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PRIMER ON LAND VALUE TAX
FOR THE COLORADO COMMISSION ON PROPERTY TAX

KEY TAKEAWAYS

The Colorado Commission on Property Tax is evaluating ways to provide tax relief while
maintaining local budgets, including consideration of a land value tax (LVT).

A revenue-neutral LVT shift increases the tax rate on land values, with offsetting tax
cuts on homes, businesses and other improvements.

By reducing taxes on improvements, LVT improves incentives for development.
Evidence suggests that it boosts business activity and stimulates right-size infill housing

construction.

LVT shifts are neutral for the average homeowner, but tend to raise tax bills for
relatively small or old buildings on high value land, and provide tax relief to apartments
and multiplexes.

Shifting from current property taxes to LVT is strictly better for Coloradan tenants as it
replaces a tax which does raise rents and discourages housing supply with one which
does not.

INTRODUCTION

Property tax policy in Colorado reached a crucial point in 2023 with biannual
reappraisals showing a record breaking 40% average increase in values. After
Proposition HH was rejected by voters, the Commission on Property Tax was
established to thread the needle of providing tax relief to homeowners while still
empowering local governments to collect sufficient revenues to maintain services. Part
of the Commission’s agenda is a specific requirement to evaluate the potential benefits
of switching to a land value tax system. As Colorado’s current property tax policies are
likely to be pushing up rents by penalizing housing construction, the need for a better
tax structure is clear. This primer first introduces the land value tax (LVT) and its merits,
before delving into the three specific aspects of LVT that the Commission has been
required to evaluate, namely the impacts on development incentives, residential tax
bills and residential rents. It concludes with some policy options and potential next
steps.
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WHAT IS A LAND VALUE TAX?

Land value tax (LVT) is a recurring levy charged against the market value of each piece of land.
LVT is similar to a traditional property tax except that homes, businesses and other structures
(‘improvements’) are wholly or partly exempt from taxation. Colorado assessors are already
required to appraise the value of land and improvements separately; which can be used to
implement a revenue-neutral LVT shift by taxing land at higher rates while easing the tax burden
on improvements. This type of ‘LVT shift’ is explained in detail here, while the specifics of how an
LVT shift could be implemented in Colorado are discussed below.

Taxes on land have several desirable properties. As the old saying goes: “if you tax something,
you get less of it,” and this is generally true. Taxes on income penalize productive work; corporate
taxes reduce investment and innovation; sales taxes raise prices and cause employment to shift
out to neighboring states; and taxes on buildings discourage construction. However, because land
cannot be moved to avoid a tax, taxes on land do not distort economic activity and are better for
economic growth than other taxes. Shifting the tax base onto land can boost housing_construction
and maintenance, stimulate entrepreneurship, and raise overall property values. LVT can reduce
per capita energy use and carbon emissions, and incentivize efficient local governance. Crucially,
LVT does not get passed on to tenants in the form of higher rents, but rather can reduce
inequality by directly capturing the economic rents of land and its location. It is for these reasons
that land value taxes are supported by a wide range of thinkers, economists and policy
institutions, including Albert Einstein and Adam Smith.

In short, LVT can help policymakers to shift the tax base onto land rents while achieving the
Commission’s objectives of maintaining budgets for schools, firefighters & other municipal
services, and giving tax relief to those who work hard and invest in Colorado. The Commission
has been required to evaluate three specific aspects of LVT, and the following sections delve into
each of these topics in detail.

TOPIC 1: IMPACT ON INCENTIVES FOR DEVELOPMENT

Under current tax settings, property owners in Colorado receive an increase in their tax bills
when they invest in new buildings, businesses or renovations. An LVT removes these “tax
penalties” for investment, increasing incentives for development. LVT shifts the tax burden
onto less productive land uses such as vacant lots & surface parking lots, creating a financial
disincentive for land speculation. Together, this stick for speculation and carrot for
construction will stimulate development in desirable locations (like those close to transit),
contributing to a much-needed post-COVID revival of main streets and downtown areas.
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Under an LVT, tax bills increase with land values, which tend to be high both in high-demand
locations and on sites with more permissive zoning. LVT therefore helps to achieve the State’s
strategic growth goals of building efficient housing in urban communities and job centers, by
rewarding efficient land use, discouraging California-style suburban sprawl, and promoting
right-sized infill development which reflects the planning settings put in place by local
governments.

Empirical evidence from experiments with LVT in Pennsylvania support the pro-development
benefits of this policy. Revenue-neutral LVT shifts were found to boost business activity,
reward renovation & maintenance of existing buildings, and stimulate housing_construction,
especially of infill and multifamily buildings (1). A recent working_paper finds evidence from
throughout the US that counties with higher implicit land taxes have faster growth in: wages,
business formation, population density and income & racial diversity. Clearly, land value taxes
improve incentives for development and reward smart growth.

TOPIC 2: IMPACT ON RESIDENTIAL TAX BILLS

Revenue-neutral LVT shifts can be designed in such a way that ensures that total taxes
charged to residential properties does not change, meaning that tax bills for the owner of an
average home will be unchanged (2). However, this average masks a wide range of impacts on
tax bills for different types of residential properties, depending on how productively each
piece of land is being used. Typically this means that tax bills will fall for multifamily
residential properties like apartments and multiplexes, which explains the above finding that
LVT shifts tend to spur infill development instead of sprawl. Conversely, taxes will rise for
properties with relatively small or old buildings on high value land where there is demand for
development (3).

TOPIC 3: IMPACT ON RENTERS

Concerns that higher property taxes would be passed on to tenants were a key part of the
recent public debate around the Prop HH ballot measure, likely prompting the requirement
that the Commission consider the impact of an LVT on residential tenants. Crucially, both
economic theory and real-world evidence indicate that land value taxes do not get passed
through to higher rents. This is summarized in the following paragraphs, but a more thorough
explanation is available in this research brief.

(1) A full exploration of the PA experience with LVT can be found in this research brief.

(2) Of course it is also possible to implement LVT shifts which raise or lower overall revenues, or which shift the tax burden from residential to non-residential land.

(3) LVT are fully compatible with existing property tax exemptions, such as for the elderly or disabled veterans, which can help ensure that Colorado simultaneously enjoys the benefits of a
more efficient tax system while retaining protections for vulnerable homeowners.
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While economic theory holds that tax incidence depends on the relative elasticities of both supply
and demand, land is unique in having perfectly inelastic supply, meaning that higher land taxes do
not change the quantity of land available and therefore do not raise the rents paid by tenants.
Empirical evidence supports this claim, with Hgj, Jargensen & Schou (2018) examining tax
changes in Denmark and finding that the land tax “does not distort economic decisions because it
does not distort the user cost of land”. Likewise, Buettner (2003) analyzed rent data in Germany'’s
Baden-Wirttemberg region and found no impact of land taxes on rents, concluding “obviously,
the landlords are not in a position to shift the tax incidence of the land tax to the tenants”.

Conversely, studies on property taxes tend to find partial pass-through into higher rents in places
where housing supply is elastic, like Colorado (4). This means that existing property taxes are
likely to be pushing rents upwards by discouraging supply. Conversely, by reducing taxes on
improvements, an LVT shift can help to stimulate housing supply, putting downward pressure on
rents. Thus, by reducing a tax that does raise rents with one which does not, an LVT system is
strictly better for Coloradan tenants than existing property taxes, and can therefore be
considered broadly progressive overall.

POLICY OPTIONS

With the merits of this policy in mind, this section suggests possible options for implementing
an LVT shift within the context of Colorado’s current legal and tax structures. As mentioned
previously, this section does not propose any changes to existing targeted tax relief
mechanisms (such as exemptions for seniors), but acknowledges that these are within the scope
of work for the Commission and may be grounds for subsequent discussion. Additionally, no
changes to taxation of agricultural, oil and gas, and mining property types are recommended in
this discussion, as isolating land values from improvements is complicated for these types of
properties.

Policy Option #1 - Partial Building Exemption

A modest shift towards LVT which can be achieved without a statewide vote would require
new property subtypes for residential land and non-residential land, distinct from residential
improvements and non-residential improvements. Assessment rates for the land categories
could be raised to their current legal maximums (of 7.15% and 29% respectively), enabling
offsetting reductions to the assessment rates applied to buildings, and leaving overall revenues
unchanged. The benefits of an LVT would be more minor in nature within these limits, but
would be a positive step forward.

(4) Saiz (2010) estimates that Denver and Colorado Springs have moderate housing supply elasticities at 1.53 and 1.67 respectively.
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Policy Option #2 - A Significant Shift to LVT

If lawmakers believe that voters would support such a measure, a more significant step
towards LVT would increase assessment rates of land for residential and non-residential
properties such that assessed land values meet current assessed total values (for both land
and improvements together). This would enable assessment rates for improvements to be
reduced to zero. At 2023 actual values, Denver would need approximately assessment rates
of 70% for non-residential land and 23% for residential land, to enable all other taxes on
improvements and personal property to be eliminated. The benefits of LVT as described in
this primer would be significant and immediate.

CONCLUSION & NEXT STEPS

A land value tax system has many features which are consistent with the objectives of the
Commission, and with optimal tax policy in general. LVT rewards development, boosting
business formation and stimulating housing supply. A revenue-neutral shift towards LVT
would be neutral for the average homeowner but would discourage sprawl by cutting taxes
for multifamily residences while increasing taxes for properties with few improvements on
valuable land. While Colorado’s current property tax system discourages housing supply and
raises rents, land taxes are not passed-on in rents, meaning that LVT shifts are strictly better
for tenants. It is therefore recommended that the Commission express support for this
innovative tax policy.

The authors of this report are happy to present these findings to the Commission. With clarity
on preferred approaches to implementing an LVT shift within Colorado’s legal context,
subsequent analysis could investigate the impacts of an LVT shift on tax bills for different
types of properties across the state, or the distribution of impacts within a given county. Any
comments or questions about this report can be sent to luke@thriveecon.com or
shoskins@progressandpovertyinstitute.org.
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