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Land taxation frequently has been presented as a panacea for certain 
problems of agricultural development. More specifically, the land tax has 
been seen by many as aquick and easy substitute for land reform, especially 
in Latin America.' This type of thinking, unfortunately, can cloud the real 
and important contribution that land taxation can make to the develop
ment process. Because of its ability to be relatively neutral in its economic 
effects on agriculture, land taxation isalmost unique among the many ways 
available to convert surplus agricultural output into development capital.2 

It is, however, no substitute for a direct land reform program; it merely 
complements a nation's direct efforts to improve the agricultural sector 
while it goes about its principal task of raising new public investment 
capital for the economy.3 

This paper uses both theoretical and empirical analysis to examine the 
effectiveness ofa land tax as aregulatory tool. Weare particularly interested 
in evaluating land taxation as adevice to induce an increase in agricultural 
output and productivity and amore equitable and economic distribution of 

* The authors appreciate the comments of John Strasma and Dale Adams. 
Author Sazama is grateful for financial support for this research from the Social 
Science Research Council and the University of Connecticut Research Foundation 
and author Davis for support from the Land Tenure Center of the University of 
Wisconsin. 

IFor a sophisticated example, see World Bank Mission to Colombia, "A 
Graduated Land Tax," in Readings on Taxation in Developing Countries, 2d ed., 
ed. R. Bird and 0. Oldman (Baltimore: Johns Hopkins Press, 1967). 

' For a discussion of the ways to transfer agricultural output to the industrial 
sector, see W. F. Owen, "The Double Development Squeeze on Agriculture," 
American Economic Review 56 (March 1966): 43-70. 

For an examination of the appropriate role for agricultural land taxation, see 
Richard M. Bird, "Agricultural Taxation in Developing Countries" (paper delivered 
at the Conference for Fiscal Policy for Industrialization in Latin America, University 
of Florida, February 1971). 

642 



Geraldo W. Sazama and Harlan Davis 

agricultural land. This evaluation, we hope, will help show the appropriate 
role for land taxation in the development process. 

I. Theoretical Effects 
Factors which must be taken into account when discussing the theoretical 
impact of land taxes include: (a) their bases and rate structures; (b) the 
factor markets they affect; and (c)"quasi-economic" influences. 

A. Definition of the Tax Structure 
Agricultural property taxes vary significantly in terms of their bases and 
rates. Each combination results in different economic effects. The base can 
be pure site value of land or it can contain different types of improvements, 
from irrigation to structures. It can be valued at market value or according 
to some concept of use value. 

The rate structure may be proportional on all classes of property, or 
it can be differentiated by (I) size of holding, (2) value of holding, (3) 
departures from some defined use level, (4) money income generated, or 
(5) a factor compensating for variations in average annual crop yields due 
to such factors as weather conditions. 

This section considers the effects of a proportional rate tax based on 
the market value of land, unless otherwise specified. Generally, it is con
cerned with a land tax rather than the more broadly based property tax, 
which includes substantial amounts of improvements. 

B. Effect of the Tax on the Various Factor Markes 
As a first step, we can investigate the effects of the tax in the land market 
alone. We assume that the demand and supply for land are governed only 
by the strict economic consideration of producing agricultural output. 

When the tax base is pure site value, the base is economic rent. 
Therefore, the tax is a fixed cost and would have no effect on the demand 
and supply of land for productive purposes, and consequently no effect on 
the production from land nor its distribution. If this tax exceeds economic 
rent from land, it would be a tax on complementary factors and accordingly 
discourage their use. Also, the tax base may include complementary 
factors of production such as improvements needed to bring the land into 
production and maintain it there. To the degree that such improvements 
are included in the base, the -,aA would be a disincentive for the use of land 
in production of agricultural output. In short, within the land market itself, 
a tax on pure site value would be neutral while one which included neces
sary complementary improvements would discourage bringing land into 
production or adding further improvement. to land already in production. 

If the land tax were levied only on c:inomic rent, it could affect the 
supply of complementary labor. Here, the most important effect would be 
on the productive effort of the landowner. A tax on pure economic rent 
would constitute a fixed cost. Therefore, it could have income effects on 
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the landowh~er, although no substitution effects. If the owner tried to 
recoup this lost income by using more capital and labor (his own and 
others), ceteris paribus, agricultural output would be increased. 

The exact dimensions of this effect would depend on the size of the 
land tax and whether it set into action dynamic changes or just moved us 
to a new equilibrium. In the comparative static case, on a priori grounds 
we would expect the impact to be relatively small. There would be only a 
one-time change in the level of production, that is, that change necessary 
to recoup lost income. Let us assume that, except for management, the 
value of production inputs does not change and that all lost income is 
recouped through a more efficient combination of existing resources. 
Under this assumption, the increase in managerial effort required would 
be only that amount necessary to offset the income loss from the tax. 
Since the level of land taxation as a percentage of income is very small 
even in countries which rely heavily on this levy, the increase in output 
necessary to recoup any lost income would be small. 

The effect of the tax on the capital markets is more complex. The tax 
will influence (1) the investment in land as an asset as compared to 
alternative forms of investment, (2) the liquidity of the landowners, and 
(3) the use of capital complementary to land used for agricultural pro
duction. 

Land will be held as an asset in place of alternative forms of holding 
capital if the relative combined effect of the following factors is superior 
to land: income earning potential, capacity to earn capital gains, strength 
as a store of value and hedge against inflation, relative tax burden, and 
degree of risk. In a general equilibrium model, the effect of the tax would 
be measured by the comparison of two static equilibriums, one with the 
tax, the other without it. 

A land tax may also have a liquidity effect, that is, force the owner to 
have ready cash to pay his taxes every year. The need for this liquidity may 
induce the farmer to increase his output to the point where he obtains tlhe 
additional needed cash. In the case of a small farmer, this process may force 
him into the money economy. 

Finally, the tax could influence the use of capital complementary to 
land employed in agricultural production. The landowner could try to 
recoup lost income by adding capital as well as adding more labor. The 
nature and dimension of these liquidity and complementary capital effects 
will probably be similar to the effect of the tax on labor, which we already 
discussed. 

C. Influence of the Tax on Quasi-economic Motires/br Holding Land 
Sonic quasi-econonlic motives for holding agricultural land are: (1) to 
obtain social and political status; (2) to hold land ir. the family, either out 
of respect for the deceased or to plan ahead for future generations; (3) to 
obtain satisfaction from simply holding an estate and using it for a vacation 
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retreat; (4) to reduce income taxes on income derived from other sources 
by claiming losses in farming; (5) to hold land to obtain concessionary 
credit; and (6) to use land as a store of wealth where alternatives are lacking 
due to the immaturity or absence of security markets or because there is a 
desire to avoid the management efforts which must accompany most other 
types of productive investments.' 

Because of the noneconomic nature or highly institutional character
istics of these types of demands and supply for land, they may be price 
inelastic, and consequently not highly responsive to the influence of a 
land tax. Yet, there may exist some sort of'-psychological breaking point" 
which, when surpassed by a marginal tax increase, would overwheln the 
noneconomic motives for holding land." 

I. Empirical Evidence 
The economic effects of land taxes can be examined empirically by means 
ofcross-sectional or intertemporal analysis. One of the authors has carried 
out a cross-sectional study of the effects of land taxes in Colombia, that is, 
a comparison of behavior in a high tax and a low tax region. The other 
author took advantage of the historical records of taxation in Chile and 
conducted an intertemporal analysis, first through cvaluation of time 
series data and, second, by means of' a questionnaire on reactions of 
agriculturalists to a large tax change. This section, in addition, contains a 
summary of other relevant empirical research known to the authors 
including studies in Argentina and Brazil. 

A. Colombial 
The Colombian property tax is a proportional levy based on the exchange 
value of land and permanent improvement on land. Value subject to the 
land tax is established by an autonomous central government agency 
through cadastral surveys." In rural areas thL e surveys range in quality 
from a simple inspection of property by an assessor who estimates value 
based largely on his own personal experience to a long meticuhlus process 
which involves aerial photography, soils surveys, and economic surveys to 
arrive at an estimate of market vaiUe. Major tax policy, inucludiniIg the 
determination of the rate level, is made by the national govcr: thent 
although local municipal governments are responsible for the collection 
and expenditure of revenues. The central government has given special 

'John Strasma, "Financial Aspects of Agrarian Reform and Agricultural 
Development in Latin America," mimeographed (Madison: Iand Tenne ('enter, 
University of Wisconsin), pp. 12 13. 

' Mentioned in conversation by A. M. Woodruff, provost of [Joisersity of 
Hartford. 

" Based on Harlan Davis, -conomics of the Propcrty Tax in Ruiral Areas of 
Colombia," research paper 25 t Madison: Land TenureC(enter, University of Wisconsin, 
September 1967). 

' A cadastral survey is a survey to establish an official government record of 
name of owner; size, location, and so forth of plot, and taxable value of property. 
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emphasis to a reassessment program; during the past 6 years, over half of 
all municipalities have been reassessed. 

Two case-study municipalities were selected in an attempt to deter
mine whether tile Colombian property tax had produced any measurable 
economic pressures. I . one of the areas, a reassessment program had been 
completed and put into effect in 1964. In the other adjacent area, property 
had not been appraised for tax purposes since 1956. Where reassessment 
had bcen completed in 1964, the average tax bill on farmland had doubled 
and was about two times that in tile control municipality where assessments 
were outdated. 

Three performance factors were examined from a random sample of 
over 100 farmers in ctch municipality. These included intensity of ',and 
utilization, adoption ol new technologies, and yields of selected crops for 
2 years. Mean values for each of these factors were computed and subse
quently tested to determine if they were significantly different. 

As the data in table I demonstrate, there was little difference in the 

TABLE I
 
IN INSIIY OF LAND U ItttAT1ON, MUNICIPAt.tIES OF ANOLAIMA AND EL COLEGIO
 

Anolaima El Colegio 

Ilectares in crops .. .................................... 595.2 533.1

Hectares in improved pasture ..................... ...... 59.2 40.5
 
Percentage of hectares in crops and improved pasture ..... 81.8 81.0
 
Land in uniniproed pasture and other ................. 146.0 133.7
 
Percentage of land in unimproved pasture and other ...... 18.2 19.0
 

intensity of land use in the two municipalities; a high percentage of land 
was being exploited in both areas. Among small farmers particularly, size 
of unit was so limited that the) generally planted a large portion of their 
parcels to crops in order to sustain their families. Of the total number of 
hectares in tile sample in tile municipality of Anolaima, where reassessment 
was completed in 1964, 81.8 percent was used for crops and improved 
pasture; in the municipality of' El Colgio (outdated assessmfients), 81.0 
percent was used for this purpose. These proportions were not significantly 
different at the .05 level. Nor was there any significant difference in the 
proportions of land in unimproved pasture and other uses in the two areas. 

A second test was made to determine if there were any significant 
differences in the level of technology employed in the two municipalities. 
A series of improved agricultural practices was listed in tile questionnaire, 
and the respondent was asked to indicate if he were currently applying the 
practice. An average technology score was developed by assigning weights 
of one to each practice applied; no weight was given when the practice was 
not applied. The average technology score in Anolaima was 3.5, while that 
in El Colegio was 4.0. A higher level of technology was being applied to 
farming where reassessment had not been completed. 
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Three crops were selected to measure yield performances in the two 
areas in 1965 and 1966. These included coffee, a permanent crop; plantain, 
a semipermanent crop; and corn, an annual crop. Average yields per 
hectare were calculated for the three crops for the 2-.year period in both 
areas. Again, no significant difference was found between the means at the 
.05 level of probability. 

A second tax depending on assessed values was a central government 
net-worth levy (patrimony) varying from 0.1 percent to 1.5 percent of 
assessed land values. Because of this progressive rate structure, farmers in 
the higher assessed categories theoretic2ily should have used land more 
intensively, applied more technology, and raised yields to offset the pre
sumed higher tax costs. Simple regression analysis was employed using 
assessed values as the independent variable and the performance factors as 
the dependent variable. Changes in assessed valuations explained only a 
small portion of the variance in the performance factors in both municipal
ities. The regression coefficient relating total valuations and land use 
intensity was actually negative indicating that the higher-valued farms, 
which were generally the larger units, utilized land less intensively than the 
lower-valued or the generally smaller farms. A consideration of the 
relationship between per-hectare assessments and the performance factor 
produced similar results. 

This research did not definitely prove that there were no regulatory 
effects from the higher effective tax rate where reassessment was completed. 
There were only 3 years between reassessment and the field investigation: 
the areas may not have been as homogeneous as was thought; and, 
primary data obtained from farm people could have been in considerable 
error. However, there were compelling reasons not to expect any significant 
nonfiscal pressures from the property tax. Rates were relatively low," 
delinquency was high, and land values reappraised for tax purposes were 
quickly eroded by inflation. The tax was less than I percent of net cash 
income of the highest income group of farmers inte, vic, ed in the munici
pality where reassessment had occurred. It was less than I percent of the 
same group in the other. As it concerned the net worth tax, officials from 
the Ministry of Finance estimated that, because of exemptions and non
compliance, revenues from the municipality where reassessment wa, corn
pleted were less than $2,000 on total assessed values equaling almost $7 
million. 

Given these problems, land taxes are not likely to product, any 
discernible effects on agricultural output or its distribution. Rather than 
incorporating more sophisticated regulatory gadgets into the tax system, 
time would be better spent strengthening administration. Improving the 
revenue productivity of the tax could provide important funds for local 
and national development projects. 

I Although the legal rate of taxation was 4.2 mills, the average rate of taxation 
since 1960 in the two municipalities studied was found to be only around 3.4 mills. 
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B. Chile 
The historical record oi land taxation in Chile provides an excellent 
opportunit) for an intertemporal analysis of the economic effects of such a 
tax. This country has the highest level of land ta:uition in Latin America, 9 

there is a long record of land taxation, and there have been important 
changes in the tax, some of them very recent. Tile intertemporal analysis 
is carried out in two forms, first, by analysis of inie-series data going back 
to 1940, and, second, by interviews of agr.culturalists to learn about their 
reaction to a substantial change in the level of taxation in 1965. A brief 
summary of the historical record of land txation in Chile will help set the 
stage for an explanation of the results of these two methods of study. 

Already having a land tax before its independence in 1818, Chile was 
one of the first countries in Latin America to use such a tax.10 However, 
the agricultural elite were politically powerful, and, therefore, until recent 
decades rates were low. Changes in the effective level of the tax can be 
measured by an index of relative burden. This index is the yield of agricul
tural sector taxes based on assessed values as a percentage of total govern
ment tax revenue in ratio to agricultural product as a percentage of gross 
domestic product. The numerator reflects the role of assessment-based 
taxes for agriculture in total government revenues, the denominator 
corrects for the declining relative importance of agriculture in national 
income. If percentages in both the numerator and denominator were equal, 
the relative burden index wvould be 100. The index decreases as agriculture 
pays relatively less land taxes than other sectors pay total taxes. Even 
though reassessments to adjust for inflation were made every 5-10 years 
and there was a series of small reforms, still the index declined every year 
between 1940 and 1962 except for two. There was a substantial rate 
increase in 1954, which was immediately undermined, and another in 1962, 
which was fairly effective, yet the 1962 rela ive burden index was still lower 
than those for tile 1940s. 

However, a major reassessment was initiated in 1962. It was based on 
the potential output of tile soil and was carried out by using air photo 
studies and other modern scientilic methods. This reassessment was first 
applied for 1965 taxes, and, in combination with a statutory rate change, 
it resulted in tile tax rate on market 'alte of land increasing in one year 
frori about 6 mills to 16 mills." Pronerty tax yield in 1965 in constant 

!,Comparative statistics on property taxation are c\lrencly hard to obtain. 
Onl three countries have slatitory ratCs higher than Chile's, and \\ilh Chile's high 
ratio of assessed \alc toit markct \altue, it has the highest cl]'ecti\c agricultUral 
rrop'ery Ia\ rate in ltalin America. Based oln infornation fron the Fiscal AfTairs 
I)i vision of the Pan Annerican tUnion and investigation b\ the authors of various 
naion, iICrIllialioiial. and acadCmic docIulmentS. 

,John Stasm, "l'opcrty Taxation in Chile,- in Land and Building Times, 
ed. Arithir lIecker (Madison: tUni\crsityof Wisconsin P'ress, 1961)), p. 193. 

" BCcause [lie land tax \as no\\ theoretically assessed at 100 percent of market 
valuc (in reality probably closer io 80 percent) \hilt previous assessments probably 
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money was three times greater than the 1964 yield. The relative burden 

index increased to 50, three times greater than that of 1964, and substan

tially higher than any previous year in the series. 
The reassessment was especially important because of the multiple 

role that assessed values play in taxation of Chilean agriculture. Besides 

being the base for the conventional property tax, annual agricultural 

income for income tax purposes is assumed to be 10 percent of assessed 

value. Assessed value is also the base of a new (1965) progressive net wealth 

tax and the effective base of a few small taxes such as capital gains, 
transactions, and so forth. Together, assessment-based taxes provide 85.8 

percent of the 1965 tax revenue from the agricultural sector, the property 
revenue from that sector.12 

tax itself provides 45.8 percent of the 

As mentioned, the first type of intertemporal analysis used deals with 

time-series data. Chile is fortunate in having excellent statistical informa

tion.' 3 Using available data, a set of simple regressions was calculated in 

an attempt to detect any significant relationship between various indicators 

of production and taxation. 
wereUsing combinations of the following, over 200 regressions 

calculated. 

a) Variables 
Dependent 	 Independent
 

Percentage Change in the Index of: 
(7) relative burden' 4 

(1) agricultural physical output 
(2) hectares planted 	 (8) yield of assessment-based taxes 
(3) yield per hectare 	 in constant money 
(4) agricultural product in constant (9) yield of assessment-based taxes 

as a percentage of agriculturalmoney 
product 

Index of: 
(5) agricultural physical output (10) 	 relative burden 
(6) 	 yield per hectare (11) yield of assessment-based taxes 

in constant money 
(12) 	 yield of assessment-based taxes 

as a percentage of agricultural 
product 

averaged 20 percent, there was an agreement to reduce the statutory iax rate fron 32.5 
mills to 20 mills. This resulted in approximately a 16-mill rate ol market value o l and. 

For additional information on the hislory and present structure ofaugricultural' 
taxation inChile, see Geraldi, Sazama, "hnIrpuCstos sohie lialierri en CChile," ITioie,. 

Econodico (in press), and jose Gemino San/, 	La Trihiujac'in ropeuuria,3 vols., 

(Santiago: Oficina de Planificaci6n Agricola, 	 Minist,6io dc Agliculta, 1970). 
" Most of the pre-1962 data for this sludy are from Ricardo ILagos, "l.a Tribnm

taci6n Agricola," in Agricultura y 7rihuiacin D.. 1ru'nos, InslitUtO (Ie ICOlnolmiao.* 
Publication no. 75 (Santiago: Universidad 	 de Chile, 1965), an excellent general 
analysis of the economic effects of the Chilean land lax. Post-1962 data are front tle 
records and publications of the Chilean Internal Revenue Service, Planning Oflice and 
Central Bank. 

" Defined in text. 
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b) Combinations of variables: (7), (8), and (9) each related separately to (1), 
(2), (3), and (4); (10), (II), and (12) each related separately to (5) and (6). 

c) Time periods: 1940 67, 1950 -67, 1950-64. 
d) Using annual figures and 3-year moving averages. 
e) Using matching years and lagging dependent variable by one year. 

Although the R2s for the 3-year moving averages were slightly higher 
than those for the annual figures, the vast majority of the results were 
below .20. Only in the case of the index of deflated revenue from assess
ment-based taxes (I I) and the yield of assessment-based taxes as percentage 
of agricultural product (12) correlated with the index of agricultural 
physical product (5) and of agrikultural yield per hectare (6) were the R2s 
consistently higher than .20. However, these R2s never exceeded .51 and 
this coeflicient can be explained by the fact that one growth index was 
being correlated with another. 

It is true that, even if property taxes have economic effects other than 
raising revenue, they can easily be swamped by other changes in demand or 
supply condi:ions. This is al! the more true in Chile which, because of its 
inflation, has a history of price regulation of both agricultural outputs and 
inputs. 

While this analysis does not prove that there are no effects of agricul
tural land taxes on such things as output, yield, and so forth, it does 
suggest that, at least in the case of Chile, virtually no relationship existed. 

The second method used was interviews of individual farmers in July 
and August of 1967 to determine whether the 1965 tax changes had any 
effect on their economic behavior. Interv iewees were selected on a random 
basis from the tax files for two communas. San Felipe, about 30 miles to 
the north of the capital city of Santiago, an area of intensive agriculture 
and ihot ticultiure, and Rancagta, 50 Miles to the south, an area of more 
extensive agricuIlture. " 

In response to tile question: "1-lase you changed your work system 
due to the increase in taxes?' six of the 20 interviewees or 30 percent did 
make some comment concerning the effects of the tax. This was strongest 
in the area w'hiclh was using more sophisticated methods and oriented 
toward a broader market. 

An alternatie form of the question was also used: "Which of these 
factors [a series of govcrrr merit policies including taxation] not directly 
related to your business influence its decisions?" They were asked to rate 
the liactot as (I) more important, (2) important, (3) fairly important, and 
(4) not imniportant. Taking the mean score as an indicator (3.1), taxes were 

15 An attempt \as made to select only those properties having less than 80 basic 
hectaies in order to free the sample from influence of the pending agricultural reform 
law. However, while interviewing, we found substattial parcelization for legal 
purposes and this resulted in the properties selected being most frequently managed 
as parts of larger units. 
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ranked between fairly important and not important. Here tax policy appears 
to be about as important in both provinces even though other policies 
receive different priorities. 

Besides these two questions, attempts were made to establish impor
tant changes in property holding, volume of production, techniques, and 
income, which interviewees attributed to tax changes. The only changes 
explicitly attributable to taxes were two respondents claimiig a reduction 
in income because of increased cost due to the tax. 

According to this small study using the interview approach, the land 
tax does appear to have some small positive economic effect,. These results 
are consistent with questionnaire studies of the influence cf subsidies on 
industrial location; they have an influence but apparently a minimal ne.' ; 

C. Brazil and Argentina 
In Brazil, Franco et al. followed a method similar to that applied in 
Colombia to determine if there were any significant nonfiscal pressures 

' from the new "Estatuto de Terra.""' The staute, which went into effect 
in 1966, called for a progressive property ta> which would vary according 
to land area, site or distance of property from major ma kets. and the 
economic and social conditions of the laborers employed on an estate. 
Rates varied from 0.024 percent to 3.456 percent of the real market value 
of any given property. 

In the rural municipality of Pirassununga, a progre.,si'e land tax 
similar to that provided for in the "Estatuto de Terra" had already been 
put into effect in 1962. A neighboring municipality, Porto F.-rreira, served 
as the control area. The level of taxes on land in i'irassununga was about 
seven times greater than Porto Ferreira. Forty producers in total were 
interviewed in the two areas to determine if the higher iax burden in 
Pirassununga had produced any discernible effects in (I) land use patterns 
and (2) yields of selected crops during the 1962-65 period. 

In Pirassununga, hectares devoted in intensive crops increased by 
29.0 percent; in Porto Ferreira, however, this increase amounted to 38.3 
percent. On the other hand, 7 percent of the total hectares in the sample had 
been transferred to different owners in Pirassunurga, while only 3.5 percent 
of the total hectares had changed hands in Porto Ferreira. Changes in 
yields per hectare were irregular from crop to crop where thc tax went into 
effect as well as in the control municipality of Porto Ferreira. On the basis 
of the data presented, the authors concluded that the relatiely higher tax 
burden in Pirassununga had produced no discernible effects on the variables 

16 For additional information on this point, see Benjamin liridgcs, Jr., Indioirial 
Incentive Progo-ants, Department of Resource Development, Slatc of Wisconin, 
(Madison, 1965), p. 109. 

17 Alberto Franco et al., Tribistardo progressiva: Possibilidades e Iintilai'es 
segundo a legislario agrdria Brasileira (Bogotd: Instituto Inter-Americano de 
CiOncias Agricolas da OEA, 1966). 
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under consideration. But they do say that perhaps the effective rate was 
still too low to figure significantly ir, the economic calculus of the farmer. 

In Argentina, Arthur Domike examined the system of agricultural 
taxation in order to judge what effects it might have on size of holdings 
and investment in agricultural property. While reviewing an empirical 
study of land taxes in eight departments of the Province of Cordoba, he 
stated, "Considering all the proposals, experience with the existing system 
of land taxation has demonstrated that influence the production';ts on 
and planning of investment has not been very important.... For the 
smallest farms, these taxes are an insignifi:ant cost, and for the largest, 
they are not sufficient to stimulate improvtd investment." 18 

As far as we have been able to determine, there have been few other 
even quasi-empirical studies on the economic effects of land taxation. 
Most of these were done in the context of developed countries and 
frequently in an urban setting. They all reached conclusions consistent 
with the above findings. 19 

111. Conclusions, 
This study presents a number of reasons why land taxation is not an 
effective device to implement the goals of agrarian reform. First, on the 
very practical level, there are significant political and administrative 
barriers to land taxation. For example, in all but a few of tile 20 Latin 
American nations, the rates are very 1oN\ and, in virtually all, the yields 

-' 
are trivial." Chile shows that if reformcrs have the political power to 
overcome the agricultural elite and introduce a fairly high land tax, they 
are also near the stage where tile) can ohain a full-scale land reform law. 
Besides the political barrier, there is an administrative barrier. To admin
ister effectively a land tax, it is necessary to have: a hard-to-obtain 
cadastral survey (or, at the very minimum, clear titling), appropriate 
adjustments of assessments for inflation, and capacity to thwart widespread 
evasion. These are formidable challenges to developing nations where 
administrative machinery is typically weak .21 

I"Arthur Domike, "Politica Fiscal en relacion con el Regimen de ]as Tierras en 
Argentina," in I-ood and Agricultural Organization tofthe United Nations, Informa
dion br refi(rnw a ratia,no. 2 (no. 1)905/11264,511'600) (|.onie, 1964), p. 34. 

" The other studics of %hich %%e kno%%are A. NI. Woodruffand I . L. Ecker Racz, 
"Propei ty Tax and Land Use Pattei ns in Austialia and Ne%\ Zealand," Tax lxectti'e, 
18, no. I (October 1905): 16 -63; George E. t.ent, "Taxation of Land Value," Inter
national Ahtu'tr, I-und StalI Paper 14 (March 1967): 89 123; Mar), Rawson, 

,
Taxation ani Urban Institute Research 
graph .1(Washington. t).C., 1961); Daniel NI. lIolland, "The Taxa I;on of Unimrproved 
Iroprt 'I De' elopment, Urban Land Mono

Ass,,'titi,,n Proceedn,'gs (1965), .141--79; 
and F. I]. [innis, "Site Valuation and Local Government," Canadian Tax Journal 
11 (1963): 118 19. 

" For an excellent review of land taxation in Latin Airerica see chapter 3 of 
forthcoming book by Richard Bird on taxation of agricultural land indeveloping 
countries to be .)u.blished by the Harvard University Press. 

Land Value inJaiaica," Natiional Ta.i.. pp. 

21 For additional discussion of these matters, see Gerald Sazarna "Land Taxation 

652 



Geraldo W. Sazama and Harlan Davis 

Even if these barriers were ,vercoane, a land tax would not be a sub
stitute for wider agrarian reform but only complement :t. As was discussed 
in the first section of this paper, within th.. land factor market itself a land 
tax on site value falls on pure rent, and, therefore, the tax neither dis
courages nor encourages use of sand. If improvements were included in the 
tax base, the tax would discourage adding improvements. 

The most important inducement of a land tax should be the income 
effect on the owner. It would raise his holding costs, and, if he desired to 
recoup lost income, he could add additional effort to management of the 
prop:rty, and or introduce more complementary capital. However, 
because taxes are such a small part of tota, output, even if he recouped his 
full income losses, there would be a %erysmall percentage change in total 
output. It does not seem that taxes could be increased to a point where 
they could be effectixe. Besides the previously mentioned political and 
administrative barriers there is the insight offered by the Chilean case. 
Here land taxes are the highest in Latin America, about three-fifths the 
effective rate level in the United States, and yet there were no significant 
effects. 

Finally, the theoretical effects ofa land tax apply under the assumption 
of a market economy. However, to a great extent, this sittLAtion does not 
exist in developing countries either in terms of values or institutions. The 
complementary resources, sucL as credit, fertilizer, and information, which 
the land tax should call into use, are often not available. Also, there are 
frequently government regulations affecting agriculture. Import-export 
policies, regulation of domestic output and input prices, and labor laws all 
change market reactions that otherwise might be expected. Our review of 
empirical studies indicates that a land tax will have no significant induce
ment effects for agricultural outputs or distribution. 

Whether the absence of inflation in these countries would have 
significantly altered the above conclusions is debatable. It is true that 
because of inflation there was some erosion of assessed values in Colombia; 
nevertheless, tax burdens were twice as high in the test municipality as the 
control one. In Chile, the tax base is statutorily adjusted for inflation and 
still no important effects of the tax were found. Also, mnere absence of 
inflation does not mak.. a more rational producer from the point of view 
of profit expectations and production behavior. Even if it did, and we 
assumed a land tax at high rates, the tax still would be such a small part of 
production costs that we would not expect dramatic regulatory effects 
from it. 

Given the above considerations, it would seem that we should con
centrate our attention on the revenue-raising capability of the land tax. 

Prerequisites and Obstacles: Bolivia," National Tax Journal 23, no. 3 (September 
1970): 315-23, and L. Harlan Davis, "Properly Tax Administration in Rural Local 
Governments of Colombia," Land Economics 46, no. 2 (May 1970): 146-52. 

653 



Economic Development and Cultural Change 

If tax revenues are used wisely, they can have a profound effect on a 
nation's development. In agriculture, these revenues could be used to 
finance credit facilities, research and extension services, social overhead 
capital, and land distribution programs; in short, the items needed for -
true land reform-a land reform that may never take place if a nation 
relies solely on the secondary effects of land taxation. 
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