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The property tax is a maligned tax.[i] (applewebdata://44154F0D-7AFB-4B45-B918-

321A67F0E4DB#_edn1) Yet, it is a critical component of the Commonwealth of Kentucky’s 

revenue stream. In fact, during fiscal year 2021, Kentucky raised more than 317 million dollars 

through its tax on real property.[ii] (applewebdata://44154F0D-7AFB-4B45-B918-

321A67F0E4DB#_edn2)

Still, Kentucky should repeal its current real property tax and replace it with a tax on the 

unimproved value of land. Such a tax is commonly known as a land value tax. The land value tax 

rate must be set high enough to ensure that the reform is revenue neutral. Currently, Kentucky 

imposes a property tax of 11.9 cents for every 100 dollars of assessed value on real property.[iii] 

(applewebdata://44154F0D-7AFB-4B45-B918-321A67F0E4DB#_edn3)  And since the total value 

of unimproved land is less than the value of property subject to Kentucky’s real property tax, the 

land value tax’s rate must be higher. 

Placing a higher tax rate on a smaller base does not make the land value tax less desirable. This 

indifference to the higher tax rate is justified because land value taxation does not hamper economic 

growth.[iv] (applewebdata://44154F0D-7AFB-4B45-B918-321A67F0E4DB#_edn4) Taxing 

improvements on land discourages landowners from making investments on that land.[v] 

(applewebdata://44154F0D-7AFB-4B45-B918-321A67F0E4DB#_edn5) In contrast, taxing only 

land does not create a deadweight loss because its supply is fixed.[vi] (applewebdata://44154F0D-

7AFB-4B45-B918-321A67F0E4DB#_edn6) In fact, by discouraging land speculation, a land value 

tax would increase economic growth.[vii] (applewebdata://44154F0D-7AFB-4B45-B918-

321A67F0E4DB#_edn7)

The positive economic growth effects of a land value tax is not merely theoretical. In the United 

States, a plethora of localities in Pennsylvania have split-rate taxes.[viii] (applewebdata://44154F0D-

7AFB-4B45-B918-321A67F0E4DB#_edn8) Split-rate taxes tax both land and improvements on 

land, but tax the land itself at a higher rate.[ix] (applewebdata://44154F0D-7AFB-4B45-B918-

321A67F0E4DB#_edn9) In fact, Pittsburgh’s split-rate tax is credited with spurring that city’s 

economic renewal during the 1980’s.[x] (applewebdata://44154F0D-7AFB-4B45-B918-

321A67F0E4DB#_edn10) If the Commonwealth adopted a land value tax, it would similarly spur 

economic growth. 

But the benefits of land value taxation do not stop with faster economic growth. Enacting a land 

value tax would likely reduce wealth inequality in the Commonwealth. As economist Joseph Stiglitz 

has demonstrated, a substantial portion of the increase in wealth inequality – documented by 
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economists such as Piketty, Saez, and Zucman – is driven by the increase in land values.[xi] 

(applewebdata://44154F0D-7AFB-4B45-B918-321A67F0E4DB#_edn11) And land value taxes 

depress the value of land by imposing additional costs on holding land.[xii] 

(applewebdata://44154F0D-7AFB-4B45-B918-321A67F0E4DB#_edn12) Land value taxes also 

recapture economic rents obtained through land ownership.[xiii] (applewebdata://44154F0D-7AFB-

4B45-B918-321A67F0E4DB#_edn13) So the government can redistribute unearned wealth to the 

public-at-large through its expenditure programs.

The tax has broad ideological support as well. Milton Friedman described the land value tax as the 

least bad tax.[xiv] (applewebdata://44154F0D-7AFB-4B45-B918-321A67F0E4DB#_edn14)Peter 

Orszag, who served as the Director of the Office of Management and Budget during the Obama 

Administration, also supports imposing a land value tax.[xv] (applewebdata://44154F0D-7AFB-

4B45-B918-321A67F0E4DB#_edn15) Additionally, adopting a land value tax would not make 

Kentucky’s tax system unusual.  In fact, more than thirty countries have enacted land value taxes.

[xvi] (applewebdata://44154F0D-7AFB-4B45-B918-321A67F0E4DB#_edn16)  
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Difficulties in separating the value of land from the value of improvements on that land – cited by 

some as shortcomings of land value taxation – can be disregarded for three reasons.[xvii] 

(applewebdata://44154F0D-7AFB-4B45-B918-321A67F0E4DB#_edn17) First, several methods 

exist for separately valuating land and improvements on that land.[xviii] 

(applewebdata://44154F0D-7AFB-4B45-B918-321A67F0E4DB#_edn18) In fact, one example is to 

evaluate the value of land by using a Geographic Information System method.[xix] 

(applewebdata://44154F0D-7AFB-4B45-B918-321A67F0E4DB#_edn19) Since any of these 

methods could theoretically be used, the Commonwealth could experiment with different methods 

to try to determine the most accurate one. Second, as far back as 2002, twenty-nine states have 

required localities responsible for valuating land and improvements to do so independently of the 

other.[xx] (applewebdata://44154F0D-7AFB-4B45-B918-321A67F0E4DB#_edn20)  Third, even 

with minor inaccuracies in assessing the value of land and improvements, the land value tax is more 

economically efficient than the current property tax.[xxi] (applewebdata://44154F0D-7AFB-4B45-

B918-321A67F0E4DB#_edn21)

In summary, the Commonwealth of Kentucky should replace its real property tax with a land value 

tax for three reasons. First, its adoption would spur economic growth.Second, the tax would reduce 

wealth inequality. Third, the tax has broad support.Further, arguments against the land value tax – 

like the tax would be difficult to administer because of problems with separating the value of land 

and improvements – do not hold weight.
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