 m.

$ 754,957 m.
5980

1ko. b1l
16.90k

111.638
623.162
é 226.119 m.
12.76L
181.726
10.59h
‘$ 205,084 m.
18.3k8
20,456
147

1976/1977
$ mitlions

AUSTRALTA
$
$

The growth of revenue from land taxes shown by these comparisons is remark-
able, even when allowance is made for currency debasement. The Australian
retail price index for basie materials and foodstuffs, as shown in the Com-
monwealth Year Books, for the three periods are respectively 394, 502 and
1083. From this it is clear that the great growth of revenue in the last
ten years is not due simply to currency inflation but to extension of the
site-value rating system. Moreover, this three-stage comparison does not
cover the full field of current application but is restricted only to those
fields where it was in common use during the three periods covered. There
have been important extensions to new areas within the last ten years, par—
ticularly in Victoria, New South Wales, Queensland and Western Australia.
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Extensions to New Applications

In Victoria a major new development over the last twenty years has been the
adoption of unimproved site-value rating by the State Rivers and Water Sup-
ply Commission for its irrigation districts, rural waterworks districts and
the Carrum Drainage District. The irrigation districts cover 887,000 hec-—
tares and the rural waterworks districts 3,236,000. Thus the adoption of
site-value rating brought an extra 4,123,000 hectares under the system so
far as water supply is concerned, for this area continued to be rated on
land-plus-improvements for other local government services. The new area
given its first practical experience of site-value rating covered almost
one-fifth of the whole state and an even larger proportion of the cultive-
able acréage.
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The change was made in accordance with the wishes of the majority of the
irrigators' associations within the Commissgion's territory, and is super—
imposed upon the earlier application of the principle in the fixed charge
for water rights based on the acresge of potentially irrigable land. The
charge is payable whether water is used or not and thus acts to discourage
speculative holding of under—-developed land, as well as assuring the Com—
mission of its finance, which could otherwlse fluctuate greatly with sea-—
sonal variations in demand for water. '

LAND-VALUE

There has 2150 been a great extension of the principle in irrigation areas
of New South Wales. This takes the form of water rights, water rates and
rents for land leased by the Water Conservation Commission.

Government Rates

GROWTH
Land Rent Revenue

Tn Queensland the Irrigation snd Water Supply Commission has alsc commenced
operations within the last ten years. Waile its operations are not yet on
a scale comparablie with those of the Victorian and New South Wales equi-
valents, Ffoundations have been laid that will result in further extension
of the principle. '

Local Government Rates

Land Rent Revenue
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Loecal Government R&tes
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State Land Tax

Land Rent Revenue
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Local
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In Western Australia, within the last twenty years, an extension.ef land
taxes was introduced for the special purposes of metropolitan regionsld
improvement. The figures for these are included in the tabulatipn*?hder
Land Taxes.

Within the Jocal government rating field there are extensions of the prin-
ciple that are responsible in part for the substantial increase in contri-
butions from land values. There are new public bodies whose services are
financed by the precept method. These bodies do not have rating powers of
their own but Acts of Parliament provide that rates shall be fixed on their
behalf by the municipal councils within their ares, the procesds of which
are passed to these bodies. This avoids increasing the number of bodies
issuing assessments. Whatever rating system is used by the local council
for its own purposes is used also for the levy.

In New South Wales the precept method was applied for contributions under
the Main Roads Levy, which yielded $11.682 miliicns in 1970/71l, when it
ceased with the financing of main roads being undertaken by the State
Government.

The same principle is open to county councils, under section 5724 of the
Local Government Act, to assess constituent councils in lieu of levying a
loan rate. This method has been used very successfully by the Namoci Valley
County Council to provide electriecity to the far interior areas of the
state., More county councils now use the method, which in 1976/77 yielded
$2.201 millions in revenue. :

In Victoria the precept system was adopted by the newly-established Dan-
denong Valley Authority. Tts rate yield for the year 1976/77 was $1.939
miliions in revenue.

A recent development in local government has been the establishment of
river improvement trusts with rating powers. Several of these trusts mnow
rate site values and there will be further extensions. In 1949 country

waterworks trusts and sewerage authorities were given powers to rate wholly

on the site value where the municipal council within which they operated
used that system. Previously they were compelled to rate the improved
value of the land. Some of these bodies have already changed to the site—
value basis and the number will rise over the years.

Endorsement by Public Enquiries

Over the last two decades there have been many public enguiries directly
or indirectly involving the question of rating land on its unimproved or
improved value. They have all endorsed the site-value rating principle,
either expressly, or by implication in not recommending departure from it.
Some of these enquiries sghould be specially referred to here. .
In New South Wales the report of a five-member Committee of Inquiry under
Sir Alan Bridge, Q.C., was presented to the CGovermment in.1960, and it
endorsed the system of rating site value in these terms:

"In considering the competing claims for assessed annual {improved)’
value and unimproved capital value rating, the fact must not be
overlooked that the latter has been the basis of local government
finance for the past fifty years, during which time remarkable

progresg hasg been made in the development of municipalities and
gshires, and in the provision of essential services. It vould re—
quire very good reasons to justify the abandomment of such a
system in favour of a system which in past yvears was deliberately
discarded by the Legislature. In the Committee's opinion no such
reagong have been established. There is a tendency, both in the
states of the Commonwealth and in certaln countries overseas, to
adopt unimproved capital value rating."

In 1964 a report was presented following a comprehensive inquiry into the
rating system made by a committee appointed by the Brisbane City Council.
Tt comprised the Chairman, Alderman N.L. Buchan, and twelve members repre-—
sentative of municipal, real-estate, manufacturing, commercial, labour and
public administration organisations. The major findings of this committee
were as follows: '

"The present basis of levying rates for general purposes and for
water ané sewerage purposes on the unimproved capital value, with
the smendments as suggested, is the most appropriate for Brisbane
City Council .... The Committee, after due consideration, decided
that a change from the presgent basis to ra+1ng on the net annuyal
value (improved) basis was not warranted."

The "amendments as suggested” in the text quoted above were simply that
the basis of valuation be re-defined from unimproved capital value to site
value. The principle is identical but in the latter case the value of
invisible improvements such as timber clearing and site reclamation is
considered to be exhausted after a specified number of years.

In 1966 a three-member Committee of Inquiry under New South Wales Supreme
Court Judge Mr. Justice Hardy reported on gquestions of land tenure and
rating systems in Queensland. Although the Committee has a full charter
bo investigate and make recommendations for most comprehensive change in
the rating basis, it said in effect that the state of Queensland had no
practicable alternative but to continue rating the unimproved value of
the land. The follow1ng extract gives the kernel of its findings on the

rating systems:

"Practically all the evidence given before the Committee was to
the effect that unimproved value, which has been Used in this state
for so long, had obvious merits and advantages over the other twe

" bases .... In view of the foregoing the Committee decided not %
embark upon what must of necessity be a purely theoretical or aca-
demic study namely, whether as a matter of egulty and public inter-
est generally an improved or assessed annual value basis or scme
variant has merit on its side for rating and land—tax purpeses.
For these reasons we have confined our attention to the guestion as
to whether for ithese purposes & "basic value" or & "rating value"
which is a modification of unimproved capital value, has advantage
over unimproved capltal valiue as now defired in the. Valuatlon of

Land Acts.”

In New South Wales in 1967 a very comprehengive report was presented by a
three—member Royal Commission on Rating, Valuation and Local Government
Finance under the Hon. Mr. Justice R. Flse-Mitchell. Of the seven ques—
tions in the terms of reference, the main findings on the ones specially




concerned with the rating system were:
"A rate on land is the most appropriate method of flnan01ng the §
services which councils are authorised to provide under the

ILocal. Government Act ....

"The ciaim that 'rates have reached saturation point' is not
established ,...

"On the question whether the rate should be on the unimproved,
1mproved or assessed annual value the findings were that there
should be complete local option within the municipal couneil
areas on choice of system. This choice should be available for
councils which now rate on the unimproved capital value basis,
end the three water and sewerage corporatiecns, now restricted
to rating the improved value, should also be given powers to
use the unimproved value if desired.”

However, it was made clear in the report that this preference for local
option, as opposed to a mandatory sYstem, was simply because the Commis-
sion favoured the general principle of free choice and not because of any
evidence of desire on the part of local govermment or other bodles to
depart from the site-value besis.

The evidence given to the Commission by the Local Government and Shires
Association was that the rating of land on the unimproved value basis
should ferm the core of local government revenue but should be supple- -
mented by revenue from other sources. An overwhelming‘ﬁumber of councils
from whom submissions were received supported the levying of rates on
unimproved value. Councils in rural areas, individually and in groups,
strongly supperted unimproved value rating. Apart from the submissions
of councils, the rating of lard on unimproved or site values was sup-
ported by various bodies including representative rural organisations and
individvals. These included the Federation of Progress Associations, the
Real Estate Institute of New South Wales, the United Farmers' and Wool-—
growers' Association of New South Wales, the Commonwealth Institute of
Valuers, the lLand Values Research Group, the Association for Cood Govern-—
ment, the General Council Tor Rating Reform, the Valuer General for New
South Wales (Mr. H.W. Eastwood) and the Under—Secretary for Local Govern-

ment (Mr. J.T. Monaghan ) .

Submissions in favour of the unimproved capital or site-value basis were
also made to the Commission on behalf of the following boedies concerned
with commerce: The Retaill Traders' Asscciation of New South Wales, the
Country Traders' Association of New South Wales, the N.S.W. Retail Tobacco
Traders' Association and the Sydney Chamber of Commerce. This most impor-
tant joint submission stated: "It is therefore held that the assessed annual
value {land—plus—improvements) could net prov1de an equitable basis upon
which to distribute municipal rates .... It is therefore submitted that
adoption of an unimproved capital value or site value would bhe the oaly
common basis which is not influenced in any major fashion by man-made

improvements."

By contrast with this multitude of organisationsg supporting the principle
of unimproved or site value rating it is striking that in the report no
community orgenisations are cited as. being opposed to that principle.

Indeed, the conly organisations that did express opposition were the Metro-
politan Water, Sewerage and Drainage Board and the Hunter Distirict Water
Board. These are two of only three corporations currently rating land-
plus-improvements. Their representatives were not against the principle
of site-value rating; for certain reasons they considered their current
practice preferable and that they should be allowed to continue with it.
Apart from these, the views cited in the report as in favour of rating
land-plus-improvements were mainly from isolated councils or officers and
individuals.

However, the two major developments in Australia over the last decade
emerged later out of that Royal Commission's report. It had recommended
many changes which the Government was slow to act upon. By 1973, however,
agitation over anomalies, particularly in water and sewerage rating by the
two corporations serving the Sydney metropolitan and the Newcastle areas,
had reached such a piteh that the Gowrnment felt cobliged to act. It
legislated in 19T4 for a package deal in two parts, requiring -

First - +that all residential properties in these corporations' areas be
: rated in future on the site-value basis instead of the annual
value of land-plus-improvements. Commercial and all other
properties were still to be rated on the old basis.

Second ~ that the Valuer-General was to be required to supply these
corporations with only the unimproved values for all properties.
Assessment of improved values (a time-consuming task which has
been responsible for lengthening the valuation cycle to six
years) was no longer required. In a general valuation all
assessments are to be determined under market conditions ruling
at a base date defined as the first of Janusry of the year in
which the general valuation commenced but the physical and
other conditions of the property are those obtaining at the date
of valuation. Because of his reduced task the Valuer—General
wag able to shorten the valustion cycle in the Sydney and Hunter
District Board's area to two years. FElsewhere the cycle was
reduced to from three to five years.

Both these related developments were among the most important since the
early years of this century in New South Wales. The change brought full
site-value rating to 1,100,000 dwellings in the Sydney and Hunter statist—
ical divisicns which had previously been paying only their municipal rates
on that basis while their water, sewersge and drainage rates which penal-
ised most homes were on the annuasl value of land-plus-improvements. The
magnitude of this change will be seen when it is noted that the total
number of occupied Gwellings in New South Wales was 1,500,000 at the 1976
census. So almost three-cuarters of the homes in the whole state were
affected by it.” This is reflected in the site-value revehue figures

shown in the N.S.W. section of Appendix C at the end of this paper.

The improvement in valuation technique which has enabled the Valuer-Gener-—
al in New Scuth Wales to re-value properties on a two-yearly cycle will
probably be an even more important development in the long run. Valuers
in other states are aware of the need to get down to the ideal of an an-
nual valuation. Valuation authorities realise that their task attracts
complaint when the ratepayers are billed on valuations five or more years
behind the market conditions on which they are based. The Victorian Val-




uer—CGeneral has already gone on record that he is aiming to get- His state
on to an annual revision basis. The four-yearly cycle in the Vicforian
metropelitan area was in itself a great step forward when 1ntrdduc§é aboutb
12 years ago.. Other states will fall into line arnd computerisation can
make annual revisions possibkble.

In Seuth Aﬁstralia, too, the valuation authorities are anxieus to improve

the relevance of the land-value assessments to the conditions of the times
at which payment is sought. They have brought out a land-tax egualisation
scheme with this object.. Their valuations are made over a five-year per-

iod. One-fifth of the state is re-valued each year and for the remginder

the existing values are multiplied by equalisation factors.

In Victoria, advance has been made towards change of the Melbourne and
Metropelitan Board of Works rating te the site-value in the wake of the
New South Wales example. A public ingquiry into the organisation and
operations of that body ~'1nclud1ng the rating system ~ was held in 1978
The General Council for Ratlng Reform made comprehensive submissions re-
ferred to appreciatively in the report of the Inquiry, which recommended
that the re@rganlsed Board of Works should have freedem te. choose which-
ever it wishes of site value, net annual value or a combination of both
instead of being restricted te the net annual value as now. The report
also urged an investigation by the Board te decide which basis should be
used. The re-organisation ef the Board was pushed through quickly by the
Government but did not include the recommendatien of the Inguiry for pro—
vision of an option to change the rating basis. This was disappointing
because they were not being asked to commit themselves to the change but
simply to provide the optien to enable it to be made at a later stage if
it were desired to use 1t.

One point that needs to be clarified here is the impression gained by
many everseas inguirers and Australian citizens that the level of our
local government rates is very low by overseas standards. Hence it is
reasoned that. Australian experience may not be a guide.to their own condi-
tions. This impressien is fostered by a deficiency in the content of our
own Australian Bureau of Statistics publication, Public Authority Finance;
Taxation, Catalogue No. 5506, iggued annually. It gives statistics show-
ing for each state the total contribution received in local government.
rates. Readers will naturally think that the figures shown are the total
contributions, as they appear to be, when in fact they are only the pro—
ceeds of the general rate for councils and take no account of other spe-
cial extra and separate rates, or water and sewerage rates where these
are provided by councils or other bodies. In fact, in the metropolitan .
cities in which the majority of the ratepayers live, water, sewerage and
drainage are undertaken by separate public cerporations whose rates are
about as much again as those of the councils. But none of the figures
fer the rates paid to these corporations get into the official publica-
tion. They are not inciuded on the technicality that water and sewerage
are regarded as business undertakings and not munlclpal services, even
when the councils undertake those services.

The aggregate figures for these corperatiens are included in Appendix C -
of this paper but have had tc be obtained by approaching each corporation
directly. Even apart from this major understatement of the level of our
services and costs, the mere quoting of cents in the $ for cecuncils can.
be misleading because the rates payable are determined by the veluation

of the property by which the rate in cents is to be multiplied to calcu-
late the ratepayers’™ payment. The general rates in Central Sydney Subdi-
vision in 1976 averaged 1.679 cents. This looks low because land prices
in Sydney are highest in the State of New South Wales. But the rate in
cents in the $ of valuation rises progressively as one goes inland away
from the capital city. For councils in the Funter Division it averages
2,714 cents. Turther away, in the North West Division it averages 14.193
cents over the 16 councils in this area. This seems a relatively high
per cent rate only because the land valuations there are very low com-
pared to those in the metropolitan area. There, less of the site valune
is needed to provide local government type services and more remains
available to provide other types of public services not needed in the
remote regions.

The Continuing Demand for Further Extension

The continuing efforts in support of site-value rating are directed towards
its extension rather than to the defence of those areas alrecady won. The
activity in this direction is perhaps mest concentrated in Victoria, in
two major directions.

First is the drive conducted by the General Council For Rating Reform to
have the water, sewerage, drainage and metropolitan improvement rates
levied by the Melbourne and Metropoiitan Board of Works changed from land
value-plus—improvements to the site value basis. This authority serves

the whole metropolis, which contains nearly two-thirds of the tobtal popu-—
lation within the state. As a.pprox1mately 30 per cent of the total acreage
within the. thirty-eight cities embraced in its territory is already rated

on the site value basis for municipal purposes, the strength of the case

for the Board rating to be brought into line with the majority is obvious.

The other major campaign to have a State Development Fund established, to
be financed by a rate over the whole state upon the site—-vaglue basis, is
being pressed. The proceeds of this would be used to cover the annual
costs for interest, sinking fund, and part of the capital expenditure on
developmental works such as railways, highways, trams and buses, electri-
city, gas, and town planning activities — and simultaneously to reduce
the charges to the users of these public utilities. The concept of a
State Development Fund on these lines was first developed in 1944 by Sir
Ronald East, who was then Chalrman of the State Rivers and Water Supply
Commission. It has since been taken up ard is being pressed by several
public bodies.

There have been other public inguiries in South Australia, Western Austra-
iia and Tasmania which have been of deep interest, and to which our col-
ieagues have made submissions but which cannot be deait with in this paper.

One of the most important has been the Land Tenure Inquiry conducted under
the Hon. Mr. Justice R. Else Mitchell which raises matters of deep rele-—
vance, upon wWhich the writer was one of those presenting submissions. But
this subject is so wide that it would need a special paper to do Jjustice

to it.




Note on Minimum Rates

. rd

Reference has heen made to recent changes in legislation which depar%
from the basgic principle of justice in the ireatment of ratepayers under
the municipal rating system. The essential principle is that all rate-
payers within the rating ares share the cost by an equal rate in the
dollar levied on the value of their property. That is equally imporitant,
whether the rating system be based on site value or on improved annual
value. Until recently, legislation of long standing had spec1f1ed that
a small minimum sum be payable, sufficient only to cover the council
costs for valuation and the paperwork invelved, on small properties of
low value which would otherwise not yield encugh in rates tc cover these
costs.

But some years ago the Government first of New South Wales and then of
Victoria naively legislated to remove all meximum and minimum rates in
the belief that most councils were run by responsible councillors who
could be trusted not to abuse their new fresdom. It took only a very
short time to prove that they could not. A high proportion of them
imposed very high minimum charges which had the effect of robbing the
ownerg of low valued properties in order to subsidise with lower rates
the owners of higher valued properties. In both these states the Govern-—
ments were concerned, and they threatened that they would withdraw their
powers to impose minimum charges. In New South Wales home unit owners
organised to combat minimum charges. This has now borne fruit and a
ceiling has now been impesed there. But combined with this legislation
was & new power Lo impose differential rates in various sections of a
council instead of having a single uniform rate over the whole ward or
riding. This is not as objectionable as minimum rates because the dif-
ferential rates preserve the relativity between the ratepayers according
t0 the value of their properties.

The Victorian Government has not yet legislated to remove minimum charges,
which are fundamentally evil. By making the minimum high enocugh the
rating system can be destroyed and turned into a flat charge payable by
the most and least valuable holdings alike. It has not got anywhere nesar
that yet in Victoria, but constant vigilance is necessary.

VIT W'H AT I8 THE REAL TOTAL OF S5ITE

RENT REVENUE POTENTIAL OF AUSTRALTIA?Z

AT FIRST glance it seems that the total site rent 1s that actually col-
lected for public revenue plus the balance remaining in private hands =
a total of $4572 millions on the figures gquoted in Chapter V, Table 7,

of this paper and far short of the revenue required by our governments.

But let us delve a 1little deeper.

First we must be sure of the meaning and significance of some of the terms
we are using. "Unimproved capital value" and "site value" have been dis-
cussed in chapter IIT of this paper and for most purposes are interchange-
able although many of us -prefer the-latter term. In practice the site
value of land is determined by =z qualified and registered land valuer.

He examines the svailable evidence — largely sales and rentals of com—
parable land - and arrives at a figure that the evidence indicates the
land would fetch if offered for sale. Thus the site value is the esti-

mated gite price.

Site price is the result of intensive competition. It is invariablyothe
most that can be sgueezed out of a land hungry people and is the capital-
isation of that part of the site rent left in private hands.

Put more money, and thus demand, in the hands of the people and land
prices will tend to rise. Reduce the money in the hands of the people
and land prices will tend-to rise more slowly or even TFall.

Taxation of labour and industry, by reducing the amount of money left ig
the hands of the pecple, tends to reduce the demand for land thus reducing
land prices. It also dilscourages the production of wealth and the ren-
dering of services; it slows down the economy and still further reduces
the demand for land. The reducticn of taxation terds to have the oppo—

site effect.

The propesition I am making is that the total potential site r§ntiis con-—
siderably in excess of the sum of all site values directly or indirectly




coliected plus the site values in private hands. -
P
Chapter V of this paper differentiates between the apparent site f?ﬁt
avalleble and the actual site rent available for pubiic revenue. n the
third paragraph it explains that the difference arises because of the
time-lag between the date at which the valuations were made and the date
when they are used to prepare the assessments for revenue colleetion.
This time-lag ranges from a minimum of cne year to & maximum of ten years

in the Australian States.

The difference between the apparent and true site rent potential was of
less importance for the purposes of chapter V of the paper, which compared
trends in the application of the principle of collection of the site rent
potential for public purposes over three periods spanning 20 years in the
Australian States Iisted. But it is the recognised target of valuation
authorities in all Australian States to reach the ideal of annual revalu-—
ations.

The valuation gap bécomes of vital importance when we seek to quantify
the extent by which the apparent site rent potential understates the true
Tigure.

This information has now been obtained by analysis of offieial valuation
data published im the“variocus Australian States. The earlier valuation
figures have been projected in accordance with the growth trends found
where the most recent re-valuations have been made by local government
authorities to approximate to the valuations as if made in all cases in
the year 1976-T7. The overall picture for Australia is that whereas the
apparent site rental value not yet publicly collected at 1976/77 was shown
as $2972.3 millions in column (3) of the table, the revised figure would
have been at least $4226.7 miliions. But this is still short of the full
potential for several reasons. '

First:

Because it relates only to the value of land in private hands which is
rateable or taxable. It dees not include land owned by the Crown and
Government bodies nor by church, charitable and other bodies whose hold-
ings are exempt from payment of rates and land taxes. Various commissiorns
of inquiry in Australia have recommended that these exemptions be abol-
ished and that the Crown and others now benefitiing from the exemptions
be required to pay the same rates and taxes on their holdings as they
would as private landholders.

Second :

Because, although land valuations are made a5 near as practicable to full
market value, thelr correctness can be challenged through the appeal pro-
cess and they are more likely to be under rather than over the true market
figure at the time of wvaluation.

Third:

Becsuse, even though the valuations are correct at the ‘date they are made,
it will be at least a year later before the rates and taxes are actually
struck upcn those valuations, and the landholders concerned have to pay
their assessments on them.

The magnitude of understatement involved in the first category is known

for the State of Queensland where the unimproved value of exempt lands is
recorded annually for each municipal council in a separate column from
the rateable lands in thé publication Local Govermment Catalogue No,
5502.3, issued annually. For the year 1977/78 in the Brisbane Division,
14.3 per cent of the total value of all lands was exempt. Over the whole
State of Queensland the exempt proportion averaged 10.2 per cent. Other
states would be similarly affected, and the proporiions exempt in New
South Wales and Victoria probably greater with the larger concentraticn
of government bodies with valuable holdings in those States. Certainly
the over-all figure would be more than the ten per cent recorded in
Queensiand. The under-statement for the second category could well be of
the order of ten per cent. As to the third category, the effect of the
time-lag between valuation and issuing of assessments is difficult to
determine here. It would cease to be ilmportant when the target of annual
re-valuations now agreed upon as necessary by various valuation authori-
ties and ingquiries in Austraiia, is achieved.

The combined understatement in these three categories discussed could
reasonably be estimated to be of the order of 25 per cent and the real
site rent potential still available for collection from privately held
land at 1976~77 would be at least $5,283 miliions. In addition account
must be taken of the mineral and forestry royalties received as public
revenue from the publicly owned lands.

How Par Would This Revenue Go?

We now examine the figures for the total publiec revenue received by all
Australiar Public Authorities (Federal, State and Local Government com—
bined). These are published annually by the Australian Bureau of Statis-
tics in the series Government Financial Estimates Catalogue No. 55C1.0.
Combining Tables 5 and 6 for the Federal, State and Local Authorities
(but omitting the item "Grants from the Federal Government' which are
included in its taxation total in Table 6), the over-all position for

the year 1976/77 is seen to be:

{$ millions)

Taxation 24,824
Other recelpts
Gross income from public enterprises 2,034
Property income:
interest, land rent, royalties 1,890
$ 28,758

Total receipts of public revenue

1. Revenue from Taxatlon

Of the total $24,82h miilions collected in 1976/T77 as taxation revenue

$2,676 millions is actually site-rental collection in its nature.

It comprises:

(a) . $220 millions as land value baxes levied by State Govermments;

{(b) $1,319 miliions as land value rates paid to Local Goverament
Councils or to Water and Sewerage Corporations within the States;

(e) $1,137 millions as crude oil levy and other mineral levies collected




by the Federal Government from local producers and recorded under
excise revenue (but which really equate with royalties onmsta§e—
owned minersls). :

2. Public Revenue other than Taxaticn

The part headed 'other receipts’' totals $3,92L4 millions which supplement
the yield from taxation. The whole of this 'other receipts® item is in
its nature public revenue from public property.

The first item under that heading is $2,034 millions which is the gross
operating surplus over working expenses of public trading enterprises.

Of this, part is actuslly rates on land levied by local government coun-
cils or corporations responsible for providing water, sewerage, electri-
city and gas. BSuch services are regarded as business trading undertak-
ings, and the yield of the rates levied is recorded separately from rates
levied to finance the ‘ordinary services' of councils. The rest of this
item is the operating surpluses of statutory bodies created by the Federal
or Staete Governments which recover their costs in charges from the users
of the services.

The second item under ‘other receipts' is property income received by the
Federal, State or Local Government level concerned irn the form of inter-
egt, land rent or mineral and forestry royalties which together total
$1,890 millions.

To summarise, the total of $28,748 millions collected as public revenue
at Federal, State or Local Government levels in 1976/77, the site rental
content wasg: )

(L} Already collected under taxation $ millions
Part as land value rates and land tax,
part as crude oil or other levies 2,676
{2} Income from public enterprises 2,03k

{3) ©Public property income
As interest, land rent and royalties 1,890

$ 6,600

Adding to the $6,600 millions already collected as public revenue the
estimated $5,283 millions remaining in private hands, the potential land
revenue yield under the conditions applicable for the year 1976/77 would
have been $11,883 millions for Australia as a whole. (Out of the total
receipts of $28,745 miilions for the Federal, State and Local Govarnments

combined. )

The relative gplit would have been $11,883 millions from site rentals or
equivalents compared to $16,865 millions from taxes upon the earnings of
labour and 1ndustry. Even if this was all there was to be considered,
the potential land rent revenue disclosed would go far further towards
replacing harmful taxes than had been previously thought.

Implementing the Change

In the extended application for Australia 1t is not proposed that any
change be made in the structure of the Government. The Federal CGovernment
and the State Governments each have thelr own fields of operation and re-
tain them. "It would be necessary for the Federal Government te legislate
to apply the principle so far as its dwn taxation field is concerned and
for the State Governments to do likewise for theirs. It would be neces-—
sary for the Federal Covernment to have access toc the site valuation
figures now estimated by state valuers except in its own territories.
This information was previcusly available to it when a Commonwealth Land
Tax was levied, at which time, by agreement with the Westerm Australian
Govermment, the Federal valuers made the valuations for that State.

In this disecussion it is considered a necessary and prudent starting point
that, in applying such a comprehensive scheme to an inter-related group
of operating Federal and State Government machines, the total revenue
accounted for under the 0ld and new bases be the same. -

Implementation of the scheme would necessarily commence with programmes
limited to the total yield of the site rent potential already collected,
plus that remaining uncollected in private hands at the time of implemen-—
tation as assessed by qualified valuers, plus adequate royalties due from
mineral and forestry resources which should also be assessed by experts

annually.

As the gchemes would initially be yielding less than the total sum re—
quired to abolish all taxation other than land rates and taxes, the Fed-
eral and State Covernments would need to decide whether they would reduce
all taxes proportionately according to the funds available or abolish
some taxes completely or o a greater extent than others in the initial
stages. It may be considered best to sbolish or reduce first some types
of taxes, the incidence of which is considered more damaging to the com—
munity than others. It would certainly be desirable to spread the redue—
ticns in general taxes over a wide spectrum of the comminity to ensure
that as nearly as possible a1l productive sectors benefited immediately
by the change.

There should be built intc the schemes from the start provisions for re-
view of the extent to which the growth of the land-rent fund enables fur-
ther reductions or abolition of taxes to be made.

It can be confidently expected that, with the opening up ol new opportun-
ities for labour and capital under the new conditions, the land rent re-
venue over—all would rise greatly and the remaining taxation content
shrink to the point of abolition. Part of the general taxation content
reduced or abolished would be absorbed or reflected in the increased site
rent funds available to the governments involved.

One of the major areas which offers prospects of rapid build-up of the
land revenue to enable acceleration to the process of abolition of other
taxes 1s that of recent developments in the mineral industry in general
and in petrocleum in particular. In Australia all mineral rights are ves—
ted in the Crown except those on land whieh wvas granted before it began
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APPENDIX "g"

LAND RENT OOHWMQHMU‘HZ AUSTRALIA AS PUBLIC REVENUE - 1976/77

STATE. OF NEW SOUTH WALES

Amount levied

~ Amount levied
directly as

directly on

Amount levied
indirectly as

Total amount
of site rent

land rent site wvalue site value collected
Céllection by ‘ cemponent of _
. o annual value
(1) . SR (2) (3) (4) (5)
- . B $ million $ million '$ million $ million
1. Land rentals paysable
cn leasehold tenures
{a) Western Lands Division , 0.957 - - )
(b) Water & Irrigation Con- )
servation Corporations 0.55k . - - ) 20.157
(¢} Railway Department land 7.402 - - )
{d) Other leaseholds 11.244 - ~ )
2. Land Tax (State) - 111.638 - 111.638
3. Rates on Land Values: ,
Loecsal Government for ,
ordinary services . - Loo. 62k - . L20.624
Local Government for
business undertakings .
Water - . : 22.600 - )
Sewerage - 20.713 - )
Electricity . - o 0.790 - )} L6.T789
Gas § T - 0.185 - )
Zounty Councils - 2.20L - )
Water & Sewerage Corporations
Sydney Metro _ - , 135.071 41.237 (=L6% of
o : 89.647 AV}
Hunter District S _ 17.140 3.h26 (=40% of
o 8.565 AV)
Water Conservation & Irrigation
Commn. {incl. water rights - - 3.538 __3.538
1973~Th) $20.157 m. $734.800 m. $hL. 663 m. $799.620 m
L., Mining and Forestry . T
Royalties $60.900 m. - - $60.900 m
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APPENDIX "C"

LAND RENT COLLECTED IN AUSTRALIA AS PUBLIC REVENUE 1976/77

STATE OF QUEENSLAND

Amount levied

Amount levied

Amount levied

Total amount

junowe TBLOT,

PRTAST qunowy

POTAST junowy

PETAST qunouy

directly as directly on indirectly as of szite rent
land rent site value site value colleeted
Collection by component of
annual value
(1) (2) (3) (&) (5)
$ million $ million $ miilion $ million
1. Land rentals payable
on leasehold tenures: ¥ :
(a) Pastoral leases 1.590 - - )
(b) Selection tenures 5.272 - - )
(c) Special leases 1.537 - - )
(d) Country, Suburban and )
Town Land leases 0.352 - - ) L
(e) Mining leases 1.488. - - ) 10.59
(f) Miners' homestead leases 0.160 - - )
(g) Railways land leases 0.195 ~ - )
)
2. Land Tax (State) - : 12,764 - 12.764
3. Rates on land values
Local Goverament for:
General and other rates - 135.907% - )
Business undertakings: . )
Waterworks - . 23.737 ) 181.726
Sewerage 22,082 - )
)
TOTALS $10.59h m. $194.590 m. - $205.08L m.
4, Mining royalties $50.800 m. R = $ 50.800 m.
¥ For 1973-Th
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APPENDIY "C"

LAND RENT COLLECTED IN AUSTRALIA AS PUBLIC REVENUE 1976/7T7T

STATE OF WESTERN AUSTRALTA

Amount levied
directly as

Amount levied
directly on

Amount levied
indirectly as

Total amount
of site rent

Collection by land rent site wvalue site wvalue collected
. component of (cols.2+3+4)
annual value
(1) (2) (3} (%) (5)
$ miliion $ million $ million $ million
1. Land rentals payable
on leasehold tenures
of Department of Lands
and Department of Mines¥® 5.700 - , - 5.700
2. Land Tax (state) 11.742
Metrc Region Improvement Rate 2.188 - 13.930
3. Rates on Land Values
Local Government for: = L0% of
Ordinary Services - 53.71h 6,278 (15.694 AV) 59.992
Water, Sewerage & Drainage
Corporations
Metro. Water Services & = LO% of
Drainage Board - - 12.798 (31.997 AV) )
Public Works Department )
Water Rates - - 1.129 ( 2.823 AV) ) 15 mw+
Sewer Rates 0.777 ( 1.9Lk3 AV) ) ’
Irrigation Rates @ 0.352 - )
Drainage Rates - U.198 - )
TOTALS $5.70C m. $68.194 m. $20.982 m. $9L4.879 m.
4, Mineral & Forestry Rights $57.300 m. - - $57.300 m.

¥ for 1975~T6

@ Levied on area basis approximately site value
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