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Land Value Tax and House Tax:
Different but Alike

ML BARBTEBERG DR | MBER LT

In modern times, where there is a citizen, there are infrastructures and
services provided by local governments. Not surprisingly, public affairs and
governance can consume plenty of resources, and tax collected from the
society mainly covers the cost. Although types of taxes are complex and
sometimes confusing, land value tax and house tax are simple but bring a
major and stable income to a local government. In general, lawmakers
associate possession of real estate with better affordability. A building where
people live, work, shop, or play shows its economic values clearly, while an
area of land has even more possibilities in development. As a result, the land
value tax system and the house tax system in Taiwan are designed to adjust

to their inherent differences.

One obvious difference between land value tax and house tax is how to
interpret property value or utility which also comprise a tax base. A house
tax base is mostly determined by building materials. For example, a steel
structure per se is more valuable and durable than a brick house.
Furthermore, location matters less to house tax but more to land value tax.
The potential of an acre of land is far beyond that of a building of the same
size. It 1s hard to envisage a bank turning into a nursery school, or an
apartment turning into a restaurant. However, a plot of land can contain them
all. It 1s no wonder that land prices in the estate market always soar high
especially in densely-populated cities: too many needs and possibilities.
Declared land value multiplied by area equals the tax base. It also follows the

market prices affected by overall urban and rural development.
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Another difference between the two tax systems lies in the reduction
policy. Firstly, although self-use residential houses and land are equally
essential to one's life, there are stricter requirements for reduction in the
Land Tax Act, including household registration and quota. A couple and their
underage children are allowed to have only one parcel of land with a
discounted tax rate within the nation, while they can have three self-use
houses with deducted tax payable. Secondly, from a landlord’s perspective,
payable reduction is crucial as a result of progressive tax rate. Unlike taxed
land, each building is taxed independently. Thirdly, A house tax auditor cares
more about the actual uses than a land tax auditor; therefore, he or she
usually spends much time conducting on-site investigations. In contrast, a
land tax auditor tends to confirm all requirements via online databases before
going outside the office. Lastly, when a person acquires an area of land, the
new landowner must apply for land tax reduction and exemption whether the
former landowner did it or not. On the contrary, as a householder, no
application will be necessary until the use of the house is changed. For
instance, an inherited or gifted residential house is going to be taxed at the

previous rate.

In spite of these differences, the two apparently dissimilar tax systems

share several important concepts and practices.

Local governments take charge of both land value tax and house tax.
Therefore, mayors can fulfill their ambitions to improve housing justice and
social fairness with related tax policies. The Department of Finance of Taipei
City Government, declared a pioneering tax deduction policy in 2017. The
city government has provided a discount in house tax rate for its citizens
with one single house because the average property price has been second to
none. Likewise, Shiow-Yen Lu, Mayor of Taichung City, largely reduced the
declared land value by 20% in 2020, causing a revenue loss of NT$1.7 billion.

Both cities make use of autonomy regarding the taxation of land and houses.
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As for the effect of the above policies on social welfare on the whole, it seems

that there 1s no relevant formal research.

The tax collection procedures of these two tax systems have the same
difficulty in investigation. It will not be smooth without assistance from
property owners. To be legal, uses ought to be consistent with tax rates.
However, in modern society, property rights and privacy rights are
emphasized and protected, so a tax auditor will never enter a locked place
unless the property owner permits. Most of the time, how a property is used
remains unknown in reality. That is why there are specific articles stating the
obligation to declare the actual condition of a property in the Land Tax Act
and the House Tax Act. Nevertheless, many citizens claim to be innocent
when they are caught benefitting from a wrong tax rate and hiding some

facts.

A final similarity is that both land value tax and house tax are intended
for moderate utilization of resources. To be specific, the two kinds of taxes
will not be exempted if a property is not in use. Considering the legislative
intent, whoever possesses a piece of real estate should utilize it, benefit from
it, and pay tax for it. Consequently, the tax income could support the
government services and enhance public welfare by some means, creating a
positive cycle. Otherwise, the resources and the opportunity are just wasted.
Worst of all, rich investors will enjoy house hoarding or land hoarding in
order that they can influence market prices and make a fortune. Many
advanced countries have noted the mechanism, and they revised tax policies
like raising the tax rate of landlords’ properties that are not in use, for rent, or
for sale to fix the problem. Few policies are more welcomed by the middle

and lower class than the barriers to rich people’s investment.

Land value tax and house tax: different, yet alike. Although the

exploitation of a parcel of land is treated more seriously and taxpayers face
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more limitations on land tax reduction, the two tax systems are still alike in
concept and in practice. After all, a property owner should know them both
better because the ownership is usually lasting for years or even decades. In
addition, to acquire a property costs a great deal of fortune and means social
responsibility to some degree. Only when every property owner pays
reasonable tax can social mobility and allocation of resources be really

improved.
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